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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One)
[x] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 26, 2009
Or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number: 000-50307

FormFactor, Inc.
(Exact name of registrant as specified in its @rart

Delaware 13-371115¢
(State or other jurisdiction « (LR.S. Employer
incorporation or organizatio Identification No.)

7005 Southfront Road, Livermore, California 94551
(Address of principal executive offices, includinigp code)

(925) 290-4000
(Registrant's telephone number, including area)code

Securities registered pursuant to Section 12(bh@fAct: Common Stock
Name of each exchange on which registelfISDAQ Global Market
Securities registered pursuant to Section 12(ghefct:None
Indicate by check mark if the registranaiwell-known seasoned issuer, as defined in Rleof the Securities Act. YeEl No

Indicate by check mark if the registranhot required to file reports pursuant to Secli8ror Section 15(d) of the Exchange Act. Yk
No

Indicate by check mark whether the registr(1) has filed all reports required to be filgdSection 13 or 15(d) of the Exchange Act
during the preceding 12 months (or for such shqégiod that the registrant was required to filetsteports), and (2) has been subject to such
filing requirements for the past 90 days. Y&k No O

Indicate by check mark whether the regigtsubmitted electronically and posted on its oafe Web site, if any, every Interactive Data
File required to be submitted and posted pursuaRiuie 405 of the Regulation S-T during the precgdi2 months (or for such shorter period
that the registrant was required to submit and posh files). YesO No O



Indicate by check mark if disclosure ofiniguent filers pursuant to Item 405 of Regulat®#K is not contained herein, and will not be
contained, to the best of registrant's knowledgefinitive proxy or information statements incorated by reference in Part Ill of this
Form 10-K or any amendment to this Form 105K

Indicate by check mark whether the registis a large accelerated filer, an accelerated f non-accelerated filer or a smaller reporting
company. See the definitions of "large acceleréited" "accelerated filer* and "smaller reportiogmpany" in Rule 1212-of the Exchange Ac

Large accelerated fileEl Accelerated filerxl Non-accelerated fileld Smaller reporting compariy
(Do not check if a smaller reporting compa

Indicate by check mark whether the regigtis a shell company (as defined in Rule 12bthefExchange Act). Ye&l No X

Aggregate market value of registrant's wam stock held by non-affiliates of the registrdr@sed upon the closing price of a share of the
registrant's common stock on June 26, 2009 astexpby NASDAQ Global Market on that date: $492,26G, Shares of the registrant's
common stock held by each officer, director andpemwho owns 5% or more of the outstanding comnbaek<f the registrant have been
excluded in that such persons may be deemed tHilies. This determination of affiliate statusnot necessarily a conclusive determination
for other purposes.

The number of shares of the registramt'sroon stock, par value $0.001 per share, outstgratirof February 16, 2010 was 49,934,074
shares.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant's definitive#dr Statement for the 2010 Annual Meeting of Stad&hrs, which will be filed within 120 days of
the end of the registrant's fiscal year ended Déeerd6, 2009, are incorporated by reference in [Rdrereof. Except with respect to
information specifically incorporated by referengehis Form 10-K, the Proxy Statement is not degmoebe filed as a part of this Form 10-K.
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NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K containsxfard-looking statements within the meaning of $eeurities Exchange Act of 1934 and the
Securities Act of 1933, which are subject to rigksgl uncertainties. The forward-looking statememttuide statements concerning, among other
things, our business strategy (including anticigatends and developments in, and management fdgraur business and the markets in
which we operate), financial results, operatingittss revenues, gross margin, operating expensedygts, projected costs and capital
expenditures, research and development prograihes, @ad marketing initiatives and competition. dme cases, you can identify these
statements by forward-looking words, such as "mayjght," "will," "could," "should," "expect," "pla," "anticipate," "believe," "estimate,"
"predict,” "intend" and "continue," the negativephural of these words and other comparable tertogyo The forward-looking statements are
based on information available to us as of thadililate of this Annual Report on Form 10-K and@urent expectations about future events,
which are inherently subject to change and invoisies and uncertainties. You should not place urrdliance on these forward-looking
statements. We undertake no obligation to updateofithese statements for any reason. Actual evantssults may differ materially from
those expressed or implied by these statementsdwsious factors, including but not limited teetimatters discussed in the section entitled
“ltem 1A: Risk Factors" and elsewhere in this FA®K. You should carefully consider the numerosksiand uncertainties described in such
sections.

PART |
ltem 1: Business

FormFactor, Inc. was incorporated in Deleania 1993. We design, develop, manufacture, sellsaupport precision, high performance
advanced semiconductor wafer probe card produdsalutions. Semiconductor manufacturers use ofenvpmobe cards to perform wafer <
and test on the semiconductor die, or chips, omtiele semiconductor wafer, which is prior to sitagion of the wafer into individual separate
chips. We work closely with our customers on prddiesign, as each wafer probe card is a custonuptabat is specific to the chip and wafer
designs of the customer. During wafer sort and gestafer probe card is mounted in a prober, wmdrn is connected to a semiconductor
tester. The wafer probe card is used as an intetéaconnect electronically with and test individciaips on a wafer. Our wafer probe cards are
used by our customers in the front end of the sendiactor manufacturing process, as are our paranwetin-line probe cards. We introduced
our first wafer probe card based on our MicroSpgirigterconnect technology in 1995. We offer produatd solutions that are custom
designed for semiconductor manufacturers' uniguemgesigns and enable them to reduce their oveoatl of test.

The oversupply of memory devices and a senductor industry downturn coupled with the oviegidbal economic and financial crisis
has had a significant impact on global semicondudtwice manufacturing, and consequently, our campi fiscal 2009, we saw our markets
adversely affected by the continuing global ecomoand semiconductor industry downturns, which tesuin a significant decrease in demi
and continuing market challenges for our advancafimprobe cards. Overall, our revenue declined-gear-year in each of the major
semiconductor device segments we address—DynanmiddRa Access Memory, or DRAM, NAND and NOR Flash &ydtem on Chip, or
SoC. We experienced significant reductions in ewenues due to a number of factors including tHeeed demand for various semiconductor
devices and end products incorporating those deyvared device manufacturers' conservation of castutting production, postponing the
implementation of tooling cycles and delaying tamp of new technology nodes. In 2009, we contiruedefforts to improve our company's
operating efficiency and to better position our pamy for expanding our addressable market oppdigsgnWe resized the organization to
better align operations with the business enviramtirend improved our manufacturing and product graent capabilities, which
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resulted in a more flexible cost structure. We targd to implement our global regionalization sttgt as we moved more resources closer to
our customers to improve our ability to meet laoarket requirements. We strengthened our desigviceeand support capabilities and
operations in Japan and South Korea. We also mmvadew campus facility in Singapore and initidbedd-out of manufacturing operations,
where we plan to house a significant portion of foont-end manufacturing.

Products

Our products are based on our proprieggkiniologies, including our MicroSpring interconngethnology and design tools. Our
MicroSpring interconnect technology, which includesilient spring-like contact elements, enableoysroduce wafer probe cards for
applications that require reliability, speed, pseam and signal integrity. We manufacture our M&pang contact elements through precision
micro-machining and scalable semiconductor-likeen&brication processes. Our MicroSpring contaotssprings that optimize the relative
amounts of force on, and across, a bond pad dtimatest process and maintain their shape andgositer a range of compression. These
characteristics allow us to achieve reliable, elealt contact on either clean or oxidized surfageduding bond pads on a wafer. MicroSpring
contacts enable our wafer probe cards to make bdsdf thousands of touchdowns with minimal maiater for many device applications.
The MicroSpring contact can be attached to manfases, or substrates, including printed circuitrdeasilicon wafers, ceramics and various
metalized surfaces.

Since its original conception, the MicroiBgrcontact has evolved into a library of springsds and technologies. Our designers use this
library to design an optimized custom wafer proaeldor each customemique application. Since developing this fundaraktgchnology, w:
have broadened and refined it to respond to the&sing requirements of testing smaller, fasterrmace complex semiconductor devices. We
continue to invest in research and developmentitie§ around our interconnect technologies, inclgdur micro-electro-mechanical systems,
or MEMS, technology, as our MicroSpring contactgenacaled in size with the evolution of semicondts:t

Our MicroSpring contacts include geomethjcprecise tip structures. These tip structuresthe part of our wafer probe cards that come
into physical contact with the devices being tested are manufactured using proprietary micro-rimaicy) semiconductor-like processes.
These tip structures enable precise contact withlldiond pad sizes and pitches. Our technologyaliimr the design of specific geometries of
the contact tip that deliver precise and predigtabdctrical contact for a customer's particulgiaption.

Our wafer probe cards are custom prodietsdre designed to order for our customers' unigafer designs. For high parallelism merr
test applications, our products require large amrdact array sizes because they must accommaaet®t thousands of simultaneous contacts.
Our current technology enables probe cards foateapplications to be populated with over 50,000tacts. This requirement poses
fundamental challenges that our technology addsegseuding the planarity of the array, the foreeded to make contact and the need to
touch all bond pads with equal accuracy. We hawveldped wafer probe cards that use array sizesnmgrfigom 50 mm x 50 mm up to array
sizes suitable for contacting all die on a 300 mafiewsimultaneously, in combination with complexitinlayer printed circuit boards that we
have designed.

We have invested and intend to continuevest considerable resources in our wafer probe dasign tools and processes. These tools
and processes enable automated routing and tnagth ladjustment within our printed circuit boardsi greatly enhance our ability to rapidly
design and lay out complex printed circuit boarddtres. Our proprietary design tools also enablto design wafer probe cards particularly
suited for testing today's low voltage, high powtips, which require
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superior power supply performance. Our MicroSpiirtgrconnect technology is used to provide a vewyihductance, low resistance electr
path between the power source and the chip unger te

Because our customers typically use ouewarfobe cards in a wide range of operating tentpers, as opposed to conducting wafer p
tests at one predetermined temperature, we havgneéelscomplex thermal compensation characterigticsour products. We select our wafer
probe card materials after careful consideratiothefpotential range of test operating temperatanelsdesign our wafer probe cards to provide
for a precise match with the thermal expansionattaristics of the wafer under test. As a resudthynof our wafer probe cards are able to
accurately probe over a large range of operatimpézatures. This feature enables our customersetthe same wafer probe card for both low
and high temperature testing without a loss ofgreréince. In addition, for those testing situatithad require positional accuracy at a specific
temperature, we have designed wafer probe caritsiaptl for testing at such temperatures.

We have many spring shapes, different géaeady-precise tip structures, various array sizes andrdes/printed circuit board layouts t
enable a wide variety of solutions for our custasn€ur designers select the most appropriate setelements, or modify or improve upon
such existing elements, and integrate them withotluer technologies to deliver a custom solutiotinoged for the customer's requirements.

Our technology investment yielded sevedaiaces in fiscal 2009. In February, we announceevatechnology, the Harmony
OneTouch™ ATC probe solution. The Harmony OneTdaan advanced full-wafer contact probe card foNYDAand NOR Flash memory
300-mm wafer testing. Leveraging many of the assttitral enhancements recently introduced with anntbny eXP™ platform for DRAM
wafer testing, the Harmony OneTouch ATC card ersablash device manufacturers to lower their testscon their leading-edge Flash
products through increased wafer test productiitgt improved test yields. The Harmony OneTouch &&€ supports the company's
RapidSoak™ technology, which was introduced in 2808 leverages advanced temperature control taeetthe time required for the probe
card to achieve thermal equilibrium by as much@gé&rcent—resulting in increased test cell proditgtand uptime.

In October 2009 we introduced our next-gatien full-wafer contact probe card for NAND Flagévices called the TouchMatrix™ wafer
probe card. The TouchMatrix solution is built oneaw, proprietary architecture that leverages Fortdfa MicroSpring® MEMS contact
technology and offers chip manufacturers superniodpct performance with a substantially reducedipction lead time. The TouchMatrix
probe card is specifically designed for today'd sessitive test flows and enables testing of Ftislices down to sub 32-nm process nodes,
including those integrating three-bit and foursbigémory cell architectures. The TouchMatrix solugaravides superior electrical and probe
contact performance, and features a new archietbat improves manufacturing efficiency. Likektarmony™ platform predecessor, the
TouchMatrix probe card is designed for improvedrtied performance that enables it to quickly reaath maintain test temperatures—
improving throughput and extending uptime. The ez also be enhanced with FormFactor's patentpaiBaak™ technology to achieve
near-zero soak time and superior scrub performance.

In December 2009, FormFactor introduced pavducts for DRAM and SoC device testing. The SMatrix™ 100 probe solution is a
300-mm full-wafer contact platform that lowers tesst per die for leading-edge mobile and commddRAM test applications and extends
the life of the tester cell. Like FormFactor's netteintroduced TouchMatrix™ probe card for advasth®AND Flash testing, the new
SmartMatrix 100 probe card features an innovatie@itecture that significantly improves manufaatgriefficiency and reduces probe card
delivery lead time. These capabilities are partidylimportant for DRAM manufacturers, who faceitafab cycle times, as well as steep and
dynamic ramp plans.
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SmartMatrix 100 probe cards are also desldor improved thermal performance, which allow dards to quickly reach test
temperatures. This improved thermal performancélesalual-temperature operation and ensures thasataility during wafer and lot
changes, making the new platform extremely robusteimanding performance environments. SmartMafiixi& also compatible with
FormFactor's advanced TRE™ technology, which esahlere efficient use of tester channels on tesipewgnt to increase the total number of
devices that can be tested simultaneously. Withdapability, DRAM manufacturers and test servie®/jgers can significantly increase test
cell throughput on new test equipment, extendifeeof their existing test equipment, and reduagrtbverall cost of test.

Also in December 2009, FormFactor introdliasnew MEMS probing contact technology for itsauhed probe cards for wire bond logic
and SoC wafer testing. The new TrueScale Multi-TMerontact technology will support fully populatetiaggered pad layouts down to 25/50
microns in size, which are utilized in leading-edgee bond logic and SoC chip designs atdB-and below nodes. The new contact technc
provides the ability to probe higher pad densiith reliable x/y positioning, which enables senmdactor manufacturers to increase the pad
count per die and support continued die shrinkadaiition, the scalable contacts enable the pramucf higher pin-count probe cards that can
support x2 through x16 full logic sort testing awkn higher levels of test parallelism (x64, x1286) for embedded memory test
applications, allowing semiconductor manufactuterisicrease their test throughput with their erigtcapital equipment.

Customers

Our customers include manufacturers inDRAM, Flash and SoC markets. Our customers usevatar probe cards to test DRAM chips
including DDR, DDR2, DDR3, SDRAM, PSRAM, mobile DRRA and Graphic DRAM, NOR and NAND flash memory chigerial data
devices, chipsets, microprocessors and microcdetsol

One customer accounted for 49.1% of ouemeres in fiscal 2009, three customers accounteflf@%o of our revenues in fiscal 2008, and
four customers accounted for 63.0% of our reveimuéiscal 2007, as follows:

Fiscal Fiscal Fiscal

2009 2008 2007
Elpida(1) 49.1% 27.1% 26.2%
Intel Corporatior * 12.¢ 10.C
Spansior * 10.7 14.4
Powerchig * * 12.4

(1) Includes Elpida Memory and its consolidated sulasids, Rexchip and Tera Probe for fiscal 2009

* Less than 10% of revenues.

Information concerning revenue by geograpégion and by country based upon ship to locajgoears under "ltem 7: Management's
Discussion and Analysis of Financial Condition &esults of Operations—Revenues—Revenue by Geogr&agion" and Note 13—
Operating Segment and Geographic Information of\btes to our Consolidated Financial Statementsgiware included elsewhere in this 10-
K.

Backlog

Our backlog was $43.6 million at Decemb&r 2009 compared to $40.9 million at December 082 We manufacture our wafer probe
cards based on order backlog and customer commiitmen
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addition, due to our customers' short delivery tieguirements, we at times produce our producgstitipation of receiving orders for our
products. Backlog includes only orders for whiclitt®n authorizations have been accepted and shipdates within 12 months have been
assigned. In addition, backlog includes servicenee for existing product service agreements tedoeed within the next 12 months.
Customers may delay delivery of products or canodérs prior to shipment, subject to possible chatien penalties. Due to possible changes
in delivery schedules and cancellations of ordeus backlog on any particular date is not necelysiadicative of actual sales for any
succeeding period. Delays in delivery schedulegaaradreduction in backlog during any particularipe could have a material adverse effect
on our business and results of operations.

Manufacturing

Our wafer probe cards are custom prodietswe design to order for our customers' unique ahd wafer designs. We manufacture our
products at our facility located in Livermore, Gathnia, United States, and we are ramping partsuofmanufacturing processes in regions
within Asia as part of our global regionalizatidresegy.

In Singapore, we are building-out manufaotyioperations to provide the capability for coetjlg a significant portion of our front-end
manufacturing operations. This build-out is paroof global regionalization strategy to move ogeret closer to our customers, and in
combination with our assembly and test, serviceaamqbort capabilities in South Korea and Japatlessgned to enhance our customer
relationships and improve our responsiveness t@ostomers' requirements. In 2009, we also conmgkike move of certain of our product
design capacity to Asia and now have design e)geeiti Singapore, Japan and South Korea.

Our proprietary manufacturing processehige wirebonding, photolithography, plating and aflergical processes, dry and electro-
deposition, and complex interconnection systemgiiegertain steps in our manufacturing procespar®rmed in a Class 100 clean room
environment. We also expend considerable resomrtdise assembly and test of our wafer probe cardsa quality control.

We depend upon suppliers for some crititcahponents of our manufacturing processes, incudéramic substrates and complex printed
circuit boards, and for materials used in our maatufring processes. Some of these components aediagare supplied by a single vendor.
Generally, we rely on purchase orders rather thag-term contracts with our suppliers which sulgert to risks including price increases and
component shortages. We continue to evaluate aligensources of supply for these components anchéterials.

We maintain repair and service capabilityivermore, California, United States. We alsovide repair and service capabilities in our
service centers in Gyeonggi-do, South Korea; Dies@ermany; Yokohama City, Japan; Vimercate, Itdlypei City, Taiwan, and Singapore.

Research, Development and Engineering

The semiconductor industry is subject fmddechnological change and new product introdunstiand enhancements. We believe that our
continued commitment to research and developmeahbantimely introduction of new and enhanced waf@be test solutions and other
technologies related to our MicroSpring intercoritechnology are integral to maintaining our coritpyet position. We continue to invest
considerable time and resources in creating stredtprocesses for undertaking, tracking and conmgietur development projects, and plan to
implement those developments into new productadrrtelogy offerings. We continue to allocate sigrafit resources to these efforts and tc
automation and information technology to providditidnal efficiencies in our research and develophaetivities.
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Research and development expenses werg fifion for fiscal 2009, $65.5 million for fisc&008, and $61.0 million for fiscal 2007.

Our research and development activitiedutting our product engineering activities, aredied by individuals with significant expertise
and industry experience.

Sales and Marketing

We sell our products utilizing a proprigtaales model that emphasizes the customer'scimsbf ownership as it relates to the costs of
test. With this sales model, we strive to demomsthaw test costs can be reduced by simulatinguktomer's test floor environment, includ
testers and probers, utilizing our products andpamng the overall cost of test to that of convemal wafer probe cards.

We sell our products worldwide primarilydligh a global direct sales force, a distributat Bour independent sales representatives. In
Europe, and in the Asia Pacific, we sell our pradulerough our direct sales force. In Europe, oual sales team works with two independent
sales representatives. In Japan, our direct salles s supplemented by an independent sales eqadive for our SoC products. In the
People's Republic of China, we sell through Spitoxporation, our regional distributor. We also héwe ability to sell our products directly to
customers in the People's Republic of China.

Our sales and marketing representativestéalcin Livermore, California, Dallas, Texas, Uditgtates, Munich, Germany, Milan, Italy,
Jubei City, Taiwan and Tokyo, Japan, Gyeonggi-autl$ Korea and Singapore work closely with custenterunderstand their businesses,
anticipate trends and define products that willivde significant technical and economic advantagesur customers.

We utilize a highly skilled team of fielg@lication engineers that support our custometh@gintegrate our products into their
manufacturing processes. Through these custonaiomreships, we develop a close understanding dbmesr and product requirements,
thereby accelerating our customers' production amp

Environmental Matters

We are subject to U.S. federal, state andl] and foreign governmental laws and regulatrefeting to the protection of the environment,
including those governing the discharge of polltganto the air and water, the management and s@pd hazardous substances and wastes,
the clean-up of contaminated sites and the maintenaf a safe workplace. We believe that we corpbll material respects with the
environmental laws and regulations that apply tan@uding those of the California Department @fiic Substances Control, the Bay Area
Quality Management District, the City of Livermdf¢ater Resources Division and the California Diuisad Occupational Safety and Health.
We received two notices of violation in fiscal 20@¥e notice of violation in the first quarter afdal 2008 and one notice of violation in the
first quarter of fiscal 2009 from the City of Livapre regarding violation of certain applicable veastater discharge limits. For each notice
received, we promptly investigated the violatiagk what we believed to be appropriate steps toesddhe cause of the violation, and
implemented corrective measures to prevent a recce: No provision has been made for loss fromrenmiental remediation liabilities
associated with our facilities because we beliga¢ it is not probable that a liability has beecuimed as of December 26, 2009.

While we believe that we are in compliaircall material respects with the environmentaldaamd regulations that apply to us, in the
future, we may receive additional environmentalation notices, and if received, final resolutidrtiee violations identified by these notices
could harm our operations, which may adversely chpar operating results and cash flows. New lamé r@gulations, stricter enforcement of
existing laws and regulations, the discovery o¥jmesly unknown contamination at our or othergsivr the imposition of new cleanup
requirements could also harm our operations, tlyeaelversely impacting our operating results anth ¢asvs.
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Competition

The highly competitive wafer probe card kediis comprised of many domestic and foreign camgs and has historically been
fragmented with many local suppliers servicing widiial customers. Our current and potential conestiin the wafer probe card market
include Advantest Corporation, Aehr Test SystemidSA Co., Ltd., Cascade Microtech, Inc., FeinmeBatibH, Korea Instrument Co., Ltd.,
Japan Electronic Materials Corporation, SV Prohe,,IMicronics Japan Co., Ltd., Microfriend Incechnoprobe Asia Pte. Ltd.,

MicroProbe, Inc., TCS Memsys Corp., formerly PhicGorporation, Tokyo Cathode Laboratory Co., Ltabkyo Electron Ltd., TSE Co., Ltd.,
Verigy, Ltd. and Wentworth Laboratories, Inc., amganhers. In addition to the ability to addressevafrobe card performance issues, the
primary competitive factors in the industry in wiiwe compete include product quality and reliapilirice, total cost of ownership, lead
times, the ability to provide prompt and effectouestomer service, field applications support anteliness of delivery.

Some of our competitors are also suppbéiher types of test equipment or other semicotaitequipment, or offer both advanced w
probe cards and needle probe cards, and may haategfinancial and other resources than we doeXect that our competitors will enhance
their current wafer probe products and that they maoduce new products that will be competitivighwour wafer probe cards. In addition, it
is possible that new competitors, including testiepent manufacturers, may offer new technolodies teduce the value of our wafer probe
cards.

Additionally, semiconductor manufactureraynimplement chip designs that include built-irf$est capabilities or similar functions or
methodologies that increase test throughput andredite some or all of our current competitive adagas. Our ability to compete favorably
may also be adversely affected by (1) low volurndeos that do not meet our present minimum volurgairements, (2) very short cycle time
requirements which may be difficult for us to m&8),long-standing relationships between our coltgrstand certain semiconductor
manufacturers, and (4) semiconductor manufactestrstrategies that include low performance sendicotor testers.

Intellectual Property

Our success depends in part upon ourabdlitontinue to innovate and invest in researahdavelopment to meet the semiconductor
testing requirements of our customers, to mairdgath protect our proprietary technology and to cahdur business without infringing the
proprietary rights of others. We rely on a combimabf patents, trade secrets, trademarks andainal restrictions on disclosure to protect
our intellectual property rights.

As of December 26, 2009, we had 684 ispaents, of which 354 are United States patent38Acare foreign patents. The expiration
dates of these patents range from 2010 to 2028isSued patents cover many of the features ofrdardonnect technology, as well as some of
our inventions related to wafer probe cards antihigswafer-level packaging and test, sockets asgmblies and chips. In addition, as of
December 26, 2009, we had 622 patent applicatiendipg worldwide, including 163 United States agations, 444 foreign national or
regional stage applications and 15 Patent Cooperatieaty applications. We cannot provide any asme that our current patent applications,
or any future patent applications that we may fildl, result in a patent being issued with the ssopthe claims we seek, or at all, or whether
any patents that we may obtain will not be chaléehgr invalidated. Even if additional patents asied, our patents might not provide
sufficiently broad coverage to protect our progaigtrights or to avoid a third party claim agaiose or more of our products or technologies.

We have both registered and unregistesatbtnarks, including FormFactor, ATRE, DC-Boost, hlany, MicroSpring, MicroForce,
MicroLign, RapidSoak, SmartMatrix, TouchMatrix, Oraich, TRE, TrueScale and the FormFactor logo.
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We routinely require our employees, custansuppliers and potential business partnerster érto confidentiality and non-disclosure
agreements before we disclose to them any sensitipeoprietary information regarding our produtéshnology or business plans. We req
our employees to assign to us proprietary inforomatinventions and other intellectual property tbesate, modify or improve.

Legal protections afford only limited protion for our proprietary rights. We also may netduccessful in our efforts to enforce our
proprietary rights. To date, for example, we hagerbunsuccessful in our efforts to enforce cedéiour patent rights in South Korea, and
through the U.S. International Trade Commissior;T@. The ITC initiated an investigation into centactivities of two companies based on a
complaint we filed in late 2007, but did not findiialation of Section 337 of the U.S. Tariff Act 8930 and terminated its investigation in
November 2009 without issuing an exclusionary oatginst any products. Notwithstanding our efftstprotect our proprietary right
unauthorized parties may attempt to copy aspeatsioproducts or to obtain and use information Wategard as proprietary. From time to
time, we have become aware of situations where®tre or may be infringing on our proprietary tgjfWWe evaluate these situations as they
arise and elect to take actions against these auegpas we deem appropriate. Others might indepiydievelop similar or competing
technologies or methods, design around our patentttempt to manufacture and sell infringing prots in countries that do not strongly
enforce intellectual property rights or hold inghtiur intellectual property rights. In additionaténg companies in the semiconductor industry
have extensive patent portfolios and other intaliegicproperty with respect to semiconductor tecbggl Actions have been filed in the U.S.
Patent and Trademark Office and patent officesherocountries, challenging the validity of certafrour patents. In the future, we might
receive claims that we are infringing intellectpabperty rights of others or that our patents deointellectual property rights are invalid. We
have received in the past, and may receive inuhed, communications from third parties inquiradgput our interest in licensing certain of
their intellectual property or more generally idfnng intellectual property that may be of interés us.

We have invested significant time and resesiin our technology, and as a part of our orgyeiforts to protect the intellectual property
embodied in our proprietary technologies, including MicroSpring interconnect technology and degigrcesses, we may pursue actions to
enforce our intellectual property rights againétiinging third parties.

For a description of the material patematexl proceedings in which we are involved, seenilB: Legal Proceedings".
Employees

As of December 26, 2009, we had 808 redul&time employees, including 181 in research and dgveént, 114 in sales and marketi
93 in general and administrative functions, and i2perations. By region, 602 of our employeesanerNorth America, 65 in Japan, 37 in
South Korea, 68 in Singapore, 23 in Taiwan, anth1Burope. No employees are currently covered bgllective bargaining agreement. We
believe that our relations with our employees aredy

Available Information

We maintain a website lattp://www.formfactor.comWe make available free of charge on our websiteAmnual Report on Form 10-K,
quarterly reports on Form 10-Q, current report$orm 8-K and amendments to those reports filediori$hed pursuant to Section 13(a) or 15
(d) of the Exchange Act, as soon as reasonablyipa#te after we electronically file such matesath, or furnish it to, the SEC. The reference
to our website does not constitute incorporatiomefgrence of the information contained at the site
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The public may also read and copy any rsethat we file with the SEC at the SEC's PuBlaference Room at 100 F Street N.E.,
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 websétedbntains reports and other information regariisgers, such as FormFactor, that file
electronically with the SEC. The SEC's Internet svbis located dtttp://www.sec.gov

Directors and Executive Officers

Directors. The names of the members of our board of dirsctheir ages as of December 26, 2009 and theiernt occupations are set
forth below.

Name of Director Age Current Occupation

Dr. Homa Bahram 54 Senior Lecturer at the Haas Schoo
Business, University of California Berkel

G. Carl Everett, Jr 59 Venture Partner at Accel LL

Dr. Chenming Ht 62 TSMC Distinguished Chair Professor

Microelectronics in Electrical Engineering
and Computer Science at the University of
California, Berkeley

Lothar Maier 54 Chief Executive Officer and Director of Line¢
Technology Corporatio

James A. Prestridc 77 Director of FormFactor, Inc

Dr. Mario Ruscev 53 Chief Executive Officer and Director of
FormFactor, Inc

Harvey A. Wagne 68 Chief Executive Officer, President a

Director of Caregiver Services, Ir

Dr. Homa Bahramhas served as a Director since December 2004. &waBni is a Senior Lecturer at the Haas Schoolusiriss,
University of California, Berkeley. Dr. Bahramiasso a Faculty Director of the Center for Execufidrication and a Board Member of the
Center for Trading Excellence, both at the Haa©8lcbf Business, University of California, Berkeldyr. Bahrami has been on the Haas
School faculty since 1986 and is widely publishadoganizational design and organizational deveklmnehallenges and trends in the high
technology sector. Dr. Bahrami currently serveshenboard of directors of one privately held compddr. Bahrami holds a Ph.D. in
organizational behavior from Aston University, WdtKingdom.

G. Carl Everett, Jrhas served as a Director since June 2001. Mr. BEvetended GCE Ventures, a venture advisement filmmpril
2001. Mr. Everett has served as a venture partneceel LLP, a venture capital firm, since 2002oifrFebruary 1998 to April 2001,
Mr. Everett served as Senior Vice President, Pals®ystems Group of Dell Inc. During 1997, Mr. Estervas on a personal sabbatical. From
1978 to December 1996, Mr. Everett held severalagament positions with Intel Corporation, includ®gnior Vice President and General
Manager of the Microprocessor Products Group, andd® Vice President and General Manager of thekesProducts Group. Mr. Everett
currently serves on the board of directors of thimeeately held companies. Mr. Everett holds a BrAbusiness administration and an honorary
Doctorate of Laws from New Mexico State University.

Dr. Chenming Hihas served as a Director since December 2009. Dis the TSMC Distinguished Chair Professor of Malectronics
in Electrical Engineering and Computer Sciencab@tniversity of California, Berkeley, and has meeProfessor of Electrical Engineering
and Computer Sciences at the University of CalifarBerkeley since 1976. From 2001 through 2004 Hbrwas the Chief Technology Offic
at Taiwan Semiconductor Manufacturing Company Laahita dedicated semiconductor foundry. From 1985utih 2003, Dr. Hu served as the
Chairman of the
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board of directors of Celestry Design Technologiies,, a complete, full-chip SoC silicon accuratmsoff solution provider, which Cadence
Design Systems, Inc. acquired in 2003. Dr. Hu wss the co-founder of Celestry Design Technologieem 1973 through 1976 Dr. Hu was
an assistant professor at the Massachusetts testit’echnology. Dr. Hu has served as a memb#reoBoard of Directors of MoSys, Inc., a
publicly traded company, since January 2005, arsamiDisk Corporation, a publicly traded companycsiSeptember 2009, where he is a
member of the Compensation Committee. Dr. Hu ctiyreserves on the board of directors of one prilyateld company, where he is a
member of the Audit Committee. Dr. Hu holds a BnSElectrical Engineering from National Taiwan Uergity, Taiwan and an M.S. and a
Ph.D. in Electrical Engineering from the UniversitfyCalifornia, Berkeley.

Lothar Maierhas served as a Director since November 2006. Mieivhas served as the Chief Executive Officerantember of the
board of directors of Linear Technology Corporatiarsupplier of high performance analog integraiezlits, which is a publicly traded
company, since January 2005. Prior to that, Mr.@vlaerved as Linear Technology's Chief Operatirfic@ffrom April 1999 to December
2004. Before joining Linear Technology, Mr. Maieglth various management positions at Cypress Sewhimbor Corporation, a provider of
high-performance, mixed-signal, programmable sohsgj from 1983 to 1999, most recently as Senioe Wresident and Executive Vice
President of Worldwide Operations. Mr. Maier hotédB.S. in chemical engineering from the UniversityCalifornia at Berkeley.

James A. Prestridgleas served as a Director since April 2002, andskaged as Chairman of our Board of Directors frongést 2005 to
June 2008, and since May 2009. Mr. Prestridge semgeour Lead Independent Director from June 2608ay 2009. Mr. Prestridge served as
a consultant for Empirix Inc., a provider of teetlanonitoring solutions for communications appiigas, from October 2001 until October
2003. From June 1997 to January 2001, Mr. Prestrigdgved as a Director of five private companies were amalgamated into Empirix.

Mr. Prestridge served as a member of the boardteétdrs of Teradyne, Inc., a manufacturer of awttad test equipment, which is a publicly
traded company, from 1992 until 2000. Mr. Prestigas Vice-Chairman of Teradyne from January 1986 May 2000 and served as
Executive Vice President of Teradyne from 1992IiMty 1997. Mr. Prestridge holds a B.S. in genergineering from the U.S. Naval
Academy and an M.B.A. from Harvard University. Nhrestridge served as a Captain in the U.S. Marorp<C

Dr. Mario Ruscevhas served as our Chief Executive Officer since R008 and a member of our board of directors siaceary 2008,
when he joined our company. Dr. Ruscev previoustyed as our President from January 2008 to Jub®. R¥ior to FormFactor, Dr. Ruscev
served as President of Testing Schlumberger Qilfgdrvices of Schlumberger Limited, a services amygsupplying technology, project
management and information solutions for optimiziegformance in the oil and gas industry, from Ap€06 to December 2007. He also held
several executive positions at Schlumberger duria@3 year career with that company, includingsRlent of Schlumberger Water and
Carbon Services from April 2002 to March 2006, Riesst of Wireline Schlumberger Oilfield Servicesrit January 2001 to March 2002 and
President of Geco-Prakla Schlumberger Oilfield ®efrom April 1999 to December 2000. Dr. Rusaeseived a Doctorate in Nuclear
Physics from Université, Pierre et Marie Curie ariB, France and a Ph.D. in Nuclear Physics frome Uaiversity.

Harvey A. Wagnehas served as a Director since February 2005. Mgn&’r joined Caregiver Services, Inc., a providen-dome care
services, as the President and Chief Executive@ffind a member of the board of directors on Afprd008. Mr. Wagner founded the
H.A. Wagner Group, LLC, a consulting firm, whereles served as managing principal since July 2007Wagner previously served as
President and Chief Executive Officer of Quovadc,. (now Healthvision, Inc.), a software and sexgicompany, from October 2004 to July
2007, and as a member of the board of directo@uaivadx from April 2004 to July 2007. From May 2a@dough October 2004, Mr. Wagner
served as acting President and Chief Executive@fff Quovadx. Prior to joining Quovadx, he served
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as Executive Vice President and Chief Financialg@ffof Mirant Corporation, an independent energypany, from January 2003 through
April 2004. Prior to joining Mirant, Mr. Wagner w&xecutive Vice President of Finance, Secretargasurer, and Chief Financial Officer at
Optio Software, Inc., a provider of business predegprovement solutions, from February 2002 to Ddwper 2002. From May 2001 to January
2002, he performed independent consulting serf@egarious corporations. He was Chief Financidicet and Chief Operating Officer for
PaySys International, Inc. from December 1999 talAR®01. Mr. Wagner also serves on the board téadors of Cree, Inc., a publicly traded
company, since February 2004 where he is ChairmhrecAudit Committee and a member of the Nomirgaind Governance Committee.
Mr. Wagner also serves on the Board of Startek, mpublicly traded company, since May 2008 wherés Chairman of the Audit Committ

a member of the Governance Committee and a menfiltlee €@ompensation Committee. Mr. Wagner holdsE 8. in accounting from the
University of Miami.

Executive Officers. Our executive officers in fiscal 2009, theieags of December 26, 2009 and their positions evittcompany in
fiscal 2009 are set forth below.

Name Age Position

Dr. Mario Rusce\ 53 Chief Executive Office

Jean B. Vernet 48 Senior Vice President and Chief Financial
Officer

Stuart L. Merkadea 48 Senior Vice President, General Counsel
Secretary

Jean B. Verngbined our company in March 2008, as Chief Finan®idicer and Senior Vice President. Mr. Vernet\poeisly served as
the Director of Risk and Assistant Treasurer at Rido Alcan, one of five product groups of Rio Tarplc, a leading international mining
group from July 2007 to March 2008. Prior to jomiRio Tinto, Mr. Vernet worked for more than 10 seat Schlumberger Limited, a services
company supplying technology, project managemedti@formation solutions for optimizing performancethe oil and gas industry, from
October 1996 to June 2007, where he held seveydkkelership positions, including Finance Dire@od Controller of the REW Wireline
Business Unit and Corporate R&D, from July 2004uoe 2007 and Treasurer of Atlantic Asia from Jayp@803 to June 2004, as well as
various risk management and treasury roles. Mrn®teholds a M.S. degree in mechanical engineering the Ecole Centrale de Lyon in
France, an M.B.A in analytic finance and accountiogn the University of Chicago and a B.S. equinaie mathematics and physics from
Lycée Janson de Sailly in France.

Stuart L. Merkadeabas served as one of our Senior Vice Presidente s€hetober 2003 and as our General Counsel anétascsince
October 2002. Mr. Merkadeau previously served asajrour Vice Presidents from October 2002 to Saptr 2003, and as our Vice President
of Intellectual Property from July 2000 to Octol2602. From 1990 to July 2000, Mr. Merkadeau practiaw as an associate and then a
partner with Graham & James LLP, where he speeidlin licensing and strategic counseling in intlial property matters. Mr. Merkadeau is
admitted to practice in California and registeregtactice before the U.S. Patent and Trademaric®©ffr. Merkadeau holds a B.S. in
industrial engineering from Northwestern Universityd a J.D. from the University of California atd.Angeles.

Iltem 1A: Risk Factors

You should carefully consider the followirigk factors, as well as the other informationhis Annual Report on Form 1K; in evaluating
FormFactor and our business. If any of the follayiisks actually occur, our business, financialditon and results of operations would
suffer, the trading price of our common stock cadédline and you may lose all or part of your inkent in our common stock.
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The global economic and semiconductor industry daums, slower than anticipated recoveries, or a faer downturn could continue to
negatively affect our business, results of operatpand financial condition.

The global economic and semiconductor itrghudownturns have negatively affected and couldticoe to negatively affect our business,
results of operations and financial condition. Tinégative effect could worsen if the economic aisonductor industry recoveries are
slower than anticipated or further downturns oct®de. may experience continued declines in demanddoprobe cards resulting from our
customers continuing to conserve cash by cuttindyetion, postponing the implementation of toolaygles and delaying the ramp of new
technology nodes in response to slow demand foswroer and other products incorporating devicesdesith our wafer probe cards. We n
experience continued pricing pressure on certaouofproducts, which may reduce our gross mardirgdower than anticipated recovery or a
further downturn could cause additional customerfile for bankruptcy protection as occurred in 2@@th our customers Spansion and
Qimonda, resulting in our loss of revenue. In theent environment, customers are seeking extepdgahent terms or are delaying payment
for our products past their original due dates,alvtdould impact their payment histories resultimgur deferral of revenue and which could
increase our potential bad debt exposure. In fi288B, we recorded a $5.0 million pre-tax expendadrease our allowance for doubtful
accounts as a result of the heightened non-payrigdndf accounts receivable primarily related toethcustomers.

We may also experience the insolvency gfdpliers, leading to delays in the developmentshipment of our products, increased
expense and loss of revenue. In addition, we magneance increased impairment charges due to @sdimthe fair values of marketable debt
securities.

We derive a substantial portion of our revenuesti@a small number of customers, and we could congnio experience significant declines
in our revenues if any major customer does not pacancels, reduces or delays a purchase of oudpieis, or does not pay us, or delays or
extends payment for our products past their origirtue dates.

A relatively small number of customers hageounted for a significant portion of our revesiireany particular period. One customer
accounted for 49.1% of our revenues in fiscal 2@0@|, three customers accounted for 51.3% of owmaess in fiscal 2008. In fiscal 2009 and
in fiscal 2008, our ten largest customers accouftef3.3% of our revenues and 81.0% of our reventespectively. We anticipate that sales
of our products to a relatively small number oftousers will continue to account for a significantrfion of our revenues. Consolidation in the
semiconductor industry may increase this conceatraf\s a result of the global economic and sendcmtor industry downturns, we have
experienced significant declines in our revenueshé future, the cancellation, reduction or defleof even a small number of purchases of our
products could significantly reduce our revenueariy particular quarter. Cancellations, reductiondeferrals could result from a prolongec
another downturn in the semiconductor industry, ufacturing delays, quality or reliability issuesthvour products, or interruptions to our
customers' operations due to fire, natural disasteother events. Furthermore, because our pras are custom products designed for our
customers' unique wafer designs, any cancellatieasictions or delays can result in significanf-mecoverable costs. In some situations, our
customers might be able to cancel or reduce oxigheut a significant penalty. Our customers coaillb fail to pay all or part of an invoice
our products. If a customer fails to pay us or gielsayment for our products, we may be unabledogwrize revenue, our financial condition
and liquidity could be impacted and we may incudiidnal charges for bad debt reserve to the exterttin of our customers continue to face
financial difficulties during this downturn. It @so possible that if we make the decision todite or more additional actions against custol
to seek payment of outstanding receivables thaillihegatively impact a customer relationship aedult in lost revenues in the future.
Customers with financial difficulties may be forcedmaterially reduce or
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discontinue operations, file for bankruptcy or ottedief, or may be acquired by one of our othestomers, any of which would further reduce
our customer base.

The markets in which we participate are competitiead if we do not compete effectively, our openatresults could be harmed.

We are experiencing increased competiticthé wafer probe card market and we expect cotigreto intensify in the future. Increased
competition has resulted in, and in the futurékisly to result in price reductions, reduced gnoesgins or loss of market share. Competitors
might introduce new competitive products for theneamarkets that our products currently serve. Thesgucts may have better performance,
lower prices and/or broader acceptance than owlugts. In addition, for products such as wafer prosérds, semiconductor manufacturers
typically qualify more than one source, to avoigheledence on a single source of supply. As a remultcustomers would likely purchase
products from our competitors. Current and potéotianpetitors include AMST Co., Ltd., Feinmetall By Japan Electronic Materials
Corporation, Korea Instrument Co., Ltd., SV Prohe | Micronics Japan Co., Ltd., Microfriend Inc.jag¥bProbe Inc., Phicom Corporation,
Technoprobe Asia Pte. Ltd., Tokyo Cathode Laboya®w., Ltd., TSE Co., Ltd., Verigy Ltd., and WentwoLaboratories, Inc., among others.
Many of our current and potential competitors hgkeater name recognition, larger customer basee established customer relationships or
greater financial, technical, manufacturing, mariggtnd other resources than we do. As a resely, ithight be able to respond more quickly to
new or emerging technologies and changes in custmgairements, devote greater resources to thelal@wment, promotion, sale and support
of their products, and reduce prices to increas&etahare. Some of our competitors also supplgraifpes of test equipment, or offer both
advanced wafer probe cards and needle probe ddrdse competitors that offer both advanced wafeb@icards and needle probe cards nr
have strong, existing relationships with our erigtcustomers or with potential customers. Becalsdanot offer a needle probe card or other
conventional technology wafer probe card for lebsaaced applications, it may be difficult for usttroduce our advanced wafer probe cards
to these customers and potential customers fosicesafer test applications. It is also possiblt ttmne or more of our competitors may be able
to increase their relative revenue with mutual @omrs, resulting in a loss of revenue share tdt issfurther possible that existing or new
competitors, including test equipment manufactyneisy offer new technologies that reduce the vafuzur wafer probe cards.

We are implementing our global regionalization stesgy, and if we do not effectively devise and inmpét an effective global strategic plan
or if we decide to change our strategy, our opengtiresults could be negatively impacted.

We are implementing our global regionali@atstrategy in which we are, in part, moving opierel resources and capabilities to different
country regions in Asia to be closer to our custan@/e believe this implementation will enhance customer relationships, improve our
responsiveness and increase our product serviigaibthe first phase of this strategy was focusedsmgapore, where we have established
design, sales, procurement and administrative ifiumet We are now bringing up a manufacturing facilh Singapore, with the initial effort
directed to bringing-up portions of our front-endmufacturing processes, as well as certain leackassembly and test capabilities. We are
executing a phased bring up of certain operatioaphbilities in different country regions in Asiawhich we do business. For example, we
have established assembly and test capabiliti8sith Korea, which we plan to expand, and also lkateblished an assembly and test facility
in Japan. Our global regionalization strategy isjsct to a variety of complexities and risks, mafiyvhich our executive team has had little
experience in managing at FormFactor, and which may
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divert a substantial amount of our managements.tiRisks stem from the following, among other tking

. challenges in designing new facilities that carsteed for future expansion, replicating curremicpsses and bringing ne
facilities up to full operation;

. delays in the development of improvements to prtgjurrocesses and technologies and of new prodarctsesses and
technologies that may delay the transfer and implaation of those developments in a facility;

. unpredictable costs, redundancy costs and costungfor developing new facilities and acquiringigenent (e.g., design and
construction costs increased at a pace that wel emilhave reasonably anticipated for the Singapweufacturing plan);

. building local management teams, technical perdanmother staff for functions that we have navously conducted outsic
of Livermore California, United States;

. technical obstacles such as poor production orga®gield and loss of quality control during theapeof a new facility;

. requalifications and other procedures that mayeheired by our customer

. our ability to bring up local suppliers to meet guiality and cycl-time needs

. rapidly changing business conditions that may megpians to be changed or abandoned before theulrémplemented; and

. challenges posed by distance and by differencksguage and culture.

These and other factors could delay usirebbping and implementing our strategy, as wellgsir our gross margins, delay shipments
and deliveries, cause us to lose sales, requite wste off investments already made, damage eputation and harm our business, financial
condition and operating results. If we decide targde our current global regionalization strategy,may incur charges for certain costs
incurred.

If we fail to protect our proprietary rights, ourampetitors might gain access to our technology, efhtould adversely affect our ability
compete successfully in our markets and harm oueogting results.

If we choose not to protect our proprietagihts adequately or fail in our efforts to prdtear proprietary rights, our competitors might
gain access to our technology. Unauthorized pamight attempt to copy aspects of our product®atitain and use information that we
regard as proprietary. Others might independergiyetbp similar or competing technologies or methmddesign around our patents. In
addition, the laws of many foreign countries in g¥hive or our customers do business do not protedntellectual property rights to the same
extent as the laws of the United States. To dagehave not been successful in our efforts to eafotr proprietary rights in South Korea. As a
result, our proprietary rights could be compromjsad competitors might offer products similar tor® and we might not be able to compete
successfully. We also cannot assure that:

. our means of protecting our proprietary rights wdl adequate;

. patents will be issued from our pending or futyspleations;

. our existing or future patents will be sufficientdcope or strength to provide any meaningful gtaia or commercial advanta
to us;

. our patents or other intellectual property will het invalidated, circumvented or successfully @rajked in the United States

foreign countries; or
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. others will not misappropriate our proprietary teslogies or independently develop similar techn@sgduplicate our products
or design around any of our patents or other télial property, or attempt to manufacture andis&lhging products in
countries that do not strongly enforce intelleciualperty rights.

We have spent in the past and may be redjtir spend in the future significant resourcemdoitor and protect our intellectual property
rights. We presently believe that it is likely tthab or more of our competitors are using methodiele or have implemented structures into
certain of their products that are covered by anmare of our intellectual property rights. We havehe past brought claims to protect our
rights, and we are currently involved in patentimfement litigation, including two ongoing Unit&dates federal district court actions. These
district court actions were stayed after our filofga complaint against two competitors, Phicompgaoation and Micronics Japan Co., Ltd., i
their respective U.S. subsidiaries, before the éthBtates International Trade Commission, or ITGNdvember 2009, the ITC issued a final
determination, finding certain of FormFactor's a&skpatent claims valid, but not infringed, anbdestasserted patent claims invalid. The ITC
did not find a violation of Section 337 of the TaAct of 1930 and terminated its investigation lndut issuing an exclusionary order against
any products. The pending U.S. federal districtrtmiringement actions include patent infringemali¢gations against Phicom and against
Micronics Japan that include FormFactor patentspatent claims that were not at issue before ti We expect the stays will be lifted and
we may not obtain a favorable ruling in eithertedge U.S. federal district court actions. In certaises, our competitors have initiated re-
examination proceedings in the U.S. Patent andemaak Office and invalidity proceedings in foreigatent offices against certain of our
patents. Any litigation, whether or not resolvedirr favor, and whether initiated by us or by adhgarty, could result in significant and
possibly material expense to us and divert thersfiof our management and technical personnelddiitian, while patents are territorial and a
ruling on a certain given patent does not necdgdarpact the validity or enforceability of a cosonding or related patent in a different
country, an adverse ruling in one country mightategly impact our ability to enforce the corresgdimg or related patent in other countries.
Finally, certain of our customer contracts confaiovisions that require us to defend and/or indéynmiir customers for third party intellectual
property infringement claims, which would incredise cost to us of an adverse ruling in such a claimadverse determination could also
negatively impact our ability to license certainoof technologies and methods to others, and resalir competitors being allowed to sell
products with, or add to their products, featumes lenefits contained in our products, thereby cedpour competitive advantages over these
competing products.

If we do not innovate and keep pace with technolmjidevelopments in the semiconductor industry, guoducts might not be competitiy
and our revenues and operating results could suffer

We must continue to innovate and to inwesesearch and development to improve our comypetitosition and to meet the testing
requirements of our customers. Our future growibedels, in significant part, upon our ability to weffectively with and anticipate the test
needs of our customers and to develop and supparpnoducts and product enhancements to meet tieesks on a timely and cost-effective
basis. Our customers' testing needs are becoming challenging as the semiconductor industry comesnto experience rapid technological
change driven by the demand for complex circuits #re shrinking in size and at the same timerameasing in speed and functionality and
becoming less expensive to produce. Examples ondisrdriving demand for technological research angbpment include semiconductor
manufacturers' transitions to 70 and below nanomethnology nodes, to two gigabit density deviees] to Double Data Rate Ill, or DDR |
architecture devices. Our customers expect thatwhiébe able to integrate our wafer probe cartte iany manufacturing process as soon as it
is deployed. Therefore, to meet these expectatdodgemain competitive, we must continually desagvelop and introduce on a timely basis
new products and product enhancements with impréeetdires. For example, in October 2009, we
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acquired certain intellectual property rights atitko technology assets related to precision matiorirol automation from Electroglas Inc.
("Electroglas"), a company under Chapter 11 bartksuprotection, which had been an important tecbgwlpartner in the development of
certain manufacturing equipment for future produkliswever, it is unclear whether we will be ableptoceed with the development and
implementation efforts on the same timeline and delgy in the timeline could negatively impact éinancial results. It is possible that our
internal development efforts and engagements itk parties regarding the development of manufatguequipment having similar
functionality may have a lengthy bring-up time aradjatively impact our ability to complete new prothuand realize revenue from those
products.

Successful product design, developmentindduction on a timely basis require that we:

. design innovative and performar-enhancing product architectures, technologies eatilifes that differentiate our produ
from those of our competitors;

. in some cases engage with third parties who hast&plar expertise in order to complete one or maspects of the design a
manufacturing process;

. transition our products to new manufacturing tedbgies;

. identify emerging technological trends in our tangerkets;

. maintain effective marketing strategi

. respond effectively to technological changes odpod announcements by others; and
. adjust to changing market conditions quickly anstafectively.

Not only do we need the technical expetiisinplement the changes necessary to keep cundémgies current, but we must also rely
heavily on the judgment of our management to gudiei future market trends. If we are unable to lfpeedict industry changes or industry
trends, or if we are unable to modify our prodwtslesign, manufacture and deliver new producta timely basis, or if a third party with
which we engage does not timely deliver a compooeservice for one of our product modificationsew products, we might lose customers
or market share. In addition, we might not be ableecover our research and development expendijtutt@ich could harm our operating
results.

If semiconductor manufacturers do not migrate elents of final test to wafer probe test, market actapce of other applications of oL
technology could be delayed.

We are working with some existing and nestomers as they evolve the focus of their semigoted test efforts from the individual
device level to the wafer level. This evolutionyipically a long-term process in which the outcoamel the effect on our business is not clear.
Semiconductor manufacturers might not adopt wafeellfinal test in a way that uses our technol@yr technology's ability to perform
elements of final test on the wafer may not scath the needs of semiconductor manufacturers. Eurthe pace and manner in which wafer-
level testing is adopted will also vary by manufimet and will be affected by factors like capi@bling cycles and end market growth in
different application segments. We believe, forregke, that testing in stacked packaging or 3-D pgeig applications is more likely to
migrate to wafer level test than other applicatidhthe migration of elements of final test to waprobe test does not grow as we anticipate, ot
if semiconductor manufacturers do not adopt ounrtetogy for their wafer probe test requirementstkabacceptance of other applications for
our technology could be delayed. In addition, ® ¢lxtent manufacturers do not invest in waferteginology enabling the identification of
known good die, or KGD, or if the projected or aitated investment in such technology is delayeduced, it could delay the introduction
of certain of our technologies and negatively dffea business.
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Changes in test strategies, equipment and processetd cause us to lose revenues.

The demand for wafer probe cards depentisge part upon the number of semiconductor dssige pace of technology and architec
transitions in chip designs and overall semiconalughit volume. The time it takes to test a wafepehds upon the number of devices being
tested, the complexity of these devices, the twsivare program and the test equipment itself.e&s programs become increasingly effective
and test throughput increases, the number of vgaidye cards required to test a given volume ofasvdeclines. Therefore, advances in the
test process could cause us to lose sales. Funtiest,semiconductor manufacturers are implemertig designs featuring built-in setést, ol
BIST, capabilities or similar "design for testatyili or DFT, functions or methodologies that inedest throughput and reduce the cost of
These efforts include strategies to reduce thenfeahrequirements on test equipment, or to imprata about device performance early in the
manufacturing process, or to test the device latére life of the product for quality assurancepgmses. In some cases, BIST or DFT can ci
opportunities for our technologies. In other caBEST or DFT can reduce requirements for wafer l¢gst and reduce our opportunities.
Although we seek to work with our customers to sheays that our technologies can be applied togetiterBIST and DFT approaches to
create opportunities to further reduce the cosestf the overall impact of BIST and DFT technodsgias they exist today and as they may be
developed in the future, could slow the migratiomveafer level testing and adversely affect our nexs. Similar results could occur if new ¢
designs are implemented which we are unable teeféstently, or if semiconductor manufacturerswed generally the amount or degree of
wafer test they perform. We incur significant resbaand development expenses in conjunction wighintroduction of new product
architectures and platforms. Often, we time oudpmt introductions to the introduction of new teqtiipment platforms or the declination of
manufacturers to adopt a new test platform. Becauseustomers require both test equipment andnvpaiéde cards, any delay or disruptior
the introduction of new test equipment platformaildanegatively affect our growth.

We have recorded significant restructuring, invemyowrite-off and asset impairment charges in thegtand may do so again in the future,
which could have a material negative impact on duusiness.

We recorded material restructuring chargésted to our global workforce reductions and impant charges related to our long-lived
assets in fiscal 2008 and fiscal 2009. If the aqurodallenging economic and semiconductor indusbinyditions persist, we may implement
additional cost reduction actions, which would rieguis to take additional, potentially materiaktracturing charges related to employee
terminations or asset disposal or exit costs. Wy ateo be required to write off additional invertdfrour product build plans or usage of
inventory experience further declines, and suclitisthél write-offs could constitute material chasgén addition, a further decline in our stock
price or significant adverse change in market dimas could require us to take additional matdrigdairment charges related to our long-lived
assets. Our long-lived assets, including intanggisigets, are amortized over their respective estinseful lives using the straigime methoc
and are reviewed for impairment annually, or when@wents or changes in circumstances indicatahbatcarrying amount may not be
recoverable. The valuation of our long-lived assetgires assumptions and estimates of many driictors, including revenue and market
growth, operating cash flows, market multiples, distount rates. Other adverse changes in markelittans, particularly if such changes
have the effect of changing one of the criticaliagstions or estimates we used to calculate the atafumpairment charge, if any, could
result in a change to the estimation of fair vaheg could result in future impairment charges. Aagh additional material charges, whether
related to restructuring or asset impairment, mayeha material negative impact on our operatinglt®and related financial statements.
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Changes in our tax rates, inability to realize odeferred tax assets or exposure to additional tebilities could adversely affect our
operating results.

We are subject to income taxes in boththiged States and various foreign jurisdictions] anr domestic and international tax liabilities
are subject to the allocation of expenses in difiejurisdictions. The amount of income taxes we gr@ subject to audits in various
jurisdictions and a material assessment by a gowgtax authority could adversely affect our opeigtresults. Our effective tax rate could
adversely affected by changes in the mix of easingountries with different statutory tax ratelsanges in tax laws, such as changes in the
taxation of our non-U.S. operations by the Unitéaté tax authorities or changes in our operatiaotiities in connection with
implementation of our global regionalization stogteRealization of our deferred tax assets, whiehpagedominantly in the United States, is
dependent on our ability to generate sufficientifeittaxable income. If we determine that we maybeoable to realize some portion of our
deferred tax assets in the future, we would reeordluation allowance against the deferred taxtaisbat could result in additional income tax
expense. This valuation allowance will not limitr@bility to utilize our federal and state defertas assets to offset future U.S. profits.

Our equity plans have evergreen provisions that@uftically increase the number of shares availafide issuance each year without
stockholder approval, and as a result of this anfuiacrease in shares, you may experience dilutiomdawe may not seek your approval
further additions to our existing plans or for neplans.

Our 2002 Equity Incentive Plan and 2002 Eyge Stock Purchase Plan have evergreen proviiehsiutomatically increase the number
of shares available for issuance under these placis year without stockholder approval. Specifjcallr 2002 Equity Incentive Plan's
evergreen provision increases the number of staaable for issuance on each January 1st by amanequal to 5% of the total amount of
our outstanding common stock as of December 31tsteoprior year, and our 2002 Employee Stock Puwelan's evergreen provision
increases the number of shares available for igguan each January 1st by an amount equal to 1be dabtal amount of our outstanding
common stock as of December 31st of the prior yEagse evergreen provisions, which have a compagreffect, have been in place since
the adoption of the plans in 2003. In 2010, thesegreen provisions added 2,488,180 shares tod®2 Equity Incentive Plan and 497,636
shares to the 2002 Employee Stock Purchase Plach whares were available for issuance on Janya&910. In 2009, these evergreen
provisions added 2,453,115 shares to the 2002 {etngéentive Plan and 490,623 shares to the 2002&@rap Stock Purchase Plan, which
shares were available for issuance on JanuaryQB. 20 2008, these evergreen provisions added 2,43Zhares to the 2002 Equity Incentive
Plan and 486,422 shares to the 2002 Employee $toahase Plan, which shares were available foamg®ion January 1, 2008, and we had
49,062,308 shares of common stock outstanding @ember 27, 2008. In 2007, these evergreen prowsidded 2,343,067 shares to the 2002
Equity Incentive Plan and 468,613 shares to th H@ployee Stock Purchase Plan, which shares waikable for issuance on January 1,
2007, and we had 48,642,258 shares of common stadskanding on December 29, 2007. In 2006, thesggesen provisions added 2,011,834
shares to the 2002 Equity Incentive Plan and 4@&sB@res to the 2002 Employee Stock Purchase Whach shares were available for
issuance on January 1, 2006, and we had 46,863284s of common stock outstanding on Decembe2(BIH. In 2005, these evergreen
provisions added 1,944,281 shares to the 2002 ¥mgentive Plan and 388,856 shares to the 2002 @&mp Stock Purchase Plan, which
shares were available for issuance on JanuaryQb, 20d we had 40,236,686 shares of common stdskaoding on December 31, 2005. In
2004, these evergreen provisions added 1,840,52sko the 2002 Equity Incentive Plan and 368st@0es to the 2002 Employee Stock
Purchase Plan, which shares were available foamssion January 1, 2004, and we had 38,885,63sshhcommon stock outstanding on
December 25, 2004. Since the adoption of the plaad)ave added 15,513,091 shares to the 2002 Hquintive Plan and 3,102,616 shares
under the 2002 Employee Stock Purchase Plan. Diieto
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annual increase in the amount of shares availablis§uance under these equity plans and to tlemetitat we issue these shares and they
become outstanding, you will continue to experieditgtion. While the equity plans are in effectistmore likely that due to the plans'
evergreen provision, we will not ask our stockhaodd®e approve or disapprove further additions ®ghans. In addition, while the equity plans
are in effect, it is more likely that due to thamd' evergreen provisions, we will not ask ourldtotders to approve or disapprove the adoption
of any new equity plans.

Our operating results are likely to fluctuate, whiccould cause us to miss market analyst or invesgpectations and cause the trading pr
of our common stock to decline.

Our operating results have fluctuated anplst and are likely to continue to fluctuate aAesult, we believe you should not rely on
period-to-period comparisons of our financial résals indicators of our future performance. Somi@important factors that could cause our
revenues, operating results and outlook to fluetfietm period-to-period include:

. customer demand for and adoption of our products;
. market and competitive conditions in our industhg semiconductor industry and the economy as deyho
. our ability to improve operating efficiency to aehe operating cash flow break even in the curresiriess environment and

better position our company for long-term, profieagrowth;

. the timing and success of new technologies andustddtroductions by our competitors and by us;
. our ability to deliver reliable, cc-effective products that meet our customers' testggirements in a timely mann
. our ability to transition to new product architeets and to bring new products into volume produrctio time and at acceptal

yields and cost;

. our ability to implement measures for enablingaidincies and supporting growth in our design, apgilbns, manufacturing ar
other operational activities;

. the reduction, rescheduling or cancellation of sd®y our customers;

. our ability to collect accounts receivables owedhy customers;

. our product and customer sales mix and geograpséas mix

. a reduction in the price or the profitability ofrquroducts;

. the availability or the cost of components and mialte utilized in our products;

. our ability to efficiently optimize manufacturingyacity and to stabilize production yields, anth@sessary to meet custon

demand and ramp production volume at our manufactdacilities;

. our ability to successfully implement our globagi@nalization strategy, which includes locatingtagr operational capabilities
and resources in the specific countries where ostomers are located;

. our ability to protect our intellectual propertyaagst third parties and continue our investmemesearch and development ¢
design activities;

. our ability to obtain tax and other cost advantdgas our expansion of operations into Singapore;
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. any disruption in the operation of our manufactgriacility;
. the timing of and return on our investments in agsk and development; a
. seasonality, principally due to our customers' pasing cycles.

The impact of one or more of these facinight cause our operating results to vary widdlpulr revenues, operating results or outlook
fall below the expectations of market analystswestors, the market price of our common stockddekline substantially.

Cyclicality in the semiconductor industry is currég adversely impacting our sales and may do sahie future, and as a result we would
experience reduced revenues and operating results.

The semiconductor industry has historichlyn cyclical and is characterized by wide fluttues in product supply and demand. From
time to time, this industry has experienced sigaifit downturns, often in connection with, or inigipation of, maturing product and
technology cycles, excess inventories and declingeneral economic conditions. The current gl@zainomic and semiconductor downturns
have caused and may continue to cause our operasnys to decline dramatically from one periodh® next. For example, our revenues in
fiscal 2009 declined by 35.6% compared to our raesrfor fiscal 2008, due in significant part to touing challenges in semiconductor
market conditions, particularly in the DRAM and $tiamarkets, and we cannot provide any assurance sémeiconductor market conditions
will improve. Our business depends heavily upondéeelopment and manufacture of new semicondudteesate at which semiconductor
manufacturers make transitions to smaller nanontetéinology nodes and implement tooling cyclesytilame of production by
semiconductor manufacturers and the overall firirstrength of our customers, which, in turn, depepon the current and anticipated market
demand for semiconductors and products, such asmarcomputers and cell phones, that use semictordu Semiconductor manufacturers
generally sharply curtail their spending, includthgir equipment spending, and defer their adoptioemerging technologies during industry
downturns and historically have lowered their spegdisproportionately more than the decline irithevenues. This is particularly true when
there is a point during an industry cycle in whilth semiconductor manufacturers' costs relatedrtoconductor devices approach or exceed
the sales price of the devices. As a result, weldvexiperience reduced revenues due to the decreaseaind for our wafer probe cards by our
semiconductor manufacturer customers, which is wgaare experiencing in this current downturn. Adamly, if we are unable to adjust our
levels of manufacturing and human resources or genar costs and deliveries from suppliers in raspdo lower spending by semiconductor
manufacturers, our gross margin may continue téirsleand cause us to experience further operatissgls.

If we do not effectively restructure our operatiois light of the global economic and semiconductdownturns and to better position ot
company for long-term, profitable growth, we mighbt succeed.

During an extended period of rapid growtld @xpansion prior to 2008 and 2009, we primandlyused on growing capacity and meeting
customer mission-critical needs. With the currdabgl economic and semiconductor downturns, wda@masing on improving our operating
efficiency to achieve operating cash flow breakreiwethe current business environment and to bptisition our company for long-term,
profitable growth. The timing, length and sevedfythe cycles in the semiconductor industry arédlift to predict. This cyclicality affects our
ability to accurately predict our future operatiegults and plan our business, and could also imtipaivalue of our tangible and intangible
assets. We implemented global cost reduction ptafiscal 2008 and 2009, and are continuing to peimmeasures to improve our operating
efficiency. Such measures have included workfoeckictions, the movement of certain manufacturiniyidies to geographic areas that are
closer to our customers, the implementation ofaaesh service center, the consolidation of manufamicapacity and the centralization of
support functions to regional and global sharediser
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centers. If we do not successfully implement oobgl cost reduction plan and other measures famiphg our financial model for prevailing
market conditions, our competitiveness could besasty harmed, our ability to invest in our busiséasr future growth may be negatively
impacted and our company might not succeed. If waat successfully restructure our operations tryekample, placing more decision-
making in regions close to our customers to enhans®mer relationships, strengthening our localgie application and service capabilities
to improve customer responsiveness, changing onufaeturing structure for shorter cycle time angtioved product delivery capabilities,
and realigning our research and development effand continue to motivate and retain our key eyges, we may experience continued
deterioration in our business and our company mighsucceed. In addition, as the business envienhimproves, if we are unable to
proactively and effectively manage our operatiamd/ar realign our controls, systems and infrastmecto changing business conditions, we
may not be in a position to boost our personnehufecturing capacity, service capabilities and pmtivity, and support growth in response to
increasing customer demand for our products, wivghld, in turn, have a negative impact on our ofiegaresults. Adverse general economic
conditions may also impair the recovery of our hass.

If we are unable to efficiently manufacture and rgmproduction of our new probe card products, ourdiness may be materially advers:
affected.

We must continuously improve our manufaoiprocesses in an effort to increase yields andyct performance, lower our costs and
reduce the time it takes for us to design, manufacand deliver our products in volume. If we canoar new products may not be
commercially successful, our revenues may be adlyea$fected, our customer relationships and oputation may be harmed and our
business may be materially adversely affectedniforove our manufacturing processes, we have induared may incur in the future,
substantial costs as we optimize capacity and gi@hdplement new manufacturing technologies, mettatl processes, purchase new
equipment, upgrade existing equipment and trainrtieal personnel. We have experienced, and mayriexe in the future, manufacturing
delays and other inefficiencies in connection wiith development and implementation of these imprmrgs, with customer qualifications of
new processes, and with the expansion of manufagtaapacity and ramp of production volume to neetomer demand, any and all of
which could cause our operating results to decliie.have also experienced, and may experiencesifutbire, difficulties in manufacturing ¢
complex products in volume on time and at acceptgigllds and cost, and installation issues in ighld flue to complexity of customer design
requirements, including integration of wafer pralaeds with varying customer test cell environmemtd testing of semiconductor devices ¢
a wide temperature range. For example, we expexteokallenges transitioning our Harmony architestiased products from a lowestume,
engineering-assisted process to a high-volume naatwing process. These problems have resultedz@uid result in the future, in missed
opportunities with customers. Any continued diffiees could cause additional product delivery delagd lost sales. This increases our
vulnerability to our competitors and the likelihotdit our customers will seek solutions from othigopliers or to develop solutions themsel
If demand for our products decreases, we could bagess manufacturing capacity. The fixed costsaa®d with excess manufacturing
capacity could cause our operating results to declf we are unable to achieve further manufactuéfficiencies and cost reductions,
particularly if we are experiencing pricing pressim the marketplace, our operating results ceufter.

Industry consolidation could adversely affect theamket for our products, which could cause a decliireour revenues

Consolidation in the semiconductor induspgrticularly among manufacturers of DRAM, wouddluce our customer base and could
adversely affect the market for our products, wiiohld cause a decline in our revenues. The glet@homic downturn caused significant
disruption within the semiconductor industry. Twicoar customers, Spansion and Qimonda, filed fotgution under
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applicable bankruptcy laws. The semiconductor itbgusow has a smaller customer landscape thanshygars. The loss of additional
customers will further concentrate, and could askigraffect, the market for our products. Consadiaramay lead to lost or delayed sales,
reduced demand for our wafer probe cards, lossaokeh share and increased pricing pressures. Addity, certain customers may not war
rely entirely or substantially on a single wafeolpe card supplier and, as a result, such custoroetd reduce their purchases of our wafer
probe cards.

We depend upon the sale of our wafer probe cardssigbstantially all of our revenues, and the majoyriof our wafer probe cards are utiliz:
by semiconductor manufacturers for testing DRAM dess; if we continue to experience a downturn inrdand for our DRAM products,
our revenues could decline further.

We have historically derived substantialllyof our revenues from the sale of our wafer probrds to manufacturers of DRAM, flash
memory devices, and microprocessor, chipset anet @ C devices. For fiscal 2009 and for fiscal 2@@8es to manufacturers of DRAM
devices accounted for 80.4% and 66.4%, respectieélgur revenues; sales to manufacturers of flasmory devices accounted for 5.4% and
18.3%, respectively, of our revenues and salesaioufacturers of SoC devices accounted for 14.2%&tRPb6, respectively, of our revenues.
We anticipate that sales of our wafer probe caitisepresent a substantial majority of our reventm the foreseeable future. Our success
depends in large part upon the continued acceptainmer products within these markets and our ghiti continue to develop and introduce
new products that meet our customers' requirentangstimely basis for these markets. In particutagontinue to grow our business, we need
to further penetrate the full wafer contactor flasémory and SoC markets and to gain additional etatkare with manufacturers of flash
memory and SoC devices. To the extent that we r@abla to realize cost reductions and manufactieffigiencies in the production of our
wafer probe cards, or if we are not able to tingsiiver our products, our revenues and businessatipes could be adversely impacted anc
ability to grow could suffer. As our next generatiwafer probe cards are used in greater volumenmuaercial production, it is possible that
will identify certain areas of technical performartbat require improvement, and if we are unableotttinually, efficiently and in a timely
manner improve our products, it could result inueet demand for our products and our operatindtsesould be harmed. If chip
manufacturers fail to make architecture, node cnrtelogy transitions as we anticipate, or if apéted or announced transitions are delayed, it
could adversely impact our revenues and operaéisglts. In addition, we might not be able to sustaiincrease our revenues from sales o
wafer probe cards, particularly if conditions i tsemiconductor market continue to deteriorateoanat improve or if the market enters
another downturn. Any decrease in revenues froesgafl our wafer probe cards could harm our businese than it would if we offered a
more diversified line of products.

If our relationships with our customers and compags that manufacture semiconductor test equipmentedierate, our product developme
activities could be harmed.

The success of our product developmenttsfitepends upon our ability to anticipate markerids and to collaborate closely with our
customers and with companies that manufacture semhictor test equipment. Our relationships witrséheustomers and companies provide
us with access to valuable information regardinguuf@cturing and process technology trends in thd@c@nductor industry, which enables us
to better plan our product development activitidgese relationships also provide us with opporiesito understand the performance and
functionality requirements of our customers, whirtiprove our ability to customize our products tHifitheir needs. Our relationships with
test equipment companies are important to us bedass equipment companies can design our waf@eprards into their equipment and
provide us with the insight into their product @ahat allows us to offer wafer probe cards forwih their products when they are
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introduced to the market. Our relationships with customers and test equipment companies couldioleti if they:

. become concerned about our ability to protect timédllectual property

. become concerned with our ability to deliver gyatitoducts on a timely basis;

. develop their own solutions to address the neetefimg improvement;

. implement chip designs that include enhanced-in selttest capabilities

. regard us as a competiti

. introduce their own wafer probe card product ougoh;

. establish relationships with others in our industry

. acquire or invest in a competitive wafer probe aasthufacturer or enter into a business venture avitbmpetitive wafer prok

card manufacturer; or

. attempt to restrict our ability to enter into réaships with their competitors.

Many of our customers and the test equigroempanies we work with are large companies. Tnsequences of deterioration in our
relationship with any of these companies couldxseerbated due to the significant influence thesepanies can exert in our markets. If our
current relationships with our customers and tgstmment companies deteriorate, or if we are untebtievelop similar collaborative
relationships with important customers and tesipgant companies in the future, our long-term aptld produce commercially successful
products could be impaired.

Because we generally do not have a sufficient backbf unfilled orders to meet our quarterly revent@rgets, revenues in any quarter a
substantially dependent upon customer orders reediand fulfilled in that quarter.

Our revenues are difficult to forecast hessawe generally do not have sufficient backlogrdflled orders to meet our quarterly revenue
targets at the beginning of a quarter. Ratherpatantial percentage of our revenues in any qudepends upon customer orders for our wafer
probe cards that we receive and fulfill in that qeia Because our expense levels are based ipantr expectations as to future revenues and
to a large extent are fixed in the short term, vghtnbe unable to adjust spending in time to corspénfor any unexpected shortfall in
revenues. Accordingly, any significant shortfallrefenues in relation to our expectations could bur operating results.

We manufacture substantially all our products at ofacility in Livermore, California, and any disrupion in the operations of this facility
could adversely impact our business and operatiegults.

Our manufacturing processes require saphted and costly equipment and a specially dedidmeility, including a semiconductor clean
room. While we are implementing steps to increasentanufacturing capabilities in certain of ourefign subsidiaries, we today still
manufacture substantially all of our wafer probedsaat our facility located in Livermore, CalifoaniAny disruption in our manufacturing,
whether due to contamination in our manufacturirgcpss, technical or labor difficulties, destrustar damage from fire or earthquake,
infrastructure failures such as power or water tsty@ or any other reason, could interrupt our djmers, impair critical systems, disrupt
communications with our customers and supplierd,cause us to write off inventory, thereby potdlstieesulting in the loss of revenues. In
addition, if the previous energy crises in Califarthat resulted in disruptions in power supply aramteases in utility costs were to recur, we
might experience power interruptions and shortageg;h could disrupt our manufacturing operatioHsis could subject us to loss of reven
as well as significantly higher costs of energyrtker, current and
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potential customers might not purchase our prodéithey perceive our lack of a fully operationsteanate manufacturing facility to be a risl
their continuing source of supply.

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

Our customers continuously seek to redbedime it takes them to introduce new productméoket. The cyclicality of the semiconduc
industry, coupled with changing demands for sendcaior devices, requires our customers to be flexdbd highly adaptable to changes in
the volume and mix of products they must produeehEof those changes requires a new design ancheactlesign requires a new wafer
probe card. For some existing semiconductor deytbesmanufacturers' volume and mix of product imesents are such that we are unable to
design, manufacture and ship products to meet szctufacturers' relatively short cycle time requieats. We, for example, have lost sales in
the past where we were unable to meet a custoswdresiule for wafer probe cards for a particulaigiedf we are unable to reduce the time it
takes for us to design, manufacture and ship caofymts in response to the needs of our customersompetitive position could be harmed
and we could lose sales. If we are unable to gresigth capacity in the event demand increases,lilitydo respond to customer requirements
could be challenged and our revenues could be iwegaimpacted.

We obtain some of the components and materials we im our products from a sole source or a limitgobup of suppliers, and the partial «
complete loss of one of these suppliers could cguzeluction delays and a substantial loss of revesu

We obtain some of the components and nadg¢awsed in our products, such as printed circuairéh assemblies, plating materials and
ceramic substrates, from a sole source or a lingitedp of suppliers. Alternative sources are notently available for sole source components
and materials. Because we rely on purchase ord#rsrrthan long-term contracts with the majorityof suppliers, we cannot predict with
certainty our ability to obtain components and mate in the longer term. A sole or limited soustgplier could increase prices, which could
lead to a decline in our gross margin. Our depecg@pon sole or limited source suppliers exposde asveral other risks, including inability
to obtain an adequate supply of materials, lateveiéés and poor component quality. In additior #bility of any of these suppliers to timely
provide us with sufficient quality materials would adversely affected if they are forced to redurodiscontinue operations due to financial
difficulties, which is a heightened risk during eomic downturns. Disruption or termination of thgply of components or materials could
delay shipments of our products, damage our custoatetionships and reduce our revenues. For exgrifphe were unable to obtain an
adequate supply of a component or material, we nhighe to use a substitute component or matertatwcould require us to make changes
in our manufacturing process. From time to time haee experienced difficulties in receiving shiptseinom one or more of our suppliers,
especially during periods of high demand for owdurcts. If we cannot obtain an adequate suppliif@tbmponents and materials we require,
or do not receive them in a timely manner, we mightequired to identify new suppliers. We might e able to identify new suppliers on a
timely basis or at all. We, as well as our cust@weould also need to qualify any new suppliers. [Elagl-time required to identify and qualify
new suppliers could affect our ability to timelyiglour products and cause our operating resulssiffer. Further, a sole or limited source
supplier could require us to enter into non-cardelpurchase commitments or pay in advance to ermursource of supply. In an industry
downturn or in an environment in which growth ig aba level we projected or anticipated, committaerd this type could result in charges
excess inventory of parts. If we are unable toigtemir component and materials needs accuratelfoor supply is disrupted, we might miss
market opportunities by not being able to meetddsmand for our 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 revenaieg result in liability to us.

The complexity and ongoing developmentwfwafer probe card manufacturing process, comhividdincreases in wafer probe card
production volumes, have in the past and coulthénftiture lead to design or manufacturing probldras.example, we have experienced the
presence of contaminants in our plating baths, whave caused a decrease in our manufacturingsyoelave resulted in unanticipated stress-
related failures when our wafer probe cards aregoesed in the manufacturing test environment. Thigamination problem caused a yield
decline that, in turn, resulted in our inabilityttmely ship products to our customers. Manufaaidesign errors such as the miswiring of a
wafer probe card or the incorrect placement of protintact elements have caused us to repeat méamirdigadesign steps. In addition to these
examples, problems might result from a number dfdofis, including design defects, materials failufadures of components manufactured by
our suppliers to meet our specifications, contationan the manufacturing environment, impuritiaghe materials used, unknown sensitivi
to process conditions, such as temperature anddityrrand equipment failures. As a result, our picid have in the past contained and might
in the future contain undetected errors or defdaty. errors or defects could:

. cause lower than anticipated yields and lengthéimetg schedules;

. cause delays in product shipmet

. cause delays in new product introductic

. cause us to incur warranty expenses;

. result in increased costs and diversion of devegmesources;

. cause us to incur increased charges due to unusablgtory;

. require design modifications; or

. decrease market acceptance or customer satisfactiothese products.

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

In addition, if any of our products faits ieet specifications or has reliability, qualitycompatibility problems, our reputation could be
damaged significantly and customers might be rehtdib buy our products, which could result in alihe in revenues, an increase in product
returns or warranty costs and the loss of existigfomers or the failure to attract new custom@s.customers use our products with test
equipment and software in their manufacturing féed. Our products must be compatible with the@mers' equipment and software to form
an integrated system. While we have designed sticepabilities and standards to replicate theshtdst environment of our customers and
continually work to improve our capabilities, itpessible that our wafer probe card will perforrfiedently in the customers' actual test
environments. If our wafer probe card does nottiongproperly within a customer's specific testiemwment, we could be required to provide
field application engineers to locate the problarich can take time and resources. If the problelates to our wafer probe cards, we might
have to invest significant capital, manufacturiagacity and other resources to correct it. Ourezuror potential customers also might seek to
recover from us any losses resulting from defectaitures in our products. Liability claims coulequire us to spend significant time and
money in litigation or to pay significant damages.
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If our ability to forecast demand for our productdeteriorates or the predictability of our manufaaing yields does not improve, we cot
incur higher inventory losses than we currently esqence.

Each semiconductor chip design requirasstéomn wafer probe card. Because our products aigrdspecific, demand for our products is
difficult to forecast. Due to our customers' shimlivery time requirements, we often design, preauaterials and, at times, produce our
products in anticipation of demand for our produetber than in response to an order. Our manufagtyields, particularly for new products,
have historically been unpredictable and consedyieme generally produce more components for prdrels, or actual probe cards, than
forecasted demand. If we do not obtain orders aantieipate, or if we continue to produce excesgiiiory to compensate for unpredictable
manufacturing yields, we could have excess or @bsahventory for a specific customer design thatwould not be able to sell to any other
customer, which would likely result in inventoryiteroffs or material charges for scrap.

If we fail to maintain an effective system of intel and disclosure controls, we may not be abletzurately report our financial results ¢
prevent fraud, which may adversely affect our busss and reputation. In addition, current and potéaitstockholders could lose confiden:
in our financial reporting, which may adversely inggt the trading price of our securities.

Effective internal and disclosure contrale necessary for us to provide reliable finan@gbrts, to prevent fraud and to operate
successfully as a public company. If we cannot id@veliable financial reports or prevent fraud; business and reputation may be harmed.
We regularly review and assess our internal comivel financial reporting and our disclosure colstand procedures. As part of that process,
we may discover material weaknesses or signifidafitiencies in our internal control as defined einstandards adopted by the Public
Company Accounting Oversight Board, or PCAOB, tleafuire remediation. A material weakness is a d@gfiry, or combination of
deficiencies, in internal control over financiapogting, such that there is a reasonable posgiltiiat a material misstatement of the company's
annual or interim financial statements will notgrevented or detected in a timely basis. A sigaificdeficiency is a deficiency or combination
of deficiencies, in internal control over financiaporting that is less severe than a material wesk yet important enough to merit attentio
those responsible for the oversight of the comafityancial reporting. For example, in November 200e completed a review of our
historical practices with respect to inventory \ailan. That review indicated that during fiscal 8&hd the first half of fiscal 2007 we did not
consistently follow our accounting policies for elehining inventory valuation. Specifically, we didt maintain effective controls to ensure
that the estimation process to value inventory dadwith our accounting policies. As a result, kestated our annual and interim financial
statements for fiscal 2006 and interim financiatetnents for the first and second quarters of fd@@7 and made audit adjustments to our
annual financial statements for fiscal 2007. Assult of weaknesses that may be identified in ptarhal controls, we may also identify cert
deficiencies in some of our disclosure controls pratedures that we believe require remediatiowelfdiscover weaknesses, we will make
efforts to improve our internal and disclosure colst However, there is no assurance that we wiklccessful. If we fail to maintain effective
controls or timely affect any necessary improven@rdur internal and disclosure controls, we may/have accurate information to make
management decisions, our operating results caultebmed or we may fail to meet our reporting dilans, which could affect our ability to
remain listed with the NASDAQ Global Market. Inaffeve internal and disclosure controls could alaose stockholders to lose confidence in
our reported financial information and our abilitymanage our business, which would likely havegative effect on the trading price of our
securities.
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We might be subject to claims of infringement ohet parties' proprietary rights which could harm awbusiness.

In the future, as we have in the past, ightreceive claims that we are infringing intetlesd property rights of others or inquiries about
our interest in a license, or assertions that veglrzelicense, to the intellectual property. Theisenductor industry is characterized by
uncertain and conflicting intellectual propertyiola and vigorous protection and pursuit of theghts. The resolution of any claims of this
nature, with or without merit, could be time consugy result in costly litigation or cause produbimnent delays. In the event of an adverse
ruling or settlement, we might be required to palystantial damages, cease the use or sale ofgirfgrproducts, spend significant resources to
develop non-infringing technology, discontinue tise of certain technology and/or enter into liceageements. License agreements, if
required, might not be available on terms accepttbls or at all. The loss of access to any ofrttetlectual property or the ability to use any
of our technology could harm our business. Finagrtain of our customer contracts contain prowisithat require us to defend and/or
indemnify our customers for third party intelledtpeoperty infringement claims, which would increabe cost to us of an adverse ruling or
settlement.

We may not be able to recruit or retain qualifie@gsonnel, which could harm our business.

We believe our ability to successfully mgaand grow our business and to develop new prediggiends, in large part, on our ability to
recruit and retain qualified employees, particylduilghly skilled technical, sales, management, keydstaff personnel. Competition for
qualified resources is intense and other compan@shave greater resources available to providstanbtial inducements to lure key persor
away from us or to offer more competitive compeiosapackages to individuals we are trying to hixdditionally, we have implemented
global cost reduction plans in which we have redumar workforce and our current stock price is gigantly below the exercise prices
associated with stock options granted to emplogeesthe past several years, which makes it chgilhgnto retain key people and recruit new
talent, as needed. While we are implementing progrénat will include goals for attracting employe@sl programs, which include goals of
employee retention, and we may grant additionaite@gompensation to certain employees outside ofammual equity grant program for
retention purposes, there can be no assurance¢haill be able to successfully recruit and rethie qualified personnel we require.

We may make acquisitions and investments, whichldquut a strain on our resources, cause ownershifution to our stockholders and
adversely affect our financial results.

We may make acquisitions of complementarsinesses, products or technologies in the futor®ctober 2009, we completed the
acquisition of certain precision motion control@ugtion assets from Electroglas, a company undapteh 11 bankruptcy protection in
Delaware. Prior to the acquisition, Electroglas wagaged in the supply of semiconductor manufatgueguipment and software to the
semiconductor industry. The assets acquired cemsaftmanufacturing and testing equipment, spares pad components related to the
purchased equipment and other technology assateddb precision motion control automation anaathe intellectual property rights of
Electroglas, with the exception of certain traddoréghts.

We may also make certain investments ingtementary or supplementary businesses, produd¢ebnologies in the future. Integrating
newly acquired businesses, products or technolagiesur company could put a strain on our resesircould be expensive and time
consuming, and might not be successful. Futureisitipms and investments could divert our managafmattention from other business
concerns and expose our business to unforesedlitibalor risks associated with entering new mékén addition, we might lose key
employees while integrating new organizations. Wghtnot be successful in integrating any acqubasinesses, products or technologies
might not achieve anticipated revenues and costflieninvestments that we make may not resultrietarn consistent
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with our projections upon which such investmentsraade, or may require additional investment theatlid not originally anticipate. In
addition, future acquisitions could result in custr dissatisfaction, performance problems with@uaed company, potentially dilutive
issuances of equity securities or the incurrenagebt, contingent liabilities, possible impairmeharges related to goodwill or other intangible
assets or other unanticipated events or circumssaay of which could harm our business.

As part of our sales process, we could incur sulnsi@ sales and engineering expenses that do naulein revenues, which would harm ot
operating results.

Our customers generally expend signifiedfdrts evaluating and qualifying our products ptim placing an order. The time that our
customers require to evaluate and qualify our wafebe cards is typically between three and 12 hwahd sometimes longer. While our
customers are evaluating our products, we mightrisabstantial sales, marketing, and research eanelabment expenses. For example, we
typically expend significant resources educatingmospective customers regarding the uses anditseokour wafer probe cards and
developing wafer probe cards customized to thentiadecustomer's needs, for which we might notdimbursed. Although we commit
substantial resources to our sales efforts, we tmigher receive any revenues from a customer. ¥ample, many semiconductor designs
never reach production, including designs for whighhave expended design effort and expense. liti@ddrospective customers might
decide not to use our wafer probe cards. The leofgtime that it takes for the evaluation process for us to make a sale depends upon many
factors including:

. the efforts of our sales force and our distrib#iod independent sales representatives;

. the complexity of the customer's fabrication preess

. the internal technical capabilities of the custonaad

. the customer's budgetary constraints and, in paaticthe customer's ability to devote resourceleoevaluation proces

In addition, product purchases are fregyentbject to delays, particularly with respectame customers for which our products may
represent a small percentage of their overall mgeb. As a result, our sales cycles are unpretictélve incur substantial sales and
engineering expenses without generating revenuegperating results could be harmed.

Our failure to comply with environmental laws anagulations could subject us to significant fines éutiabilities, and new laws and
regulations or changes in regulatory interpretatioor enforcement could make compliance more difficahd costly.

We are subject to various U.S. federatestad local, and foreign governmental laws andlegipns relating to the protection of the
environment, including those governing the discharfjpollutants into the air and water, the manag@rand disposal of hazardous substances
and wastes, the cleanup of contaminated siteshench&intenance of a safe workplace. We could isgbstantial costs, including cleanup
costs, civil or criminal fines or sanctions anddhparty claims for property damage or personalrinjas a result of violations of or liabilities
under environmental laws and regulations or nongd@nce with the environmental permits requiredat facilities.

These laws, regulations and permits alstdcequire the installation of costly pollutionrtool equipment or operational changes to limit
pollution emissions or decrease the likelihoodagfidental releases of hazardous substances. Itiagdihanging laws and regulations, new
laws and regulations, stricter enforcement of éxgstaws and regulations, the discovery of previpusiknown contamination at our or others'
sites or the imposition of new cleanup requirementdd require us to curtail our operations, reswour future expansion, subject us to liability
and cause us to incur future costs that could lmannoperations, thereby adversely impacting ouratpeg results and cash flow.
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Because we conduct most of our business internadiyn we are subject to operational, economic, fir@al and political risks abroad

Sales of our products to customers out$iddJnited States have accounted for a signifipantof our revenues. Our international sale
a percentage of our revenues were 81.9% and 8@e%s¢al 2009 and fiscal 2008, respectively. Audially, certain of our South Korean
customers purchase through their North Americasigligries. In the future, we expect internatioraés, particularly in Europe, Japan, South
Korea and Taiwan, to continue to account for aifigant percentage of our revenues. Accordingly,wilkbe subject to risks and challenges
that we would not otherwise face if we conductedhlsiness solely in the United States. These dAgkischallenges include:

. compliance with a wide variety of foreign laws aedulations;

. legal uncertainties regarding taxes, tariffs, qapéxport controls, export licenses and other tkadeers;

. political and economic instability in, or foreigorflicts that involve or affect, the countries afr@customers

. difficulties in collecting accounts receivable dodger accounts receivable payment cycles;

. difficulties in staffing and managing personnektdbutors and representatives;

. reduced protection for intellectual property rigitsome countries

. currency exchange rate fluctuations, which coufdafthe value of our assets denominated in logakacy, as well as the pri

of our products relative to locally produced pratic
. seasonal fluctuations in purchasing patterns ierotbuntries; and

. fluctuations in freight rates and transportatiosrajptions

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

We may not obtain the tax and other benefits tha anticipate through the expansion of our operat®mto Singapore, which could
negatively impact our operating results.

We have initiated the first phase of oumpany's global regionalization strategy in Singap@ur plan, portions of which we have
delayed, to build a frontnhd wafer manufacturing facility in Singapore, isveln in substantial part by the benefits that wbdve are obtainab
by operating in that country. These benefits ineléalzorable tax exempt status granted by the Sorgagovernment, subject to meeting certain
conditions, as well as lower labor costs for quediftechnical personnel. However, if we do notifiuliie conditions for our granted tax status
for any reason, we may not obtain the full tax fiénethe tax benefits could lapse, any futureliarefits that we may seek may not be granted,
and any benefits from royalty payments, or costisgpayments, which have increased, could increaseffective tax rate. Additionally, our
tax rate could be adversely impacted by any changar planned operations in Singapore. Consequemilr effective corporate income tax
rate may not decrease as we expect but, insteadrenmain approximately the same or increase. litiaddthe other benefits of operating in
Singapore may not materialize. The inability toadbtthe anticipated tax and other benefits thraighexpansion of certain operations into
Singapore could negatively impact our operatingltes
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The trading price of our common stock has been dadikely to continue to be volatile, and you mighot be able to sell your shares at or
above the price that you paid for them.

The trading prices of the securities ohtemogy companies have been highly volatile, anchfdanuary 1, 2009 through February 18,
2010, our stock price has ranged from $13.35 aestoe$25.88 a share. The trading price of our comatock is likely to continue to be subji
to wide fluctuations. Factors affecting the tradprgce of our common stock include:

. variations in our operating resul
. our forecasts and financial guidance for futureques;
. announcements of technological innovations, newlyets or product enhancements, new product adapéibsemiconductor

customers or significant agreements by us or bycouarpetitors;

. reports regarding our ability to bring new produate volume production efficiently;
. the gain or loss of significant orders or customers
. changes in the estimates of our operating resultb@nges in recommendations by any securitieystsahat elect to follow ot

common stock;

. rulings on various of our pending litigations amdgeedings relating to intellectual property matter

. seasonality, principally due to our customers' pasing cycles;

. market and competitive conditions in our indussgmiconductor industry and the economy as a wiaolg
. recruitment or departure of key personnel.

In addition, if the market for technologpaks or the stock market in general experiences &b investor confidence, the trading price of
our common stock could decline for reasons unrelaieur business, operating results or finan@aldition. The trading price of our common
stock also might decline in reaction to events #ifct other companies in our industry even isthevents do not directly affect us.

Provisions of our certificate of incorporation andylaws or Delaware law might discourage, delay oeyent a change of control of oL
company or changes in our management and, therefatepress the trading price of our common stock.

Delaware corporate law and our certifiaztencorporation and bylaws contain provisions tbald discourage, delay or prevent a change
in control of our company or changes in our managdrthat the stockholders of our company may desdrargageous. These provisions:

. establish a classified board of directors so tloatali members of our board are elected at one;t

. provide that directors may only be removed "forseguand only with the approval of 863 % of our stockholders;

. require supe-majority voting to amend some provisions in outtifieate of incorporation and bylaw

. authorize the issuance of "blank check" prefertedksthat our board could issue to increase thebmurof outstanding shares

and to discourage a takeover attempt;

. limit the ability of our stockholders to call spatimeetings of stockholder
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. prohibit stockholder action by written consent, ghhrequires all stockholder actions to be takesmmeeting of our stockholde
. provide that the board of directors is expressihatized to make, alter or repeal our bylaws; and
. establish advance notice requirements for nominatior election to our board or for proposing mattbat can be acted upon

stockholders at stockholder meetings.

In addition, Section 203 of the Delawaren&al Corporation Law may discourage, delay or @n¢a change in control of our company
addition, each of our named executive officers @thin other officers of the company have entaremichange of control severance
agreements, which were approved by our Compens@tiommittee, which could increase the costs assstiaith a change of control and th
potentially deter such a transaction.

Iltem 1B: Unresolved Staff Comments
None.
Item 2:  Properties

Our corporate headquarters, which incligddss, marketing, administration, manufacturingiireeering, and research and development
facilities, is located in Livermore, California, ied States. Our corporate headquarters is contboita campus of six buildings totaling
approximately 210,000 square feet. We presentlel¢laose six buildings. We also own one buildingctviwas a part of our older
manufacturing facility and which we are no longsing. That building is presently for sale. In atgit we also lease office, repair and service,
manufacturing and/or research and development spas&le of the United States. The leases expivaraius times through 2021. We believe
that our existing and planned facilities are su@dbr our current needs.
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Information concerning our properties aPetember 26, 2009 is set forth below:

Square
Location Principal Use Footage Ownership
Livermore, California, United States = Corporate headquarters, sales, 208,11« Leased
marketing, product design,
manufacturing, service and repair
engineering, distribution, research
and developmer
Singapore Sales, finance, design, service, fiel 46,87( Leased
service, supply chain , factory,
stockroom, warehousing and
manufacturing
Jubei City, Hsinchu, Taiwan Sales office, product design, field 18,18¢ Leased
service and service and repair cel
Tokyo, Japan Sales office, marketing, product 10,58. Leased
design, research and developmr
Yokohama City, Japan Field service, service and repair 8,771 Leased
center and manufacturir
Gyeonggi-do, South Korea Sales office, product design, field 7,97¢ Leased
service, service, repair center and
manufacturing
Munich, Germany Sales office 91€ Leasec
Milan, Italy Sales office and field servic 91t Leasec
Hiroshima, Japa Research and developme 64z Leasec
People's Republic of Chir Sales office 194 Leasec

Item 3: Legal Proceedings

From time to time, we may be subject tamlggoceedings and claims in the ordinary courdeusfness. As of the filing of this Form K)-
we were not involved in any material legal procegdi other than the proceedings summarized belothel future we may become a party to
additional legal proceedings, including proceedidgsigned to protect our intellectual property tégéind to collect past due accounts
receivable from our customers, that may requireispend significant resources.

We believe that the factual allegations eindumstances underlying the legal proceedingsried below that have been filed against us
are without merit. We also believe that our compdogs not have a material monetary damages expistirese legal proceedings that would
individually or in the aggregate have a materialeade effect on our financial condition, liquidity results of operations; however, these legal
proceedings have been costly and it is possiblavilténcur significant, and possibly material, atteys' fees, which may not be covered by our
insurance policies. These legal proceedings maydilert our management's time and attention away business operations, which could
prove to be disruptive to our business operatibnaddition, an unfavorable outcome or settleménh@se proceedings, particularly if it is not
covered by or exceeds our insurance coverage, audidually or in the aggregate adversely impaut financial condition, liquidity or
results of operations.
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Patent Litigation

We initiated patent infringement litigationthe United States against Phicom Corporatidfom@ea corporation, with a current operating
name of TSC Memsys Corp., here referred to as Rhiend against Micronics Japan Co., Ltd., a Japgmocation, and its U.S. subsidiary,
both collectively "Micronics Japan." In 2005, wkfl a patent infringement lawsuit in the Unitedt&eDistrict Court for the District of Oregs
against Phicom charging that it is willfully infging four U.S. patents that cover key aspects ofa@fer probe cards—U.S. Patent
Nos. 5,974,662, 6,246,247, 6,624,648, and 5,994)h52006, we also filed an amended complaint emgame Oregon district court adding t
additional patents to the litigationd=S. Patent Nos. 7,073,254 and 6,615,485. Als®062we filed a patent infringement lawsuit in theited
States District Court for the Northern District@&lifornia against Micronics Japan charging th& willfully infringing four U.S. patents that
cover key aspects of our wafer probe cards—U.&rP&tos. 6,246,247, 6,509,751, 6,624,648, and 72643

These two district court actions were stbgending resolution of the complaint that we fileith the United States International Trade
Commission, or ITC, on or about November 13, 2@@¢eking institution of a formal investigation iritee activities of Micronics Japan and
Phicom. The requested investigation as filed enamsed U.S. Patent Nos. 5,994,152, 6,509,751, 88355,624,648 and 7,225,538 and
alleged that infringement by each of Micronics Japad Phicom of certain of the identified patemsstitute unfair acts in violation of 19
U.S.C. Section 1337 and alleged violations of $&c837 of the Tariff Act of 1930 in the importatiorio the United States of certain probe
card assemblies, components thereof, and cerstiedt® RAM and NAND flash memory devices and progleointaining such devices that
infringe patents owned by us.

In November 2009 in response to a requegelview of prior decisions by an ITC AdministreiLaw Judge, the Commission issued a
decision, which is termed a "final determinaticiimtiing certain of FormFactor's asserted patenindavalid, but not infringed, and other
asserted patent claims invalid. The Commissiomdidfind a violation of Section 337 of the Tariftof 1930 and terminated the investigation
without issuing an exclusionary order against amdpcts. We did not appeal the final determinatmthe Court of Appeals for the Federal
Circuit. As a consequence, we anticipate that ténessn the two district court actions will be éift and the actions will proceed forward.

In addition to the United States litigaomve also initiated actions in Seoul, South Kagainst Phicom. In 2004 we filed two actions in
Seoul Southern District Court, located in SeouljtBdorea, against Phicom alleging infringemenvwof Korean Patent Nos. 252,457, 324,
278,342 and 399,210. In the action alleging infeimgnt of our Korean Patent Nos. 278,342 and 399tA&(Beoul Southern District Court
closed the case after rejecting our petition. TeeusSouthern District Court also rendered decsiamfavorable to us related to our Korean
Patent Nos. 252,457 and 324,064 and the Seoul Eligint recently dismissed our appeals of those iessThe Seoul High Court decisions
are subject to a final appeal, if we so electheKorea Supreme Court. We also in 2006 filed é@@Sleoul Central District Court two actions,
including a preliminary injunction action, agaifdticom alleging infringement of certain claims aof &orea Patent No. 252,457. The Seoul
Central District Court did not accept the prelintinajunction action and both actions have beeseaio

In response to our initiation of the inffsment actions in Korea, Phicom filed in the Kor&#ellectual Property Office, or KIPO,
invalidity actions challenging the validity of soroeall of the claims of each of our four paterttgsaue in the Seoul Southern District Court
infringement actions. KIPO dismissed Phicom's @mgles against all four of the patents-at-issuedphiappealed the dismissals of the
challenges to the Korea Patent Court. In 2006Kttvea Patent Court issued a ruling upholding tHelitg of our Korean Patent No. 252,457,
the only one of the four patents still subjectitig&tion. Phicom appealed the Patent Court ruting<orean Patent No. 252,457 to the Korea
Supreme Court. In June 2008, the Korea Supremet @awersed the Patent Court ruling and finding liaveertain claims of our Korean Patent
No. 252,457 and remanding the case for furthelrtoithe
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Patent Court, and the case is now pending in KNW&filed a correction trial with KIPO on certairaghs of Korean Patent No. 252,457 and
that case is also pending.

Additionally, one or more third parties lkanitiated challenges in the U.S. and in foreigtept offices against certain of the above and
other of our patents. These actions include re-éxation proceedings filed in the U.S. Patent arad&mark Office, USPTO, against three of
our U.S. patents that were at issue in the ITCstigation. In two of the USPTO reexamination pratiegs, all of the challenged claims have
been finally rejected as non-patentable, and we neguested a review of those rejections; in thid thSPTO reexamination proceeding, the
challenged claims have not been finally rejectdtk foreign actions include proceedings in Koredresjawo of our Korean patents, and
proceedings in Taiwan against four of our Taiwatepts.

No provision has been made for patentedldtigation because we believe that it is notyatde that a liability had been incurred as of
December 26, 2009. We will incur material attornégss in prosecuting and defending the varioustified actions.

Securities Litigation

On October 31, 2007, a plaintiff filed arpported stockholder class action in the Unitede&t&istrict Court for the Northern District of
California in which we and certain of our then offis, including one former officer who was a dioectt the time of filing, are named as
defendants under the caption "Danny McCaslandyiddally and on Behalf of All Others Similarly Sated v. FormFactor, Inc., Igor Y.
Khandros, Ronald C. Foster and Richard M. Freemauabisequently, plaintiffs filed two other purporstdckholder class actions in the United
States District Court for the Northern District@élifornia under the captions "Yuk Ling Lui, on Behof Herself and All Others Similarly
Situated v. FormFactor, Inc., Igor Y. Khandros, RdnC. Foster and Richard M. Freeman," and "Viétiirertazzi, Individually and on Behalf
of All Others Similarly Situated v. FormFactor, Intgor Y. Khandros, Ronald C. Foster and Richard-&eman."” The three actions were
consolidated. The plaintiffs filed these actionkdfi@ing our restatement of our financial statemdotshe fiscal year ended December 30, 2
for each of the fiscal quarters for that year, fordhe fiscal quarters ended March 31 and Jun€@07. On July 25, 2008, the court granted
defendants' motion to dismiss the Consolidated AtedrComplaint with leave to amend. On August 2282be designated lead plaintiffs
filed a Second Amended Complaint. The Second Amgi@iemplaint again alleged violations of Sectiong)@nd 20(a), and Rule 10b-5 of
the Securities Exchange Act of 1934. Plaintiffsgititto recover unspecified monetary damages, dujaitalief and attorneys' fees and costs.
On July 14, 2009, the court issued a ruling grantimotions to dismiss the Second Amended Complaithiowt leave to amend. On July 28,
2009, plaintiffs filed a Motion to Alter or Amentfie Judgment and to Uphold a Revised, Narrowed $eAarended Complaint. On
September 14, 2009, the court issued a ruling dgngliaintiffs' Motion to Alter or Amend the Judgntemd to Uphold a Revised, Narrowed
Second Amended Complaint. Plaintiffs appealed ¢oGburt of Appeals for the Ninth Circuit the Judgrnéismissing the case and the Court's
ruling denying their Motion to Alter or Amend thedhment, but thereafter determined to withdrawagpgeal. Upon motion by the
plaintiffs/appellants, the Ninth Circuit dismissiha appeal, with each side bearing its own cogtenunotion by the plaintiffs/appellants, the
Ninth Circuit dismissed the appeal, with each idaring its own cost:

No provision was made for the securitiggdtion because we believe that it is not prob#ide a liability had been incurred as of
December 26, 2009.

Stockholder Derivative Litigation

On November 19, 2007, a plaintiff filed @rported stockholder derivative action in the SigreCourt of the State of California for the
County of Alameda in which we were named as a namin
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defendant and certain of our then directors and diéicers were named as defendants under thearafitohn King, Derivatively on Behalf of
Nominal Defendant FormFactor, Inc. v. Dr. Igor Yhdhdros, Dr. Homa Bahrami, Dr. Thomas J. Camp@elCarl Everett, Jr., Lothar Maie
James A. Prestridge, Harvey A. Wagner, Ronald Gtdf@and Richard M. Freeman, and FormFactor, Bebsequently, another plaintiff filed
a second purported stockholder derivative actiahénSuperior Court of the State of Californiattee County of Alameda under the caption
"Joseph Priestley, Derivatively on Behalf of Forratéa, Inc. v. Igor Y. Khandros, Mario Ruscev, Jame®restridge, Thomas J. Campbell,
Harvey A. Wagner, G. Carl Everett, Jr., Homa Bahrd&mthar Maier, William H. Davidow and Joseph RoBson, and FormFactor, Inc." The
plaintiffs filed these derivative actions followirmyir company's restatement of its financial statemfor the fiscal year ended December 30,
2006, for each of the fiscal quarters for that yaad for the fiscal quarters ended March 31 ame B0, 2007. The plaintiffs alleged that the
individual defendants breached their fiduciary esitand violated applicable law by issuing, and |iiimg our company to issue, materially
false and misleading statements regarding our cogpausiness and financial results prior to tlstatements. The plaintiffs sought to recover
monetary damages, and attorneys' fees and coaistifdd thereafter voluntarily dismissed withoutjudice the two derivative actions, which
had been consolidated. Although the cases havediserissed, plaintiffs have the right to re-filethctions in the future. The two derivative
actions, which had been consolidated, have beemstied without prejudice, though two plaintiffs bate right to re-file the actions at some
point in the future.

No provision was made for the stockholdenidtive litigation because we believe that ihég probable that a liability had been incurred
as of December 26, 2009.

Commercial Litigation

On February 20, 2009, we filed a compléantoreach of contract, common counts, accounédtand injunctive relief against
Spansion, LLC, a Delaware limited liability compafigpansion"), in the state superior court locate8anta Clara County, California. The
complaint alleges that Spansion, in breach of Spalssobligations under a purchase agreement ehiete by us and Spansion, has failed to
pay us for probe cards that we designed, develapddnanufactured pursuant to several purchasesoptiezed by Spansion with us pursua
the agreement. The complaint states that as oLieepd 3, 2009, Spansion owed us $8,094,533 forepoalds delivered by us and not paid for
by Spansion. In the complaint, we are seekinggynpent of at least $8,094,533, (ii) a temporarytgniive order and an injunction enjoining
Spansion from assigning or in any way divestinglitef any monies that we believe Spansion recefvauh a certain third party entity, (iii) a
prejudgment writ of attachment in favor of us o8@ansion's corporate assets and property, (iv} ewst (v) attorney's fees. Prior to making
any appearance or filing any answer in the act&pansion filed for protection under Chapter 11hef Bankruptcy Laws of the United States,
which served to stay our complaint against SpansioNovember 2009, we sold all rights, title anterest in the bankruptcy claim to a third
party in exchange for net proceeds of less thdrvéliie of the asserted claim.

Iltem 4: Submission of Matters to a Vote of Security Holders
None.
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PART Il
ltem 5: Market for Registrant's Common Equity, Related Skbolder Matters and Issuer Purchases of Equity Seities

Price Range of Common Stock

Our common stock is listed on the Nasdanp@ll Market under the symbol "FORM". The followitaple sets forth the range of high and
low sales prices per share as reported on the jaShidal Market for the periods indicated.

Fiscal 2009 High Low

First Quarte $ 19.0¢ $ 13.1(
Second Quarte 21.7¢ 15.47
Third Quartel 26.0¢ 17.0¢
Fourth Quarte 24.6: 15.2(
Fiscal 2008 High Low

First Quarte $ 33.8¢ $ 16.17
Second Quarte 22.8¢ 17.1¢€
Third Quartel 22.4¢ 15.5¢
Fourth Quarte 18.9:2 11.3¢

The closing sales price of our common sttithe Nasdaq Global Market was $17.05 per shafeebruary 18, 2010. As of February 18,
2010, there were 68 registered holders of reco@uotommon stock.

Dividend Policy

We have never declared or paid cash dividem our common stock. We currently expect tameth available funds and any future

earnings for use in the operation and developmieotiobusiness. Accordingly, we do not anticipageldring or paying cash dividends on our
common stock in the foreseeable future.
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Stock Price Performance Graph

The following graph shows the total stodklleo return of an investment of $100 in cash onddgloer 31, 2004 through December 31,
2009, for (1) our common stock, (2) the S&P 500ebdnd (3) the RDG Semiconductor Composite Indéixvalues assume reinvestment of
the full amount of all dividends. No cash dividetds/e been declared on shares of our common sste&kholder returns over the indicated
period are based on historical data and are nassecily indicative of future stockholder returns.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among FormFactor, Inc., The S&P 500 Index
And The RDG Semiconductor Composite Index

£160
5140 4
5120 4
3100
380 -
560 <
$40 -
520 4
m " i i i ]
12004 12405 12106 1207 12108 12/09
—8— FormFactor, Inc. - — SEP 500 == =@=-- RDG Semiconductor Composite
Cumulative Total Return
December 31 December 31 December 31 December 31 December 31 December 31
2004 2005 2006 2007 2008 2009
FormFactor, Inc. 100.0( 90.01 137.2¢ 121.9¢ 53.8( 80.21
S & P 500 100.0( 104.9: 121.4¢ 128.1¢ 80.7¢ 102.1:
RDG Semiconductor
Composite 100.0( 111.5; 105.2: 118.2: 59.7 98.51
* $100 invested on December 31, 2004 in stock ondnideluding reinvestment of dividends.

Fiscal year ending December !
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Iltem 6: Selected Financial Data

The following selected consolidated finahciata are derived from our consolidated finansiatements. This data should be read in
conjunction with our consolidated financial statetseand the related notes, and "ltem 7: ManagemBigtussion and Analysis of Financial
Condition and Results of Operations".

Fiscal Fiscal Fiscal Fiscal Fiscal
2009(3) 2008(3) 2007(3) 2006(3) 2005
(In thousands, except per share date

Consolidated Statements o
Operations Data:

Revenue! $ 13533! $ 210,18¢ $ 462,19: $ 369,21 $ 237,49!
Cost of revenue 135,80« 173,92t 215,48 184,08 130,10:
Gross profit (loss (469) 36,26: 246,70° 185,12¢ 107,39:
Operating expenst
Research and developme 57,50¢ 65,50¢ 60,95! 46,60¢ 28,34¢
Selling, general and
administrative(5 78,42¢ 95,20¢ 92,55 71,54( 43,744
Restructuring(1 8,78( 9,157 — — —
Impairment of long lived asset
(2) — 4,40( — — —
Total operating expens 144,71° 174,27. 153,501 118,14¢ 72,09:
Operating (loss) incom (145,18()  (138,01) 93,20« 66,97¢ 35,301
Interest incomt 3,28: 12,44¢ 22,50¢ 15,18: 4,28:
Other income (expense), r (53%) 658 52¢ 204 (1,097

Income (loss) before income tax (142,439 (124,919  116,24( 82,36" 38,49:
Provision for (benefit from
income taxes(4 13,21« (44,29)) 43,35( 25,14¢ 8,31(

Net (loss) incomt $ (155,65) $ (80,62) $ 72,89( $ 57,217 $ 30,18:

Net (loss) income per sha
available to common
stockholders
Basic $ (3.15) $ (1.65) $ 152 % 127 $ 0.7¢
Diluted $ (3.15) $ (1.6%) $ 147 $ 121 $ 0.7
Weighte-average number ¢
shares used in per share

calculations

Basic 49,48: 48,90¢ 48,04« 45,17: 39,547

Diluted 49,48: 48,90¢ 49,557 47,19: 41,59(
Consolidated Balance Shee

Data:
Cash, cash equivalents and

marketable securitie $ 449,23t $ 522,89: $ 570,04¢ $ 492,39 $ 211,60¢
Working capital 482,60° 576,75 622,09: 517,21¢ 232,11(
Total asset 655,96¢ 785,71( 855,32: 694,47 381,36:

Deferred stock base
compensation, ne — — — — (2,49
Total stockholders' equi 577,78: 706,06¢ 756,95( 614,04: 317,78¢

@ Fiscal 2009 and fiscal 2008 operating results ikeltestructuring charges of $8.8 million and $9itiian, respectively, relating to ot
global reorganization efforts. (See Note 6 of Ndatethe Consolidated Financial Statements).

@3] Fiscal 2008 operating results include an impairnotiarge of $4.4 million related to Singapore cartton-in-progress assets (See
Note 3 of Notes to the Consolidated Financial Stetets).

3) Effective December 31, 2005, the first day of fis2@06, we adopted the appropriate accounting guie@n share based payments.
result, we have included stock-based compensatists c
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4)

®)

in our results of operations beginning in fiscaD@0(See Note 10 of Notes to the Consolidated EiahStatements).

We recorded a valuation allowance of $57.7 miliiofiscal 2009 against the U.S. excess tax benéfittuding prior years, based on
our assessment of realizability of our U.S. deféiex assets. This charge resulted in an incomprtaxsion, rather than an income tax

benefit, for fiscal 2009.

Fiscal 2009 and fiscal 2008 selling, general amdiattrative expenses include a provision for dfull#ccounts receivable of
$5.0 million and $4.1 million, respectively (Seetbl@ of Notes to the Consolidated Financial Statgs)e
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Item 7: Management's Discussion and Analysis of Financiab@dition and Results of Operations

The following discussion and analysis of our finahcondition and results of operations should kad in conjunction with our
consolidated financial statements and the relategs included elsewhere in this Annual Report om+0-K. In addition to historical
consolidated financial information, the followingsdussion and analysis contains forward-lookingestaents that involve risks, uncertainties
and assumptions as described under the "Note RegaFebrward-Looking Statements" that appears eaiiliethis Annual Report on Form 10-
K. Our actual results could differ materially frotmose anticipated by these forwrlooking statements as a result of many factorduiting
those discussed under "ltem 1A: Risk Factors" dsevehere in this Annual Report on Form 10-K.

Overview

We design, develop, manufacture, sell anqubsrt precision, high performance advanced serdiector wafer probe card products and
solutions. Semiconductor manufacturers use ourmmfibe cards to perform wafer sort and test orsémiconductor die, or chips, on the
whole semiconductor wafer, which is prior to sirggidn of the wafer into individual separate chiy& work closely with our customers on
product design, as each wafer probe card is amugtoduct that is specific to the chip and wafesigies of the customer. We have derived
substantially all of our revenues from the salevafer probe cards incorporating our proprietanhtedogy, including our MicroSpring
interconnect technology.

The overall global economic downturn andartainty in fiscal 2009 had a significant impaotgiobal semiconductor device
manufacturing, which, coupled with an oversupplynamory devices, resulted in a significant decréasiemand and a challenging
environment for our advanced wafer probe cards.réxenues declined by 35.6%, or $74.9 million,iscdl 2009 as compared to fiscal 2008.
This revenue decline was in each of the producketamwe address—Dynamic Random Access Memory, kNDRNAND and NOR Flash
memory and System on a Chip, or SoC. These resahs due to a number of factors including the nadasupply and demand of various
semiconductor devices and end products incorparaiiose devices, semiconductor manufacturers'tefforcurtail spending and conserve ¢
by taking capacity offline, reducing production]aléng the transition to new technology nodes aostponing the implementation of tooling
cycles.

We incurred net losses of $155.7 milliod &80.6 million in fiscal 2009 and fiscal 2008, pestively. Net loss increased in fiscal 2009 as
compared to fiscal 2008 primarily due to lower newes across all market segments as well as redwosd margins on product sales. Results
for fiscal 2009 also included the recognition afaduation allowance of $57.7 million for our defedrtax assets, restructuring charges of
$8.8 million, $2.5 million in a stock-based competien charge related to an option modificationanmection with the retirement of our
founder and former executive chairman of our badrdirectors in May 2009, as well as $5.0 milliengrovision for bad debts due to the
heightened risk of non-payment of certain accoumtsivable. Net loss for fiscal 2008 included $1rBiBion in restructuring and impairment
charges and $4.1 million in provision for doubtfigbts.

Our cash, cash equivalents and marketaiolgrgies totaled approximately $449.2 million &9December 26, 2009 as compared to
$522.9 million at December 27, 2008. The decreasair cash, cash equivalents and marketable siesupélances was primarily due to the
of cash for operating activities in fiscal 2009. lso paid $12.0 million in the fourth quarter isickl 2009 for the acquisition of manufacturing
and testing equipment and technology assets, imgudtellectual property assets, from Electroglas, We believe that we will be able to
satisfy our working capital requirements for thetrtevelve months with the liquidity provided by oexisting cash, cash equivalents and
marketable securities. If we are unsuccessful prawing our operating efficiency, reducing our casitlays or increasing our available cash
through financing, our cash, cash equivalents aaketable securities will further decline in fis@4l10.
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In response to the continued deterioraticsemiconductor market conditions, we are focusingligning our operations and improving
our operating efficiency to achieve operating ddalv break-even in the current business environnagigtto better position our company for
long-term, profitable growth. In January 2009, witidted a global reorganization and cost reducpilam designed to lower the company's cash
breakeven level in order to enable us to sustaisedwes financially in the current market enviromnés part of the plan, we reduced our
workforce by 22%. We also implemented certain neviesance measures that we expect to result inefetnst savings. We also incurred
restructuring charges in the fourth quarter ofdi2009 as we continued our efforts to lower ouartgrly operating expense run rate.

In addition, we are restructuring our opierss through our global regionalization strategy for example, placing more decision-making
in regions close to our semiconductor customers sarengthening our local design, application adise capabilities to improve customer
responsiveness and enhance our relationships witbustomers. We are also changing our manufagtstimicture to realize a shorter cycle
time and improved product delivery capabilities. Wawe accelerated our regionalization efforts bigding up back-end manufacturing
operations in Asia. We qualified our back-end mantifring in Korea during our first quarter of fis@809, and in Japan in the fourth quarter
of fiscal 2009. We currently plan to qualify a siggant portion of our front-end manufacturing optons in Singapore in fiscal 2010. The
combination of these initiatives is intended tautes a lower manufacturing cost, a simplified méacturing process and decreased cycle t
for our customers.

We believe the following information is ilmant to understanding our business, our finarst&tements and the remainder of this
discussion and analysis of our financial conditiod results of operations:

Fiscal Year. Fiscal years ended December 26, 2009, Decehye@008 and December 29, 2007 had 52 weeks eacHisOal year enc
on the last Saturday in December.

Revenues. We derive substantially all of our revenuesrfrproduct sales of wafer probe cards. Revenues dnamecustomers are subject
to fluctuations due to factors including, but riatited to, design cycles, technology adoption ratesnpetitive pressure to reduce prices,
cyclicality of the different end markets into whiohr customers' products are sold and market dondiin the semiconductor industry.
Historically, increases in revenues have resultedhfincreased demand for our existing productsirtieduction of new, more complex
products and the penetration of new markets. Weeaxpat revenues from the sale of wafer probescaiti continue to account for
substantially all of our revenues for the foresézflture.

Cost of Revenues.Cost of revenues consists primarily of manufaog materials, payroll, shipping and handlingtsand,
manufacturingrelated overhead. Our manufacturing operationsupbn a limited number of suppliers to provide keynponents and materi
for our products, some of which are a sole sol® order materials and supplies based on backlddaaacasted customer orders. Tooling
and setup costs related to changing manufactuoitsgak our suppliers are also included in the obstvenues. We expense all warranty costs
and inventory provisions as cost of revenues.

We design, manufacture and sell a custaduyart into the semiconductor test market, whicuisject to significant variability and
demand fluctuations. Our wafer probe cards are dexmroducts that are custom to a specific chipgihesf a customer and must be delivered
on relatively short lead-times as compared to meral manufacturing process. As our advanced wafabe cards are manufactured in low
volumes and must be delivered on relatively sheatiitimes, it is not uncommon for us to acquiredpotion materials and start certain
production activities based on estimated produgtietds and forecasted demand prior to or in exoésstual demand for our wafer probe
cards. We record an adjustment to our inventoryatédn for estimated obsolete and non-saleable
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inventories based on assumptions about future déntéianges to manufacturing processes, and oveaalet conditions.

Research and DevelopmentResearch and development expenses include sepeglated to product development, engineering and
material costs. Almost all research and developroesits are expensed as incurred. We plan to centiinvest in research and development
activities to improve and enhance existing techgiel® and to develop new technologies for curredtreew markets and for new applications.

Selling, General and Administrative.Selling, general and administrative expenselsiife expenses related to sales, marketing, and
administrative personnel, provision for doubtfutants, internal and outside sales representativeznissions, market research and
consulting, and other sales, marketing, and adinatiige activities. These expenses also includésdos protecting and enforcing our patent
rights and regulatory compliance costs.

Restructuring Charges. Restructuring charges include expenses retatethployee termination severance pay and benafitspropert
and equipment impairment charges incurred as pantrocost reduction plans.

Use of Estimates. The preparation of consolidated financial steets in conformity with generally accepted accmgnprinciples in the
United States of America ("GAAP") requires managetite make estimates and assumptions that affeaeforted amounts of assets and
liabilities, the disclosure of contingent assetd kabilities at the date of the financial statetserand the reported amounts of revenues and
expenses during the reporting period. Actual restduld differ from those estimates. Estimates ofenge as new information is obtained.
Significant items that are subject to such estimatelude the fair value of revenue elements,aiue of marketable securities, allowance for
doubtful accounts, reserves for product warrargjyation of obsolete and slow moving inventory uaion of intangible assets, the assess
of recoverability of long-lived assets, valuatiordaecognition of stock-based compensation, promigdr income taxes and valuation
allowance for deferred tax assets and, tax liadsliand accruals for other liabilities.

Critical Accounting Policies and Estimates

Our discussion and analysis of our finanmiedition and results of operations are basedhupo consolidated financial statements, which
have been prepared in accordance with U.S. geperatiepted accounting principles. The preparatfadhese financial statements require us to
make estimates and assumptions that affect thetegpamounts of assets and liabilities at the dhtke financial statements and the reported
amounts of net revenue and expenses in the regqréinod. Our accounting policies are fundamemtairtderstanding our financial condition
and results of operations reported in our finarsialements and related disclosures. We have fidgehtie following accounting policies as
being critical because they require our managemeemiake particularly difficult, subjective and/amplex judgments about the effect of
matters that are inherently uncertain. We evaloateestimates and assumptions on an ongoing bediwa base these estimates and
assumptions on current facts, historical experiemeel various other factors and assumptions tedtelreved to be reasonable under the
circumstances. Actual results may differ materialyl adversely from our estimates. Our managensntliscussed the development,
selection, application and disclosure of thesécatiiccounting policies with the Audit Committefeonir Board of Directors.

Revenue Recognition: We recognize revenue when persuasive eviddnesales arrangement exists, delivery has occunrsdrvices
are rendered, the sales price or fee is fixed tardenable and collectability is reasonably assuhedhstances where final acceptance of our
product is specified by our customer, revenue ferded until all acceptance criteria have been met.
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In multiple element arrangements, we deigenwhether there is more than one unit of accognfro the extent that the deliverables are
separable into multiple units of accounting, wentlocate the total fee on such arrangementsatinttividual units of accounting based on
relative fair value of individual elements.

We offer product maintenance and repaaragements to our customers. Amounts due from atomers under these arrangements are
initially recorded as deferred revenues. The feesecognized as revenue on a straight-line bagistbe service period and related costs are
recorded as incurred.

Revenues from the licensing of our desigth @manufacturing technology, which have been iriigant to date, are recognized over the
term of the license agreement or when the sigmificantractual obligations have been fulfilled.

Warranty Accrual: We provide for the estimated cost of productramties at the time revenue is recognized. Whaeanwgage in
extensive product quality programs and processekjding actively monitoring and evaluating the liyaf our component suppliers, our
warranty obligation is affected by product failuates, material usage and service delivery costglied in correcting a product failure. We
continuously monitor product returns for warrantylanaintain a reserve for the related expensesihgsen our historical experience and any
specifically identified field failures. As we selew products to our customers, we must exercissiderable judgment in estimating the
expected failure rates. This estimating processs®d on historical experience of similar produgssyell as various other assumptions that we
believe to be reasonable under the circumstances.

Inventory Valuation: We state our inventories at the lower of cpsin€ipally standard cost which approximates actast on a first in,
first out basis) or market. We review the adequafayur inventory reserves on a quarterly basisraoedrd adjustments to our inventory
valuation for estimated obsolescence or saleable inventories equal to the difference betvike cost of inventories and the estimated mi
value based upon assumptions about future demahtcharket conditions.

Allowance for Doubtful Accounts: A majority of our trade receivables are deriftenin sales to large multinational semiconductor
manufacturers throughout the world. In order to itworpotential credit losses, we perform ongoingdit evaluations of our customers'
financial condition. An allowance for doubtful acods is maintained for probable credit losses bapet our assessment of the expected
collectability of all accounts receivable. The allmnce for doubtful accounts is reviewed on a quigrbasis to assess the adequacy of the
allowance. We take into consideration (1) any aistances of which we are aware of a customer'dlilyaio meet its financial obligations;
and (2) our judgments as to prevailing economiad@ns in the industry and their impact on ourtousers.

Impairment of Long-Lived Assets and Longveid Assets to be Disposed of:We evaluate the carrying value of our long-diassets
whenever certain events or changes in circumstandesate that the carrying amount of these assaisnot be recoverable. Such events or
circumstances include, but are not limited to,@grged industry downturn, a significant declineur market value or significant reductions
in projected future cash flows.

Significant judgments and assumptions egelired in the forecast of future operating resustsd in the preparation of the estimated future
cash flows, including profit margins, long-termdoasts of the amounts and timing of overall magketvth and our percentage of that market,
groupings of assets, discount rates and termimaVtirrates. In addition, significant estimates asdumptions are required in the determing
of the fair value of our tangible long-lived assételuding replacement cost, economic obsolescearm the value that could be realized in
orderly liquidation. Changes in these estimateddcbave a material adverse effect on the assesahent long-lived assets, thereby requiring
us to write down the assets.
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Accounting for Income Taxes: We utilize the asset and liability method of@enting for income taxes, under which deferreeseare
determined based on the temporary differences legtres financial statement and tax basis of assetdiabilities using tax rates expected to
be in effect during the years in which the basifedénces reverse. We estimate our provision footine taxes and amounts ultimately payable
or recoverable in numerous tax jurisdictions arotihedworld. Estimates involve interpretations afukations and are inherently complex.
Resolution of income tax treatments in individualgdictions may not be known for many years aftanpletion of any fiscal year. We are
required to evaluate the realizability of our defertax assets on an ongoing basis in accordarthdJas. GAAP to determine whether there is
a need for a valuation allowance with respect tthsleferred tax assets. A valuation allowancedensed when it is more likely than not that
some of the deferred tax assets will not be redliséynificant management judgment is requiredeterdmining any valuation allowance
recorded against deferred tax assets. In evalutitngbility to recover deferred tax assets, wesictar available positive and negative evidence
giving greater weight to our recent cumulative é&ssand our ability to carryback losses against paxable income and, commensurate with
objective verifiability, the forecast of future e income including the reversal of temporarfedénces and the implementation of feasible
and prudent tax planning strategies.

In July 2006, the FASB issued guidance mdigg the accounting for uncertainty in income &xehich clarifies the accounting for
uncertainty in income taxes recognized in the fanarstatements, which we adopted the first quartdiscal 2007. Income tax positions must
meet a more-likely-than-not recognition threshaldbé recognized. This interpretation provides guégaon measurement, derecognition,
classification, interest and penalties, accounitingterim periods and disclosure. We recognizeridt and penalties related to unrecognized
tax benefits within the income tax provision. Aaedunterest and penalties are included within éated tax liability line in the consolidated
balance sheet.

The amount of income taxes we pay is stilbeongoing audits by U.S. federal and state,fareign tax authorities which might result in
proposed assessments. Our estimate for the pdteat@me for any uncertain tax issue is judgmeintalature. However, we believe we have
adequately provided for any reasonable foreseealimme related to those matters. Our future resuoidty include favorable or unfavorable
adjustments to our estimated tax liabilities in pleeiod the assessments are made or resolved or stéieites of limitation on potential
assessments expire.

Stock-Based Compensation: Under provisions of accounting standards, stmased compensation cost is estimated at the dedat
based on the fair-value of the award and is reaaghas expense ratably over the requisite seredegof the award. Determining the
appropriate fair-value model and calculating thievalue of stock-based awards at the grant dapeires considerable judgment, including
estimating stock price volatility, expected optlda and forfeiture rates. We develop our estimdt@sed on historical data and market
information which can change significantly overéin small change in the estimates used can riesaltelatively large change in the
estimated valuation. We use the Black-Scholes opt&duation model to value employee stock awards.

The most significant assumptions impacteananagement's judgment are the expected volatititythe expected life of the options. The
expected dividend yield, and expected risk-freeridt rate are not as significant to the calcutatibfair value. In addition, adjustments to our
estimates of the number of share-based paymentawat we expect to vest did have a significamtaiod on the recorded share-based
compensation expense.

Expected volatility: The value of a stock option is derived frompitdential for appreciation. The more volatile theck, the more
valuable the option becomes because of the grpassibility of significant changes in stock pri€ur computation of expected volatility is
based on a blend of historical volatility of oumomon stock and implied volatility of traded opticdnspurchase shares of our common stock.
Our decision to incorporate implied volatility wiaased on our assessment that
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implied volatility of publicly traded options in o@ommon stock is expected to be more reflectivenafket conditions and, therefore, can
reasonably be expected to be a better indicatexpécted volatility than historical volatility ofio common stock.

Expected life and forfeiture rate: The expected life also has a significant eftecthe value of the option. The longer the tetre,mhore
time the option holder has to allow the stock ptwécrease without a cash investment and thesmtbre valuable the option. Further, longer
option terms provide more opportunity to exploitrke highs. However, employees are not requireddid until the end of the contractual te
of a nontransferable option to exercise. Accordingle are required to estimate the expected tertheobption. We determine the expected life
by considering several factors, including histdrimation exercise behavior, post vesting turnoetes and terms and vesting periods of the
options granted. Similarly, we base our estimat®déiture on historical option cancellation belmvincluding pre-vesting turnover rates.

Results of Operation

The following table sets forth our opergtnesults as a percentage of revenues:

Fiscal Fiscal Fiscal
2009 2008 2007

Revenue: 100.(% 100.% 100.(%
Cost of revenue 100.: 82.7 46.€
Gross margit (0.3 17.5 53.4
Operating expense

Research and developmt 42.F 31.2 13.2

Selling, general and

administrative 58.C 452 20.C
Restructuring 6.5 4.3 —
Impairment of long lived asse — 2.1 —
Total operating expens 107.( 82.¢ 33.2

Operating (loss) incom (107.9) (65.€) 20.2
Interest income, ne 24 5.9 4.9
Other income (expense), r (0.9 0.3 0.1
Income (loss) before income tax (105.9) (59.9) 25.2
Provision for (benefit from)

income taxe! 9.8 (21.0 9.4
Net income (loss (115.0% (38.9)% 15.8%

Fiscal Years Ended December 26, 2009 and Decem@eR2208
Revenues
Fiscal % of Fiscal % of Change
2009 Revenues 2008 Revenues (Decrease) %

(In thousands)
Revenues by Marke

DRAM $ 108,82( 80.2%$ 139,53 66.2%$ (30,71)  (22.0%

Flash 7,28: 54  38,43( 18.2 (31,149  (81.J)

SoC 19,23: 142 32,22 152 (12,989  (40.9)
Total revenue $ 135,33! 100.(%$ 210,18 100.(%$ (74,85)  (35.60%

The decrease in revenue for the year eBDdegmber 26, 2009 was primarily due to weak denfiandur advanced wafer probe cards
caused by the slow recovery in the semiconductokebaFor
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certain of our products we also experienced prigirgssure due to the availability of competitivedarcts, which also contributed to the
decrease in revenues.

Our revenues for the year ended Decemhe2(@® were primarily generated by sales of wafebe cards to manufacturers of DRAM
devices. Revenues for our products that addred3fR#eM segment declined in the year ended Decem®gP@09 as compared to the prior
year, primarily due to a number of factors incluglthe relative supply and demand of various sentigotor devices and end produ
incorporating those devices, semiconductor manufacs' efforts to curtail spending and conservé tgstaking capacity offline, reducing
production, delaying the transition to new techggloodes and postponing the implementation of hgodiycles. We also experienced pricing
pressure on certain DRAM test products due to tmepetitive environment.

Revenues from sales to Flash memory dewieufacturers also decreased significantly in #ar ynded December 26, 2009 compared to
the prior year, with the decrease driven by sadedines in both NOR and NAND Flash wafer probe sartihe weakness in NOR Flash can be
attributed to a decline in purchases by certaindiestomers, specifically from our largest NOR cowofiling for bankruptcy protection in the
first quarter of fiscal 2009. Additionally, reversussom NAND Flash wafer probe cards declined as lARash memory device manufacturers
significantly reduced their output in the first qiea of fiscal 2009, in an attempt to promote irtdpgsbsorption of excess inventories.

Revenues from manufacturers of SoC dewvdeeseased in the year ended December 26, 2009 cedvathe prior year, primarily due to
the overall downturn in the semiconductor industhich negatively impacted the revenues from salesipwafer probe cards.

Revenue by Geographic Region

The following table sets forth our revenbgggeographic region for the periods indicated:

Fiscal % of Fiscal % of
2009 Revenues 2008 Revenues
(In thousands)
Japar $ 64,57t 47.7%$ 77,15¢ 36.71%
North America 24,53: 18.1 41,65 19.¢
Asia Pacific 38,02¢ 28.1 73,53: 35.C
Europe 8,201 6.1 17,85: 8.t
Total revenue: $ 135,33! 100.(%$ 210,18 10C%

Geographic revenue information is basetherlocation to which we ship the customer prodeot.example, certain South Korean
customers purchase through their North Americasiglidries and accordingly, if the product is shigppe an address in South Korea it is
reflected in the revenue for Asia Pacific.

The decrease in revenues across all geligreggions for the year ended December 26, 20@@rmpared to the prior year was primarily
due to the decrease in sales in those regionsimaahe product markets we addre€3RAM, Flash memory and SoC. Additionally, reven
decreased due generally to the semiconductor inddstvnturn, characterized by weak demand for sendactor devices, delayed production
ramps and weak device pricing environments.
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Gross Profit (Loss)

Fiscal Fiscal
2009 2008
(In thousands)
Gross profit (loss $ (469 $ 36,26
Gross margit (0.9% 17.2%%

Gross margin fluctuates with revenue levaleduct mix, selling prices, factory loading, andterial costs. For the year ended
December 26, 2009, gross margin declined compar#uktprior year, primarily due to the significaleicline in revenue driving lower factory
utilization, thereby increasing unit manufacturoagts, combined with declines in average selliigegras well as an unfavorable change in
product mix from higher margin to lower margin puots. This decline was partially mitigated by lowersonnel costs as a result of our fiscal
2008 and 2009 global cost reduction plans as veedl decline in inventory write-downs. Inventory ifeaoffs decreased from $16.3 million or
7.7% of revenues in fiscal 2008 to $7.0 million 5a2% of revenues, in fiscal 2009. The higher inggnwrite-downs in fiscal 2008 were
associated with deterioration in the DRAM memorgrsent in that period. Inventory write-downs dedtirie fiscal 2009 despite the continued
deterioration in the DRAM memory segment primadlye to stronger inventory management in fiscal 283@ess custom inventories are not
uncommon for us as our advanced wafer probe caedsugtom designs manufactured in low volumes anst tme delivered on relatively short
lead times, which requires us to acquire produati@terials and start certain production activibased on estimated production yields and
forecasted demand prior to or in excess of acteiadahd for our wafer probe cards. Stock-based cosagen included in gross margin was
$3.6 million or 2.6% of revenues, in the year enBedember 26, 2009 and $4.8 million, or 2.2% okrewes for the year ended December 27,
2008. The decline of stock-based compensatiorysolate dollars, was primarily as a result of reauns in headcount as a result of our 2008
and 2009 global cost reduction plans.

In the near future, our gross margins likély continue to be adversely affected by lowerdls of product revenues in comparison to the
same periods in the prior fiscal year, even thougtave taken significant steps to reduce our proglu levels and operating cost structure.
Additionally, we may be required to record addiibimventory write-downs if estimated average sgllprices of products held in finished
goods and work in process inventories at a quandrelate are below the manufacturing cost of thoséucts. Also, as part of our global
regionalization strategy, we continued our efféotéransition back-end manufacturing to Asia ircdis2009. We qualified our back-end
manufacturing in Korea and Japan during fiscal 2@0@ plan to qualify front-end manufacturing opierss in Singapore in fiscal 2010. This
initiative is intended, in part, to reduce manufigictg costs. However, as we go through our rampfupew technologies over the coming
guarters, we will see associated costs relatelgetdransition and to the ramp of new technologefere we more fully experience the benefits
of lower manufacturing costs by the second haffsafal 2010.

Research and Developme

Fiscal Fiscal
2009 2008
(In thousands)
Research and Developme $ 57,50¢ $ 65,50¢
% of revenue: 42.5% 31.2%

Research and development expenses decri@aslesblute dollars for the year ended DecembeR@89 compared to the same period in
the prior year primarily due to a decrease in éemaw technology product development related ¢@aissonnel costs, and depreciation,
facilities and information technology costs. Fag tfear ended December 26, 2009, personnel cosisasec
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$6.5 million primarily due to reductions in headobas a result of our global reorganization plé&genses related to new technology and
product development remained flat, and depreciaimhfacilities and information technology costsréased $0.9 million, primarily due to the
implementation of corporate cost reduction initiai. Stock-based compensation included within rebesnd development was $4.4 million
for the year ended December 26, 2009 compared.@rfifiion for the year ended December 27, 2008 décline in stock-based
compensation in absolute dollars was primarily ueeductions in headcount resulting from the 2808 2009 global cost reduction plans.

As a percent of revenues, research anda@went expenses increased in fiscal 2009 as cadparfiscal 2008 primarily due to the
declining revenue base.

We are continuing our strategic investmamtgsearch and development, including the devetoy of our next generation parallelism
architecture and products, fine pitch memory andit.products, advanced MicroSpring interconnedtnetogy and new process technologies.
We remain committed to product development in nad/@merging technologies.

Selling, General and Administrativ

Fiscal Fiscal
2009 2008
(In thousands)
Selling, general and administrati $ 78,428 $ 95,20¢
% of revenue: 58.0% 45.3%

Selling, general and administrative experdexreased in absolute dollars for the year ebgegmber 26, 2009 compared to the prior
primarily due to a decrease in personre#ited costs and other discretionary spendingtheyear ended December 26, 2009, personneldi
costs decreased by approximately $11.4 milliommarily due to the work force reductions as wellager discretionary spending. Outside
legal and other professional fees decreased byrfilitin in the year ended December 26, 2009 aspaoed to the prior year primarily to a
decrease in legal fees. The decrease in legafdedise year ended December 26, 2009 was primduéy/to the scheduling of the International
Trade Commission hearing on the investigation (887621) of two of our competitors which arose out of complaint filed in late 2007. Tl
majority of the fees and costs related to the hgaaind post hearing activities were completed byetid of the first quarter of fiscal 2009.

Additionally, we recorded a provision fayubtful accounts of $5.0 million and $4.1 millianthe year ended December 26, 2009 and
December 27, 2008, respectively. We recorded aigowvfor doubtful accounts primarily due to thedigened risk of non-payment of
accounts receivable by certain customers faciranfiral difficulty. In addition, stock-based compatisn included within selling, general and
administrative expense was $12.6 million for tharyended December 26, 2009, compared to $12.4miitir the year ended December 27,
2008. The increase in stock-based compensatiahdoyear ended December 26, 2009 was due to asnapidification expense of
$2.5 million in connection with the retirement of.Dgor Y. Khandros, our founder and former exegithairman of our board of directors in
May 2009, offset in part by a decrease due to sl in headcount as a result of our 2008 and 20@8al cost reduction plans.
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As a percent of revenue, selling, genendl@ministrative expenses increased in year eDéedmber 26, 2009 as compared to the prior
year, primarily due to the declining revenue bi

Restructuring Charge:

Fiscal Fiscal
2009 2008
(In thousands)
Restructuring Charge $ 8,78C $ 9,15%
% of revenue: 6.5% 4.3%

In the first quarter of fiscal 2009, we ilmented the Q1 2009 Restructuring Plan that iredugducing our global workforce by 22%.
The Q1 2009 Restructuring Plan extended the cdsicten plans implemented during fiscal 2008 andaoied employees across all functions
of the organization. The Q1 2009 Restructuring Rlamsisted primarily of involuntary employee terations and benefit costs and write-down
of certain assets taken out of service. We recogded million in relation to the Q1 2009 RestruatgrPlan in the first quarter of fiscal 2009
and an additional $0.3 million in the second quanfdiscal 2009.

In the fourth quarter of fiscal 2009, weurred further restructuring charges of $0.8 miljicelated to further reductions in our global
workforce in an effort to lower our quarterly optmg expense run rate.

We anticipate that the balance of the eyg#erelated charges resulting from the cost redngilans implemented in fiscal 2009 will be
paid within the next six months. We expect to msatjuarterly savings, excluding stock-based congiemsexpense, of approximately
$3.8 million as a result of the restructuring actidaken in the first and fourth quarters of fis2@09.

In both the first and second quarters sfdl 2008, we implemented global cost reductiongthat included reducing our global
workforce. The first quarter action also includedifity consolidation charges related to vacatiogdings in Livermore, California. Both plans
were implemented to restructure our company tebeltgn with the market environment. All expensasluding adjustments associated with
our restructuring plans are included in "Restrunglrin the Consolidated Statements of Operati@nging fiscal 2008, we paid $6.9 million,
representing substantially all of the employeeteel@xpenses for the cost reduction plans andr8lidn primarily related to a non-
cancellable contract. Substantially all of the emgpk related charges related to the first quaftésaal 2008 and second quarter of fiscal 2008
cost reduction plans were paid by the end of fi2€Qi8.

Interest Income and Other Income (Expense), M

Fiscal Fiscal
2009 2008
(In thousands)
Interest income (expens $ 3,282 $ 12,44¢
% of revenue: 2.4% 5.9%
Other income (expense), r $ (B35 $ 658
% of revenue: (0.9% 0.3%

The decrease in interest income on cash, equivalents and marketable securities for tlae ggded December 26, 2009 was primarily a
result of lower interest yields as compared topher year as well as lower average balances. Weiaverage yields for the year ended
December 26, 2009 were 0.73% compared to 2.29%éoyear ended December 27, 2008. Cash, cash &ntsjarestricted cash and
marketable securities were $449.9 million at Decend®, 2009 compared to $523.6 million at Decen23e2008. The change in other inco
(expense) for fiscal 2009 compared to fiscal 2088 w
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mainly comprised of bank fees of $0.1 million andefgn currency losses of $1.1 million primarilyated to the Japanese Yen.

Provision for (Benefit from) Income Taxe

Fiscal Fiscal
2009 2008
(In thousands)
Provision for (benefit from) income tax $ 13,21 $ (44,29)
Effective tax rate 9.3% (35.5%

In fiscal 2008 we recorded a tax benefitdcS. losses, tax credits and deferred tax addeting fiscal 2009, in accordance with
accounting requirements, a valuation allowanceregaiur U.S. deferred tax assets was recordedtaQuate was thus negatively impacted by
a valuation allowance of $57.7 million and non-Lh8t operating losses, primarily in Singapore,4b$million.

In November, 2009, President Obama signexlaw the Worker, Homeownership and Businessstasce Act of 2009. This law
extended net operating loss carrybacks from tweosyefive years. We benefited from this provisiynincreasing our refund claim to prior
years for the carryback of our 2009 Federal tag sapproximately $5.0 million prior to the lawartge.

We utilize the asset and liability methddocounting for income taxes, under which defeteegks are determined based on the temporan
differences between the financial statement and#ais of assets and liabilities using tax ratgeeeted to be in effect during the years in w
the basis differences reverse. A valuation allowasaecorded when it is more likely than not thahe of the deferred tax assets will not be
realized. Significant management judgment is resgliin determining any valuation allowance recordgdinst deferred tax assets. In
evaluating the ability to recover deferred tax tssge considered available positive and negatiwdesice giving greater weight to our recent
cumulative losses and our ability to carryback éssagainst prior taxable income and commensurakeoni objective verifiability, the forece
of future taxable income including the reversaleshporary differences and the implementation ofitda and prudent tax planning strategies.
Under current tax laws, this valuation allowancé# mat limit our ability to utilize Federal and séadeferred tax assets provided we can ger
sufficient future taxable income.

We anticipate we will continue to recordaduation allowance against the deferred tax asdetsrtain jurisdictions, primarily Federal and
state, until such time as we are able to deterihisenore likely than not the deferred tax ass#itlve realized. Such position is dependent on
whether there will be sufficient future taxableante to realize such deferred tax assets. We expedtiture tax provisions, during the time
such valuation allowances are recorded, will carmisnarily of the tax provision of our profitabten-U.S. jurisdictions.

We classify interest and penalties relatedncertain tax positions as part of the incomeptavision. We recognized interest expense of
$0.3 million and $0.2 million for the years endedd@mber 26, 2009 and December 27, 2008, respactielof December 26, 2009, we had
approximately $0.9 million of interest and $0 p¢ieal related to uncertain tax positions.

The amount of income taxes we pay is stltigeangoing audits by Federal, state and non-tdSauthorities which might result in
proposed assessments. Our estimate for the pdteat@me for any uncertain tax issue is judgmeintalature. However, we believe that we
have adequately provided for any reasonably foeddeeutcome related to those matters. Our fueselts may include favorable or
unfavorable adjustments to our estimated tax li#slin the period the assessments are made @wegsor when statutes of limitation on
potential assessments expire. As of December 28, 2hanges to our uncertain tax positions in #d b2 months, that are reasonably
possible, are not expected to have a significapaithon our financial position or results of opienad.
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We and our subsidiaries file income taximes$ in the U.S. Federal jurisdiction, various Wsttes and non-U.S. jurisdictions. We are
currently under examination by the State of Catifar-ranchise Tax Board for fiscal years 2004 &b@b2 For Federal tax purposes, we have
been audited and effectively settled through figealr 2006. Generally, for our major non-U.S. jdié§ons we are subject to examination by
tax authorities for fiscal years after 2002.

Fiscal Years Ended December 27, 2008 and DecemBe2R07
Revenues

Fiscal % of Fiscal % of Change
2008 Revenues 2007 Revenues (Decrease) %
(In thousands)

Revenues by Marke

DRAM $ 139,53 66.2%6% 328,01 71.(%$ (188,48)  (57.5%

Flash 38,43( 18. 88,95¢ 19.2 (50,528  (56.f)

SoC 32,22: 15.2 45,21 9.8 (12,99)  (28.7)
Total revenue $ 210,18¢ 100.(%$ 462,19: 100.(%$ (252,00)  (54.5%

Total revenues declined by 54.5%, or $252illon, in fiscal 2008 as compared to fiscal 2q@#narily due to weak demand for our
advanced wafer probe cards caused by the dowmniutheisemiconductor market. For certain of our potslwe also experienced pricing
pressure in light of the availability of competéiproducts, which also contributed to the decréasevenues.

Our revenues for fiscal 2008 were primagignerated by sales of wafer probe cards to manuéas of DRAM devices. Revenues for our
products that address the DRAM segment decreageifisantly in fiscal 2008 compared to fiscal 20@Tmarily due to weak market
conditions in which DRAM device pricing fell predipusly, to pricing pressure from our customerseriain of our DRAM products due to
competitive environment, and from increased contipeti Given the price trend of DRAM devices in i$@008, our customers that
manufacture DRAM devices took certain actions tdailispending and conserve cash, including degssto delay test capacity expansions
ramping of key devices.

Revenues from sales to Flash memory dewimeufacturers also decreased significantly in fi20688 compared to fiscal 2007 primarily
due to sales decline of our NOR Flash wafer pravd<cin light of the reduced product ordering pattgf one of our primary NOR Flash
device customers, to pricing pressure from ourarusts on certain of our Flash products due to tmepetitive environment, and from
increased competition for full wafer contactor pots in the NAND flash market. Market conditions Fdash memory devices weakened
during fiscal 2008 and, as a consequence, our mgstothat manufacture Flash memory devices todkioeactions similar to our DRAM
customers which. in turn, impacted the demand torpooducts. The weakness in NOR Flash can bdatéd to certain key customers pushing
their production ramp of 65-nanometer into 2009. 8M® experienced market share reduction as a @ulicing pressure on certain Flash
memory products due to the competitive environment.

Revenues from manufacturers of SoC devdegseased in fiscal 2008 as compared to fiscal poidTarily due to delayed production ra
of a key customer's ongoing transition to advarteetinology nodes in both chipset application agth lperformance fligship microprocessol
which are used in personal computer, gaming anghiga applications. This revenue decline was pafffiset by growth in the Wire-bond SoC
market segment.
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Revenue by Geographic Regit

The following table sets forth our revenbgggeographic region for the periods indicated:

Fiscal % of Fiscal % of
2008 Revenues 2007 Revenues
(In thousands)
Japar $ 77,15¢ 36.7%% 194,30¢ 42.(%
North America 41,65 19.¢ 82,08¢ 17.¢
Asia Pacific 73,53 35.C 154,69: 33.t
Europe 17,85: 8.5 31,10¢ 6.7
Total revenue: $ 210,18¢ 100.(%$ 462,19: 10C%

Geographic revenue information is basetherlocation to which we ship the customer prodeot.example, certain South Korean
customers purchase through their North Americasiglidries and accordingly, if the product is shigppe an address in South Korea it is
reflected in the revenue for Asia Pacific. The dase in revenues across all geographic regionslweato generally to the semiconductor
industry downturn, characterized by weak demandéoniconductor devices, delayed production rampgsageak device pricing environments.

Gross Profit

Fiscal Fiscal
2008 2007
(In thousands)
Gross profil $ 36,26: $ 246,70°
Gross margit 17.2% 53.2%

Gross margin fluctuates with revenue leveteduct mix, selling prices, factory loading, andterial costs. For fiscal 2008, gross margin
declined compared to fiscal 2007 primarily dueh® significant decline in revenue driving lowerttay utilization, thereby increasing unit
manufacturing costs, as well as inventory write-dswand declines in average selling prices. Thifirdewas partially mitigated by lower
personnel costs as a result of our fiscal 2008ajlobst reduction plans. Excess custom inventariesiot uncommon as our advanced wafer
probe cards are custom designs that must be dedivar relatively short lead-times, and often resgiirs to acquire and start certain production
activities prior to a firm customer commitment. @exoffs to inventories increased from $12.7 millar 2.7% of revenues in fiscal 2007 to
$16.3 million or 7.7% of revenues in fiscal 200&guimarily to customer cancellations. Gross mafgirfiscal 2008 includes stock-based
compensation expense of $4.8 million, or 2.2% wéreie compared to $5.4 million, or 1.2% of revefardiscal 2007. The decline, in absol
dollars, was primarily as a result of reductionti@adcount as a result of our 2008 global costatémtuplans.

Research and Developme

Fiscal Fiscal
2008 2007
(In thousands)
Research and developm $ 65,50¢ $ 60,95:
% of revenue: 31.2% 13.2%

Research and development expenses incrgaabdolute dollars in fiscal 2008 as comparefistal 2007 primarily due to an increase in
product development related costs offset by a dsere personnel costs. During fiscal 2008, expersated to new technology and product
development increased $5.2 million, and depreaiadiod facilities and information technology cosisréased
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$0.7 million due to investment in research and tipreent facilities and development equipment. $cdi 2008 personnel costs decreased
$1.3 million due to the work force reductions aglwas the temporary suspension of our company'skegloyee bonus and profit sharing
plans. Stock-based compensation included withieaneh and development was $5.0 million for fis@0& compared to $5.2 million for fiscal
2007, with the decrease in absolute dollars beiimgasily due to reductions in headcount as a resfuttur 2008 global reorganization plans.

As a percent of revenues, research anda@went expenses increased in fiscal 2008 as cadparfiscal 2007 primarily due to the
declining revenue base.

Selling, General and Administrativ

Fiscal Fiscal
2008 2007
(In thousands)
Selling, general and administrati $ 95,20¢ $ 92,55:
% of revenue: 45.2% 20.(%

Selling, general and administrative expsrisereased in absolute dollars in fiscal 2008 caegh to fiscal 2007 primarily due to an
increase in legal costs and allowance for doulatéagbunts offset in part by a decrease in persarosts. During fiscal 2008, outside legal
services incurred for protecting our intellectuedpperty portfolio, tax services and other expenseseased by approximately $5.1 million,
provision for doubtful accounts increased by $4illion primarily due to the heightened risk of amtion from a customer, and personnel
related costs decreased by approximately $2.7amiffrimarily due to the work force reductions adlae the temporary suspension of our key
employee bonus plan and profit sharing plan. Intedd stock-based compensation included withitirsgl general and administrative expense
was $12.4 million for fiscal 2008 compared to $1%illion for fiscal 2007, the decrease being priityadue to reductions in headcount as a
result of our 2008 global reorganization plans.

As a percent of revenue, selling, genendl@ministrative expenses increased in fiscal 2808ompared to fiscal 2007 primarily due to
the declining revenue base.

Restructuring

Fiscal Fiscal

2008 2007

(In thousands)
Restructuring charge $ 9151 $ —
% of revenue: 4.3% 0.C%

In both the first and second quarters sfdl 2008, we implemented global cost reductiongtaat included reducing our global
workforce. As part of the first quarter action, eworkforce was reduced by 14% and as part of thergkquarter action, we reduced our
workforce by 12%. The first quarter action alsduied facility consolidation charges related toatang buildings in Livermore, California.
Both plans were implemented to restructure our cmgpo better align with the market environment.epenses, including adjustments
associated with our restructuring plans are indude'Restructuring” in the Consolidated Statemeafit®perations. During fiscal 2008, we [
$6.9 million, representing substantially all of #mployee related expenses for the cost reductaoms@nd $0.3 million primarily related to a
non-cancellable contract. The remaining employésgted charges will be paid in the first half ofcéidé 2009. See Note 6 of Notes to the
Consolidated Financial Statements.
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Impairment of lon¢-lived assets

Fiscal Fiscal

2008 2007

(In thousands)
Impairment of lon-lived asset: $ 4400 $ —
% of revenue: 2.1% 0.C%

In the fourth quarter of fiscal 2008, weorled an impairment charge of $4.4 million relatedonstruction in-progress assets in
Singapore based on our decision not to proceedthétitonstruction of a new manufacturing facilityle proposed site in Singapore. The
impaired construction-in-progress assets consstietarily of building design costs as well as cadtsemporary construction structures.

Interest and Other Income (Expense), N

Fiscal Fiscal
2008 2007
(In thousands)
Interest income (expens $ 12,44¢ $ 22,50¢
% of revenue: 5.€% 4.%
Other income (expense), r $ 6552 $ 52¢
% of revenue: 0.2% 0.1%

The decrease in interest income on cash, equivalents and marketable securities was pitinaresult of lower interest rates and lower
average cash balances during fiscal 2008 as compafescal 2007. Seeking greater investment safe¢yre-allocated our investment
securities from longer maturity, higher yield mupal securities to U. S. government and agencyteharaturity securities during fiscal 2008.
Weighted average yields for fiscal 2008 and fi@07 were 2.29% and 4.39%, respectively. Cash, egsivalents, restricted cash and
marketable securities totaled $523.6 million at&wber 27, 2008 compared to $572.2 million at Dee=2B, 2007 with the decrease caused
by our company's use of cash for operating actiwitin fiscal 2008, partially offset by cash proddsy investing and financing activities. Other
income (expense) for fiscal 2008 consisted primarilrealized gains related to the sale of invesit:iand net foreign currency gains related to
Japanese Yen, offset in part by bank fees. Otlwanie (expense) for fiscal 2007 consisted primanflget foreign currency gains related to
Japanese Yen, miscellaneous income, offset by festk

Provision for (benefit from Income Taxe

Fiscal Fiscal
2008 2007
(In thousands)

Provision for (benefit from) incom
taxes $ (44,29) $ 43,35(
Effective tax rate (35.9% 37.%

Our effective income tax rate was a bergfi6% in fiscal year 2008 versus a provision aB837in fiscal 2007. The fiscal 2008 benefit
was negatively impacted by tax charges for taxde$s Singapore but was positively impacted byréirestatement of the U.S. federal research
and development credit and the favorable resolufdasues related to our company's 2004-2006 bR@néation during 2008. The Singapore
losses are due to the initial phase of a worldwtdecture implemented to align our worldwide a#fiés with the geographic mix of our
customers. In 2007, we initiated the first phasewfcurrent plan to establish operations in Siogapo provide operational and financial
services to the region. A significant element & tiew structure involves the sharing of certaire@sgs related to the ongoing development of
intangible property. Tax charges to implement tee structure negatively impacted the effectivertte by approximately 4 and 7 percentage
points in fiscal 2008 and 2007, respectively. Thedsrges consisted primarily of payments associatddour intellectual property shared
between Singapore and the U. S.
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On October 3, 2008, the Emergency Econ@tabilization Act of 2008 was signed into law. Untlés law, the research tax credit was
retroactively extended through January 1, 2010 fieoember 31, 2007. This extension of the crediefiged our fourth quarter and full year
effective tax rate by less than one percentagetpbire California 2008-2009 Budget Bill (Assemblill B452), enacted on September 30,
2008, resulted in two temporary changes to thef@ala income tax. First, the bill suspends the afseet operating loss carryovers for the
fiscal 2008 and 2009. Second, the bill limits tise of research tax credit carryovers to no more 86 of the tax liability before credits.
While these changes did not affect our 2008 effedtix rate, they may impact our 2009 tax provislepending on our profitability in 2009.

Liquidity and Capital Resources

Fiscal Fiscal Fiscal
2009 2008 2007
(In thousands)
Working capital $ 482,60° $ 576,75« $ 622,09

Cash and cash equivalen
and marketable securiti 449,23t 522,89 570,04t

Working capital: The decrease in working capital in the yearendecember 26, 2009 was primarily due to a deergesur cash, cas
equivalents and marketable securities balancesoduge of cash for operating and investing acésita decrease in deferred tax assets due to
the establishment of a valuation allowance in #mad quarter of fiscal 2009, offset in part byrdases in accounts payable and accrued
liabilities.

Cash, cash equivalents and marketable séms: Cash and cash equivalents consist of depadiisatt major banks, money market
funds, U.S. government securities and commercia¢pthat at the time of purchase had maturitic¥0afiays or less. Marketable securities
consist of U.S. government and agency securitiesicipal bonds and commercial paper. Cash, casivagats and marketable securities
include $15.8 million held by our foreign subsidésras of December 26, 2009.

Day Sales Outstanding: Days sales outstanding from receivables, or D&e 103 days at December 26, 2009 compared3¥ithays
at December 27, 2008. Our DSO calculation is catedl using the countback method and is based @s gaxounts receivable (including
accounts receivable for amounts in deferred reVefie increase in DSO is primarily due to the Bigant shift to longer payment terms for
several customers.

Fiscal Fiscal Fiscal
2009 2008 2007
(In thousands)

Net cash provided by (us
in) operating activite. ~ $ (52,667 $ (24,370 $ 84,80:
Net cash provided by (us

in) investing activities (174,409 40,74 (95,085
Net cash provided b
financing activities 11,45( 5,95( 41,48(

Cash flows from operating activities: Net cash used in operating activities for tearyended December 26, 2009 was primarily driven
by our operating loss of $155.7 million offset iarpby non-cash charges including depreciationaandrtization of $32.9 million, stock-based
compensation expense of $20.8 million, deferrednme tax benefit of $39.1 million, provision for ditul accounts receivable of $5.0 million
and provision for excess and obsolete inventorfi&y ® million.

The net change in operating assets antlitied for the year ended December 26, 2009 was #2llion consisting primarily of, an
increase in deferred revenues due to lengthenipgyhent terms for certain customers, a decreasdundable income taxes primarily due to
the receipt of federal income tax refunds in fis2@09, as well as a decrease in prepaids and otinemt assets.
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This was offset in part by an increase in inver®due to lower shipments and a decrease in accpapable and accruals.

Cash flows from investing activities: The cash flows used in investing activitiestfoe year ended December 26, 2009 primarily relate
to the purchase of marketable securities, netadipts from the sales and maturities thereof atagatash used for capital expenditures in
support of information technology system upgradesreew product technology. Cash flows used in itingsactivities for the year ended
December 26, 2009 also included $12.0 million ofsideration paid for the purchase of manufactuand testing equipment and technology
assets from Electroglas (See Note 4 of Notes ts@latated Financial Statements).

We carefully monitor our investments to imiize risks and have not experienced other-tharpteary investment losses. Except for
experiencing declining yields, our investment paitf has not been negatively impacted by the orggeirtonomic turmoil in the credit markets.

Cash flows from financing activities: The cash flows provided by financing activitfesthe year ended December 26, 2009 are
primarily due to $3.6 million received in fiscal@®for purchases under our 2002 Employee Stocki@secPlan, or ESPP and net proceeds of
$3.5 million from the exercise of stock optionss@dlows from financing activities also includedpeeds of $3.5 million from the sale of
certain receivables, which was accounted for a&ared borrowing (See Note 3 of Notes to Consdidi&inancial Statements).

Our cash, cash equivalents and marketa&gleries declined in fiscal 2009. Given the uraiaty in the global economy and the downt
in the semiconductor industry coupled with the dase in demand for our products, we are focusinighproving our operating efficiency to
achieve break even operating cash flow. Our acti@ve included operational expense reduction thiga, re-timing or eliminating certain
capital spending and research and developmentgtsa@d re-negotiating longer payment terms withvemdors. We believe that we will be
able to satisfy our cash requirements for the heetve months with the liquidity provided by ourigting cash, cash equivalents and
marketable securities. We are also considerindgksiténg manufacturing and technology partnership$p seek short and long-term debt
obligations, or to obtain new financing facilitiedich may not be available on terms favorable towat all. Our future capital requirements
may vary materially from those now planned. Howeifere are unsuccessful in improving our operatfiiciency, reducing our cash outlays
or increasing our available cash through financmg,cash, cash equivalents and marketable sesuviiil further decline in fiscal 2010.

The following table describes our commitihseo settle contractual obligations in cash aBetember 26, 2009:

Payments Due In Fiscal Years

2010 2011-2012 _2013-2014 _After 2014 Total
(In thousands)
Operating lease $ 558 $ 794z $ 1,19¢ $ 4,47/ $ 19,20
Other purchase obligatiol 2,29 — — — 2,291
Total $ 788 $ 794z $ 1,19¢ $ 4,47/ $ 21,49¢

Other purchase obligations are primarilygdorchases of inventory. For the purposes ofttb$e, other purchase obligations are define
agreements that are enforceable and legally biraiaigthat specify all significant terms, includifiged or minimum guantities to be
purchased; fixed, minimum or variable price promis; and the approximate timing of the transacfidre expected timing of payment of the
obligations discussed above is estimated basendformation available to us as of December 26, 20@8ing of payments and actual amounts
paid may be different depending on the time of ifgaaf goods or services or changes to agreed-apuounts for some obligations.
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The table above excludes our liability dimrecognized tax benefits, which totaled $17.4iarilas of December 26, 2009 and are class
as deferred and other logrm tax liabilities on our consolidated balanceetk. As of December 26, 2009, the settlement ghdoioour incom:
tax liabilities cannot be determined; howeversihot expected to be due within the next twelve timan

Off-Balance Sheet Arrangements

Historically, we have not participated iartsactions that have generated relationshipsuwmitionsolidated entities or financial partnerst
such as entities often referred to as structureahfie or special purpose entities, which would Heeen established for the purpose of
facilitating off-balance sheet arrangements or other contractuadtpw or limited purposes. As of December 26, 2089 were not involved i
any such off-balance sheet arrangements.

Indemnification Agreements

We may, from time to time in the ordinaguese of our business enter into contractual agan@gts with third parties that include
indemnification obligations. Under these contrattrsangements, we have agreed to defend, inderanifyor hold the third party harmless
from and against certain liabilities. These arrangets include indemnities in favor of customerthimevent that our wafer probe cards infri
a third party's intellectual property and our lgsso connection with facility leasehold liabiliiehat we may cause. In addition, we have
entered into indemnification agreements with owectors, and with persons who were at one timedoactors, and certain of our officers, and
our bylaws contain indemnification obligations avbr of our directors, officers and agents. Theseiinnity arrangements may limit the type
of the claim, the total amount that we can be neglio pay in connection with the indemnificatidsligation and the time within which an
indemnification claim can be made. The duratiothefindemnification obligation may vary, and for sharrangements, survives the agreer
term and is indefinite. We believe that substalytiall of our indemnity arrangements provide fanifations on the maximum potential future
payments we could be obligated to make. Howeveés,rnibt possible to determine or reasonably esértteg maximum potential amount of
future payments under these indemnification obiigest due to the varying terms of such obligatidhe,history of prior indemnification clain
the unique facts and circumstances involved in @acticular contractual arrangement and in eachriatl future claim for indemnification,
and the contingency of any potential liabilitiesoaghe occurrence of events that are not reasoméyminable. We have not had any reqt
for indemnification under these arrangements. Camagement believes that any liability for theseemdity arrangements would not be
material to our accompanying consolidated finanstatements. We have not recorded any liabilitbestHese indemnification arrangements on
our consolidated balance sheet as of December0P8, 2

Recent Accounting Pronouncements

Please refer to the discussion of our reaecounting pronouncements in NoteS&immary of Significant Accounting Policies of thetBi
to the Consolidated Financial Statements underlRdi¢m 8 in this Form 10-K.

ltem 7A: Quantitative and Qualitative Disclosures about MakRisk

Foreign Currency Exchange RiskWe conduct certain operations in foreign cucres. We enter into currency forward exchange
contracts to hedge a portion, but not all, of éxgsforeign currency denominated amounts. Gainslesgks on these contracts are generally
recognized in income. Because the effect of movésnarcurrency exchange rates on the currency fahwachange contracts generally offs
the related effect on the underlying items beinddeel, these financial instruments are not expedotedbject us to risks that would otherwise
result from changes in currency exchange ratesdd\eot use derivative financial instruments foding or speculative purposes. We
recognized
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a net gain of $1.0 million for the fiscal year edd@ecember 26, 2009, from the fluctuation in foregxchange rates and the valuation of these
hedge contracts in our financial statements untter@xpense.

Interest Rate Sensitivity. Our exposure to market risk for changes inregerates relates primarily to our investmentfpdd. We invest
in a number of securities including U.S. agencydisit notes, municipal bonds and notes and monekathfunds and commercial paper. We
attempt to ensure the safety and preservation oiheested principal funds by limiting default rigkarket risk and reinvestment risk. We
mitigate default risk by investing in high gradeeéstment securities. By policy, we limit the amoahtredit exposure to an issuer, except U.S.
Treasuries and U.S. agencies. We do not use ihtatesderivative instruments to manage interdsteaposures nor do we invest for tradin
speculative purposes. The fair market value offixed rate securities may be adversely impactethbgeases in interest rates while income
earned on floating rate securities may decline r@salt of decreases in interest rates. A hypathkeliO0 basis-point (one percentage point)
increase or decrease in interest rates companade® at December 26, 2009 would have affecteththgalue of our investment portfolio by
less than $4.0 million.

Iltem 8: Financial Statements and Supplementary Data
Consolidated Financial Statements

The consolidated financial statements amplementary data of FormFactor required by tleisitire included in the section entitled
"Consolidated Financial Statements" of this AnriRaport on Form 10-K. See Item 15(a)(1) for a lisbar consolidated financial statements.

Iltem 9: Changes in and Disagreements with Accountants orcéwnting and Financial Disclosure
None.

Item 9A:  Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Based on our management's evaluation ¢hétparticipation of our principal executive offiand principal financial officer), as of the
end of the period covered by this report, our ppacexecutive officer and principal financial afir have concluded that our disclosure
controls and procedures (as defined in Rules 18a}Hnd 15d-15(e) under the Securities Exchangeft934, as amended, (the "Exchange
Act")) were effective to ensure that informatiomuéed to be disclosed by us in reports that wedil submit under the Exchange Act is
recorded, processed, summarized and reported withitime periods specified in Securities and ErgleaCommission rules and forms and is
accumulated and communicated to our managemehigding our principal executive officer and prindifimancial officer, as appropriate to
allow timely decisions regarding required discl@sur

Changes in Internal Control over Financial Reportirg

There was no change in our internal cordvelr financial reporting (as defined in Rules 134f) and 15d-15(f) under the Exchange Act)
during fiscal 2009 that has materially affectedisaieasonably likely to materially affect, ouréntal control over financial reporting.

Management's Report on Internal Control over Finangal Reporting

Our management is responsible for estahlishnd maintaining adequate internal control diremcial reporting (as defined in Rules 13a-
15(f) and 15d-15(f) under the Exchange Act) forreBactor. Our management with the participationwfmrincipal executive officer and
principal financial officer conducted an evaluatimfrthe effectiveness of our internal control ofieancial
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reporting as of December 26, 2009. This evaluatias based on the framework establishelh@ernal Control—Integrated Framewoiksued
by the Committee of Sponsoring Organizations offtteadway Commission. Based on our assessment thelflamework irinternal
Control—Integrated Frameworkour management concluded that our internal cbatrer financial reporting was effective as of Dexder 26,
20009.

The effectiveness of our internal contre¢iofinancial reporting as of December 26, 2009 &en audited by
PricewaterhouseCoopers LLP, an independent regisfaiblic accounting firm, as stated in their répdrich appears in this Form 10-K.

Limitations on the Effectiveness of Controls

Control systems, no matter how well desijaed operated, can provide only reasonable, reatlate, assurance that the control systems
objectives are being met. Further, the design gfcamtrol systems must reflect the fact that tregeeresource constraints, and the benefits
controls must be considered relative to their c@&tgause of the inherent limitations in all cohtrgstems, no evaluation of controls can
provide absolute assurance that all control isandsinstances of fraud, if any, within our compaaye been detected. These inherent
limitations include the realities that judgmentsiacision making can be faulty and that breakdosamsoccur because of simple error or
mistake. Control systems can also be circumvenyatidindividual acts of some persons, by collugsibtwo or more people, or by
management override of the controls. The desigangfsystem of controls is based, in part, on aedasumptions about the likelihood of fu
events, and there can be no assurance that amndeili succeed in achieving its stated goals uradignotential future conditions. Over time,
controls may become inadequate because of chamgesditions or deterioration in the degree of chamge with policies or procedures.

CEO and CFO Cetrtifications

We have attached as exhibits to this FODRK The certifications of our Chief Executive O#ficand Chief Financial Officer, which are
required in accordance with the Exchange Act. Vdememend that this Item 9A be read in conjunctiothuilie certifications for a more
complete understanding of the subject matter pteden

Iltem 9B: Other Information
None.
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PART Il
Iltem 10: Directors, Executive Officers and Corporate Govence

Information concerning our board of direstacommittees and directors, including our audihmittee and audit committee financial
expert, will be included in our Proxy Statementdar 2010 annual meeting of stockholders, undesdiagion entitled "Proposal No. 1—
Election of Directors". Information regarding themination and election of our company's Classédars, who are Lothar Maier and
Dr. Chenming Hu, will appear under the sectiontldi"Proposal No. 1—Election of Directors" in diroxy Statement. The information in
such portions of the Proxy Statement is incorpar@iehis Annual Report on Form 10-K by reference.

For biographical information with respeztour directors and executive officers, see Pdtéin 1 of this Annual Report on Form 10-K
under the section entitled "Directors and Execu@igcers".

Information concerning Section 16(a) betiafiownership reporting compliance will appeapirr Proxy Statement under the section
entitled "Section 16(a) Beneficial Ownership RepgrtCompliance”. The information in such portiontieé Proxy Statement is incorporated in
this Annual Report on Form 10-K by reference.

We have adopted a Statement of Corporatke ©@6Business Conduct that applies to all diretofficers and employees of FormFactor
and a Statement of Financial Code of Ethics thpti@@to our chief executive officer, chief finaakofficer, and other employees in our fina
department. Information concerning these codesapitiear in our Proxy Statement under the sectititieeh"Proposal No. 1—Election of
Directors—Corporate Codes". The information in spoftion of the Proxy Statement is incorporatethia Annual Report on Form 10-K by
reference.

ltem 11: Executive Compensation

Information concerning executive officenmgmensation and related information will appearun Broxy Statement under the section
entitled "Compensation Discussion and Analysis%e&utive Compensation and Related Information”,pdteof the Compensation
Committee" and "Proposal No. 1—Election of DirestesCompensation Committee Interlocks and Insideti¢haation”. Information
concerning director compensation and related inédion will appear in our Proxy Statement undergbetion entitled "Proposal No. 1—
Election of Directors". The information in such pons of the Proxy Statement is incorporated is #innual Report on Form 10-K by
reference.

ltem 12: Security Ownership of Certain Beneficial Owners ainagement and Related Stockholder Matters

Information concerning the security owngusif certain beneficial owners and managementrataded stockholder matters will appear in
our Proxy Statement under the section entitled U8gcOwnership of Certain Beneficial Owners andridgement and Related Stockholder
Matters". The information in such portion of theo®y Statement is incorporated in this Annual ReparForm 10-K by reference.

Information concerning our equity compeimsaplans will appear in our Proxy Statement urtdersection entitled "Security Ownership
of Certain Beneficial Owners and Management ana@ted|Stockholder MattersEquity Compensation Plans”. The information in sportion
of the Proxy Statement is incorporated in this AadriReport on Form 10-K by reference.

Iltem 13: Certain Relationships and Related Transactions, abaector Independence

Information concerning certain relationghgmd related transactions, including our relagrggn transactions policy will appear in our
Proxy Statement under the section entitled "CeRalationships

62




Table of Contents

and Related Transactions". The information in guattion of the Proxy Statement is incorporatechis Annual Report on Form 10-K by
reference.

Information concerning director independendll appear in our Proxy Statement under theigeantitled "Proposal No. 1—Election of
Directors”. The information in such portion of tReoxy Statement is incorporated in this Annual Repo Form 10-K by reference.

Item 14: Principal Accounting Fees and Services

Information concerning principal accountfiegs and services and the audit committee'sappeeval policies and procedures will appe:i
our Proxy Statement under the section entitledp&sal No. 2—Ratification of Selection of Indepentdeegistered Public Accounting Firm".
The information in such portion of the Proxy Stagetis incorporated in this Annual Report on Fo®rKlby reference.
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PART IV
Item 15: Exhibits, Financial Statement Schedules
(@  The following documents are filed as part of thisndal Report on Form -K:

(1) Consolidated Financial Statemer
Report of Independent Registered Public Accourfimm
Consolidated Balance She
Consolidated Statements of Operati
Consolidated Statements of Stockholders' Ec
Consolidated Statements of Cash Fle
Notes to Consolidated Financial Statems

(2) Exhibits:
The exhibits listed in the accompanyingedo Exhibits are filed or
incorporated by reference as part of this AnnugddRieon Form 1-K.
(b) Financial Statement Schedule: Schedule II: Valwmaginod Qualifying Accounts

All other schedules have been omitted beedliey are not required, not applicable, or tieired information is otherwise included.

Schedule II: Valuation and Qualifying Accounts

Additional
Balance at Charged Balance at
Beginning (Credited) to Net Deductions End of
of Year Expenses (Recoveries) Year

(In thousands)
Allowance for doubtful accounts receiva

Fiscal year ended December 26, 2! $ 4220 % 5,04C $ — $ 9,26(
Fiscal year ended December 27, 2 $ 74 $ 4,63 $ (489 $ 4,2
Fiscal year ended December 29, 2 $ 74 $ — 3 — % 74
Valuation allowance for deferred tax ass

Fiscal year ended December 26, 2 $ 139 $ 57,700 $ — $ 59,097
Fiscal year ended December 27, 2 $ 1,387 $ 8 % — $ 1,39
Fiscal year ended December 29, 2 $ 144C $ 68 $ 121 $ 1,38i
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(c) Exhibits: The following exhibits are filed as paftthis Annual Report on Form 10-K:

Exhibit
Number Exhibit Description
10.064 2002 Equity Incentive Plan, as amended, and forfnp$aom agreement:
21.01 List of Registrant's subsidiarie
23.01 Consent of Independent Registered Public Accouriing.
24.01 Power of Attorney (included in the signature pafthis Form 1-K).
31.01 Certification of Chief Executive Officer pursuant15 U.S.C. Section 7241, as adopted
pursuant to Section 302 of the Sarbi-Oxley Act of 2002
31.0z Certification of Chief Financial Officer pursuawot15 U.S.C. Section 7241, as adopted
pursuant to Section 302 of the Sarb~-Oxley Act of 2002
32.01" Certification of Chief Executive Officer and Chigfnancial Officer pursuant to 18 U.S.
Section 1350, as adopted pursuant to Section 9@&darban« Oxley Act of 2002

* This exhibit shall not be deemed “filed" for purps®f Section 18 of the Securities Exchange A9 or otherwise subject to the
liabilities of that section, nor shall it be deeniedorporated by reference in any filing under Seeurities Act of 1933 or the Securities
Exchange Act of 1934, whether made before or #fiedate hereof and irrespective of any generalrparation language in any filing

+ Indicates a management contract or compensatomnygplarrangemen
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SIGNATURES

Pursuant to the requirements of SectioorlB5(d) of the Securities Exchange Act of 1934, Registrant has duly caused this report to be
signed on its behalf by the undersigned, therednlp authorized, in the City of Livermore, StateGdlifornia, on the 24th day of February
2010.

FORMFACTOR, INC.

By: /s/ JEAN B. VERNET

Jean B. Vernet
Chief Financial Officer
(Principal Financial Officer and Principal
Accounting Officer

POWER OF ATTORNEY

KNOW BY ALL PERSONS BY THESE PRESENTS, tleaich of the undersigned whose signature appelas benstitutes and appoir
Jean B. Vernet and Stuart L. Merkadeau, and eatteaf, the undersigned's true and lawful attorneyfact and agents with full power of
substitution, for the undersigned and in the urigaexl's name, place and stead, in any and all tagsado sign any and all amendments to this
Annual Report on Form 1K-and any other documents in connection therewitlg, to file the same, with all exhibits theretothithe Securitie
and Exchange Commission, granting unto said atygrrefact and agents, and each of them, full pcavet authority to do and perform each
and every act requisite and necessary to be dahe@gpect to this Annual Report on Form 10-K, idodhg amendments, as fully to all intents
and purposes as the undersigned might or could gerison, hereby ratifying and confirming all teatd attorneys-in-fact and agents, or his or
their substitute or substitutes, may lawfully dacause to be done by virtue hereof.

IN WITNESS WHEREOF, each of the undersighad executed this Power of Attorney as of the hatieated below.

Pursuant to the requirements of the Seeariixchange Act of 1934, this report has beenesidgrelow by the following persons on behalf
of the Registrant and in the capacities and ordé#tes indicated.

Signature Title Date

Principal Executive Officer

/s/ MARIO RUSCEV Chief Executive Officer and

Director

February 24, 2010
Dr. Mario Rusce\

Principal Financial Officer and Principal
Accounting Officer:

/s/ JEAN B. VERNET Chief Financial Officer and Senior

Vice President

February 24, 2010
Jean B. Verne
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Signature

Additional Directors:

/sl JAMES A. PRESTRIDGE

James A. Prestridc

/sl LOTHAR MAIER

Lothar Maier

/sl HOMA BAHRAMI

Dr. Homa Bahram

/s/ CHENMING HU

Dr. Chenming Ht

/sl HARVEY A. WAGNER

Harvey A. Wagne

/sl G. CARL EVERETT, JR.

G. Carl Everett, Ji

Title

Chairman of the Board

Director

Director

Director

Director

Director
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February 24, 2010

February 24, 2010

February 24, 2010

February 24, 2010

February 24, 2010

February 24, 2010
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Report of Independent Registered Public Accountindrirm
To the Board of Directors and Stockholders of Foawtbr, Inc:

In our opinion, the accompanying consobdabalance sheets and the related consolidatedrstats of income, stockholders' equity, and
cash flows present fairly, in all material respetite financial position of FormFactor, Inc. arglstibsidiaries at December 26, 2009 and
December 27, 2008 and the results of their opersiimd their cash flows for each of the three yietise period ended December 26, 2009 in
conformity with accounting principles generally apted in the United States of America. In additiargur opinion, the financial statement
schedule listed in the index appearing under It&fb)lpresents fairly, in all material respects, itifermation set forth therein when read in
conjunction with the related consolidated finansiatements. Also in our opinion, the Company naéiretd, in all material respects, effective
internal control over financial reporting as of Batber 26, 2009, based on criteria establishedt@rial Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidribe Treadway Commission (COSO). The Compangsagement is responsible for
these financial statements and financial statememdule, for maintaining effective internal cohtreer financial reporting and for its
assessment of the effectiveness of internal cootret financial reporting, included in ManagemeR&port on Internal Control over Financial
Reporting appearing under Item 9A of this Form 10=2xir responsibility is to express opinions on ¢éhfasancial statements, on the financial
statement schedule and on the Company's internélat@ver financial reporting based on our intégdsaudits. We conducted our audits in
accordance with the standards of the Public Compaapunting Oversight Board (United States). Thetssdards require that we plan and
perform the audits to obtain reasonable assurdmmat avhether the financial statements are freeatenal misstatement and whether effective
internal control over financial reporting was mained in all material respects. Our audits of tharicial statements included examining, on a
test basis, evidence supporting the amounts actbdiges in the financial statements, assessingdbeunting principles used and significant
estimates made by management, and evaluating #ralbfinancial statement presentation. Our auflibternal control over financial reportil
included obtaining an understanding of internalta@rover financial reporting, assessing the risktta material weakness exists, and testing
and evaluating the design and operating effectis®ioé internal control based on the assessedQiskaudits also included performing such
other procedures as we considered necessary @irtuenstances. We believe that our audits provitkaaonable basis for our opinions.

A company's internal control over finanaigborting is a process designed to provide reddersssurance regarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantegenerally accepted accounting princip
A company's internal control over financial repogtincludes those policies and procedures thakefifain to the maintenance of records tha
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetseofdmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatggaparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (iii) provide readdeassurance regarding prevention or timely detecf unauthorized acquisition, use, or
disposition of the company's assets that could hawaterial effect on the financial statements.

Because of its inherent limitations, intdroontrol over financial reporting may not preventletect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

/s PRICEWATERHOUSECOOPERS LLP
San Jose, California
February 24, 2010

68




Table of Contents

FORMFACTOR, INC.

CONSOLIDATED BALANCE SHEETS

December 26, December 27,
2009 2008
(In thousands, except share
and per share data)

ASSETS

Current assett
Cash and cash equivale $ 122,04 $ 337,92
Marketable securitie 327,19: 184,96¢

Accounts receivable, net of allowance for doub#fttounts o
$9,260 at December 26, 2009 and $4,220 at DeceATh@008,

respectively 29,41 34,127
Inventories 25,54¢ 18,78¢
Deferred tax asse 3,29¢ 23,03¢
Refundable income taxi 26,77« 29,41:
Prepaid expenses and other current a: 12,34¢ 14,70

Total current asse 546,61 642,96:
Restricted cas 68C 68C
Property and equipment, r 97,75¢ 113,81:
Deferred tax asse 2,20z 20,58(
Other asset 8,71 7,674

Total asset $ 65596¢ $§ 785,71(

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payabl $ 29,25( $ 33,21«
Accrued liabilities 23,417 26,14¢
Income taxes payab 481 1,90¢
Deferred revenu 10,85¢ 4,94¢

Total current liabilities 64,00¢ 66,20¢
Long-term income taxes payak 6,42: 7,732
Deferred rent and other liabilitie 5,62¢ 5,70
Deferred tax liability 2,13¢ —

Total liabilities 78,187 79,64¢

Commitments and contingencies (Note
Stockholders' equit
Preferred stock, $0.001 par vali
10,000,000 shares authorized; no shares issuedutstnding at
December 26, 2009 and December 27, 2008, resplc — —
Common stock, $0.001 par valt
250,000,000 shares authorized; 49,762,008 and 2808 shares
issued and outstanding at December 26, 2009 aneniiesr 27,

2008, respectivel 50 49
Additional paic-in capital 630,33: 602,29!
Accumulated other comprehensive inco 1,25:¢ 1,92z
Retained earnings (accumulated defi (53,85%) 101,79¢

Total stockholders' equi 577,78: 706,06
Total liabilities and stockholders' equ $ 65596( $§ 785,71

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

CONSOLIDATED STATEMENTS OF OPERATIONS

Fiscal Years Ended

December 26 December 27 December 29
2009 2008 2007
(In thousands, except per share date
Revenue! $ 13533 $ 210,18 $ 462,19
Cost of revenue 135,80 173,92¢ 215,48«
Gross profit (loss (469) 36,26: 246,70°
Operating expense
Research and developm: 57,50¢ 65,50¢ 60,95:
Selling, general and administrati 78,42¢ 95,20¢ 92,55:
Restructuring 8,78( 9,15; —
Impairment of lon-lived asset: — 4,40( —
Total operating expens 144,71 174,27: 153,508
Operating income (lost (145,18¢) (138,01) 93,20«
Interest incom 3,282 12,44¢ 22,50¢
Other income (expense), r (53%) 653 52¢
Income (loss) before income tax (142,439 (124,917 116,24(
Provision for (benefit from) income tax 13,21« (44,29)) 43,35(
Net income (loss $ (155,65) $ (80,62) $ 72,89(
Net income (loss) per shal
Basic $ (3.15 $ (1.65) $ 152
Diluted $ (3.15) $ (1.6%) $ 1.4
Weighte-average number of shares used in per <
calculations
Basic 49,48: 48,90¢ 48,04«
Diluted 49,48: 48,90¢ 49,55

The accompanying notes are an integral part oktheasolidated financial statements.
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Balances, December 32
2006
Issuance of common
stock pursuant to
exercise of options
for cash
Issuance of common
stock pursuant to
vesting of restricted
stock units
Issuance of common
stock under the
Employee Stock
Purchase Pla
Tax benefit from
exercise of common
stock options
Stock-based
compensatiol
Components of othel
comprehensive
income (loss)
Unrealized gain (loss
on marketable
securities, net of t¢
Translation
adjustment:
Net income (loss

Comprehensive incom
(loss)

Balances, December 2
2007
Issuance of common
stock pursuant to
exercise of options
for cash
Issuance of common
stock pursuant to
vesting of restricted
stock units
Issuance of common
stock under the
Employee Stock
Purchase Pla
Tax benefit from
exercise of common
stock options
Stock-based
compensatiol
Components of othel
comprehensive
income (loss)
Unrealized gain (loss
on marketable
securities, net of te
Translation
adjustment:
Net income (loss

Comprehensive incom
(loss)

Balances, December 2
2008

Issuance of common
stock pursuant to
exercise of options
for cash

Issuance of common
stock pursuant to
vesting of restricted
stock units

Issuance of common
stock under the
Employee Stock
Purchase Pla

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

FORMFACTOR, INC.

Retained
Additonal Accumulated Other Earnings
Common Stock Paid-in Comprehensive (Accumulated
Shares Amount Capital Income (Loss) Deficit) Total
(In thousands, except per share data)

46,861,33 $ 47 $ 504,70¢ $ 249 $ 109,52¢ 614,04:
1,498,84 2 26,99¢ — — 27,00(
28,82« — — — — —
253,25; — 6,564 — — 6,564
— — 9,191 — — 9,191
— — 26,09: — — 26,09:
— — — 1,11« — 1,114
— — — 59 — 59
— — — — 72,89( 72,89(
74,06:
48,642,25 49 573,55: 92¢ 182,41¢ 756,95(
113,20( — 571 — — 571
20,50: — — — — —
286,34¢ — 5,10¢ — — 5,10¢
— — 52¢ — — 52¢
— — 22,531 — — 22,531
— — — 24¢ — 24¢
— — — 74E — 745
— — — — (80,627) (80,627
(79,629
49,062,30 49 602,29! 1,922 101,79¢ 706,06:
319,38t 1 3,52¢ — — 3,52¢
111,15¢ — — — — —
269,15¢ — 3,601 — — 3,601



Tax benefit from
exercise of common
stock options — — 10
Stock-based
compensatiol — — 20,89¢
Components of othel
comprehensive
income (loss)
Unrealized gain (loss
on marketable
securities, net of te — — — (981)
Translation
adjustment: — — —
Net income (loss — — —

Comprehensive incom

— — 20,89¢

— (981)

= 312
— (155,657 (155,65

(loss) (156,32:)
Balances, December 2
2009 49,762,000 $ 50 $ 63033 $ 1,25 % (53,855 $ 577,78:

The accompanying notes are an integral part oktheasolidated financial statements.

71




Table of Contents

FORMFACTOR, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net income (loss
Adjustments to reconcile net income to net cash
provided by operating activitie
Depreciation and amortizatic
Stoclk-based compensation expel
Deferred income tax (benefit) exper
Excess tax benefits from equity based compensal
plans
Provision for doubtful accounts receiva
Provision for excess and obsolete inventa
Write offs and loss on disposal of property i
equipmen
Non-cash restructurin
Impairment of lon-lived asset:
Foreign currency transaction (gains) / los
Changes in assets and liabiliti
Accounts receivabl
Inventories
Prepaids and other current as¢
Refundable income taxi
Other asset
Accounts payabl
Accrued liabilities
Income tax payabl
Deferred ren
Deferred revenue

Net cash provided by (used in) operating activi

Cash flows from investing activities:

Acquisition of property and equipme

Purchases of marketable securi

Proceeds from maturities of marketable secur

Proceeds from sales of marketable secur

Payments made in connection with acquisition of
assets (Refer to Note

Release of restricted ca

Net cash provided by (used in) investing activi

Cash flows from financing activities:
Proceeds from issuances of common stock, net o
issuance cos!
Excess tax benefits from equity based compens
plans
Proceeds from secured borrowing (see Nof

Net cash provided by financing activiti

Effect of exchange rate changes on cash and cash
equivalents

Net increase (decrease) in cash and cash equis

Cash and cash equivalents, beginning of '

Cash and cash equivalents, end of

Non-cash financing activities:
Purchases of property and equipment through
accounts payable and accru
Supplemental disclosure of cash flow information
Income taxes paid (refunde

Fiscal Years Ended

December 26 December 27 December 29

2009 2008 2007

(In thousands)

(155,65 (80,627) 72,89(
32,91( 32,181 26,80¢
20,77¢ 22,86¢ 25,92(
39,13: (15,282) (9,172)

(841) (2793 (7,919
5,04( 4,145 —
7,032 16,26¢ 12,69¢
1,71¢ 59¢ 312

36€ 98C —
— 4,40( —
(613) = -
61C 31,20¢ (14,917
(13,716 (6,052) (22,907
4,72z (174) (2,637)
2,701 (27,379 —
6,40z 2,30 (8,83%)
(322 (1,59¢) 5,00¢
(5,579 (3,539 (5,259
(3,030 (3,39¢) 14,61:

(231 (42%) (45)
5,90« (591) (1,762)

(52,667 (24,370) 84,80
(18,979 (30,245 (48,656

(587,79) (273,929 (225,969

399,02: 56,01¢ 41,32t
45,36¢ 287,33: 138,21(

(12,026 — —
— 1,57(C —
(174,409 40,74 (95,085
7,12¢ 5,67¢ 33,56:
841 271 7,917
3,48( — —
11,45( 5,95( 41,48(

(25€) 371 (96)

(215,882 22,69t 31,10:

337,92¢ 315,23: 284,13:

122,04 337,92¢ 315,23

4,43( 9,72( 17,39:
(25,78) (1,230 41,23



The accompanying notes are an integral part okthessolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENT
Note 1—Formation and Business of the Company:

FormFactor, Inc., which was incorporate®alaware on April 15, 1993 (the "Company"), desigievelops, manufactures, sells and
supports precision, high performance advanced serdictor wafer probe cards. We are based in Livegnm@alifornia, home to our corporate
offices, research and development, and manufagtlocations. We have facilities in the United S$at®ingapore, Japan, Germany, Taiwan,
Italy, South Korea and the People's Republic oh&hi

Fiscal Year

Our fiscal year ends on the last Saturdayeécember. The fiscal years ended on Decemb&(®®, December 27, 2008, and
December 29, 2007, respectively, consisted of 52kaie

Reclassifications
Certain prior period balances have beelassified to conform to the current period preséorta
Caodification

In June 2009 the Financial Accounting Stadd Board, or FASB, established the Accounting@&teds Codification, or Codification, as
the source of authoritative generally accepted @aiiog principles in the United States of Amerit@AAP") recognized by the FASB. The
Caodification is effective in the first interim amghnual periods ending after September 15, 200%addo effect on our audited consolidated
financial statements.

Subsequent Events
We have performed an evaluation of subsstgerents through February 24, 2010, which is #ite the financial statements were issued.
Note 2—Summary of Significant Accounting Policies:
Basis of Consolidation and Foreign Currency Trangian

The consolidated financial statements idelaur accounts and those of our wholly owned siidr$és. All material intercompany balanc
and transactions have been eliminated.

Translation gains and losses resulting fthenprocess of remeasuring into the United Staftédsnerica dollar, the foreign currency
financial statements of our wholly owned subsidigsifor which the United States of America doltathie functional currency, are included in
operations. We translate assets and liabilitifer@fign subsidiaries, whose functional currencthesr local currency, at exchange rates in e
at the balance sheet date. We translate revenuexagethses at the monthly average exchange ratemdMde accumulated net translation
adjustments in stockholders' equity as a compoufesatcumulated other comprehensive income.

Use of Estimates

The preparation of consolidated financiateaments in conformity with GAAP requires managethte make estimates and assumptions
that affect the reported amounts of assets antlities, the disclosure of contingent assets aallilities at the date of the financial statements,
and the reported amounts of revenues and expenseg the reporting period. Actual results coulfeti
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NOTES TO CONSOLIDATED FINANCIAL STATEMENT (Continue d)
Note 2—Summary of Significant Accounting Policies(Continued)

from those estimates. Estimates may change asnfemmiation is obtained. Significant items that smbject to such estimates include the fair
value of revenue elements, fair value of marketabtaurities, allowance for doubtful accounts, resefor product warranty, valuation of
obsolete and slow moving inventory, valuation daigible assets, the assessment of recoverakiliong-lived assets, valuation and
recognition of stock-based compensation, provifiwrincome taxes and related deferred tax assetsation and tax liabilities and accruals for
other liabilities. Actual results could differ frothose estimates.

Foreign Exchange Management

We transact business in various foreigmenaies, primarily the Japanese Yen. We enterfartward foreign exchange contracts in an
effort to mitigate the risks associated with cuoyefluctuations on certain foreign currency balasbeet exposures. Gains and losses resulting
from the impact of currency exchange rate movememt®rward foreign exchange contracts designateaffset certain foreign currency
balance sheet exposures and backlog are recogmézetther income (expense), net in the accomparmgingolidated statements of operatior
the period in which the exchange rates change.eThams and losses are intended to partially offseforeign currency exchange gains and
losses on the underlying exposures being hedgedldMet use derivative financial instruments fading or speculative purposes.

Net foreign currency realized gains werd$tillion, $1.3 million and $58,000 for fiscal 2B(fiscal 2008, and fiscal 2007, respectively,
and are recorded to other income and expense.

Cash and Cash Equivalents

We consider all highly liquid investmentghworiginal or remaining maturities of three masthr less, at the date of purchase, to be cash
equivalents. Cash and cash equivalents includesitsgeeld at major banks, money market funds, go8ernment securities and commercial
paper that at the time of purchase had maturifi@®alays or less.

Marketable Securities

We classify our marketable debt securgigSavailable-for-sale”. All marketable securitiepresent the investment of funds available for
current operations, notwithstanding their contrattoaturities. Such marketable securities are dambat fair value and unrealized gains and
losses are recorded to accumulated other comprigkensome (loss) until realized. At December 2802, our net unrealized gains on
marketable securities were $0.4 million. Realizathg and losses on sale of all such securitiesepiated in earnings, computed using the
specific identification cost method.

The fair value determination for our magt#e securities is based either on quoted priaesufch security or an assessment of an
investment's value based on the creditworthinedsraarest yield to maturity of the individual seityl using information provided from
commercial financial pricing services.

Other-Than-Temporary Impairment

We consider a number of factors in detemgjrother-than-temporary impairment. An indicatbrmpairment for our marketable debt
securities is a non-recoverable decline in markieefbelow the
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Note 2—Summary of Significant Accounting Policies(Continued)

amount recorded for that investment. We typicailyeist in highly-rated securities with low probatis of default. Our investment policy
requires investments to be rated single-A or bglitaits the types of acceptable investments, cotreéion as to security holder and duration of
the investment. When evaluating the investmentstioer-than-temporary impairment, we review factrsh as the length of time and extent
to which fair value has been below the amortizest basis, review of current market liquidity, irgst rate risk, the financial condition of the
issuer, as well as credit rating downgrades. Wiebelthat the unrealized losses at December 268 a@®temporary. We do not have a
foreseeable need to liquidate the portfolio andcgrgte recovering the full cost of the securiiher as market conditions improve.

Fair Value of Financial Instruments

The carrying amounts of certain of our fio@l instruments, including cash and cash equiigjeiccounts receivable, accounts payable,
accrued compensation and other accrued liabiligipproximate fair value because of their short mitgdg. Estimates of fair value of fixed-
income securities are based on quoted market prieesactive markets or third party, market-basgdipg sources which we believe to be
reliable. These estimates represent the thirdggugood faith opinion as to what a buyer in thekeigplace would pay for a security in a cur
sale.

Restricted Cash

Under the terms of one of our facility lesswe provide security to the landlord in the fafhetters of credit. As of December 26, 2009
and December 27, 2008, restricted cash include8,$68 of letters of credit secured by a certificaftdeposit.

Inventories

Inventories are stated at the lower of §pshcipally standard cost which approximates aktwst on a first-in, first-out basis) or market
value. The provision for potentially excess andobete inventory is made based on management'ssasalfyinventory levels and forecasted
future sales. Once the value is adjusted, ther@igiost of our inventory less the related inventerite-down represents the new cost basis of
such products. Reversal of these write downs isgized only when the related inventory has beespped or sold. Shipping and handling
costs are classified as a component of cost ofgeoldl in the consolidated statements of income.

We design, manufacture and sell a fullyt@omsproduct into a market that has been subjecy¢bcality and significant demand
fluctuations. Probe cards are complex productdpouso a specific chip design and have to be dedven short lead-times. Probe cards are
manufactured in low volumes, but for certain matstithe material purchases are often subject minmim purchase order quantities in excess
of the actual underlying probe card demand. lbisumcommon for us to acquire production materdald start certain production activities
based on estimated production yields and forecaitathnd prior to or in excess of actual demanadtowafer probe cards. These factors
make inventory valuation adjustments part of ounmad recurring cost of revenue. Aggregate inventerige downs were $7.0 million,
$16.3 million and $12.7 million for the fiscal ysagnded December 26, 2009, December 27, 2008, aceihitber 29, 2007, respectively. We
retain a portion of the excess inventory until thstomer's design is discontinued. The inventory beaused to satisfy customer warranty
demand.
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When our products have been deliveredihmitevenue associated with that product is deddsezause the related revenue recognition
criteria have not been met, we defer the relatedritory costs. The deferred inventory costs deemoeed the deferred revenue amounts.

Property and Equipment

Property and equipment are stated at esstdccumulated depreciation and amortization. &&ion is provided on a straight-line
method over the following estimated useful livesha assets, 1 to 15 years for leasehold improvengro 7 years for machinery and
equipment, 3 to 5 years for computer equipmentsarfivare and 5 years for furniture and fixturesasdehold improvements are amortized ¢
their estimated useful lives or the term of thated lease, whichever is less. Upon sale or re¢éintiof assets, the cost and related accumulatec
depreciation or amortization, are removed fromithkance sheet and the resulting gain or loss lisatefl in operations.

Intangible Assets

Intellectual property assets representtagspuisition-related developed technology righmid are amortized on a straight-line basis over
the periods of benefit, ranging from 3 to 5 ye#lve classify all identified intangible assets witldther Assets on the consolidated balance-
sheet. For further discussion of identified intdohgiassets, see "Note 4: Asset Acquisition”. Wéqoer a quarterly review of intangible assets
to determine if facts and circumstances indicad tiine useful life is shorter than we had originaltimated or that the carrying amount of
assets may not be recoverable. If such facts androstances exist, we assess the recoverabilitieotified intangible assets by comparing
projected undiscounted net cash flows associattdtive related asset or group of assets over thaining lives against their respective
carrying amounts. Impairments, if any, are basetherexcess of the carrying amount over the fdirevaf those assets.

Impairment of Long-Lived Assets and Long-Lived Asséo be Disposed of

We review long-lived assets, which inclyleperty plant and equipment and finite long-livethngible assets, for impairment whenever
events or changes in circumstances indicate tleatdlrying amount of an asset may not be recover&®acoverability of assets to be held and
used is measured by comparing the carrying amduar asset to estimated undiscounted future nétft@ss expected to be generated by the
asset. If the carrying amount of the asset excie@stimated future cash flows, an impairment ghas recognized in the amount by which the
carrying amount of the asset exceeds the fair vafitlee asset.

Concentration of Credit Risk and Other Risks and thrtainties

Financial instruments that potentially dbjus to concentrations of credit risk consistnarily of cash equivalents, investments and trade
receivables. Our cash equivalents and marketableises are held in safekeeping by large, creditiyofinancial institutions. We invest our
excess cash primarily in U.S. banks, governmentagahcy bonds, money market funds and corporatgatioins. We have established
guidelines relative to credit ratings, diversifioatand maturities that seek to maintain safetylapddity. Deposits in these banks may exceed
the amounts of insurance provided on such depdsitsate, we have not experienced any losses odepgsits of cash and cash equivalents.

76




Table of Contents

FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENT (Continue d)
Note 2—Summary of Significant Accounting Policies(Continued)

Carrying amounts of certain of our financial instrents including cash and cash equivalents, accoecésvable and accounts payable
approximate fair value due to their short matusitie

We market and sell our products to a nafage of customers and generally do not requitateadl. In fiscal 2009, one customer
accounted for 49.1% of revenues. In fiscal 200&dltustomers accounted for 28%, 13%, and 11%vehtees. In fiscal 2007, four customers
accounted for 26%, 14%, 12% and 10% of revenues.

At December 26, 2009, three customers atedufor approximately 21%, 16% and 12% of accotetsivable. As a result of our credit
risk review process, we recorded an increase taltbeance for doubtful accounts of $5.0 milliorde®4.1 million, respectively, for the peric
ended December 26, 2009 and December 27, 2008e Thasges were recorded to selling, general andnéstnative expense.

We operate in the intensely competitiveisemductor industry, primarily the DRAM and Flaslarkets, which have been characterize
price erosion, rapid technological change, shartlpct life, cyclical market patterns and heightefardign and domestic competition.
Significant technological changes in the industiuld affect operating results adversely.

Certain components that meet our requireésnare available only from a limited number of digys. The rapid rate of technological
change and the necessity of developing and manufagtproducts with short lifecycles may intendifiese risks. The inability to obtain
components as required, or to develop alternativeces, if and as required in the future, couldltés delays or reductions in product
shipments, which in turn could have a material aslyeffect on our business, financial conditiosphes of operations or cash flows.

Revenue Recognition

We recognize revenue when persuasive evédeha sales arrangement exists, delivery hasri@tor services are rendered, the sales
price or fee is fixed or determinable and colleiiighis reasonably assured. In instances wheral facceptance of the product, system, or
solution is specified by the customer, revenuesteed until all acceptance criteria have been met

In multiple element arrangements, we deigenwhether there is more than one unit of accognfro the extent that the deliverables are
separable into multiple units of accounting, wentalocate the total fee on such arrangementsetandtividual units of accounting based on
relative fair value of individual elements.

We offer product maintenance and repaaragements to our customers. Amounts due from cues®onder these arrangements are
initially recorded as deferred revenues. The feesecognized as revenue on a straight-line bagistbe service period and related costs are
recorded as incurred.

Revenues from the licensing of our desigth @manufacturing technology, which have been iriBgmt to date, are recognized over the
term of the license agreement or when the sigmificantractual obligations have been fulfilled.
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Note 2—Summary of Significant Accounting Policies(Continued)
Warranty Accrual

We offer warranties on certain products exubrd a liability for the estimated future coatsociated with warranty claims, which is based
upon historical experience and our estimate ofafiel of future costs. Warranty costs are refledtetthe statement of operations as a cost of
revenues. A reconciliation of the changes in ourrargy liability is as follows (in thousands):

Fiscal Years Ended
December 26, December 27,

2009 2008
Warranty accrual beginning

balance $ 1,09¢ $ 1,38:¢
Reserve for warranties issued

during the yea 46¢ 3,98¢
Settlements made during t

period (83%) (4,272
Warranty accrual ending balan ~ $ 73z $ 1,09¢

Research and Development

Research and development costs are expassadurred and consist primarily of personnets;adevelopment materials and other related
costs.

Allowance for Doubtful Accounts

A majority of our trade receivables areidl from sales to large multinational semiconduatanufacturers throughout the world. In
order to monitor potential credit losses, we perfangoing credit evaluations of our customers'faial condition. An allowance for doubtful
accounts is maintained for probable credit losssgt upon our assessment of the expected collggtdiall accounts receivable. The
allowance for doubtful accounts is reviewed on artprly basis to assess the adequacy of the alloevaie take into consideration (1) any
circumstances of which we are aware of a custorimetslity to meet its financial obligations; an?)) our judgments as to prevailing economic
conditions in the industry and their impact on oustomers. If circumstances change, and the finhoondition of our customers are advers
affected and they are unable to meet their finditibgations to us, we may need to take additi@ilawances, which would result in a
reduction of our net income.

We recorded a provision for doubtful acdswf $5.0 million in fiscal 2009 primarily due tioe heightened risk of non-payment of
accounts receivable by certain customers that Elstkruptcy or those that are facing financialidifty. The increase in our allowance for
doubtful accounts during fiscal 2009 related prifgdo three customers. The allowance for doubdftdounts consisted of the
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Note 2—Summary of Significant Accounting Policies(Continued)

following activity for fiscal years ended Decemi2ér, 2009, December 27, 2008, and December 29, Zib0housands):

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

Allowance for

doubtful

accounts

receivable
Fiscal year

ended

December Z

2007 $ 74 $ — $ — % 74
Fiscal yeal

ended

December 2

2008 74 4,63¢ (48¢) 4,22(
Fiscal year

ended

December Z

2009 4,22( 5,04C $ — 9,26(

Shipping and Handling Expenses
Costs incurred for shipping and handlingiacluded in cost of revenue at the time the eelaévenue is recognized.
Income Taxes

We utilize the asset and liability methddocounting for income taxes, under which defetee@s are determined based on the temporan
differences between the financial statement and#ais of assets and liabilities using tax ratgeeeted to be in effect during the years in w
the basis differences reverse. We estimate ourigioovfor income taxes and amounts ultimately péyab recoverable in numerous tax
jurisdictions around the world. Estimates involagerpretations of regulations and are inherentmglex. Resolution of income tax treatme
in individual jurisdictions may not be known for mayears after completion of any fiscal year. We r@quired to evaluate the realizability of
our deferred tax assets on an ongoing basis ir@acoe with U.S. GAAP to determine whether there ieed for a valuation allowance with
respect to such deferred tax assets. A valuatlowahce is recorded when it is more likely than thatt some of the deferred tax assets will not
be realized. Significant management judgment isired in determining any valuation allowance reeardgainst deferred tax assets. In
evaluating the ability to recover deferred tax &ssge consider available positive and negativd@awie giving greater weight to our recent
cumulative losses and our ability to carryback éssagainst prior taxable income and, commensuristteojective verifiability, the forecast of
future taxable income including the reversal ofpenary differences and the implementation of fdaséimd prudent tax planning strategies.

In July 2006, the FASB issued guidance mgdigg the accounting for uncertainty in income gx&hich clarifies the accounting for
uncertainty in income taxes recognized in the fanarstatements, which we adopted the first quartdiscal 2007. Income tax positions must
meet a more-likely-than-not recognition threshaldé recognized. This interpretation provides guigaon measurement, derecognition,
classification, interest and penalties, accounitinigterim periods and disclosure. We recognizeriegt and penalties related to unrecognized
tax benefits within the income tax provision. Aceduinterest and penalties are included within diated tax liability line in the consolidated
balance sheet.

The amount of income taxes we pay is stiltigeongoing audits by U.S. federal and state,faneign tax authorities which might result in
proposed assessments. Our estimate for the pdtentcame for any uncertain tax issue is judgmeintalature. However, we believe we have
adequately
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Note 2—Summary of Significant Accounting Policies(Continued)

provided for any reasonable foreseeable outconagectto those matters. Our future results may defavorable or unfavorable adjustment
our estimated tax liabilities in the period theesssnents are made or resolved or when statutesitg#tlon on potential assessments expire.

Segments

We operate in one segment for the desigveldpment, manufacture, sale and support of peegikigh performance advanced
semiconductor wafer probe cards, using one measunteof profitability to manage our business.

Stock-based Compensation

Stock-based compensation is measured afréim¢ date, based on the fair value of the awand,is recognized on a straidime basis ove
the requisite service period. The fair value otktoptions is measured using the Black-Schole®ogiiicing model while the fair value for
restricted stock awards and restricted stock usitgised on the quoted price of our common stodkemate of grant.

Net Income (Loss) Per Share

Basic net income (loss) per share availabEmmon stockholders is computed by dividinginebme (loss) available to common
stockholders by the weighted-average number of comshares outstanding for the period. Diluted nebine per share is computed giving
effect to all potential dilutive common stock, inding options, warrants and common stock subjergparchase.
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A reconciliation of the numerator and deivtator used in the calculation of basic and dilutetlincome (loss) per share follows (in
thousands):

Fiscal Years Endec
December 26 December 27 December 29
2009 2008 2007

Basic net (loss
income per share
Numerator:
Netincome (loss $ (155,65) $ (80,627 $ 72,89(

Denominator
Weighted average
common stock
outstanding 49,48: 48,90¢ 48,04«

Weighted average
shares used in
computing basic
net income (loss
per share 49,48: 48,90¢ 48,04

Diluted net (loss)
income per share
Numerator:
Netincome (loss $ (155,65) $ (80,62) $ 72,89(

Denominator
Weighted average

shares used in

computing basic

net income (loss

per shar¢ 49,48: 48,90¢ 48,04
Add stock options,

restricted stock,

ESPP, warrants

and common

stock subject to

repurchasi — — 1,51

Weighted average
shares used in
computing dilute:
net income (loss
per shar¢ 49,48: 48,90¢ 49,557

The following table sets forth the weightaderage potentially dilutive securities excludezhirthe computation in the table above bec
their effect would have been antidilutive (in thands):

Fiscal Years Endec

December 26 December 27 December 29
2009 2008 2007

Stock options 5,25¢ 6,77¢ 2,741
ESPF 123 161 99
Restricted stoc

units 27 40 —
Total potentially

dilutive securities 5,40¢ 6,97¢ 2,84(

Comprehensive Income



Comprehensive income includes foreign awyeranslation adjustments and unrealized gaoss€és) on available-for-sale securities, the
impact of which has been excluded from net lossrafidcted as components of stockholders' equity.
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Components of accumulated other compretieriscome was as follows (in thousands):

December 26, December 27,
2009 2008
Unrealized gain on marketable
securities, net of tax of $299 in
fiscal 2009 and $266 in fiscal
2008 $ 9¢ 3 1,08(
Cumulative translation adjustmel 1,154 84z
Accumulated other comprehensiy
income $ 1,25 $ 1,922

Recent Accounting Pronouncements

In January 2010, the Financial Accountitgn8ards Board ("FASB") issued guidance to ameadiibclosure requirements related to
recurring and nonrecurring fair value measuremdirite. guidance requires new disclosures on theferenef assets and liabilities between
Level 1 (quoted prices in active market for idealtigssets or liabilities) and Level 2 (significatiher observable inputs) of the fair value
measurement hierarchy, including the reasons antrifing of the transfers. Additionally, the guidarrequires a roll forward of activities on
purchases, sales, issuance, and settlements a§skés and liabilities measured using significaobgervable inputs (Level 3 fair value
measurements). The guidance is effective for uls thi¢ reporting period beginning December 27, 2@#8er than requiring additional
disclosures, adoption of this new guidance will mate a material impact on our financial statements

In September 2009, the FASB's Emergingdsdtask Force issued authoritative guidance thaifias accounting for revenue
arrangements with multiple deliverables. The madifion would allow the use of an estimated selprige for undelivered elements for
purposes of separating elements included in makghkdment arrangements and allocating arrangemoestderation when neither vendor-
specific objective evidence nor acceptable thirdypavidence of the selling price of the undelivketement are available. We must adopt the
new standard no later than January 1, 2011, andefieayto adopt it earlier, effective at the begigrof the fiscal year of adoption. This
standard could alter the timing of how we reconkreie for future arrangements. We are currentlgsssisg the impact the adoption of these
changes would have on our consolidated financééstents.
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Marketable Securities

Marketable securities at December 26, 2@80%sisted of the following (in thousands):

Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
U.S. Treasur $ 135,06. $ 30C $ (67) $ 135,29:
Agency
Securities 172,67( 33¢ (192) 172,81
Commercial
Papel 16,99: — — 16,99:
Obligations of
states and
political
subdivision: 2,071 18 — 2,08¢

$ 32679 $ 657 $ (259 $ 327,19

We typically invest in highly-rated secig# with low probabilities of default. Our investnmigoolicy requires investments to be rated
single-A or better, limits the types of acceptahlestments, concentration as to security holddrduration of the investment. The net
unrealized losses on our investments during thévevmonths ended December 26, 2009 were causedusirby changes in interest rates.
When evaluating the investments for other-than-tenauy impairment, we review factors such as thgteof time and extent to which fair
value has been below the amortized cost basigwest current market liquidity, interest rate risfe financial condition of the issuer, as well
as credit rating downgrades.

We believe that the unrealized losses at@ther-than-temporary. We do not have a foredeesd®d to liquidate the portfolio and
anticipate recovering the full cost of the secasteither as market conditions improve, or as ¢cerities mature.

The following table shows the gross unemlilosses and fair value for those investments witealized losses that are not deemed to be
other-than-temporarily impaired, aggregated by stweent category and the length of time that indigidsecurities has been in a continuous
loss position as of December 26, 2009 (in thougands

In Loss Position for In Loss Position for
Less than 12 Months 12 Months or Greater Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Value Loss Fair Value Loss Fair Value Loss
U. S. Treasunr $ 54,86: $ 67 $ — $ — $ 5486: $ (67)
Agency Securitie 72,477 (192 — — 72,477 (192
$ 127,33 $ (259 $ — 3 — $12733% $ (259
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Marketable securities at December 27, 2@0&isted of the following (in thousands):

Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
U.S. Treasur $ 104,81 $ 46€ $ — $ 105,28!
Agency
Securities 60,94: 83€ (249) 61,75¢
Obligations ol
states and
political
subdivision: 17,86: 12€ (60) 17,92¢

$ 18362 $ 143( $  (84) $ 184,96

The following table shows the gross unelilosses and fair value for those investments witealized losses that are not deemed to be
other-than-temporarily impaired, aggregated by stweent category and the length of time that indigidsecurities has been in a continuous
loss position as of December 27, 2008 (in thougands

In Loss Position for In Loss Position for
Less than 12 Months 12 Months or Greater Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Value Loss Fair Value Loss Fair Value Loss
U. S. Treasun $ 645¢ $ — 3 — 3 — $ 645¢ % —
Agency Securitie 24,94¢ (29 — — 24,94¢ (29
Obligations of states ar
political subdivisions 3,77¢ (60) — — 3,77¢ (60)
$ 3518: $ (84) $ — 3 — $ 3518 $ (84)

Contractual maturities of marketable samgias of December 26, 2009 were as follows @usands):

Amortized Market

Cost Value
Due in one year or le: $ 186,80 $ 187,07-
Due in one year to five yea 139,98¢ 140,11¢

$ 326,79: $ 327,19:

Realized gains on sales or maturities aketable securities were $18,000, $0.5 million &66,000 for fiscal 2009, fiscal 2008, and fis
2007, respectively.

Asset Retirement Obligation

We account for the fair value of a lialyilfor an asset retirement obligation to be recogphin the period in which it is incurred if a
reasonable estimate of fair value can be madefdihealue of the liability is added to the carrginmount of the associated asset and this
additional carrying amount is amortized over tffie &if the asset. Our retirement obligation is aisged with our commitment to return prope
subject to operating leases in Taiwan, South Karepan and Singapore to their
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original condition upon lease termination. We hasBmated that as of December 26, 2009, gross teghédture cash flows of approximately
$2.5 million would be required to fulfill these adphtions.

The leasehold improvements are being agexttover the term of the lease. During the fisealry ended December 26, 2009,
December 27, 2008, and December 29, 2007, appreedyr0.4 million, $0.2 million and $0.3 million dfie leasehold improvements were
amortized to expense, respectively.

Following is a reconciliation of the aggatg retirement liability associated with our cormmrent to return property to original condition
upon lease termination included in non-current eterent and other liabilities (in thousands):

Fiscal Years Endec

December 26 December 27
2009 2008

Asset retirement obligation

beginning balanc $ 189: $ 1,642
Initial amount recorded for ne

asset retirement obligatic 31k —
Liabilities settlec — —
Increase (Decrease) based

revised estimates of asset

retirement obligatiol — 191
Accretion expens 142 60
Asset retirement obligation endin

balance $ 2,35 $ 1,89:¢

Inventories
Inventories consisted of the following {irousands):

Fiscal Years Ended

December 26, December 27,
2009 2008
Raw materials $ 2,408 % 2,147
Work-in-progres: 11,45% 7,12(
Finished goods
Deferred cost of revent 6,097 1,76¢
Manufactured finished goot 5,58¢ 7,75¢€

$ 25,54¢ $ 18,78t
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Property and Equipment
Property and equipment consisted of thiefiohg (in thousands):

Fiscal Years Ended

Useful Life December 26 December 27
(in years) 2009 2008
Machinery anc
equipmen 5to7 $ 11593t $ 109,80¢
Computer equipment
and software 3to5 34,81( 28,37¢
Furniture and fixture 5 7,172 6,86(
Leaseholc
improvement 1to 15 71,81¢ 70,69¢
229,73t 215,74!
Less: Accumulate
depreciation and
amortization (146,369 (116,900
83,37: 98,84¢

Constructio-in-
progress 14,38 14,96¢

$ 97,75¢ $ 113,81

During fiscal 2008, we recognized an impent charge of $4.4 million related to construciilprogress assets in Singapore in
conjunction with our decision not to proceed whil tonstruction of a new manufacturing facilitytet proposed site in Singapore. The
construction-in-progress assets impaired includelding design costs as well as costs of tempaostmyctures. The charge was included in
"Impairment of long-lived assets" in the ConsolathStatement of Operations.

Depreciation and amortization of propemy &quipment for the fiscal years ended Decembg2@®, December 27, 2008, and
December 29, 2007 was approximately $32.6 millig82.3 million, and $25.2 million, respectively.

Accrued Liabilities
Accrued liabilities consisted of the follmg (in thousands):

Fiscal Years Ended

December 26, December 27,
2009 2008

Accrued compensation and bene $ 11,32: $ 17,40¢
Accrued commission 69t 967
Accrued warrant 732 1,09¢
Secured borrowin 3,48( —
Deferred ren 46¢ 452
Other accrued expens 6,71¢ 6,22(

$ 23,417 $ 26,14¢

The proceeds from the sale of certain x@d#és have been accounted for as a secured bagamd included within "Accrued liabilities"
in the Consolidated Balance Sheet since we provideted recourse to the purchaser to the extemnpfirment of the purchased claims. The
outstanding
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receivables as well as the related reserves alediedt within Accounts Receivable, net of allowafmedoubtful accounts on our consolidated
Balance-Sheet as of December 26, 2009.

Note 4—Asset Acquisition

In October 2009, we completed the acqoisitif certain assets from Electroglas, Inc. ("Elegias"), a company under Chapter 11
bankruptcy protection in Delaware. Prior to thewasigion, Electroglas was engaged in the supplyeshiconductor manufacturing equipment
and software to the semiconductor industry. Thetasscquired consisted of manufacturing and testingpment, spare parts and components
related to the purchased equipment and intellegitcgderty assets representing developed technelglgis related to precision motion control
automation and all of the intellectual propertyhtgyof Electroglas, with the exception of certaademark rights. We believe that the
acquisition of these assets will enable us to oomtito improve our manufacturing efficiency andvile our customers with high quality end
products. The purchase price for the assets, imgudansaction costs, of approximately $11.8 wrillivas capitalized in the fourth quarter of
fiscal 2009.

Of the total purchase price, $3.6 millioasnallocated to property and equipment, $7.8 milias allocated to intellectual property assets,
and $0.4 million was allocated to other currenetss

The amortization of the purchased intellatproperty assets was $0.4 million for fiscal 206f which $0.3 million was charged to cos
revenues and $0.1 million was charged to selliegegal and administrative expense. The purchaselieictual property assets had a weighted
average amortization period of 4.5 years at Dece@®c2009 and the net book value was $7.4 millibBecember 26, 2009.

The estimated future amortization experigaepurchased intangible assets as of Decemh&®® is as follows (in thousands):

Fiscal Year Amount
2010 $ 1,83(
2011 1,83(
2012 1,66¢
2013 1,18t
2014 88¢
Total $ 7,40

Note 5—Derivative Financial Instruments

We operate and sell our products in varglobal markets. As a result, we are exposed togdsin foreign currency exchange rates. We
utilize foreign currency forward contracts to hedgginst future movements in foreign exchange thtsaffect certain existing foreign
currency denominated assets and liabilities. Utlderprogram, our strategy is to have increaseteoreases in our foreign currency
denominated assets and liabilities caused by montnire foreign exchange rates offset by gains ssds on the foreign currency forward
contracts to mitigate the risks and volatility asated with foreign currency transaction gainsassks. We do not use derivative financial
instruments for speculative or trading purposes. d@uivative instruments, which are generally setih the same
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quarter, are not designated as hedging instrum@fegecord the fair value of these contracts ak@fnd of our reporting period to our
consolidated balance sheet with changes in faireveg¢corded in our consolidated statement of ojpaist The statement of operations
classification for the fair values of these forwaahtracts is to non-operating income, net, fohbetllized and unrealized gains and losses.

As of December 26, 2009, there were thrgstanding foreign exchange forward contracts loJspanese Yen, South Korean Won and
Taiwan Dollars. The following table provides infaation about our foreign currency forward contramitstanding as of December 26, 2009:

Contract Amount Contract Amount
(Local Currency) (U.S. Dollars)
(In thousands)
Japanese Ye 1,293,80: $ 14,09:
Taiwan Dollar 19,777 614
South Korean Wo 2,470,87! 2,09¢
Total USD notional amount of outstanding foreigrleange

contracts $ 16,80:

The contracts were entered into on DeceraeP009 and matured on December 29, 2009. Thasenw change in value of these
contracts as of December 26, 2009.

The location and amount of gains and losskesed to non-designated derivative instrumdmas matured in the fiscal year ended
December 26, 2009 in the Consolidated Stateme@pefations are as follows (in thousands):

Location of Gain (Loss) Amount of Gain or (Loss)
Recognized in Loss on Recognized in Loss on
Derivatives Not Designated as Hedging Instruments Derivative Derivative
Other income (expense),
Foreign exchange forward contra net $ (760)
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Restructuring charges include costs reltdezhe-time employee termination benefits, cosbnf-lived assets abandoned, as well as
contract termination costs. We recognize a ligbftir employee termination benefits when a plateafination, approved by management and
establishing the terms of the benefit arrangented,been communicated to employees. The timingeofedcognition of one-time employee
termination benefits is dependent upon the perfddree the employees are required to render sefie communication. If employees are
required to render service in order to receivetéhmination benefits or if employees will not béaiaed to render service beyond the minimum
legal naotification period, a liability for the teimation benefits is recognized at the communicatiate. In instances where employees will be
retained to render service beyond the minimum lagéfication period, the liability for employeerteination benefits is measured initially at
the communication date based on the fair valudefitbility as of the termination date and is iggtiaed ratably over the future service period.
We record charges related to long-lived assete tablandoned when the assets cease to be usedcake adiability for contract termination
costs that will continue to be incurred under ati@ot for its remaining term without economic benef us at the cease-use date.

We implemented two restructuring plansisedl 2009 which included reductions of our work®and consolidation of our facilities. The
restructuring plans were designed to improve oaraiing efficiency. All expenses associated withrestructuring plans are included in
"Restructuring” in the Consolidated Statements pé@tions.

In the first quarter of fiscal 2009, we iiemented a global reorganization and cost redugdian (the "Q1 2009 Restructuring Plan™)
designed to lower our cash breakeven level in tlieeat market environment. The Q1 2009 Restruogufilan extended the global cost
reduction plans implemented during fiscal 2008 mwetuded workforce reductions of 178 employees agracross all functions of the
organization. The Q1 2009 Restructuring Plan aistutled other actions such as the elimination oé@#tractor positions as well as non-
replacement of certain voluntary employee termoreti We recorded $7.7 million in charges for thistructuring plan in the first quarter of
fiscal 2009, of which $7.3 million related to semece and related benefits and $0.4 million relédedrite-down of certain assets taken out of
service. We incurred approximately $0.3 milliorcomnection with this restructuring plan in the setquarter of fiscal 2009 related to
severance and related benefits.

In the fourth quarter of fiscal 2009, weurred restructuring charges of $0.8 million, rethto a further reduction of 10 employees in our
global workforce in an effort to lower our quariedperating expense run rate.
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The following table summarizes the actéstrelated to the cost reduction plan as of Dece2®e2009 (in thousands):

Fiscal 2009 Restructuring

Employee Property Contract
Severance anc and Equipment ~ Termination
Benefits Impairment and Other Total
Accrual at
December
2008 $ 77 $ — 3 71 $ 14¢g
Restructuring
charges 8,41¢ 36€ (5) 8,78C
Cash
payments (7,306 — 10 (7,296
Non-cash
settlement (217) (36€) — (583)
Accrual at
December
2009 $ 97 $ — 3 76 $ 1,04¢

The remaining accrual as of December 2692@lates primarily to certain severance costxlwhre expected to be paid within the next
six months. As such, the restructuring accruattorded as a current liability within "Accrued Lilities" in the Consolidated Balance Sheets.

Note 7—Fair Value

We use fair value measurements to recardddue adjustments to certain financial and nima+fcial assets and to determine fair value
disclosures. Our marketable securities are findiasisets recorded at fair value on a recurringsb&ge also have a building held for sale in
Livermore, CA as well as certain manufacturing pquent held for sale, which are measured at fairevzah a non-recurring basis and included
within 'Prepaid expenses and other current agedtg accompanying Consolidated Balance Sheet.

The accounting standard for fair value miedifair value, establishes a framework for meaguir value in generally accepted accounting
principles, and requires disclosures about faiv@aheasurements. Fair value is defined as the fivatevould be received from selling an asset
or paid to transfer a liability in an orderly tragtion between market participants at the measuredste. When determining the fair value
measurements for assets and liabilities requirdetteecorded at fair value, we consider the prisop most advantageous market in which we
would transact and consider assumptions that magkéitipants would use when pricing the asseiatility, such as inherent risk, transfer
restrictions, and risk of nonperformance. The antiag standard for fair value establishes a falugdierarchy that requires an entity to
maximize the use of observable inputs and minirtizeuse of unobservable inputs when measuringédire. A financial instrument's
categorization within the fair value hierarchy @sbd upon the lowest level of input that is sigaifit to the fair value measurement. The
standard describes a fair value hierarchy baseatree levels of inputs, the first two of which aensidered observable and the last
unobservable, that may be used to measure faievalu

. Level 1—Quoted prices in active markets for identical assetiabilities.
. Level 2—Inputs, other than the quoted prices iivaanarkets, that are observable either directlindirectly.
. Level 3—Unobservable inputs that are supportedttig br no market activity and that are significémthe fair value of the

assets or liabilities.
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We adopted the accounting standard fonfaine as of the beginning of our fiscal 2008 yfeaour financial assets and financial
liabilities, and as of the beginning of our 2008kl year as it relates to nonrecurring fair vaheasurement requirements for non-financial
assets and liabilities.

Assets Measured at Fair Value on a Recurring Basis

We measure and report certain assets abitities at fair value on a recurring basis, imlthg money market funds, U. S. government
securities, municipal bonds, agency securitiesfareign currency derivatives. The following tabtepresent the fair value hierarchy for our
financial assets (cash equivalents and marketailerisies):

Fair value measured on a recurring bastf 8ecember 26, 2009 (in thousands):

Level 1 Level 2 Total
(In thousands)

Cash equivalent
Money market fund $ 100,14! $ — $ 100,14!
U. S. Treasun — — —
Agency securitie — — —

Commercial pape — 5,00(C 5,00(
Marketable securitie

U. S. Treasun — 135,29 135,29«

Municipal bonds — 2,08¢ 2,08¢

Agency securitie — 172,81° 172,81°

Commercial pape — 16,99: 16,99:
Total $ 100,14! $ 332,19 $ 432,33

Fair value measured on a recurring bastf 8ecember 27, 2008 (in thousands):

Level 1 Level 2 Total
(In thousands)

Cash equivalent

Money market fund $ 183,76! $ — $ 183,76!

U. S. Treasun — 20,00( 20,00(

Agency securitie — 79,973 79,97%
Marketable securitie

U. S. Treasunr — 105,28! 105,28!

Municipal bonds — 17,92¢ 17,92¢

Agency securitie — 61,75¢ 61,75"
Total $ 183,76 $ 284,94 $ 468,71

The Level 1 assets consist of our moneykatdund deposits. The Level 2 assets consist nhwailable-forsale investment portfolio. O
investments are priced by pricing vendors who ptegiobservable inputs for their pricing without lgpm significant judgments. Broker's
pricing is used mainly when a quoted price is n@tilable, the investment is not priced by our pricvendors, or when a broker price is more
reflective of fair values in the market in whictetmvestment trades. Our
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investments are labeled as Level 2 investmentsusedair values for these investments are baseihtfar assets without applying significant
judgments. In addition, all of our investments hawufficient level of trading volume to demongrttat the fair values used are appropi
for these investments.

Assets Measured at Fair Value on a Nonrecurringi8as

The building held for sale is classified.@vel 3 as we used unobservable inputs in itsatedo reflecting our assumptions that market
participants would use in pricing this asset duth&absence of recent comparable market transadiod inherent lack of liquidity. The
building held for sale was valued at $0.9 millianad December 26, 2009. We also classified cert@nufacturing equipment as held for sale
as of December 26, 2009. The equipment was cledsif Level 3 as we used unobservable inputs walitgtion reflecting our assumptions
that market participants would use in pricing #set due to the absence of observable markebdatdcing and inherent lack of liquidity.
The manufacturing equipment held for sale was \hhte$0.6 million at December 26, 2009.

Our fair value processes include controtg tire designed to ensure appropriate fair vateesecorded. Such controls include model
validation, review of key model inputs, and anadysi period-over-period fluctuations and independeoalculation of prices.

Note 8—Commitments and Contingencies:
Environmental Matters

We are subject to U.S. federal, state andl] and foreign governmental laws and regulatrefeting to the protection of the environment,
including those governing the discharge of polltganto the air and water, the management and s@md hazardous substances and wastes,
the clean-up of contaminated sites and the maintanaf a safe workplace. We believe that we corpbll material respects with the
environmental laws and regulations that apply tan@uding those of the California Department @iic Substances Control, the Bay Area
Quality Management District, the City of Livermdf¢ater Resources Division and the California Diuisad Occupational Safety and Health.
No provision has been made for loss from envirortaleemediation liabilities associated with ourifities because we believe that it is 1
probable that a liability has been incurred as e€&nber 26, 2009.

While we believe that we are in compliaircall material respects with the environmentaldaamd regulations that apply to it, in the
future, we may receive environmental violation cesi, and if received, final resolution of the vimas identified by these notices could harm
our operations, which may adversely impact our afeg results and cash flows. New laws and reguiatistricter enforcement of existing
laws and regulations, the discovery of previousignown contamination at our or others' sites orittiggosition of new cleanup requirements
could also harm our operations, thereby adversepacting its operating results and cash flows.
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Contractual Obligations
The following table describes our commitihseto settle contractual obligations in cash aBetember 26, 2009:

Payments Due In Fiscal Years

2010 20112012 20132014 _After 2014 Total
(In thousands)
Operating lease $ 5581 $ 794z $ 1,19¢ $ 4,47/ $ 19,20:
Other purchase obligatiol 2,29 — — — 2,29
Total $ 788 $ 794z $ 1,19¢ $ 4,47/ $ 21,49¢

We lease facilities under non-cancelablerafing leases with various expiration dates thna2@21. The facilities generally require us to
pay property taxes, insurance and maintenance. ¢asther, several lease agreements contain reatag®n clauses or rent holidays. For
purposes of recognizing minimum rental expenses stnaight-line basis over the terms of the leasesjse the date of initial possession to
begin amortization. We have the option to extencteaew most of our leases which may increase thieguminimum lease commitments.

Rent expense for the fiscal years endedbber 26, 2009, December 27, 2008, and Decemb@0R9, was approximately $5.7 million,
$6.0 million, and $5.3 million, respectively.

The table above excludes liabilities for anrecognized tax benefits, which totaled $17.Hioni as of December 26, 2009 and are
classified as long-term income taxes payable orconsolidated balance sheet. As of December 26,206 settlement period for our income
tax liabilities cannot be determined; howeversihot expected to be due within the next twelve timan

Indemnification Arrangements

We may, from time to time in the ordinanucse of our business enter into contractual asamemts with third parties that include
indemnification obligations. Under these contractueangements, we have agreed to defend, inderaniyor hold the third party harmless
from and against certain liabilities. These arrangets include indemnities in favor of customerthim event that our wafer probe cards infri
a third party's intellectual property and our lesso connection with facility leasehold liabilisehat we may cause. In addition, we have
entered into indemnification agreements with oveators and certain of our officers, and our bylaastain indemnification obligations in
favor of our directors, officers and agents. Thasemnity arrangements may limit the type of tharol the total amount that we can be
required to pay in connection with the indemnifiocatobligation and the time within which an indefizdation claim can be made. The duration
of the indemnification obligation may vary, and faost arrangements, survives the agreement terrnisandefinite. We believe that
substantially all of our indemnity arrangementsviite for limitations on the maximum potential futysayments we could be obligated to
make. However, it is not possible to determineeaispnably estimate the maximum potential amoufutofe payments under these
indemnification obligations due to the varying terof such obligations, the history of prior indefiwzition claims, the unique facts and
circumstances involved in each particular contr@camrangement and in each potential future claimrfdemnification, and the contingency of
any potential liabilities upon the occurrence ot that are not reasonably determinable. We hetve
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had any requests for indemnification under thesgngements. Our management believes that anyitjafuit these indemnity arrangements
would not be material to our accompanying constdiddinancial statements. We have not recordediabiities for these indemnification
arrangements on our consolidated balance sheétCescember 26, 2009.

Legal Matters

From time to time, we may be subject tamlggoceedings and claims in the ordinary courdeusfness. As of the filing date of this
Form 10-K, we were not involved in any materialdegroceedings, other than the proceedings sumethhielow. In the future we may
become a party to additional legal proceedingsuiing proceedings designed to protect its intéliacproperty rights and to collect past due
accounts receivable that may require us to sp@midfisiant resources. We believe that the factuabations and circumstances underlying the
legal proceedings described below that have béehdigainst us are without merit. We also beliénat bur company does not have a material
monetary damages exposure in these legal proceettingwould individually or in the aggregate hawmaterial adverse effect on our finan
condition, liquidity or results of operations; howee, these legal proceedings have been costlytangdossible we will incur significant, and
possibly material, attorneys' fees, which may motbvered by our insurance policies. These legalgedings may also divert our
management's time and attention away from busiossations, which could prove to be disruptive to lousiness operations. In addition, an
unfavorable outcome or settlement of these proogsdparticularly if it is not covered by or exceeanir insurance coverage, could individu
or in the aggregate adversely impact our finarmmaldition, liquidity or results of operations.

Patent Litigation

We initiated patent infringement litigationthe United States against Phicom Corporatidgth & current operating name of TSC Memsys
Corp., here referred to as Phicom and against MicsaJapan Co., Ltd., a Japan corporation, and.&s subsidiary, both collectively
"Micronics Japan.” In 2005, we filed a patent infilement lawsuit in the United States District Cdaortthe District of Oregon against Phicom
charging that it is willfully infringing four U.Spatents that cover key aspects of our wafer prabdse—U.S. Patent Nos. 5,974,662, 6,246,247,
6,624,648, and 5,994,152. In 2006, we also filedraended complaint in the same Oregon districtt@uing two additional patents to the
litigation—U.S. Patent Nos. 7,073,254 and 6,615,485. Als®@62we filed a patent infringement lawsuit in theited States District Court f
the Northern District of California against MicresiJapan charging that it is willfully infringingdir U.S. patents that cover key aspects of our
wafer probe cards—U.S. Patent Nos. 6,246,247, 6/5096,624,648, and 7,073,254.

These two district court actions were sthgending resolution of the complaint that we fileith the United States International Trade
Commission, or ITC, on or about November 13, 2@@#eking institution of a formal investigation iritee activities of Micronics Japan and
Phicom. The requested investigation as filed enassgd U.S. Patent Nos. 5,994,152, 6,509,751, 883,55,624,648 and 7,225,538 and
alleged that infringement by each of Micronics Japad Phicom of certain of the identified patersstitute unfair acts in violation of 19
U.S.C. Section 1337 and alleged violations of $&c837 of the Tariff Act of 1930 in the importatiorio the United States of certain probe
card assemblies, components thereof, and cerstiedt®RAM and NAND flash memory devices and progiecintaining such devices that
infringe patents owned by us.
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In November 2009 in response to a requegelview of prior decisions by an ITC AdministreiLaw Judge, the Commission issued a
decision, which is termed a "final determinaticiimtiing certain of FormFactor's asserted patenindavalid, but not infringed, and other
asserted patent claims invalid. The Commissiomdidfind a violation of Section 337 of the Tariftdof 1930 and terminated the investigation
without issuing an exclusionary order against amdpcts. We did not appeal the final determinatmthe Court of Appeals for the Federal
Circuit. As a consequence, we anticipate that ténessn the two district court actions will be éift and the actions will proceed forward.

In addition to the United States litigaomve also initiated actions in Seoul, South Kagainst Phicom. In 2004 we filed two actions in
Seoul Southern District Court, located in SeouljtBdorea, against Phicom alleging infringemenbwof Korean Patent Nos. 252,457, 324,
278,342 and 399,210. In the action alleging infeimgnt of our Korean Patent Nos. 278,342 and 399tA&(Beoul Southern District Court
closed the case after rejecting our petition aeddgcision became conclusive with the withdrawalwfappeal. The Seoul Southern District
Court also rendered decisions unfavorable to wdeelto our Korean Patent Nos. 252,457 and 3240684he Seoul High Court recently
dismissed our appeals of those decisions. We al2606 filed in the Seoul Central District Courbtactions, including a preliminary
injunction action and a permanent injunction anchages action, against Phicom alleging infringeneégertain claims of our Korea Patent
No. 252,457. The Seoul Central District Court did accept our petitions and we only appealed tloésiba of the permanent injunction a
damages action. The Seoul High Court recently dised our appeal of the decision. The Seoul HighrtQlacisions are subject to a final
appeal, if we so elect, to the Korea Supreme Court.

In response to our initiation of the inffsment actions in Korea, Phicom filed in the Kor&#ellectual Property Office, or KIPO,
invalidity actions challenging the validity of soraeall of the claims of each of our four pateritésaue in the Seoul Southern District Court
infringement actions. KIPO dismissed Phicom's @mgles against all four of the patents-at-issuedphiappealed the dismissals of the
challenges to the Korea Patent Court. In 2006Kttvea Patent Court issued a ruling upholding tHelitg of our Korean Patent No. 252,457,
the only one of the four patents still subjectitigétion. Phicom appealed the Patent Court rutindgorean Patent No. 252,457 to the Korea
Supreme Court. In June 2008, the Korea Supremet @awersed the Patent Court ruling and finding liaveertain claims of our Korean Patent
No. 252,457 and remanding the case for furthelrtsithe Patent Court, and the case is now penidikdPO. We filed a correction trial wit
KIPO on certain claims of Korean Patent No. 252,46d that case is also pending.

Additionally, one or more third parties leanitiated challenges in the U.S. and in foreigtept offices against certain of the above and
other of our patents. These actions include re-éation proceedings filed in the U.S. Patent araldémark Office, USPTO, against three of
our U.S. patents that were at issue in the ITCstigation. In two of the USPTO reexamination pratiegs, all of the challenged claims have
been finally rejected as non-patentable, and we hequested a review of those rejections; in thrd thSPTO reexamination proceeding, the
challenged claims have not been finally rejectdt foreign actions include proceedings in Koredresjawo of our Korean patents, and
proceedings in Taiwan against four of our Taiwatepes.

No provision has been made for patentedldtigation because we believe that it is notyatde that a liability had been incurred as of
December 26, 2009. We will incur material attorriégss in prosecuting and defending the varioustified actions.
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Securities Litigation

On October 31, 2007, a plaintiff filed arported stockholder class action in the Unitede&t@istrict Court for the Northern District of
California in which we and certain of our then offis, including one former officer who was a dioectt the time of filing, are named as
defendants under the caption "Danny McCaslandyiddally and on Behalf of All Others Similarly Sated v. FormFactor, Inc., Igor Y.
Khandros, Ronald C. Foster and Richard M. Freenmambsequently, plaintiffs filed two other purportdckholder class actions in the United
States District Court for the Northern District@élifornia under the captions "Yuk Ling Lui, on Behof Herself and All Others Similarly
Situated v. FormFactor, Inc., Igor Y. Khandros, RdnC. Foster and Richard M. Freeman," and "Viétiirertazzi, Individually and on Behalf
of All Others Similarly Situated v. FormFactor, Intgor Y. Khandros, Ronald C. Foster and Richard-keman." The three actions were
consolidated. The plaintiffs filed these actionkdf@ing our restatement of our financial statemdotshe fiscal year ended December 30, 2
for each of the fiscal quarters for that year, fordhe fiscal quarters ended March 31 and Jun€@07. On July 25, 2008, the court granted
defendants' motion to dismiss the Consolidated AtedrComplaint with leave to amend. On August 2D8he designated lead plaintiffs
filed a Second Amended Complaint. The Second Amei@iemplaint again alleged violations of Sectiong)@nd 20(a), and Rule 10b-5 of
the Securities Exchange Act of 1934. Plaintiffsgtiito recover unspecified monetary damages, dujaitalief and attorneys' fees and costs.
On July 14, 2009, the court issued a ruling grantirotions to dismiss the Second Amended Complaithiowt leave to amend. On July 28,
2009, plaintiffs filed a Motion to Alter or Amentfie Judgment and to Uphold a Revised, Narrowed $eAarended Complaint. On
September 14, 2009, the court issued a ruling dgngliaintiffs' Motion to Alter or Amend the Judgmemd to Uphold a Revised, Narrowed
Second Amended Complaint. Plaintiffs appealed ¢oGburt of Appeals for the Ninth Circuit the Judgrnéismissing the case and the Court's
ruling denying their Motion to Alter or Amend thedhment, but thereafter determined to withdrawagpgeal. Upon motion by the
plaintiffs/appellants, the Ninth Circuit dismissee appeal, with each side bearing its own cogtenumotion by the plaintiffs/appellants, the
Ninth Circuit dismissed the appeal, with each sidaring its own cost:

No provision was made for the securitiggdtion because we believe that it is not prob#ide a liability had been incurred as of
December 26, 2009.

Stockholder Derivative Litigation

On November 19, 2007, a plaintiff filed @rjported stockholder derivative action in the SigreCourt of the State of California for the
County of Alameda in which we were named as a nahdafendant and certain of our then directorsadfiders were named as defendants
under the caption "John King, Derivatively on BéluINominal Defendant FormFactor, Inc. v. Dr. IgorKhandros, Dr. Homa Bahrami,

Dr. Thomas J. Campbell, G. Carl Everett, Jr., Lotaier, James A. Prestridge, Harvey A. Wagner,a€. Foster and Richard M. Freem
and FormFactor, Inc." Subsequently, another pHaifiléd a second purported stockholder derivatotion in the Superior Court of the State of
California for the County of Alameda under the tapt'Joseph Priestley, Derivatively on Behalf offéactor, Inc. v. Igor Y. Khandros,
Mario Ruscev, James A. Prestridge, Thomas J. Cainptaevey A. Wagner, G. Carl Everett, Jr., HomahBani, Lothar Maier, William H.
Davidow and Joseph R. Bronson, and FormFactor; The plaintiffs filed these derivative actionslfaling our restatement of our financial
statements for the fiscal year ended December(@g,Zor each of
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the fiscal quarters for that year, and for thedispuarters ended March 31 and June 30, 2007. [Eh#ifis alleged that the individual
defendants breached their fiduciary duties andatéal applicable law by issuing, and permittingaussue, materially false and misleading
statements regarding our business and financialtsgsrior to the restatements. The plaintiffs ddutg recover monetary damages, and
attorneys' fees and costs. Plaintiffs thereaftéuntarily dismissed without prejudice the two dative actions, which had been consolidated.
Although the cases have been dismissed, plaiti#fe the right to re-file the actions in the futurle two derivative actions, which had been
consolidated, have been dismissed without prejudi@igh the plaintiffs will have the right to refithe actions at some point in the future.

No provision was made for the stockholdenivhtive litigation because we believe that ih@ probable that a liability had been incurred
as of December 26, 2009.

We believe that the factual allegations eincimstances underlying the legal proceedingsrideesd above that have been filed against us
are without merit. We also believe that there waudtl be material monetary damage exposure in tlegsé proceedings that would
individually or in the aggregate have a materialeade effect on our financial condition, liquidity results of operations; however, these legal
proceedings have been costly and it is possible/ilbéncur significant, and possibly material, atteys' fees, which may not be covered by our
insurance policies. These legal proceedings maydilert our management's time and attention away business operations, which could
prove to be disruptive to our business operatibnaddition, an unfavorable outcome or settleménih@se proceedings, particularly if it is not
covered by or exceeds our insurance coverage, audidually or in the aggregate adversely impaut financial condition, liquidity or
results of operations.

Commercial Litigation

On February 20, 2009, we filed a compléantoreach of contract, common counts, accounédtand injunctive relief against
Spansion, LLC, a Delaware limited liability compafi$pansion”), in the state superior court locate8anta Clara County, California. The
complaint alleges that Spansion, in breach of Spalssobligations under a purchase agreement ehiete by us and Spansion, has failed to
pay us for probe cards that we designed, develapddnanufactured pursuant to several purchasesoptiezed by Spansion with us pursua
the agreement. The complaint states that as oLiBepd 3, 2009, Spansion owed us $8,094,533 forepoalds delivered by us and not paid for
by Spansion. In the complaint, we are seekinggynpent of at least $8,094,533, (ii) a temporarytgniive order and an injunction enjoining
Spansion from assigning or in any way divestinglitsf any monies that we believe Spansion recefuat a certain third party entity, (iii) a
prejudgment writ of attachment in favor of us o8@ansion's corporate assets and property, (iv} ewst (v) attorney's fees. Prior to making
any appearance or filing any answer in the act&pgnsion filed for protection under Chapter 11hef Bankruptcy Laws of the United States,
which served to stay our complaint against SpansioNovember 2009, we sold all rights, title anterest in the bankruptcy claim to a third
party in exchange for net proceeds of less thdrvélile of the asserted claim.
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Preferred Stock

We have authorized 10,000,000 shares ofsigdated preferred stock, $0.001 par value, nbmdich is issued and outstanding. Our
Board of Directors shall determine the rights, erefces, privileges and restrictions of the preféstock, including dividends rights,
conversion rights, voting rights, terms of redemptiliquidation preferences, sinking fund terms #relnumber of shares constituting any
series or the designation of any series.

Common Stock

Each share of common stock has the rightvote. The holders of common stock are alsdeghto receive dividends whenever funds
are legally available and when declared by the 8o&Directors, subject to the prior rights of haldl of all classes of stock outstanding having
priority rights as to dividends. No dividends héde=n declared or paid as of December 26, 2009.

Equity Incentive Plans
Stock Option Plans

We have options to purchase shares of camstoxk outstanding under the 1996 Stock Option,Rle Incentive Option Plan and the
Management Incentive Option Plan (the "Plans"Mbich we have reserved shares for issuance upaoise®f these options. Since the
effectiveness of our 2002 Equity Incentive Plaamnection with our initial public offering, we ¢hmt grant any options under the Plans. U
the Plans, the Board of Directors had the authdoitigsue incentive stock options to employeesranmdjualified stock options and stock
purchase rights to consultants and employees af dine Board of Directors had the authority to deitee to whom options would be granted,
the number of shares, the term and exercise psibilf could not be less than fair market valueaedf grant for incentive stock options or
85% of fair market value for nonqualified stockiops). If an employee owned stock representing rtftae 10% of the outstanding shares, the
price of each share would be at least 110% ofdhienfarket value, as determined by the Board oé®aors. Generally, all options are
immediately exercisable and vest 25% on the finsiveersary of the vesting commencement date arelraonthly basis thereafter for a period
of an additional three years. The options have @muan term of ten years. Unvested option exercisessubject to repurchase upon
termination of the holder's status as an employ@®wosultant. At December 26, 2009 and Decembe2@J8, no shares of common stock w
subject to our right of repurchase.

On April 18, 2002, the Board of Directodogated the 2002 Equity Incentive Plan ("2002 Plawhich became effective upon the effec
date of the initial public offering of our commotosk. The 2002 Plan provides for the grant of batbentive stock options and nonqualified
stock options, restricted stock and restrictedkstodts. The incentive stock options may be gramtedur employees and the nonqualified st
options, and all awards other than incentive staations, may be granted to employees, directorscandultants. The exercise price of
incentive stock options must be at least equaiedair market value of common stock on the datgrant. The exercise price of incentive st
options granted to 10% stockholders must be at &zpsl to 110% of the fair market value of comrstatk on the date of grant and vest over
five years. Options granted under the 2002 Plarexeecisable as determined by the Compensation Gieenof the Board of Directors, and
for options granted on or before February 9, 2806 options generally expire ten years from datgraft, and for options granted after
February 9, 2006, the options generally expire sepears from the date of grant. We initially regehb00,000 shares of common stock for
issuance under the 2002 Plan plus any
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shares that have been reserved but not issued andprior equity plans, plus any shares repurahaséhe original purchase price and any
options which expire, thereafter. In addition, @tk January 1, the number of shares availables$oince under the 2002 Plan will be
increased by an amount equal to 5.0% of the oudstgrshares of common stock on the preceding day.

At December 26, 2009, 8,471,525 shares vemerved for issuance under the Plans and the RR®R2
Activity under the Plans and the 2002 Rtaget forth below (in thousands, except sharepamdhare data):

Outstanding Options

Weigthed
Average
Weighted Remaining Aggregate
Number of Average Contractual Intrinsic
Shares Exercise Price Life in Years Value

Outstanding at December 30, 2( 7,118,891 $ 24.3¢
Options grante: 1,729,16! 41.2:
Options exercise (1,498,84) 18.01
Options cancele (737,72) 26.8¢
Outstanding at December 29, 2( 6,611,49 29.1¢
Options grante: 1,141,011 20.7¢
Options exercise (119,679 5.97
Options cancele (946,017 34.81
Outstanding at December 27, 2( 6,686,832 27.3¢
Options grante: 449,98( 17.71
Options exercise (319,38¢) 13.37
Options cancele (957,59 34.8(
Outstanding at December 26, 2( 5,859,82 26.17 431 $ 16,817,28
Vested and expected to vest at

December 26, 200 5,573,80! 26.3( 424 $ 15,889,14
Exercisable at December 26, 2( 4,237,76. $ 25.81 3.97 $ 12,781,17
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The options outstanding and vested by éserice at December 26, 2009 are as follows:

Options Outstanding Options Exercisable
Weighted
Average
Remaining Weighted Weighted
Number of Contractual Average Number Average
Options Term Exercise Vested and Exercise
Range of Exercise Price Qutstanding (in years) Price Exercisable Price
$5.50- $14.00 651,05: 23z $ 8.2¢ 637,92 $ 8.1
$15.25- $18.09 773,39: 5.72 17.43% 255,90 17.6(
$18.19- $19.40 602,17¢ 5.1¢ 19.3( 244,49; 19.2¢
$19.50- $25.08 940,68¢ 4.1¢ 21.2¢ 894,41° 21.32
$25.39- $25.39 592,57 5.0¢ 25.3¢ 592,57: 25.3¢
$25.59- $38.25 589,55 4.7C 30.7¢ 455,38 30.5¢
$38.38- $39.84 721,18¢ 3.2t 38.9¢ 553,75¢ 38.917
$40.05- $47.63 989,19¢ 4.1¢ 41.97 603,31: 42.0¢
5,859,82! 431 $ 26.17 4,237,76. $ 25.81

The aggregate intrinsic value in the talllesve represents the total pre-tax intrinsic valaged on our closing stock price of $22.57 on
December 24, 2009.

The weighted average grant-date fair vafugptions granted during fiscal 2009 was $7.96 Tririnsic value of option exercises during
fiscal 2009 was $2.5 million. Cash received froocktoption exercises in fiscal 2009 was $3.5 millilm connection with these exercises, the
gross tax benefit realized by us was $10,000.

The weighted average grant-date fair valuaptions granted during fiscal 2008 was $9.94 Tirinsic value of option exercises during
fiscal 2008 was $1.7 million. Cash received froocktoption exercises in fiscal 2008 was $0.7 millim connection with these exercises, the
gross tax benefit realized by us was $0.5 million.

The weighted average grant-date fair valuaptions granted during fiscal 2007 was $18.01e ihtrinsic value of option exercises during
fiscal 2007 was $37.7 million. Cash received frdotk option exercises in fiscal 2007 was $27.0ianill In connection with these exercises,
the gross tax benefit realized by us was $9.2 onilli

We expect to settle employee stock opti@rases by issuing new shares under the 2002 Plan.
Restricted Stock Units

Restricted stock units are converted ih@rss of our common stock upon vesting on a oneifierbasis. The vesting of restricted stock
units is subject to the employee's continuing sertd
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us. Activity of the restricted stock units under @002 Plan for the fiscal year ended DecembeR@869 is set forth below:

Weighted
Average Grant
Shares Date Fair Value
Restricted stock units at
December 30, 200 37,32¢ % 25.4¢
Granted 13,65( 38.4¢
Vested(1) (28,829 26.0z
Restricted stock units
December 29, 200 22,15( 32.7¢
Granted 653,84( 19.8¢
Vested (27,180 21.51
Cancelec (64,945 19.3¢
Restricted stock units at
December 27, 200 583,86! 19.97
Granted 1,151,46:; 18.0C
Vested (160,13) 15.5¢
Cancelec (83,517 18.4¢
Restricted stock units at
December 26, 200 1,491,670 $ 18.51

(1) In January 2007, 9,608 shares of the former Pret#desstricted stock units vested. The remain®@16
shares of restricted stock units vested on an ecateld basis under the separation agreement aedafjen
release with the former Preside

2002 Employee Stock Purchase Plan

On April 18, 2002, the Board of Directoppeoved the 2002 Employee Stock Purchase Plan 2'EEPP"). The 2002 ESPP is designe
enable eligible employees to purchase shares ofrmmstock at a discount on a periodic basis thrqaegholl deductions. Each offering peri
has generally been two years in length, consisifrfgur six month purchase periods. Effective freebruary 1, 2007, the new offering periods
under the 2002 ESPP are a 12 month fixed offerergpg commencing on February 1 of each calendaramé ending on January 31 of the
subsequent calendar year, and a six month fixestin§f period commencing on August 1 of each calepdar and ending on January 31 of the
subsequent calendar year. The 12 month offeringgeonsists of two six month purchase periodsthedsix month offering period consists
one six month purchase period. The price of themomstock purchased is 85% of the lesser of thierfaiket value of the common stock on
the first day of the applicable offering periodtbe last day of each purchase period, 1,500,00@sld common stock were initially reserved
for issuance under the 2002 ESPP. In additionntimeber of shares available for issuance under@d@ ESPP will be increased on each
January 1 by an amount equal to 1.0% of the oudstgrshares of common stock on the preceding demypl®&/ees purchased 269,156 shares,
286,349 shares, and 253,253 shares under thisgonogfra weighted average exercise price of $13$B7.84, and $25.92, during fiscal 2009,
fiscal 2008, and fiscal 2007 respectively.
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We account for all stock-based compensati@mployees and directors, including grants eflsoptions, as stock-based compensation
costs in the Consolidated Financial Statementschasehe fair value measured as of the date oftgTdrese costs are recognized as an exf
in the Consolidated Statements of Operations dwerdquisite service period and increase additipail-in capital.

The table below shows the stock-based cosgi®mn expense included in the statement of opesat

Stock Options

Fiscal Years Ended
December 26, December 27, December 29,
2009 2008 2007
(In thousands)

Stock-based
compensation
expense include(

in:

Cost of revenue  $ 3,51¢ $ 484¢ $ 5,44:
Research and

developmen 4,407 4,99¢ 5,22(
Selling, general
and
administrative
1)(2)(3)(4) 12,637 12,397 15,257
Restructuring 21¢€ 623 —
Total stocl-basec
compensatiol 20,77¢ 22,86¢ 25,92(
Tax effect on stock
based
compensatiol — (7,219 (8,702
Effect on net incorr
(loss) $ 20,77¢ $ 15,65( $ 17,21¢

1)

)

3)

(4)

Fiscal 2009 includes $2.5 million of stock-basethpensation expense resulting from the modificasiod
acceleration of the vesting of a portion of theimmd awarded to our founder and former Executive
Chairman of the Board of Directors in conjunctioithahis separation agreement and mutual release (Se
Note 14 of Notes to the Consolidated Financialedtants).

Fiscal 2008 includes $118,000 of stock-based cosgiem expense and an offsetting benefit of
approximately $375,000 related to the reversalkrefipusly recognized expense for unvested stocikopt
resulting from the acceleration of the vesting giation of our former Chief Financial Officer'osk
options in conjunction with his separation agreenaenl general release.

Fiscal 2007 includes approximately $575,000 inlstoased compensation expense resulting from the
acceleration of the vesting of a portion of ounfer President's stock options in conjunction with h
separation agreement and general release.

Fiscal 2007 includes approximately $798,000 inlstoased compensation expense resulting from the
acceleration of our former President's remainingested restricted stock units in conjunction with h
separation agreement and general rele

The exercise price of each stock optioraéxjthe market price of our stock on the date ahyrMost options are scheduled to vest over
four years and expire in either seven or ten yiars the grant date. The fair value of each opticemt is estimated on the date of grant using

the Black-
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Scholes option pricing model. In addition, we estienforfeitures when recognizing compensation egpeand adjust our estimates of
forfeitures over the requisite service period basethe extent to which actual forfeitures differ.are expected to differ, from such estimates.
Changes in estimated forfeitures are recognizeddmnge in estimate in the period of change alidlso impact the amount of compensat
expense to be recognized in future periods.

The following weighted-average assumptiease used in the estimated grant-date fair valleutzsions for stock options:

Fiscal Years Ended

December 26 December 27 December 29
2009 2008 2007

Stock Options:
Dividend yield 0% 0% 0%
Expected volatility 52.1% 53.25% 45.2(%
Risk-free interes

rate 1.66% 3.04% 4.47%
Expected life (ir

years) 4.6¢ 4.7¢ 4.7C

Our computation of expected volatility fegcal 2009, fiscal 2008, and fiscal 2007 was based combination of historical and market-
based implied volatility from traded options on @emmon stock. We believe that including marketelasnplied volatility in the calculation
of expected volatility results in a more accuratssure of the volatility expected in future periddisk-free interest rates are yields for zero-
coupon U.S. Treasury notes maturing approximatetfieaend of the expected option life. The expetéenh is based on historical exercise
behavior. Prior to fiscal 2009, we applied the difigg method approach for deriving expected tefime simplified method is based on the
vesting period and the contractual term for eaeimigior for each vesting-tranche for awards witdgd vesting. The mid-point between the
vesting date and the expiration date is used asxpected term under this method.

During fiscal 2009, we granted approxima#$0,000 stock options with an estimated totahgdate fair value of $3.6 million. For fiscal
2008, we granted approximately 1,100,000 stockooptivith an estimated total grant-date fair valtild .3 million. As of December 26,
2009, the unamortized stock-based compensationdalalated to stock options was $14.0 millionragttimated forfeitures, which will be
recognized over an estimated period of 1.8 yeasedan the weighted-average days to vest. Apprdrign&0.1 million of stock-based
compensation was capitalized in inventory for fis2209.

Employee Stock Purchase Plan

The ESPP provides that eligible employeag nontribute up to 15% of their eligible earningaard the semi-annual purchase of our
common stock. Under the ESPP, employees may pweachascommon stock through payroll deductions @iige equal to 85% of the lower of
the fair market value at the beginning of the aggllle offering period or at the end of each appliegurchase period. Each offering period has
generally been two years in length, consistingoof fsix month purchase periods. During the fisesnended December 26, 2009, 269,156
shares were issued under the ESPP. As of Decerib209, we had $0.1 million of total unrecognistack-based compensation expense,
which will be recognized over the weighted averpggod of one month. Compensation expense is akailusing the fair value of the
employees' purchase rights under the Black-Schotetel. The
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following assumptions were used in the estimat@dvidue calculations for the employees' purchagiets:

Fiscal Years Ended

December 26 December 27 December 29
2009 2008 2007
ESPP:
Dividend yield 0% 0% 0%
Expected volatility 52.0%- 62.2% 52.0%- 56.2% 37.9%- 50.2%
Risk-free interest rat 0.26%- 2.13% 1.88%-5.11% 4.96%- 5.16%
Expected life (in years 0.50-1.00 0.50- 1.00 0.50- 1.00

Restricted Stock Units

The cost of these awards is determinedyusia fair value of our common stock on the datthefgrant, and compensation cost is
recognized over the vesting period. Restrictedkstonits generally vest over four years.

The total fair value of restricted stocktsithat vested during fiscal 2009, fiscal 2008] &iscal 2007 was $2.5 million, $0.6 million, and
$1.2 million, respectively. As of December 26, 2088 had $17.1 million of unrecognized stock-basatipensation costs related to restricted
stock unit grants, net of forfeitures, which wi# becognized over the weighted average remainingactual term of 2.6 years. As of
December 26, 2009, we expected 1,159,323 restrattatk units to vest.

Note 11—Income Taxes
The components of income (loss) beforenmedaxes were as follows (in thousands):

Fiscal Years Endec

December 26 December 27 December 29

2009 2008 2007
United State! $ (130,81H $ (111,68) $ 134,72
Foreign (11,629 (13,23) (18,48))

$ (14243) § (12491) $ 116,24(
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The components of the provision for incalarees are as follows (in thousands):

Fiscal Years Ended

December 26 December 27 December 29
2009 2008 2007
Current provisior
(benefit):
Federal $ (25,267 $ (32,249 $ 48,71¢
State 61 98t 802
Foreign 80¢ 2,24¢ 3,00z
(24,400 (29,010 52,52:
Deferred provisior
(benefit):
Federal 30,88¢ (9,240 (9,137
State 8,51¢ (6,047) 58&
Foreign (1,793 — (620)
37,61« (15,28)) (9,172
Total provision
(benefit) for
income taxe: $ 13,212 $ (44,29) $ 43,35(

The components of the deferred tax assetdiabilities are as follows (in thousands):

Fiscal Years Ended

December 26, December 27,
2009 2008
Tax credits $ 19,09¢ $ 1,63(
Inventory reservi 15,26! 20,14t
Other reserves and accru 6,47 6,414
Non-statutory stock option 21,94 17,744
Net operating loss carryforwar 6,302 4,70¢
Gross deferred tax assi 69,07¢ 50,64:
Valuation allowanct (59,09) (2,395
Total deferred tax asse 9,98: 49,24,
Unrealized investment gail (152) (300)
Depreciation and amortizatic (6,46¢€) (5,32¢)
Total deferred tax liabilitie (6,61¢) (5,62¢)
Net Deferred Tax Asse $ 3,36 $ 43,61¢

We utilize the asset and liability methddocounting for income taxes, under which defetee@s are determined based on the temporan
differences between the financial statement andb¢esis of assets and liabilities using tax ratgeeeted to be in effect during the years in wl
the basis differences reverse and for operatirgeand tax credit carryforwards. We are requivesl/aluate the realizability of our deferred
tax assets on an ongoing basis in accordance w8h®AAP to determine whether there is a need f@laation allowance with respect to s
deferred tax assets. A valuation allowance is wEbrvhen it is more likely than not that some @f deferred tax assets will not be realized.
Significant management judgment is required in mheitging any valuation allowance recorded againémed tax assets. In evaluating the
ability to recover deferred tax assets, we
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considered available positive and negative evidgidag greater weight to our recent cumulativesksand our ability to carryback losses
against prior taxable income and lesser weighutgooojected financial results. We also considecedimensurate with our objective
verifiability, the forecast of future taxable incerimcluding the reversal of temporary differenced the implementation of feasible and pruc

tax planning strategies. During 2009, we recordedlaation allowance against our US deferred taetsbased on the assessment of both our
positive and negative evidence. We have also eteduzur foreign deferred tax assets related t@irertet operating losses and have concludec
that it is more likely than not that these asselisnot be utilized and therefore, we have recordddll valuation allowance for those deferred
tax assets. We intend to maintain a valuation alowe until sufficient positive evidence existsuport a reversal of a valuation allowance.

At December 26, 2009, we had Federal rebesnd development tax credit carryforwards of apipnately $15.3 million and foreign tax
credit carryforwards of $1.71 million which will pixe at various dates from 2015 through 2029, diedreative minimum tax credits of
$1.6 million, which do not expire. We had Calif@anisearch credit and net operating loss carryfiaisvaf approximately $9.3 million and
$116.5 million, respectively, and foreign net opieigloss carryforwards of approximately $56.0 mill The California research credit and
foreign net operating losses can be carried forwaddfinitely. The California net operating lossrgdorwards will expire at various dates from
2028 through 2029. We believe that it is more {iktblan not the benefit from the above carryfowaadisng with our United States deferred tax
assets, will not be realized and thus a valuatilmwance has been recorded.

The valuation allowance against deferradassets consisted of the following activity foe fiiscal years ended December 26, 2009,
December 27, 2008, and December 29, 2007:

Balance at Balance at
Beginning End of
Description of Year Additions Deductions Year
Allowance
against
deferred tax
assets
Year ende(
December :
2007 $ 1,44C $ 68 $ 121 $ 1,38%
Year ende(
December :
2008 $ 1387 $ 8 $ — $ 1,39
Year ended
December :
2009 $ 139 $ 57,70: $ — $ 59,097

U.S. income taxes and foreign withholdiages associated with the repatriation of earnifigsreign subsidiaries were not provided for
approximately $5.2 million of undistributed earrsngf our foreign subsidiaries. We intend to reithese earnings indefinitely in our foreign
subsidiaries. If these earnings were distributetthéoUnited States in the form of dividends or otfige, or if the shares of the relevant foreign
subsidiaries were sold or otherwise transferredywaeld be subject to additional U.S. income taxebject to an adjustment for foreign tax
credits) and foreign withholding taxes. Determioatof the amount of unrecognized deferred incomdiability related to these earnings is |
practicable.

Tax benefits of $10,000, $0.5 million, &2 million, in fiscal 2009, fiscal 2008, and #2007, respectively, associated with the
exercise of employee stock options and other enggl@yock programs were credited to stockholdetstyeq
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The items accounting for the differencentssn income taxes computed and the (benefit) gmwvier income taxes consisted of:

Fiscal Years Ended

December 26 December 27 December 29
2009 2008 2007

U.S. statutory federal tax ra $ (49,859 $ (43,719 $ 40,68
State taxes and credits, net of federal be: (424) (3,63%) 4,12¢
Amortization of stoc-based compensation, net of -

benefit 484 1,37 958
Research and development cre: (2,43%) (2,327 (4,407
Foreign net operating loss 4,62¢ 6,26¢ 10,47(
Tax exempt interest incon (90) (83€) (2,48
Foreign taxes at rates different than the L (244 50 (1,095
Other permanent differenc 2,43¢ (1,467) (4,967
Change in valuation allowan 57,70: @) 56
Other 1,00¢ — —
Total $ 13,21« $ (44,29) $ 43,35(

Subject to meeting certain conditions ekistment and business operations, we have beetedrafiavorable tax incentive in Singapore
into 2018. To date, we have not realized any firdrstatement benefit from such incentive.

At December 26, 2009, we had gross taxetfeunrecognized tax benefits of $17.4 milliowiich $4.4 million if recognized, would
impact the effective tax rate.

The reconciliation of the total amountaiafecognized tax benefits as follows (in thousands)

Fiscal Years Endec
December 26 December 27 December 29
2009 2008 2007

Unrecognized tax

benefit beginning

balance $ 15,81¢ $ 19,79t $ 16,69¢
Additions based on

tax positions

related to the

current yea 1,62 2,45: 5,77
Additions for tax

positions of prior

years — — —
Reductions for ta:

positions of prior

years — (4,437 (347
Reductions tc

unrecognized tay

benefits due to

lapse of the

applicable statutt

of limitations (29) (464) (2,32¢)
Settlement: — (1,530 —

Unrecognized tax
benefit ending
balance $ 17,407 $ 15,81¢ $ 19,79:

We classify interest and penalties as @iairicome tax expense. We recognized interest esgpeh$0.3 million, $0.2 million, and
$0.7 million for fiscal 2009, fiscal 2008, and #8007, respectively, and $0 penalties for alrgeAs of December 26, 2009, we had
approximately $0.9 million of accrued interest &@dof penalties related to uncertain tax positir
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FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENT (Continue d)
Note 11—Income Taxes (Continued)

The amount of income taxes we pay is stiltigeongoing audits by federal, state and foregnauthorities which might result in proposed
assessments. Our estimate for the potential outéonany uncertain tax issue is judgmental in ratttowever, we believe we have adequi
provided for any reasonably foreseeable outconaa@lto those matters. Our future results may defavorable or unfavorable adjustments
to our estimated tax liabilities in the period #esessments are made or resolved or when staflitegtation on potential assessments expire.
As of December 26, 2009, changes to our uncergipositions in the next 12 months, that are realsigrpossible, are not expected to have a
significant impact on our financial position or uéis of operation.

We and our subsidiaries file income taximes$ in the U.S. federal jurisdiction, various ssadnd non-U.S. jurisdictions. We are currently
under examination by the State of California Frasefax Board for fiscal years 2004 and 2005. Gadlyerfor our major nond.S. jurisdiction
we are subject to examination by tax authoritiedigzal years after 2002.

Note 12—Employee Benefit Plan

In 1996, we adopted a retirement plan wiaiualified under Section 401(k) of the InterRa&lvenue Code of 1986. Eligible employees
may make voluntary contributions to the retirem@ah of up to 25% of their annual compensation ta@xceed the statutory amount, and we
may make matching contributions. We provide adaalified profit sharing retirement plan for thenleét of eligible employees in the U.S. T
plan is designed to provide employees with an actation of funds for retirement on a tax-deferregib and provide for annual discretionary
employer contributions. We recorded expenses fdchirgg contributions under the 401(k) plan as waslcontributions to the profit sharing
retirement plan of $0.9 million, $1.9 million an@.g million in fiscal 2009, fiscal 2008 and fis@l07, respectively. We suspended our match
under the 401(K) plan in the second quarter o&fi2009.

Note 13—Operating Segment and Geographic Informatio

We operate in one segment consisting oflésign, development, manufacture, sale and suppgprecision, high performance advanced
semiconductor wafer probe cards. Our chief opegadicision-maker is the Chief Executive Officer,onbviews operating results to make
decisions about allocating resources and assegsifigrmance for the entire company. Since we opérabne segment and in one group of
similar products and services, all financial segh@en product line information required can be fbimthe consolidated financial statements.

The following table summarizes revenue byriry based upon ship-to location:

Fiscal Years Endec

December 26, December 27, December 29,
2009 2008 2007

United State! 18.1% 19.8% 17.€%
Taiwan 21.4 22.¢ 28.1
Japar 477 36.7 42.C
Germany 6.1 8.5 6.7
Other 6.7 12.1 54
Total 100.(% 100.(% 100.(%

108




Table of Contents

FORMFACTOR, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENT (Continue d)

Note 13—Operating Segment and Geographic Informatio (Continued)

The following table summarizes revenue fmdpct group (in thousands):

Fiscal Years Ended

December 26 December 27 December 29

2009 2008 2007
DRAM $ 108,82( $ 139537 $ 328,01¢
Flash 7,282 38,43( 88,95¢
SoC 19,23: 32,22: 45,21«

Total revenue $ 13533 $ 210,18¢ $ 462,19:

The following table summarizes net propaity equipment and intangible assets by countrih@insands):

Fiscal Years Ended

December 26, December 27,
2009 2008

United States(1 $ 92,13¢ $ 103,14:
Japar 4,59¢ 4,28
South Kores 3,24¢ 3,651
Taiwan 1,63: 2,02:
Germany 477 605
Singapore 3,07 10t
Total $ 105,16( $ 113,81

Q) Fiscal 2009 include net intangible assets of $7llom

The following customers represented gretien 10% of our revenues in fiscal 2009, fisc&l@Gand fiscal 2007:

Fiscal Fiscal Fiscal
2009 2008 2007
Elpida(1) 49.1% 27.7% 26.2%
Intel Corporatior * 12.¢ 10.C
Spansior * 10.7 14.4
Powerchig * * 12.4

1) Includes Elpida Memory and its consolidated sulsids, Rexchip and Tera Probe for fiscal 2009

* Less than 10% of revenue

Note 14—Departure of Executive Officers

We entered into a Separation Agreement\Muntial Release as of May 1, 2009 (the "SeparatigreAment") with our founder and former
Executive Chairman Dr. Igor Khandros, who retirgatri the Company and the board of directors. Unadeteérms of the Separation Agreem
we accelerated the vesting of options to acquir@abshares and permitted certain vested stockrupti
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NOTES TO CONSOLIDATED FINANCIAL STATEMENT (Continue d)

Note 14—Departure of Executive Officers (Continued)

to be exercisable until the earlier of (i) May 012 or (ii) the original expiration date of the #pable stock option (Refer to Note 10). We also
entered into a consulting agreement with Dr. Khasdffective as of May 1, 2009 under which Dr. Kdvars would continue to serve as a key
advisor to us for a term of one-year for a quaytednsulting fee of $75,000. The consulting agre®meas terminated by Dr. Khandros
effective July 1, 2009.

Note 15—Related Party Transactions

We engaged the law firm of Orrick, Herriogt& Sutcliffe LLP in our fiscal 2007 to provide usth certain legal services, including
matters related to compensation and benefits, anepresent us and certain of our then directodsodficers in the securities class action
litigation and the stockholder derivative litigatioA partner at Orrick, Herrington & Sutcliffe LL®ho is not involved in the above matters, is
the brother-in-law of Stuart L. Merkadeau, our ®eMice President, General Counsel and SecretaryMérkadeau does not have a financial
or other interest in Orrick's engagement and Mrrkddeau's brother-in-law does not provide any legalices to us. Prior to engaging Orrick,
Herrington & Sutcliffe LLP, our management discukstige potential engagement with our Governance Cittesrof the Board of Directors
under the Statement of Policy regarding Relatedd?eTransactions. The Governance Committee revi@mddpproved the Orrick
engagement, and continues to monitor the engagessemcessary. We paid Orrick $616,078 and $1,296r6fiscal 2009 and 2008,
respectively, for legal services rendered. As efdhte of this Form 10-K, Orrick continues to pdevlegal services in the above matters and is
now providing certain other corporate and commétegal services as well.

Note 16—Selected Quarterly Financial Data (Unaudit)

The following selected quarterly finandiata should be read in conjunction with our comstéd financial statements and the related
notes and "ltem 7: Management's Discussion andyAisabf Financial Condition and Results of Operadlo This information has been deri\
from our unaudited consolidated financial staterméimat, in our opinion, reflect all recurring adjuents necessary to fairly present this
information when read in conjunction with our colidated financial statements and the related napgearing in the section entitled
"Consolidated Financial Statements". The results of
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FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENT (Continue d)

Note 16—Selected Quarterly Financial Data (Unaudit@) (Continued)

operations for any quarter are not necessarilycatdie of the results to be expected for any fupeeod.

Dec. 26, Sep. 26. June 27, Mar. 28, Dec. 27, Sep. 27 June 28, Mar. 29,
2009(2)(3)(5) 2009(2)(5) 2009(2)(3)(4) 2009(3)(4) 2008(1) 2008 2008 2008
(In thousands, except per share date

Revenue! $ 32,99t $ 43,77 $ 31,19¢ $ 27,36¢ $ 3988 $ 5258 $ 52,01¢ $ 65,70¢
Cost of

revenue: 35,797 36,43t 32,52¢ 31,04¢ 39,30( 40,58: 40,91: 53,13!
Gross Margir (2,8072) 7,33¢ (1,32¢) (3,679 58¢ 12,00: 11,101 12,57:
Operating

Expenses
Research an

developme 15,68¢ 13,77¢ 13,93¢ 14,11( 16,22: 17,07¢ 15,821 16,38¢
Selling,

general

and

administra 16,48¢ 17,36¢ 18,26 26,31( 26,17( 23,67¢ 22,70¢ 22,65¢
Restructuring 837 — 264 7,67¢ 472 141 3,222 5,32(
Impairment

of long

lived asset — — — — 4,40( — — —
Total

operating

expense: 33,01 31,14 32,46 48,09¢ 47,26« 40,89t 41,74¢ 44,36¢
Operating

income

(loss) (35,819 (23,809 (33,79) (51,779 (46,67% (28,899 (30,64 (31,799
Interest

income, ne 711 694 762 1,11t 1,63¢ 2,80t 3,12¢ 4,87t
Other income

(expense),

net 38t (415) (89) (41€) 24¢ 263 (652) 793
Income (loss)

before

income

taxes (34,71%) (23,529 (33,119 (51,079 (44,78%) (25,82¢) (28,179) (26,12¢)
Provision for

(benefit)

from

income

taxes (6,75%) 377 32,72¢ (13,13¢) (14,82%) (11,785 (9,519 (8,16%)
Net income

(loss) $ (27,969 $ (23,90) $ (65,8460 $ (37,949 $ (29,960 $ (14,04) $ (18,659 $ (17,96))
Net income

(loss) per

share:
Basic $ (0.56) $ (0.4¢) $ (139 $ (0.77) $ (061 $ (029 $ (0.3 $ (0.39)
Diluted $ (0.56) $ 0.4¢) $ (1.39) $ 0779 $ (061) $ (029 $ (0.3 $ (0.39)
Weighted

average

number of

shares use

in per

share

calculation
Basic 49,75t 49,58 49,39: 49,20: 49,06: 48,98¢ 48,83t 48,74:
Diluted 49,75t 49,58 49,39: 49,20: 49,06: 48,98¢ 48,83t 48,74:
1) Fiscal 2008 operating results include a fourth tarampairment charge of $4.4 million related to@ipore construction-in-progress assets (See Nofté&8tes

to the Consolidated Financial Statements).

) We recorded a valuation allowance of $44.7 milliothe second quarter of fiscal 2009. This valuatilowance was recorded against the U.S. defeased
assets, including prior years, based on our assgesshthe realizability of such assets. This chagulted in an income tax provision, rather thamcome tax
benefit for the second quarter of fiscal 2009.He fourth quarter of fiscal 2009, we realized adfiefirom the enactment in November, 2009 of a Faldex law
change, the Worker, Homeownership and Businesstassie Act of 2009, that extended net operating dasrybacks from two years to five years. We hiezgef
from this provision by approximately $5.0 millionigr to the law change.

3) As part of our Q1 2009 Restructuring Plan, fis@02 operating results include restructuring chaafe®r.7 million and $0.3 million in the first arsg:cond
quarters, respectively. We recorded an additiofa8 #illion of restructuring charges in the fougtharter of fiscal 2009 related to further reducsiamour globs



4)

®)

workforce.

The decrease in selling, general and administrakpenses from the first quarter to the secondteuef fiscal 2009 is primarily due to a decreaselitside
legal and other professional fees of $1.5 millibhe decrease in legal fees was primarily due tstheduling of the International Trade Commissiearmg
arising out of our complaint filed in late 2007.€Thearing was conducted during the first quartdisofl 2009, during which we also incurred feed aosts

related to hearing preparation activities. The migjof the fees and costs related to the hearimy@ost hearing activities were completed by tte @frthe first
quarter of fiscal 2009.

The increase in research and development expemsasHte third quarter to the fourth quarter of dils2009 is primarily due to an increase in headtauutside
consulting costs as well as other material cosédee to research and development proje
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INDEX TO EXHIBITS
Set forth below is a list of exhibits tlee being filed or incorporated by reference ihis Annual Report on Form 10-K:

Incorporated by Reference

Exhibit Date of Exhibit Filed
Number Exhibit Description Form File No First Filing Number Herewith
3.01 Amended and Restat: S-1 33510981 10/20/0: 3.01

Certificate of Incorporation
of the Registrant as filed
with the Delaware Secretary
of State on June 17, 20

3.0z Amended and Restated 8-K 000-5030° 5/25/0¢ 3.0z
Bylaws of the Registrar

4.01 Specimen Common Stock S-1/A 3338673¢ 5/28/0z 4.01
Certificate

4.0z Stockholders Agreement by S-1 3338673¢ 4/22/0z% 4.0z

and among the Registrant,
Dr. Igor Y. Khandros, Susan
Bloch and Richard Hoffman
dated February 9, 19¢

4.0% Stockholders Agreement by S-1 3338673¢ 4/22/0: 4.04
and among the Registrant,
Dr. Igor Y. Khandros, Susan
Bloch and Milton Ohring
dated April 11, 199.

4.04 Stockholders Agreement by S41 3338673¢ 4/22/0: 4.0t
and among the Registrant,
Dr. Igor Y. Khandros, Susan
Bloch and Benjamin
Eldridge dated August 12,
1994

4.0t Stockholders Agreement by S41 3338673¢ 4/22/0: 4.0¢
and among the Registrant,
Dr. Igor Y. Khandros, Susan
Bloch and Charles Baxley,
P.C. dated September 8,
1994

10.014 Form of Indemnity S-1/A 3338673¢ 5/28/0z 10.01
Agreemen

10.024 Form of Change of Control 10K 000-5030° 3/14/0¢ 10.4¢
Severance Agreeme

10.034 1996 Stock Option Plan, and S41 3338673¢ 4/22/0: 10.0¢
form of option gran

10.044 Incentive Option Plan, and S-1 3338673¢ 4/22/0: 10.0¢
form of option gran

10.054¢ Management Incentive S-1 3338673¢ 4/22/0: 10.0¢
Option Plan, and form of
option grani

10.064 2002 Equity Incentive Plan, — — — — X
as amended, and forms of



10.074

10.084

10.9+

plan agreement

2002 Employee Stock 10-Q 00050301
Purchase Plan, as ament

Key Employee Bonus Plan, 10-Q 00050301
as amende

Separation Agreement and 8-K 00050301
General Release dated

January 30, 2007 with

Joseph R. Bronsc
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Exhibit
Number

Incorporated by Reference

Exhibit Description Form

File No

Date of
First Filing

Exhibit
Number

Filed
Herewith

10.10+

10.11+

10.12+4

10.13+

10.144

10.154

10.16+

10.174

10.18+

10.194

10.204

10.21

Separation Agreement a 8-K
General Release dated

March 20, 2008 with Ronald

C. Fostel

Employment Offer Letter 8-K
dated November 23, 2007 to
Dr. Mario Rusce\

Employment Offer Letter 10K
dated September 25, 2007 to
Jorge L. Titinge!

Separation Agreement and 8-K
General Release dated

April 15, 2008 with Jorge L.

Titinger

Employment Offer Letter 8-K
dated March 1, 2008 to Jean
B. Vernet

Separation Agreement and 8-K
Mutual Release dated May

2009 with Dr. Igor Y.

Khandros

Consulting Agreement dated 8-K
May 1, 2009 with Dr. Igor Y
Khandros

Written description of 8-K
definitive agreement to

accelerate vesting of

restricted stock units of

Dr. Thomas J. Campbell in
connection with his

resignation as directt

Written description of 8-K
definitive agreements to

increase base salaries and

bonus targets for certain

executive officers approved

on April 16, 2007

Written description of 8-K
definitive agreement

regarding director

compensation approved on

May 21 and 22, 200

Pacific Corporate Center S-1/A
Lease by and between

Greenville Holding

Company LLC (successor to
Greenville Investors, L.P.)
("Greenville") and the

Registrant dated May 3, 20

First Amendment to Pacific S-1/A

00C-5030%

000-6030%

0005030

0005030

000560307

000-56030%

000-6030°

000-6030%

00050307

00050307

3338673¢

3338673¢

3/26/0¢

1/7/0¢

2/27/0¢

4/21/0¢

3/31/0¢

5/1/0¢

5/1/0¢

12/16/0¢

4/20/07

5/28/0¢

6/10/0:

5/7/0¢

10.01

99.01

10.1%

10.01

10.01

10.01

10.0z

10.1¢

10.18.:



10.22

10.2:

Corporate Center Lease by
and between Greenville and
the Registrant dated
January 31, 200

Pacific Corporate Center S-1/A
Lease by and between

Greenville and the Registre

dated May 3, 200

First Amendment to Pacific ~ S-1/A
Corporate Center Lease by

and between Greenville and

the Registrant dated

January 31, 200

333-8673¢

3338673¢
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5/7/0%

10.1¢

10.19.:
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Incorporated by Reference

Exhibit Date of Exhibit Filed
Number Exhibit Description Form File No First Filing Number Herewith
10.2¢ Pacific Corporate Cent S-1/A 33:-8673¢ 6/10/0: 10.2(

Lease by and between
Greenville and the Registra
dated May 3, 200

10.2& First Amendment to Pacific ~ S-1/A 3338673¢ 5/7/0¢  10.20.:
Corporate Center Lease by
and between Greenville and
the Registrant dated
January 31, 200

10.2¢ Pacific Corporate Center 10Q 000-5030° 11/7/0¢ 10.01
Lease by and between
Greenville and the Registra
dated September 7, 2004, as
amended by First
Amendment to Building 6
Lease dated August 16, 20

21.01 List of Registrant's — — — — X
subsidiaries
23.01 Consent of Independent — — — — X

Registered Public
Accounting Firm

24.01 Power of Attorney (included — — — — X
on the signature page of this
Form 1(-K)

31.01 Certification of Chief — — — — X

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

Section 302 of the Sarbanes-
Oxley Act of 200z

31.0z Certification of Chief — — — — X
Financial Officer pursuant to
15 U.S.C. Section 7241, as
adopted pursuant to
Section 302 of the Sarbanes-
Oxley Act of 200z

32.01* Certification of Chief — — — — X
Executive Officer and Chief
Financial Officer pursuant to
18 U.S.C. Section 1350, as
adopted pursuant to
Section 906 of the Sarbanes-
Oxley Act of 200z

* This exhibit shall not be deemed “filed" for purpsof Section 18 of the Securities Exchange Ad9¥4 or otherwise subject to t
liabilities of that section, nor shall it be deeniedorporated by reference in any filing under Seeurities Act of 1933 or the Securities
Exchange Act of 1934, whether made before or #fiedate hereof and irrespective of any generalrparation language in any filing

+ Indicates a management contract or compensatomnygplarrangemen
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EXHIBIT 10.06

“ FORMFACTOR

2002 EQUITY INCENTIVE PLAN

As Adopted April 18, 2002
As Amended February 9, 2006, May 18, 2006, Decerh®e2007, May 21, 2008, August 19, 2009 and Deesrhb, 2009

1. PURPOSE. The purpose of this Plan is to provide incergtit@attract, retain and motivate eligible persohsse present
and potential contributions are important to thecess of the Company, its Parent and Subsididnjes{fering them an opportunity to
participate in the Company’s future performancetigh awards of Options, Restricted Stock and RestriStock Units. Capitalized terms not
defined in the text are defined in Section 24.

2. SHARES SUBJECT TO THE PLAN .

2.1 Number of Shares Available Subject to Sections 2.2 and 18, the total nurob&hares reserved and available for
grant and issuance pursuant to this Plan will i@ Shares plus Shares that are subject tesq@dmce upon exercise of an Option but cease
to be subject to such Option for any reason otten £xercise of such Option; (b) an Award graner@inder but are forfeited or are
repurchased by the Company at the original issiee;pand (c) an Award that otherwise terminatedi@it Shares being issued. In addition,
any authorized shares not issued or subject tdautig grants under the Company’s 1996 Stock @gian, Incentive Option Plan and
Management Incentive Option Plan on the Effectietelas defined below) and any shares issued tinel€@ompany’s 1995 Stock Plan,

1996 Stock Option Plan, Incentive Option Plan arah&ement Incentive Option Plan (therfor Plans”) that are forfeited or repurchased by
the Company or that are issuable upon exercisetafres granted pursuant to the Prior Plans thairexg become unexercisable for any reg
without having been exercised in full, will no la@rgoe available for grant and issuance under tloe Plans, but will be available for grant and
issuance under this Plan. In addition, on eachalgnl, the aggregate number of Shares reservedwatildble for grant and issuance pursuant
to this Plan will be increased automatically byuanber of Shares equal to 5% of the total outstandirares of the Company as of the
immediately preceding December 31; providéidat the Board may in its sole discretion rediheeamount of the increase in any particular
year; andprovided further, provided that no more than 40,000,000 shares$ lshassued as ISOs (as defined in Section 5 beléwhll times

the Company shall reserve and keep available &muff number of Shares as shall be required isfgahe requirements of all outstanding
Options granted under this Plan and all other antiihg but unvested Awards granted under this Plan.

2.2 Adjustment of Shares In the event that the number of outstandingeshar changed by a stock dividend,
recapitalization, stock split, reverse stock sglithdivision, combination, reclassification or danichange in the capital structure of the
Company without consideration, then (a) the nuntb&hares reserved for issuance under this Plathémnumber of Shares that may be
granted pursuant to Sections 3 and 9 below, (cElecise Prices




of and number of Shares subject to outstandingo@gtiand (d) the number of Shares subject to athistanding Awards shall, upon approval
of the Board in its discretion, be proportionatatijusted in compliance with applicable securit@sgd; provided however, that fractions of a
Share will not be issued but will either be repthby a cash payment equal to the Fair Market Vafusich fraction of a Share or will be
rounded up to the nearest whole Share, as detedrbinthe Committee.

3. ELIGIBILITY . ISOs (as defined in Section 5 below) may be tgiannly to employees (including officers and dioes
who are also employees) of the Company or of arRareSubsidiary of the Company. All other Awarday be granted to employees, offic
directors, consultants, independent contractorsaanisors of the Company or any Parent or Subsidihithe Company; provideslich
consultants, contractors and advisors render Hdeasérvices not in connection with the offer aatk ©f securities in a capital-raising
transaction. No person will be eligible to receimere than 1,000,000 Shares in any calendar yeteruhis Plan pursuant to the grant of
Awards hereunder, other than new employees of tmepgany or of a Parent or Subsidiary of the Comgamgluding new employees who are
also officers and directors of the Company or aaseRt or Subsidiary of the Company), who are elégib receive up to a maximum of
3,000,000 Shares in the calendar year in which toeeymence their employment. A person may be gdamigre than one Award under this
Plan.

4, ADMINISTRATION

4.1 Committee Authority This Plan will be administered by the Committedy the Board acting as the Committee.
Except for automatic grants to Outside Directonspant to Section 9 hereof, and subject to thergéparposes, terms and conditions of this
Plan, and to the direction of the Board, the Corteaitvill have full power to implement and carry this Plan. Except for automatic grants to
Outside Directors pursuant to Section 9 hereof dbmmittee will have the authority to:

(@) construe and interpret this Plan, any Award Agregraad any other agreement or document executedi@oir to
this Plan;

(b) prescribe, amend and rescind rules and regulat@astng to this Plan or any Award;

(c) select persons to receive Awards;

(d) determine the form and terms of Awards;

(e) determine the number of Shares or other consideratibject to Awards;

® determine whether Awards will be granted singlyc@mbination with, in tandem with, in replacemefta as

alternatives to, other Awards under this Plan gr@ther incentive or compensation plan of the Comypa any
Parent or Subsidiary of the Company;

(9) grant waivers of Plan or Award conditions;
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(h) determine the vesting, exercisability and paymémtveards;

0] correct any defect, supply any omission or recenaily inconsistency in this Plan, any Award or Amard
Agreement;

()] determine whether an Award has been earned; and

(k) make all other determinations necessary or adwédablthe administration of this Plan.

4.2 Committee Discretion Except for automatic grants to Outside Direcfmrssuant to Section 9 hereof, any

determination made by the Committee with respeentp Award will be made in its sole discretionte time of grant of the Award or, unless
in contravention of any express term of this PlaAward, at any later time, and such determinatiilhbe final and binding on the Company
and on all persons having an interest in any Awader this Plan. The Committee may delegate tcoomeore officers of the Company the
authority to grant an Award under this Plan to iegrants who are not Insiders of the Company.

5. OPTIONS . The Committee may grant Options to eligible passand will determine whether such Options willfeentive
Stock Options within the meaning of the CodéSO ”) or Nonqualified Stock Options (NQSOs”), the number of Shares subject to the
Option, the Exercise Price of the Option, the pdaring which the Option may be exercised, andthiér terms and conditions of the Option,
subject to the following:

5.1 Form of Option Grant Each Option granted under this Plan will be exited by an Award Agreement which will
expressly identify the Option as an ISO or an N@SStock Option Agreemerif), and, except as otherwise required by the tesh®ection 9
hereof, will be in such form and contain such psans (which need not be the same for each Patitims the Committee may from time to
time approve, and which will comply with and be jgabto the terms and conditions of this Plan.

5.2 Date of Grant The date of grant of an Option will be the datewhich the Committee makes the determination to
grant such Option, unless otherwise specified byGbmmittee. The Stock Option Agreement will bveeed, and a copy of this Plan will be
made available, to the Participant within a reabtsntme after the granting of the Option.

5.3 Exercise Period Options may be exercisable within the timesmoruthe events determined by the Committee as
set forth in the Stock Option Agreement governinghsOption; provided, however, that no Option gedron or before February 9, 2006 will
be exercisable after the expiration of ten (10yydi@m the date the Option is granted and no @@ji@nted after February 9, 2006 will be
exercisable after the expiration of seven (7) y&ars the date the Option is granted; and provifether that no ISO granted to a person who
directly or by attribution owns more than ten peitgd 0%) of the total combined voting power of@d#sses of stock of the Company or of any
Parent or Subsidiary of the CompanyT€n Percent Stockholdél) will be exercisable after the expiration of fi¢g) years from the date the
ISO is granted. The Committee also may provideZfptions to become exercisable at
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one time or from time to time, periodically or ottwése, in such number of Shares or percentage afeSras the Committee determines.

5.4
provided that: (i) the Exercise Price of an ISO Wé not less than 100% of the Fair Market Valuéhef Shares on the date of grant; and (ii) the
Exercise Price of any ISO granted to a Ten PerStakholder will not be less than 110% of the Réirket Value of the Shares on the date of

Exercise Price The Exercise Price of an Option will be deterediy the Committee when the Option is granted;

grant. Payment for the Shares purchased may be matcordance with Section 6 of this Plan.

5.5

Termination. Notwithstanding the exercise periods set fantthe Stock Option Agreement, exercise of an Option

will always be subject to the following:

(@)

(b)

(©)

If the Participant is Terminated for any reasonegtaeath or Disability, then the Participant magreise such
Participant’s Options only to the extent that s@gitions would have been exercisable upon the Textioim Date no
later than three (3) months after the Terminati@atedor such shorter or longer time period not edog five
(5) years as may be determined by the Committete, aviy exercise beyond three (3) months after grenination
Date deemed to be an NQSO), but in any event,teotlaan the expiration date of the Options.

If the Participant is Terminated because of Pandict’s death or Disability (or the Participant digthin three

(3) months after a Termination other than for Caurskecause of Participant’s Disability), then Rigant’'s Options
may be exercised only to the extent that such @ptwould have been exercisable by Participant erT#rmination
Date and must be exercised by Participant (or é¥patit’s legal representative or authorized assyne later than
twelve (12) months after the Termination Date (ghsshorter or longer time period not exceeding {&) years as
may be determined by the Committee, with any sxehmnaise beyond (i) three (3) months after the Teation Date
when the Termination is for any reason other ti@Rarticipant’s death or disability, within theaneng of

Section 22(e)(3) of the Code, or (ii) twelve (12)mths after the Termination Date when the Termamais for
Participants disability, within the meaning of Section 22(8)¢8the Code, deemed to be an NQSO), but in aent
no later than the expiration date of the Options.

If the Participant is terminated for Cause, thenPRarticipant may exercise such Participant’s @gtianly to the
extent that such Options would have been exer@saibn the Termination Date no later than one mafiér the
Termination Date (or such shorter or longer timaquenot exceeding five (5) years as may be detegthby the
Committee, with any exercise beyond three (3) moafter the Termination Date deemed to be an NQB@)n
any event, no later than the expiration date ofQp&ons.
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5.6 Limitations on Exercise The Committee may specify a reasonable minimumber of Shares that may be
purchased on any exercise of an Option, providatighch minimum number will not prevent Participfiom exercising the Option for the full
number of Shares for which it is then exercisable.

5.7 Limitations on ISO. The aggregate Fair Market Value (determinedf éisendate of grant) of Shares with respect to
which ISO are exercisable for the first time byaatRRipant during any calendar year (under this\Rlaunder any other incentive stock option
plan of the Company, Parent or Subsidiary of then@any) will not exceed $100,000. If the Fair Markalue of Shares on the date of grant
with respect to which ISO are exercisable for ih&t fime by a Participant during any calendar y@areeds $100,000, then the Options for the
first $100,000 worth of Shares to become exercésabsuch calendar year will be ISO and the Optfonshe amount in excess of $100,000
that become exercisable in that calendar yeah&iINQSOs. In the event that the Code or the régnapromulgated thereunder are amended
after the Effective Date of this Plan to provide &odifferent limit on the Fair Market Value of $ha permitted to be subject to ISO, such
different limit will be automatically incorporatdueerein and will apply to any Options granted after effective date of such amendment.

5.8 Modification, Extension or RenewalThe Committee may modify, extend or renew outditag Options and
authorize the grant of new Options in substitutiverefor, provided that any such action may notheit the written consent of a Participant,
impair any of such Participant’s rights under arpti@n previously granted. Any outstanding ISO tkanodified, extended, renewed or
otherwise altered will be treated in accordancé B8iection 424(h) of the Code. The Committee mdyce the Exercise Price of outstanding
Options without the consent of Participants afféddig a written notice to them; providetdowever, that the Exercise Price may not be reduced
below the minimum Exercise Price that would be pteh under Section 5.4 of this Plan for Optionarged on the date the action is taken to
reduce the Exercise Price.

5.9 No Disqualification. Notwithstanding any other provision in this Rlan term of this Plan relating to 1ISO will be
interpreted, amended or altered, nor will any d@ison or authority granted under this Plan be dget; so as to disqualify this Plan under
Section 422 of the Code or, without the conserthefParticipant affected, to disqualify any ISO e@n8ection 422 of the Code.

6. PAYMENT FOR OPTION SHARES . The entire Exercise Price of Shares issued epercise of Options and automatic
grants to Outside Directors pursuant to Sectiohdl $e payable in cash at the time when such Staeepurchased, except as follows and
provided for in an applicable Stock Option Agreetnen

6.1 Surrender of Stock Payment for all or any part of the Exercise €0c Options may be made with shares of the
Company’s common stock which have already been dwgehe Participant; provided that the Committesynin its sole discretion, require
that shares tendered for payment be previously liaetthe Participant for a minimum duration. Suchrsls shall be valued at their Fair Market
Value.




6.2 Cashless ExercisePayment for all or any part of the Exercise €ritay be made through Cashless Exercise at the
Committee’s sole discretion.

6.3 Other Forms of PaymentPayment for all or any part of the Exercise €ritay be made in any other form that is
consistent with applicable laws, regulations arldsiand approved by the Committee.

In the case of an ISO granted under the Plan, palysiall be made only pursuant to the express gians of the applicable Stock Option
Agreement. The Stock Option Agreement may speh#y payment may be made in any form(s) describeki$ Section 6. In the case of an
NQSO granted under the Plan, the Committee mays itiscretion at any time, accept payment in amn{s) described in this Section

7. RESTRICTED STOCK AWARD .

7.1 Amount and Form of Restricted Stock Award\wards under this Section 7 may be grantedeérfeihm of a
Restricted Stock Award. Restricted Stock Awardslenursuant to this Plan will be evidenced by araiWAgreement (Restricted Stock
Agreement”) that shall specify the number of Shares to whiah Restricted Stock Award pertains and shalluigest to adjustment of such
number in accordance with Section 2.2.

7.2 Restricted Stock AgreementEach Restricted Stock Award awarded under the Bthall be evidenced and
governed exclusively by a Restricted Stock Agredrbetween the Participant and the Company. EactriRtesl Stock Award shall be subject
to all applicable terms and conditions of the Rlad may be subject to any other terms and conditioat are not inconsistent with the Plan
that the Committee deems appropriate for inclugiahe applicable Restricted Stock Agreement (iditlg without limitation any performance
conditions). The provisions of the various RestiicEtock Agreements entered into under the Plagh neebe identical.

7.3 Payment of Restricted Stock AwardfRestricted Stock Awards may be issued with ahetit cash consideration
any other form of legally permissible consideratigproved by the Committee.

7.4 Vesting Conditions Each Restricted Stock Award may or may not txes to vesting. Any such vesting
provision may provide that Shares shall vest baseskrvice with the Company over time or shall viestull or in installments, upon
satisfaction of performance goals specified inRlestricted Stock Agreement. A Restricted Stocke&grent may provide for accelerated
vesting in the event of the Participant’s deatlsdbility, or other events.

7.5 Assignment or Transfer of Restricted Stock Awardsxcept as provided in the applicable RestriGeutk
Agreement, and then only to the extent permittediyylicable law, Restricted Stock Awards shallb@anticipated, assigned, attached,
garnished, optioned, transferred or made subjezhyocreditor’s process, whether voluntarily, inugthrily or by operation of law. Any act in
violation of this Section 7.5 shall be void.




7.6 Voting and Dividend Rights The holder of a Restricted Stock Award underRlen shall have the same voting,
dividend and other rights as the Company’s otharediolders. A Restricted Stock Agreement, howawew require that the holder of such
Restricted Stock Award invest any cash dividendsiked in additional Shares subject to the Restli&tock Award. Such additional Shares
subject to the Restricted Stock Award shall beestiip the same conditions and restrictions afk#wdricted Stock Award with respect to
which the dividends were paid. Such additionalr&faubject to the Restricted Stock Award shallredtice the number of Shares availabli
issuance under Section 2.1.

7.7 Modification or Assumption of Restricted Stock Awlar Within the limitations of the Plan, the Comméttmay
modify or assume outstanding restricted stock asvardnay accept the cancellation of outstandingictsd stock awards (including stock
awards granted by another issuer) in return forAtivard of new Restricted Stock Awards for the sama different number of Shares and with
the same or different vesting provisions. Notwisnsting the preceding sentence or anything to the&gy herein, no modification of a
Restricted Stock Award shall, without the consdrihe Participant, impair his or her rights or glliions under such Restricted Stock Award.

8. RESTRICTED STOCK UNITS .

8.1 Restricted Stock Unit AgreementEach Award of Restricted Stock Units under tlenRBhall be evidenced and
governed exclusively by an Award AgreemenRgstricted Stock Unit Agreemefit between the Participant and the Company. Such iBes
Stock Units shall be subject to all applicable teand conditions of the Plan and may be subjeahyoother terms and conditions that are not
inconsistent with the Plan and that the Commiteenags appropriate for inclusion in the applicablstReted Stock Unit Agreement (including
without limitation any vesting and performance ddinds). The provisions of the various Restrictedc® Unit Agreements entered into under
the Plan need not be identical. Restricted StodksUnay be awarded in consideration of a redudtidhe Participant’'s other compensation.

8.2 Number of Shares Each Restricted Stock Unit Agreement shall sgebe number of Shares to which the
Restricted Stock Unit Award pertains and shall ligjexct to adjustment of such number in accordaritte Section 2.2.

8.3 Payment for Restricted Stock UnitRestricted Stock Units shall be issued withaurtsideration.

8.4 Vesting Conditions Each Restricted Stock Unit may or may not bgeslto vesting. Any such vesting provision
may provide that Shares shall vest based on semitbehe Company over time or shall vest, in fudlin installments, upon satisfaction of
performance goals specified in the Restricted Stdak Agreement. A Restricted Stock Unit Agreemenaty provide for accelerated vesting
the event of the Participant’s death, Disabilitypther events.

8.5 Voting and Dividend Rights The holders of Restricted Stock Units shall hawe/oting rights. Prior to settlement
or forfeiture, any Restricted Stock Unit awardedem




the Plan may, at the Committee’s discretion, cuiiti it a right to dividend equivalents. Such rigmttitles the holder to be credited with an
amount equal to all cash dividends paid on oneeSiaile the Restricted Stock Unit is outstandingridend equivalents may be converted
additional Restricted Stock Units. Settlement e#fdBnd equivalents may be made in the form of casthe form of Shares, or in a
combination of both. Prior to distribution, any idiend equivalents which are not paid shall be suligethe same conditions and restrictions as
the Restricted Stock Units to which they attach.

8.6 Form and Time of Settlement of Restricted StockitJniSettlement of vested Restricted Stock Units beynade
in the form of (a) cash, (b) Shares or (c) any comiion of both, as determined by the Committetaatime of the grant of the Restricted
Stock Units, in its sole discretion. Methods of wering Restricted Stock Units into cash may inel@aithout limitation) a method based on
the average Fair Market Value of Shares over &s@efitrading days. Vested Restricted Stock Unég be settled in a lump sum or in
installments. The distribution may occur or comneenien the vesting conditions applicable to thetfieésd Stock Units have been satisfied
or have lapsed, or it may be deferred, in accorelavith applicable law, to any later date. The amaifra deferred distribution may be
increased by an interest factor or by dividend egjents. Until an Award of Restricted Stock Ungssettled, the number of such Restricted
Stock Units shall be subject to adjustment purstmSection 2.2. Notwithstanding anything to tbatcary in any Award Agreement or the
Plan, any Restricted Stock Units that, by theim®rare settled on the applicable vesting datégd) be settled no later than the fifteenth (15th)
day of the third (3rd) month following the end bé&tcalendar year containing the applicable vestatg (or, if later, the fifteenth (15th) day of
the third (3rd) month following the end of the Caang’s taxable year). In addition, notwithstandamything to the contrary in any Award
Agreement or the Plan, references to “terminatibthe Participant’s Service,” “Termination Date"dagimilar references for Restricted Stock
Units that are subject to Code Section 409A shatimthe date of the Participant’s “separation fsamvice” within the meaning of Code
Section 409A and such Restricted Stock Units diebettled no later than the time permitted by JueaRegulation Section 1.409A-3(d).

8.7 Creditor's Rights. A holder of Restricted Stock Units shall haverighits other than those of a general creditor of
the Company. Restricted Stock Units represent &mdied and unsecured obligation of the Companyjestito the terms and conditions of !
applicable Restricted Stock Unit Agreement.

8.8 Modification or Assumption of Restricted Stock UnitWithin the limitations of the Plan, the Comméteay
modify or assume outstanding restricted stock wnitsiay accept the cancellation of outstandingictst! stock units (including stock units
granted by another issuer) in return for the Awafrdew Restricted Stock Units for the same or gedéiht number of Shares and with the same
or different vesting provisions. Notwithstanding threceding sentence or anything to the contramimeno modification of a Restricted Stock
Unit shall, without the consent of the Participamtpair his or her rights or obligations under siRestricted Stock Unit.

8.9 Assignment or Transfer of Restricted Stock Unitsxcept as provided in the applicable RestriGestk Unit
Agreement, and then only to the extent permitted by




applicable law, Restricted Stock Units shall notbécipated, assigned, attached, garnished, aggdionansferred or made subject to any
creditor’s process, whether voluntarily, involuiiliaor by operation of law. Any act in violation gifis Section 8.9 shall be void.

9. AUTOMATIC GRANTS TO OUTSIDE DIRECTORS

9.1 Types of Options and SharesAwards granted under this Plan and subjectitoSkction 9 may be NQSOs,
Restricted Stock Awards or Restricted Stock Units.

9.2 Eligibility . Awards subject to this Section 9 shall be gréuately to Outside Directors.

9.3 Initial Grant. Each Outside Director who first becomes a memob#ére Board after the Effective Date will
automatically be granted an Award for that numbe3hmares determined by the Board (dnitial Grant ") on the date such Outside Director
first becomes a member of the Board. Each Ouf3icextor who became a member of the Board on ar poi the Effective Date and who did
not receive a prior option grant (under this Plantberwise and from the Company or any of its ooasge predecessors) will receive an Initial
Grant on the Effective Date.

9.4 Succeeding GrantsImmediately following each Annual Meeting of gtholders, each Outside Director will
automatically be granted an Award for that numbie3ltares determined by the Board @ucceeding Grant), provided, that the Outside
Director is a member of the Board on such date.

9.5 Vesting and Exercisability Each Award may or may not be subject to vestiBgch Award Agreement shall
specify the vesting and exercise conditions fohstivard as determined by the Board.
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Unless deferred in accordance with the rules estad by the Committee, Restricted Stock Units bellsettled in Shares upon the earlier of:
(i) the date on which such Restricted Stock Uniésfally vested, or (i) the Outside Director’s Teination Date (or the first market trading day
during an open trading window thereafter if eittter date on which such Restricted Stock Units alig ¥ested or the Outside Director’s
Termination Date is not on a market trading dayrduan open trading window).

Notwithstanding any provision to the contrary, lie event of a Corporate Transaction described @tic8e18.1, the vesting of all Awar:
granted to Outside Directors pursuant to this $acdiwill accelerate in full prior to the consumioatof such event at such times and on such
conditions as the Committee determines which comyitly Section 409A of the Code, and options musgkercised, if at all, within three

(3) months of the consummation of said event. Aptons not exercised within such three-month mksioall expire.

9.6 Exercise Price The exercise price of an option pursuant torgtial Grant and Succeeding Grant shall be the Fair
Market Value of the Shares, at the time that th@aops granted.

9.7 Director Fees Each Outside Director may elect to receive aftésd Stock Award or Restricted Stock Unit under
the Plan in lieu of payment of a portion of hisher regular annual retainer based on the Fair M&f&kie of the Shares on the date any regular
annual retainer would otherwise be paid. For psepmf the Plan, an Outside Director’s regular ahretainer shall include any additional
retainer paid in connection with service on any puottee of the Board or paid for any other reas8anch an election may be for any dollar or
percentage amount equal to at least 25% of theidauBirector’s regular annual retainer (up to aitiof 100% of the Outside Direct@'regula
annual retainer). The election must be made poitihe beginning of the annual board of directgrde which shall be any twelve month
continuous period designated by the Board. Anywarhof the regular annual retainer not electedetodeeived as a Restricted Stock Award or
Restricted Stock Unit shall be payable in casicitoedance with the Company’s standard payment groes.
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10. WITHHOLDING TAXES

10.1 Withholding Generally Whenever Shares are to be issued in satisfasfidmards granted under this Plan, the
Company may require the Participant to remit toGeenpany an amount sufficient to satisfy federatesand local withholding tax
requirements prior to the delivery of any certifecar certificates for such Shares. Whenever, utide Plan, payments in satisfaction of
Awards are to be made in cash, such payment willdbef an amount sufficient to satisfy federadtet and local withholding tax requiremel

10.2 Stock Withholding When, under applicable tax laws, a Participaatiis tax liability in connection with the
exercise or vesting of any Award that is subjedatowithholding and the Participant is obligategaly the Company the amount required t
withheld, the Committee may in its sole discret@iow the Participant to satisfy the minimum witidiag tax obligation by electing to have
the Company withhold from the Shares to be isshatifrumber of Shares having a Fair Market Valuektuthe minimum amount required
be withheld, determined on the date that the amoiiatx to be withheld is to be determined. A#alons by a Participant to have Shares
withheld for this purpose will be made in accordamagth the requirements established by the Comendted be in writing in a form acceptable
to the Committee.

11. TRANSFERABILITY .

111 Except as otherwise provided in this Section 11afd8 granted under this Plan, and any interestitewill not be
transferable or assignable by Participant, and mohye made subject to execution, attachment dfesiprocess, otherwise than by will or by
the laws of descent and distribution or as deteethiny the Committee and set forth in the Award &grent with respect to Awards that are
ISOs.

11.2 All Awards other than NQSG. All Awards other than NQSO'’s shall be exercigah(i) during the Participant’s
lifetime, only by (A) the Participant, or (B) theRicipant’s guardian or legal representative; @nafter Participant’s death, by the legal
representative of the Participant’s heirs or legaite

11.3 NQSOs. Unless otherwise restricted by the CommittedN&$O shall be exercisable: (i) during the Paytioit’s
lifetime only by (A) the Participant, (B) the Paipant’s guardian or legal representative, (C) miiaMember of the Participant who has
acquired the NQSO by “permitted transfer;” anddfer Participant’'s death, by the legal repredemaf the Participant’s heirs or legatees.
“Permitted transfer” means, as authorized by thas Rnd the Committee in an NQSO, any transfeccefteby the Participant during the
Participant’s lifetime of an interest in such NQB@ only such transfers which are by gift or doriwestlations order. A permitted transfer
does not include any transfer for value and neittighe following are transfers for value: (ayantsfer of under a domestic relations order in
settlement of marital property rights or (b) a sfen to an entity in which more than fifty percefthe voting interests are owned by Family
Members or the Participant in exchange for an @stein that entity.
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12. PRIVILEGES OF STOCK OWNERSHIP; RESTRICTIONS ON SHAR ES.

12.1 Voting and Dividends Unless otherwise provided under Section 7, mtidiaant will have any of the rights of a
stockholder with respect to any Shares until ther&hare issued to the Participant. After Sharegsaued to the Participant, the Participant
will be a stockholder and have all the rights stackholder with respect to such Shares, incluthegight to vote and receive all dividends or
other distributions made or paid with respect tohs8hares; providedthat the Participant will have no right to retairch stock dividends or
stock distributions with respect to Shares thatrepeirchased at the Participant’s Purchase Prieercise Price pursuant to Section 12.

12.2 Restrictions on SharesAt the discretion of the Committee, the Compargy reserve to itself and/or its assignee
(s) in the Award Agreement a right to repurchaperion of or all Unvested Shares held by a Paudict following such Participant’s
Termination at any time within ninety (90) dayseafthe later of Participant’s Termination Date #mel date Participant purchases Shares undel
this Plan, for cash and/or cancellation of purchaeeey indebtedness, at the Participant’s ExeRigze or Purchase Price, as the case may be

13. CERTIFICATES . All certificates for Shares or other securitiiedivered under this Plan will be subject to sutdtls
transfer orders, legends and other restrictioth@€ommittee may deem necessary or advisableidimg restrictions under any applicable
federal, state or foreign securities law, or arlgsuregulations and other requirements of the 8E&hy stock exchange or automated quot:
system upon which the Shares may be listed or quote

14. ESCROW:; PLEDGE OF SHARES. To enforce any restrictions on a Participantiari®s, the Committee may require the
Participant to deposit all certificates represemfhares, together with stock powers or otherunstnts of transfer approved by the Commi
appropriately endorsed in blank, with the Compangroagent designated by the Company to hold iroesantil such restrictions have lapsed
or terminated, and the Committee may cause a legeledjends referencing such restrictions to bequlan the certificates. Any Participant
who is permitted to execute a promissory note atsapar full consideration for the purchase of &saunder this Plan will be required to ple
and deposit with the Company all or part of ther88@0 purchased as collateral to secure the payhearticipant’s obligation to the
Company under the promissory note; providbdwever, that the Committee may require or accept othaddlitional forms of collateral to
secure the payment of such obligation and, in aeyne the Company will have full recourse agaihstRarticipant under the promissory note
notwithstanding any pledge of the Participant'sr8har other collateral. In connection with angdge of the Shares, Participant will be
required to execute and deliver a written pledgeagent in such form as the Committee will frometita time approve. The Shares purch.
with the promissory note may be released from thdge on a pro rata basis as the promissory nqt@ids

15. EXCHANGE AND BUYOUT OF AWARDS . The Committee may, at any time or from timeineet, authorize the
Company, with the consent of the respective Paditis, to issue new Awards in exchange for theeader and cancellation of any or all
outstanding Awards. The Committee may at any tinefrom a Participant an Award previously granted
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with payment in cash, Shares (including Restri@txtk) or other consideration, based on such tarmdsconditions as the Committee and the
Participant may agree.

16. SECURITIES LAW AND OTHER REGULATORY COMPLIANCE . An Award will not be effective unless such
Award is in compliance with all applicable fedeaald state securities laws, rules and regulatiommgfgovernmental body, and the
requirements of any stock exchange or automatethtjoe system upon which the Shares may then tegllisr quoted, as they are in effect on
the date of grant of the Award and also on the da&xercise or other issuance. Notwithstandingather provision in this Plan, the Company
will have no obligation to issue or deliver cerdtes for Shares under this Plan prior to: (adiaobtg any approvals from governmental
agencies that the Company determines are necessadyisable; and/or (b) completion of any regt#raor other qualification of such Shares
under any state or federal law or ruling of anyegyowmental body that the Company determines to bessary or advisable. The Company
be under no obligation to register the Shares thithSEC or to effect compliance with the registratiqualification or listing requirements of
any state securities laws, stock exchange or ad&shtpiotation system, and the Company will havéatlity for any inability or failure to do
Sso.

17. NO OBLIGATION TO EMPLOY . Nothing in this Plan or any Award granted unithés Plan will confer or be deemed to
confer on any Participant any right to continu¢hi@ employ of, or to continue any other relatiopshith, the Company or any Parent or
Subsidiary of the Company or limit in any way tight of the Company or any Parent or SubsidiarthefCompany to terminate Participant’s
employment or other relationship at any time, waittwithout cause.

18. CORPORATE TRANSACTIONS .

18.1 Assumption or Replacement of Awards by Succesdexcept for automatic grants to Outside Direcfarssuant to
Section 9 hereof, in the event of (a) a dissolutiotiquidation of the Company, (b) a merger orsaidation in which the Company is not the
surviving corporation (other than a merger or ctidation with a wholly-owned subsidiary, a reincorgtion of the Company in a different
jurisdiction, or other transaction in which thesenb substantial change in the stockholders o€dvapany or their relative stock holdings ¢
the Awards granted under this Plan are assumedged®al or replaced by the successor corporatioichndssumption will be binding on all
Participants), (c) a merger in which the Comparthéssurviving corporation but after which the &toalders of the Company immediately
prior to such merger (other than any stockholdat therges, or which owns or controls another catmm that merges, with the Company in
such merger) cease to own their shares or othétyaqgterest in the Company, (d) the sale of suttsatly all of the assets of the Company, or
(e) the acquisition, sale, or transfer of more th@% of the outstanding shares of the Company myeteoffer or similar transaction (each, a “
Corporate Transactior!), any or all outstanding Awards may be assumedyerted or replaced by the successor corporafiamy), which
assumption, conversion or replacement will be ligain all Participants. In the alternative, thecassor corporation may substitute equivz
Awards or provide substantially similar consideyatio Participants as was provided to stockhol@ter taking into account the existing
provisions of the Awards). The successor corponathay also issue, in place of outstanding ShdrdseaCompany held by the Participants,
substantially
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similar shares or other property subject to repasetrestrictions no less favorable to the Partitipn the event such successor corporation (if
any) refuses to assume or substitute Awards, agda® above, pursuant to a transaction describéusrSubSection 18.1, such Awards will
expire on such transaction at such time and on sacditions as the Committee will determine. Néiwianding anything in this Plan to the
contrary, the Committee may, in its sole discretjgmovide that the vesting of any or all Awardsrgeal pursuant to this Plan will accelerate
upon a transaction described in this Section 1&el Committee exercises such discretion witheesfo Options, such Options will become
exercisable in full prior to the consummation ofls@vent at such time and on such conditions a€timemittee determines, and if such
Options are not exercised prior to the consummaifdhe corporate transaction, they shall termidteuch time as determined by the
Committee.

18.2 Other Treatment of Awards Subject to any greater rights granted to Paditis under the foregoing provisions of
this Section 18, in the event of the occurrencanyf Corporate Transaction described in Section, Byt outstanding Awards will be treated as
provided in the applicable agreement or plan ofgaerconsolidation, dissolution, liquidation, otesaf assets.

18.3 Assumption of Awards by the Companylhe Company, from time to time, also may subtibr assume
outstanding awards granted by another company,h&h@t connection with an acquisition of such otb@mpany or otherwise, by either;
(a) granting an Award under this Plan in substiuif such other company’s award; or (b) assumiredp @ward as if it had been granted under
this Plan if the terms of such assumed award coelldpplied to an Award granted under this PlarchSwibstitution or assumption will be
permissible if the holder of the substituted ouassd award would have been eligible to be granteflveard under this Plan if the other
company had applied the rules of this Plan to gaht. In the event the Company assumes an awantegl by another company, the terms
and conditions of such award will remain unchan@eaept that the exercise price and the numbenatde of Shares issuable upon exercise
of any such option will be adjusted appropriatalyguant to Section 424(a) of the Code). In thenetlee Company elects to grant a new
Option rather than assuming an existing optionhswewv Option may be granted with a similarly adddsExercise Price.

19. ADOPTION AND STOCKHOLDER APPROVAL . This Plan will become effective on the date drick the registration
statement filed by the Company with the SEC underSecurities Act registering the initial publidesfng of the Company’s Common Stock is
declared effective by the SEC (th&ffective Date”). This Plan shall be approved by the stockhaddrthe Company (excluding Shares
issued pursuant to this Plan), consistent withiagple laws, within twelve (12) months before deathe date this Plan is adopted by the
Board. Upon the Effective Date, the Committee mpant Awards pursuant to this Plan; providémwever, that: (a) no Option may be
exercised prior to initial stockholder approvatloi Plan; (b) no Option granted pursuant to aneiase in the number of Shares subject to this
Plan approved by the Board will be exercised piaahe time such increase has been approved Istabkholders of the Company; (c) in the
event that initial stockholder approval is not aféa within the time period provided herein, all Amls granted hereunder shall be cancelled,
any Shares issued pursuant to any Awards shatibeetied and any purchase of Shares issued heresimalebe rescinded; and (d) in the e
that stockholder approval of such
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increase is not obtained within the time periodvited herein, all Awards granted pursuant to sacheiase will be cancelled, any Shares is
pursuant to any Award granted pursuant to sucteas® will be cancelled, and any purchase of Sipamssiant to such increase will be
rescinded.

20. TERM OF PLAN/GOVERNING LAW . Unless earlier terminated as provided hereis,Rtan will terminate ten
(10) years from the date this Plan is adopted byBibard or, if earlier, the date of stockholderrappl. This Plan and all agreements
thereunder shall be governed by and construedciordance with the laws of the State of California.

21. AMENDMENT OR TERMINATION OF PLAN . The Board may at any time terminate or amerslRn in any respect,
including without limitation amendment of any foohAward Agreement or instrument to be executedpant to this Plan; provided
however, that the Board will not, without the approvaltbé stockholders of the Company, amend this Plamjynmanner that requires such
stockholder approval.

22. NONEXCLUSIVITY OF THE PLAN . Neither the adoption of this Plan by the Boane, submission of this Plan to the
stockholders of the Company for approval, nor amyision of this Plan will be construed as creatimy limitations on the power of the Board
to adopt such additional compensation arrangenasnitsmay deem desirable, including, without liida, the granting of stock options and
bonuses otherwise than under this Plan, and suahgements may be either generally applicable plicgble only in specific cases.

23. INSIDER TRADING POLICY . Each Participant and Outsider Director who neegian Award shall comply with any
policy, adopted by the Company from time to timgering transactions in the Company’s securitiegfmployees, officers and/or directors of
the Company.

24, DEFINITIONS . As used in this Plan, the following terms wiive the following meanings:
“ Award” means any award under this Plan, including antidbpRestricted Stock or Restricted Stock Unit.

“ Award Agreement means, with respect to each Award, the signettewriagreement between the Company and the
Participant setting forth the terms and conditiohthe Award.

“ Board” means the Board of Directors of the Company.

“ Cashless Exercis€ means, to the extent that a Stock Option Agregrae provides and as permitted by applicable &aw,
program approved by the Committee in which paymesyy be made all or in part by delivery (on a fonmageribed by the Committee) of an
irrevocable direction to a securities broker td Shlres and to deliver all or part of the saleepeals to the Company in payment of the
aggregate Exercise Price and, if applicable, thewsrhnecessary to satisfy the Company’s withholdibgations at the minimum statutory
withholding rates, including, but not limited to,%J federal and state income taxes, payroll texed foreign taxes, if applicable.
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“ Cause” means (a) the commission of an act of theft, eralgament, fraud, dishonesty, (b) a breach of fidnctduty to the
Company or a Parent or Subsidiary of the Compar(g)aa failure to materially perform the customduyties of employee’s employment.

“ Code” means the Internal Revenue Code of 1986, as aetend

“ Committee” means the Compensation Committee of the Board.

“ Company” means FormFactor, Inc. or any successor corgmrati

“ Disability ” means a disability, whether temporary or permangeartial or total, as determined by the Committee
“ Exchange Act’ means the Securities Exchange Act of 1934, andet:

“ Exercise Pricé’ means the price at which a holder of an Optioty marchase the Shares issuable upon exercise of the
Option.

“ Fair Market Value ” means, as of any date, the value of a shareeo€dmpany’s Common Stock determined as follows:

(@) if such Common Stock is then quoted on the NasdahabMarket, its closing price on the Nasdaq GldWarket
on the date of determination as reported in Thel Bta¢et Journa|

(b) if such Common Stock is publicly traded and is th&ted on a national securities exchange, itsictpprice on the
date of determination on the principal nationalusities exchange on which the Common Stock isdisteadmitted
to trading as reported in The Wall Street Journal

(c) if such Common Stock is publicly traded but is gobted on the Nasdaq Global Market nor listed onigtdd to
trading on a national securities exchange, thea@eecof the closing bid and asked prices on theafadetermination
as reported in The Wall Street Jourpal

(d) in the case of an Award made on the Effective Dt price per share at which shares of the Comip&gymmon
Stock are initially offered for sale to the pulthig the Company’s underwriters in the initial puliditering of the
Company’s Common Stock pursuant to a registratiatesient filed with the SEC under the Securitie A

(e) if none of the foregoing is applicable, by the Coittee in good faith.

“ Family Member” includes any of the following:

(@) child, stepchild, grandchild, parent, stepparergngparent, spouse, former spouse, sibling, nrezgghew, mother-
in-law, father-in-law, son-in-law, daughter-in-latarother-in-law, or sister-in-law of the Participan
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including any such person with such relationshitheParticipant by adoption;

(b) any person (other than a tenant or employee) sh#wm Participant’s household,;

(c) a trust in which the persons in (a) and (b) haveentizan fifty percent of the beneficial interest;

(d) a foundation in which the persons in (a) and (therParticipant control the management of aseets;

(e) any other entity in which the persons in (a) andoftthe Participant own more than fifty percentla# voting
interest.

“ Insider ” means an officer or director of the Company oy ather person whose transactions in the Compadgamon
Stock are subject to Section 16 of the Exchange Act

“ Option” means an award of an option to purchase Shamssi@uot to Section 5.

“ Qutside Director’ means a member of the Board who is not an emplay¢he Company or any Parent or Subsidiary.

“ Parent” means any corporation (other than the Companghininbroken chain of corporations ending withGoenpany if
each of such corporations other than the Compams@iock possessing 50% or more of the total coatbioting power of all classes of stc
in one of the other corporations in such chain.

“ Participant” means a person who receives an Award under this P

“ Performance Factors means the factors selected by the Committee fromong the following measures to determine
whether the performance goals established by tmenditiee and applicable to Awards have been satisfie

(@) Net revenue and/or net revenue growth;

(b) Earnings before income taxes and amortization aredimings before income taxes and amortizatiowtro
(c) Operating income and/or operating income growth;

(d) Net income and/or net income growth;

(e) Earnings per share and/or earnings per share growth

® Total stockholder return and/or total stockholdgum growth;

(9) Return on equity;
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(h) Operating cash flow return on income;

0] Adjusted operating cash flow return on income;
()] Economic value added; and
(k) Individual confidential business objectives.

“ Performance Period means the period of service determined by the @idtee, not to exceed five years, during which
years of service or performance is to be measureRédstricted Stock Awards Restricted Stock Ul

“ Plan” means this FormFactor, Inc. 2002 Equity Incenflen, as amended from time to time.
“ Restricted Stock Awartimeans an award of Shares pursuant to Section 7.

“ Restricted Stock Unit means a bookkeeping entry representing the etprivaf one Share, as awarded under the Plan
pursuant to Section 8.

“ SEC” means the Securities and Exchange Commission.
“ Securities Act’ means the Securities Act of 1933, as amended.

“ Shares” means shares of the Company’s Common Stock reddor issuance under this Plan, as adjusted poirsoia
Sections 2 and 18, and any successor security.

“ Subsidiary” means any corporation (other than the Companghimnbroken chain of corporations beginning wlith t
Company if each of the corporations other thanakecorporation in the unbroken chain owns stazdspssing 50% or more of the total
combined voting power of all classes of stock ie ofithe other corporations in such chain.

“ Termination” or “ Terminated” means, for purposes of this Plan with respeet Rarticipant, that the Participant has for
any reason ceased to provide services as an engplofficer, director, consultant, independent cactior, or advisor to the Company or a
Parent or Subsidiary of the Company. An employglenat be deemed to have ceased to provide sesvitehe case of (i) sick leave,
(i) military leave, or (iii) any other leave of sénce approved by the Committee, provided, thdt kave is for a period of not more than 90
days, unless reemployment upon the expiration ol $eave is guaranteed by contract or statute lesarprovided otherwise pursuant to for
policy adopted from time to time by the Company &stied and promulgated to employees in writingthe case of any employee on an
approved leave of absence, the Committee may madtegovisions respecting suspension of vesting@fward while on leave from the
employ of the Company or a Subsidiary as it mayrdappropriate, except that in no event may an @gdimexercised after the expiration of
the term set forth in the Option agreement. The@dtee will have sole discretion to determine vileeta Participant has ceased to provide
services and the effective date on which the Rpait ceased to provide services (tHeefmination Date”).
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“ Unvested Sharesmeans “Unvested Shares” as defined in the Awagde@ment.
“ Vested Shares means “Vested Shares” as defined in the Awarde&grent.
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FORMFACTOR

F

2002 EQUITY INCENTIVE PLAN
OUTSIDE DIRECTOR STOCK OPTION AGREEMENT

FormFactor, Inc., a Delaware corporation (the “Camyj), hereby grants an option (this “Option”) teetOptionee named below (“Optionee”)
as of the Date of Grant set forth below (the “Daft&rant”) pursuant to the Company’s 2002 Equityelntive Plan, as amended (the “Plan”)
and this Stock Option Agreement (this “Agreement/hich includes the Terms and Conditions (the “Teand Conditions”) set forth on
Exhibit A hereto. Capitalized terms not definedhiis Agreement have the meaning ascribed to thetmeifPlan.

Name of Optionee

Optionefs Social Security # XXX -XX-

Optionefs Address

Grant Number

Date of Grant

Number of Options Grante

Option Exercise Price $

Vesting Schedule: Provided the Optionee renders continuous servitke@ompany as a Director or a Consultant
(“Service”), the Options will vest and become exsable in thirty-six (36) equal monthly installment
beginning such that the Options will vest in full upon contpa of three (3) years ¢

Board service

Expiration Date

Type of Option Grantec Non-Qualified Stock Option

The Company has signed this Agreement effectivef &#se Date of Grant and has caused it to be egddatduplicate by its duly authorized
representative.

FORMFACTOR, INC.

MARIO RUSCEV
PRESIDENT & CEO




Exhibit A

STOCK OPTION AGREEMENT
2002 EQUITY INCENTIVE PLAN
TERMS AND CONDITIONS

This Option is subject to the following Terms anon@itions and the terms and conditions of the RMdrich are incorporated herein by
reference. This Agreement and the Plan constihgehtire agreement and understanding of the Coyrgoachthe Optionee with respect to this
Option and supersede all prior understandings greeanents with respect to such subject mattehnelfetis any discrepancy, conflict or
omission between this Agreement and the provisidribe Plan as interpreted by the Committee, tlwipions of the Plan shall apply.

1. Grant of Option

The Company hereby grants to Optionee this Optigutchase up to the total number of shares of Com&tock of the Company (the
“Shares”) at the Exercise Price Per Share (the rfize Price”), each as set forth on the first pafgnis Agreement, subject to the terms and
conditions of this Agreement and the Plan.

2. Exercise Period

2.1 Vesting of SharesThis Option is exercisable as it vests. Sulfjethe terms and conditions of the Plan and tlggeAment, this
Option shall vest and become exercisable as gt dorthe first page of this Agreement if Optiomees continuously served as a director an
consultant of the Company.

2.2 Acceleration of Vesting Upon a Corporate Teation. In the event of a Corporate Transaction (aseefin the Plan) the Shares
shall vest and become exercisable upon the terths@mditions of Section 9.5 of the Plan.

2.3 Acceleration of Vesting on Death or Disabilityn the event Optionee ceases to be either a meailthe Board of Directors of the
Company or a consultant to the Company (“Board Merf)las a result of his or her death or “permarserd total disability,” as such term is
defined in Section 22(e)(3) of the Code, then tipeidh and Shares subject to the Option shall becoested and exercisable as to an additi
number of Shares equal to the number of Sharesvihati have vested and become exercisable duragatélve (12) months following the
date on which Optionee ceases to be a Board Mengyexided, however, such vested Option may becésexnl no later than twelve (12)
months after the date Optionee ceases to be a Btamber, but in any event no later than the ExjpreDate. The date on which Optionee
ceases to be a Board Member shall be referredtteedS ermination Date”

2.4 Expiration This Option expires on the Expiration Date setif on the first page of this Agreement and measexercised, if at all, on
or before the earlier of the Expiration Date or da¢e on which this Option is terminated in accomgawith the provisions of this Section 2,
Section 3 of this Agreement or Section 9 of thenPla

3. Termination
3.1 Termination for Any Reason Except Death ombilty . If Optionee ceases to be a Board Member forraagon except Optionee’s

death or Disability (as such terms are definedhéRlan), then this Option, to the extent (and ¢mithe extent) that it is vested on the
Termination Date in accordance with the scheduléosth on the first page of this Agreement, mayekiercised by Optionee during the
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three (3) months following the Termination Datet inuany event must be exercised no later tharetpration Date.

3.2 Termination Because of Death or Disabilitif Optionee ceases to be a Board Member duetm@ee’s death or Disability (or
Optionee dies within three (3) months after Opt®neases to be a Board Member for any reason eQqejanee’s Disability), then this
Option, to the extent (and only to the extent) that vested on the Termination Date in accordamite Section 2.3, may be exercised by
Optionee (or Optionee’s legal representative ohanized assignee) during the twelve (12) monthieddhg the Termination Date, but in any
event must be exercised no later than the Expirddate.

3.3 No Obligation or Right to Continue as BoardnMieer. Nothing in the Plan or this Agreement confer€QOgtionee any right or
obligation to continue as a Board Member or in ather relationship with the Company or any Parer@ubsidiary of the Company (or any
successor-in-interest to the Company), or limitang way the right of the Company or any Parer8ubsidiary of the Company to terminate
Optionee’s service or other relationship at anyetimith or without Cause.

4. Manner of Exercise

4.1 Method of PaymentIn order to exercise this Option with respecaliaor any part of the Shares for which this Opti at the time
exercisable, Optionee (or any other person or persaercising the Option) must take the followicgans:

a. Pay the aggregate Exercise Price and tageapplicable, for the purchased Shares in oneooe of the following forms:

i. cash or check which, in the Company’s solemison, shall be made payable to a Company-detdraokerage firm or the
Company; or

ii. as permitted by applicable law, through a splesale and remittance procedure pursuant to wBigtionee (or any other
person or persons exercising the Option) shall woeatly provide irrevocable instructions (i) t&Campany-designated
brokerage firm (or in the case of an executiveceffior Board member of the Company, an Optionegydated brokerage
firm) to effect the immediate sale of all or anytp# the purchased Shares and remit to the Companyof the sale proceeds
available on the settlement date, sufficient futadsover the aggregate Exercise Price payabléhéoptirchased Shares, plus,
if applicable, the amount necessary to satisfyGbmpany’s tax withholding obligations at the minimgtatutory tax
withholding rates and (ii) to the Company to delitlee purchased Shares directly to such brokeliager order to complete
the sale transaction; or

iii. shares of the Compang’common stock held by Optionee (or any other peasgersons exercising the Option) valued at
Market Value.

b. Furnish to the Company appropriate docuntiemtahat the person or persons exercising theddif other than Optionee) have
the right to exercise this Option.

c. Make appropriate arrangements with the Comjgar Parent or Subsidiary employing or retain®gtionee) for the satisfaction
all tax withholding requirements applicable to @ption exercise.

4.2 Limitations on Exercise This Option may not be exercised (a) unless sxeicise is in compliance with all applicable fedeand
state securities laws and with all applicable rezaents of




any stock exchange on which the Company’s CommockStay be listed at the time of such issuance(bBpds to fewer than 100 Shares
unless it is exercised as to all Shares as to wthishOption is then exercisable. The Companyniden no obligation to register or qualify the
Shares with the SEC, any state securities commiggsiany stock exchange to effect such compliaticeno event may this Option be
exercised for any fractional Shares.

4.3 Issuance of SharedAs soon as practical after the exercise dageCitimpany shall issue to or on behalf of Optiomeafy other
person or persons exercising this Option) the mset Option Shares (as evidenced by an approprisiieon the books of the Company or a
duly authorized transfer agent of the Company)jexilio the appropriate legends and/or stop tranmsétructions.

5. Nontransferability of Option and Shares

This Option may not be transferred in any mannieeiothan under the terms and conditions of the 8tdy will or by the laws of descent
and distribution and may be exercised during tfeifhe of Optionee only by Optionee. The termshig Option shall be binding upon the le
representatives and authorized executors and assigif Optionee.

6. Tax Conseguences

Optionee should refer to the prospectus for the Rlaa description of the federal tax consequenéexercising this Option and dispos
of the Shares. A copy of the Prospectus is avalabthe Human Resources/Benefits page of the Quytypeternal website, or upon request
from the Company’s Stock Administrator.

7. Privileges of Stock Ownership

Optionee shall not have any of the rights of aldtotder with respect to any Shares until the Sharesssued to Optionee.
8. Notices

Any notice required to be given or delivered to @@mpany under the terms of this Agreement shaith bveriting and addressed to the
Corporate Secretary of the Company at its prinaipgborate offices. Any notice required to be gieerlelivered to Optionee shall be in
writing and addressed to Optionee at the addreisated on the first page of this Agreement oruchsother address as such party may
designate in writing from time to time to the CompaAll notices shall be deemed to have been gorestelivered upon: personal delivery;
three (3) days after deposit in the United States by certified or registered mail (return recaipguested); one (1) business day after deposit
with any return receipt express courier (prepasdpne (1) business day after transmission by fisigsior email.

9. Successors and Assigns

The Company may assign any of its rights underAlgieement. This Agreement shall be binding upahiaare to the benefit of the
successors and assigns of the Company. Subjde testrictions on transfer set forth herein, Agseement shall be binding upon Optionee
and Optionee’s legal representatives and authoessinees.

10. FEurther Instruments

The parties agree to execute such further instrtsreerd to take such further action as may be redpmecessary to carry out the
purposes and intent of this Agreement.




11. Governing Law

This Agreement shall be governed by and constmiedd¢ordance with the internal laws of the Stat€alffornia, without regard to that
body of law pertaining to choice of law or confliaf law.

[GENERAL]
STOCK OPTION AGREEMENT
2002 EQUITY INCENTIVE PLAN
TERMS AND CONDITIONS

This Option is subject to the following Terms anon@itions and the terms and conditions of the Ridnich are incorporated herein by
reference. This Agreement and the Plan constihgehtire agreement and understanding of the Coyrgoachthe Optionee with respect to this
Option and supersede all prior understandings gneeanents with respect to such subject mattethelie is any discrepancy, conflict or
omission between this Agreement and the provisidribe Plan as interpreted by the Committee, tlwipions of the Plan shall apply.

1. Grant of Option

The Company hereby grants to Optionee this Optiquutchase up to the total number of shares of Cam@tock of the Company
(the “Shares”) at the Exercise Price Per Share (tHexercise Price’), each as set forth on the first page of this Agregnsibject to the terr
and conditions of this Agreement and the PlardeHignated as an Incentive Stock Option, this @pgdantended to qualify to the extent
permitted as an “incentive stock option”I80 ") within the meaning of Section 422 of the IntdrRa&venue Code of 1986, as amended (the “
Code”).

2. Exercise Period
2.1  Vesting of Shares This Option is exercisable as it vests. Sulijetihe terms and conditions of the Plan and tlgjses&ment,

this Option shall vest and become exercisable ef®gh on the first page of this Agreement if @ptée has continuously provided services to
the Company, or any Parent or Subsidiary of the @om.

2.2 Acceleration of Vesting in Certain Circumstancefidwing a Corporate Transactionln addition to the vesting provided
herein, the Option and Shares subject to this @ptfwmll become vested and exercisable immediataly fo the occurrence of a Non-
Justifiable Termination (as defined below) occigrituring the period beginning on the date of cormation of a Corporate Transaction (as
defined in the Plan) and ending twelve (12) motiteseafter, as to an additional number of Sharaealdq the number of Shares that would
have vested and become exercisable during the éw&R) months following the date of such Non-Jigdtie Termination (which accelerated
vesting and exercisability is referred to hereithes” Corporate Transaction Vesting). “ Non-Justifiable Termination” means any
Termination by the Company, or any Parent or Sudsicdf the Company or the successor-in-intereshéoCompany following a Corporate
Transaction, other than for Cause (as defined bel6Wause” (for purposes of this paragraph only) meansrty willful participation by
Optionee in acts of either material fraud or malettishonesty against the Company or any SubsidiaBarent of the Company or the
successor-in-interest to the Company following agBeate Transaction; (ii) any indictment or conidgatof Optionee of any felony (excluding
drunk driving); (iii) any willful act of gross mismduct by Optionee which is materially and demaisir injurious to the Company or any
Subsidiary or Parent of the Company or the successaterest to the Company following a Corpor@tansaction; or (iv) the death or
Disability of Optionee. Notwithstanding anythingthe contrary set forth in this Agreement, if a@wate Transaction Vesting occurs by
reason of a Non-Justifiable Termination, then @jgion may be exercised by Optionee up to, butter lthan, three (3) months after the date
of such Non-Justifiable Termination, but in any ®veo later than the Expiration Date.
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2.3 Acceleration of Vesting on Death or Disabilityn the event of Termination of Optionee as altesf his or her death or
“permanent and total disability,” as such termaéimed in Section 22(e)(3) of the Code, then, idithoh to the vesting provided herein, the
Option and Shares subject to the Option shall beceested and exercisable as to an additional nuoflfghares equal to the number of Shares
that would have vested and become exercisablegithetwelve (12) months following the Terminatidate of Optionee; provided, however,
such vested Option may be exercised no later thalvé (12) months after the Termination Date, buay event no later than the Expiration
Date.

2.4  Expiration. This Option expires on the Expiration Date setif on the first page of this Agreement and meséxercised, if ¢
all, on or before the earlier of the Expiration ®at the date on which this Option is terminateddnordance with the provisions of this
Section 2, Section 3 of this Agreement or Secti®mfithe Plan.

2.5 Additional Terms Applicable to Incentive Stock Qpis. In the event this Option is designated an ISGherfirst page of this
Agreement, the following terms and conditions shdb apply to the Option:

a. This Option shall cease to qualify for favorable tieeatment as an ISO if (and to the extent) thitiéh is exercised for one
or more Option Shares: (i) more than three (3) meafter the date Optionee ceases to be employdwellyompany for any
reason other than death or Disability or (ii) mtiran twelve (12) months after the date Optionese®éo be employed by t
Company by reason of Disability.

b. If Optionee sells or otherwise disposes of anyhef$hares acquired pursuant to the ISO on or b#ferkater of (i) the date
two (2) years after the Date of Grant, and (ii) dlae one (1) year after transfer of such Shar&@ptonee upon exercise of
this Option, then Optionee shall immediately nottig Company in writing of such disposition.

3. Termination

3.1 Termination for Any Reason Except Death, DisabititylCause If Optionee is Terminated for any reason exégptionee’s
death, Disability or Cause (as such terms are défin the Plan), then this Option, to the extent(anly to the extent) that it is vested on the
Termination Date in accordance with the scheduléosth on the first page of this Agreement, mayeliercised by Optionee during the three
(3) months following the Termination Date, but imyavent must be exercised no later than the Etipir®ate.

3.2  Termination Because of Death or Disabilitif Optionee is Terminated because of Optioneeatld or Disability (or Optionee
dies within three (3) months after Termination dory reason except Cause or Disability), then thugdd, to the extent (and only to the extent)
that it is vested on the Termination Date in acaom with the schedule set forth on the first paEfghis Agreement, may be exercised by
Optionee (or Optionee’s legal representative ohanized assignee) during the twelve (12) monthiefdhg the Termination Date, but in any
event must be exercised no later than the Expirddate. Any exercise occurring more than threethmfollowing the Termination Date
(when the Termination is for any reason other tDationee’s death or disability (as defined in th@€)), shall be deemed to be the exercise of
a nonqualified stock option.

3.3 Termination for Cause If Optionee is Terminated for Cause, then thigi@h, to the extent (and only to the extent) ihat
vested on the Termination Date in accordance wigthsthedule set forth on the first page of thiseggrent, may be exercised by Optionee no
later than one (1) month after the Termination Dhte in any event must be exercised no later tharExpiration Date.
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3.4  No Obligation to Employ Nothing in the Plan or this Agreement conferfOptionee any right to continue in the employ @
other relationship with, the Company or any PacerBubsidiary of the Company (or any successonterést to the Company), or limits in any
way the right of the Company or any Parent or Slisy of the Company to terminate Optioreemployment or other relationship at any ti
with or without Cause.

4, Manner of Exercise

4.1  Method of Payment In order to exercise this Option with respecalicor any part of the Shares for which this Optie at the
time exercisable, Optionee (or any other persgueosons exercising the Option) must take the faligvactions:

a. Pay the aggregate Exercise Price for the purch@backes in one or more of the following forms:

i. cash or check which, in the Company’s sole disoretshall be made payable to a Company-designatéetage
firm or the Company;

ii. as permitted by applicable law, through a specil and remittance procedure pursuant to whichoc@pég (or any
other person or persons exercising the Option) sbaturrently provide irrevocable written instracts (i) to a
Company-designated brokerage firm (or in the cdse @xecutive officer or Board member of the Compan
Optionee-designated brokerage firm) to effect themediate sale of the purchased Shares and rethi¢e tGompany,
out of the sale proceeds available on the settledee, sufficient funds to cover the aggregater&sge Price
payable for the purchased Shares, plus, if appicdire amount necessary to satisfy the Compaay’'svithholding
obligations at the minimum statutory tax withholglirates and (ii) to the Company to deliver theifieates for the
purchased Shares directly to such brokerage firarder to complete the sale transaction; or

iii. shares of the Company’s common stock held by Ogédor any other person or persons exercising ftmQ)
valued at Fair Market Value.

b. Furnish to the Company appropriate documentatiahttie person or persons exercising the Optiootifiér than Optionee)
have the right to exercise this Option.

c. Make appropriate arrangement with the Company éoet or Subsidiary employing or retaining Optiorfee the
satisfaction of all tax withholding requirementphgable to the Option exercise.

4.2  Limitations on Exercise This Option may not be exercised (a) unless sxeincise is in compliance with all applicable fede
and state securities laws and with all applicabtpiirements of any stock exchange on which the @oyip Common Stock may be listed at
the time of such issuance and (b) as to fewer 1#8@nShares unless it is exercised as to all Skarés which this Option is then exercisable.
The Company is under no obligation to registerwalify the Shares with the SEC, any state secar@é@mmission or any stock exchange to
effect such compliance. In no event may this Oplie exercised for any fractional Shares.

4.3 Issuance of SharesAs soon as practical after the exercise daeeCibmpany shall issue to or on behalf of Optiomeafy
other person or persons exercising this Optionptirehased Option Shares (as evidenced by an ajgtepntry on the books of the Company
or a duly authorized transfer agent of the Compasuybject to the appropriate legends and/or stogsfer instructions.
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4.4 Optionee IndebtednessNotwithstanding any other provisions of the Pllis Agreement or any other agreement to the
contrary, if at the time this Option is exercis€gtionee is indebted to the Company (or any PaneB8ubsidiary) for any reason, the following
actions shall be taken, as deemed appropriateeb@ timmittee:

a. any Shares to be issued upon such exercise shathatically be pledged against Optionee’s outstamdidebtedness; and

b. if this Option is exercised in accordance with sadagraph 4.1(a)(ii) above, the after tax proceddsensale of Optionee’s
Shares shall automatically be applied to the ontbitey balance of Optionee’s indebtedness.

5. Nontransferability of Option and Shares

This Option may not be transferred in any mannleeiothan under the terms and conditions of the &tdy will or by the laws of
descent and distribution and may be exercised duhia lifetime of Optionee only by Optionee. Theans of this Option shall be binding upon
the legal representatives and authorized execatatassignees of Optionee.

6. Tax Conseqguences

Optionee should refer to the prospectus for the Rlaa description of the federal tax consequenéexercising this Option and
disposing of the Shares. A copy of the Prospdstasailable at the Finance/Stock Administratioggaf the Company’s internal website, or
upon request from the Company’s Stock Administrator

7. Privileges of Stock Ownership

Optionee shall not have any of the rights of aldtotder with respect to any Shares until the Sharesssued to Optionee.
8. Notices

Any notice required to be given or delivered to @@mpany under the terms of this Agreement shaith bveriting and addressed to the
Corporate Secretary of the Company at its pringipgborate offices. Any notice required to be giwe delivered to Optionee shall be in
writing and addressed to Optionee at the addreisated on the first page of this Agreement oruchsother address as such party may
designate in writing from time to time to the Compa All notices shall be deemed to have been goreselivered upon: personal delivery;
three (3) days after deposit in the United States by certified or registered mail (return recaipguested); one (1) business day after deposit
with any return receipt express courier (prepasdpne (1) business day after transmission by fisiésior email.

9. Successors and Assigns

The Company may assign any of its rights underAlgieement. This Agreement shall be binding upath iaure to the benefit of the
successors and assigns of the Company. Subjdw testrictions on transfer set forth herein, &gseement shall be binding upon Optionee
and Optionee’s legal representatives and authoegsinees.




10. Further Instruments

The parties agree to execute such further instrtsreerd to take such further action as may be redpmecessary to carry out the
purposes and intent of this Agreement.

11. Governing Law

This Agreement shall be governed by and constmueddordance with the internal laws of the Stat€alffornia, without regard to
that body of law pertaining to choice of law or fimts of law.

[GENERAL]

c:*:’:j FORMFACTOR

FORMFACTOR, INC.
2002 EQUITY INCENTIVE PLAN
RESTRICTED STOCK UNIT AGREEMENT
TERMS AND CONDITIONS

This Award is subject to the following Terms andn@itions and the terms and conditions of the Ridrich are incorporated herein by
reference. The Participant and the Company agregedoute such further instruments and to take &utter action as may reasonably be
necessary to carry out the intent of this Resuli@®ck Unit Agreement (the “Agreement”).

This Agreement and the Plan constitute the engreeanent and understanding of the Company andatteipant with respect to this Award
and supersede all prior understandings and agraewith respect to such subject matter. If ther@nig discrepancy, conflict or omission
between this Agreement and the provisions of tlaa Bk interpreted by the Committee, the provisadribe Plan shall apply. Capitalized terms
not defined in this Agreement have the meaningilzadrto them in the Plan.

1. EFFECT OF TERMINATION OF EMPLOYMENT . If the Participant’s employment is terminatedthg Participant or by the
Company before an applicable vesting date for aagon, all of the Restricted Stock Units (“RSUsHjat have not yet vested shall be
forfeited without consideration.

2. SETTLEMENT . In accordance with the Plan, to the extent an R&tbmes vested, and subject to the Participaatisfaction of
any tax withholding obligations as discussed beleach vested RSU will be settled in Shares onppécable vesting date(s) (or the first
market trading day during an open trading windoeré¢lafter if the vesting date is not on a marketitrgeday during an open trading window
exchange for such RSU. Issuance of Shares shalldmmplete satisfaction of such vested RSUs. Settted RSUs shall be immediately
cancelled and no longer outstanding and you shat mo further rights or entittements related twsthsettled RSUs.

3. RESTRICTIONS ON ISSUANCE . The Company will not issue any Shares if thedsse of such Shares at that time would violate
any law or regulation.

4, TAX WITHHOLDING OBLIGATIONS . The Participant shall satisfy his or her withholgltax obligations, but no more than the
minimum statutory withholding amounts, in such anmexr determined by the Committee in its sole dismmenvhich may include the
withholding or selling all or a portion of any Skarthat otherwise would be issued to the Partitipan

5. TAX ADVICE . The Participant represents, warrants and ackrimekethat the Company has made no warranties @s@&mtations
to the Participant with respect to the income @ixsequences of the transactions contemplated ®yAtireement, and the Participant is in no
manner relying on the Company or the Company’sesgtatives for an assessment of such tax consszgiefHE PARTICIPANT
UNDERSTANDS THAT THE TAX LAWS AND REGULATIONS ARE BBJECT TO CHANGE. THE PARTICIPANT SHOULD
CONSULT HIS OR HER OWN TAX ADVISOR REGARDING ANY RETRICTED STOCK UNITS. NOTHING STATED HEREIN IS
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INTENDED OR WRITTEN TO BE USED, AND CANNOT BE USE[FFOR THE PURPOSE OF AVOIDING TAXPAYER PENALTIES.

6. NON-TRANSFERABILITY . The RSUs may not be anticipated, assigned, athdarnished, optioned, transferred or made subjec
to any creditor’s process, whether voluntarilyrdluntarily or by operation of law other than unttee terms and conditions of the Plan. The
terms of the RSUs shall be binding upon the legatesentatives and authorized executors and assigfi@articipant.

7. RESTRICTION OF TRANSFER . Regardless of whether the transfer or issuantieeoShares to be issued pursuant to the vesting
of RSUs has been registered under the SecuritiesrAtas been registered or qualified under tharitées laws of any state, the Company may
impose additional restrictions upon the sale, ptedqg other transfer of the Shares (including tlaegment of appropriate legends on stock
certificates and the issuance of stop-transferuntbns to the Company'’s transfer agent) if, ia jidgment of the Company and the
Company’s counsel, such restrictions are necessamder to achieve compliance with the provisiohghe Securities Act, the securities laws
of any state, or any other law.

8. RIGHTS AS SHAREHOLDER . The Participant holding RSUs shall have no rigtiter than those of a general creditor of the
Company. Subject to the terms of this AgreemetRarticipant holding outstanding RSUs has northeofights and privileges of a
shareholder of the Company, including no rightatevor to receive dividends (if any). Subject te tarms and conditions of this Agreement,
RSUs create no fiduciary duty of the Company toRheticipant and only represent an unfunded andaumed contractual obligation of the
Company. The RSUs shall not be treated as properyg a trust fund of any kind.

9. ADMINISTRATION . The Committee shall have the power to intergretRlan and this Agreement and to adopt such foitehe
administration, interpretation, and applicatiortte# Plan as are consistent therewith and to irgegorrevoke any such rules. All actions taken
and all interpretations and determinations madéhbyCommittee shall be final and binding upon thetiBipant, the Company, and all other
interested persons. No member of the Committeé kbalersonally liable for any action, determinatior interpretation made in good faith
with respect to the Plan or this Agreement.

10. EFFECT ON OTHER EMPLOYEE BENEFIT PLANS . The value of the RSUs awarded pursuant to thieé&gent shall not be
included as compensation, earnings, salaries her gimilar terms used when calculating the Parici’s benefits under any employee benefit
plan sponsored by the Company except as such giamadse expressly provides. The Company expressigrves its rights to amend, modify,
or terminate any of the Company’s employee beipédits.




11. NO EMPLOYMENT RIGHTS . The award of the RSUs pursuant to this Agreersieall not give the Participant any right to ren
employed by the Company or a Subsidiary. The Rpatitt agrees that the Participants rights hereusttl@t be subject to set-off by the
Company for any valid debts the Participant owesGbmpany.

12. NOTICES . Any notice to be given under the terms of thigeegnent to the Company shall be addressed to thg&uy in care of

its Secretary. Any notice to be given to the Pipéint shall be addressed to the Participant aadaeess listed in the employer’s records. By a
notice given pursuant to this Section, either parsyy designate a different address for notices. Aatice shall have been deemed given when
actually delivered.

13. SEVERABILITY . If all or any part of this Agreement or the Plamleclared by any court or governmental authadtige unlawful
or invalid, such unlawfulness or invalidity shatitinvalidate any portion of this Agreement or lan not declared to be unlawful or invalid.
Any Section of this Agreement (or part of such at®a@) so declared to be unlawful or invalid shélpossible, be construed in a manner wi
will give effect to the terms of such Section ortpd a Section to the fullest extent possible whigmaining lawful and valid.

14. CONSTRUCTION . The RSUs are being issued pursuant to the Plduai@nsubject to the terms of the Plan. A copyhefRlan has
been made available to the Participant, and additicopies of the Plan are available upon requastg normal business hours at the principal
executive offices of the Company. To the extent #my provision of this Agreement violates or isansistent with an express provision of the
Plan, the Plan provision shall govern and any is@iant provision in this Agreement shall be offoi@e or effect.

15. ADJUSTMENTS . In the event of a stock split, a stock dividem@aimilar change in the Company stock, the numbeutstanding
RSUs covered under this Agreement may be adjustesiant to the Plan.

16. LIABILITY . The Company (or members of the Board or Comn)ithall not be liable to the Participant or othergons as to:

() the non-issuance or sale of Shares as to whielCompany has been unable to obtain from anylaggy body having jurisdiction the
authority deemed by the Company’s counsel to bessy to the lawful issuance and sale of any Sheeeeunder; and (ii) any unexpected or
adverse tax consequence realized by the Partioggasther person due to the award, receipt, olese¢int of RSUs or Shares under this
Agreement.

17. MISCELLANEOQOUS .

171 This Agreement shall be subject to all applicabled, rules, and regulations, and to such apprdya#y governmental
agencies or national securities exchanges as meggoéed.

17.2 The Company may assign any of its rights underAlgieement. This Agreement shall be binding upatianre to the
benefit of the successors and assigns of the Comaiject to the restrictions on transfer setfdwtrein, this Agreement shall be binding
upon the Participant and Participant’s legal repmégtives and authorized assignees.

17.3 To the extent not preempted by federal law, thise&gent shall be governed by, and construed inrdanoe with, the laws
of the State of California.




CQ'FGRMFACTDR

2002 EQUITY INCENTIVE PLAN
OUTSIDE DIRECTOR RESTRICED STOCK UNIT AGREEMENT
(OUTSIDE DIRECTOR *[INITIAL] OR__[ANNUAL] EQUITY AWARD)

FormFactor, Inc., a Delaware corporation (the “Camyj), hereby awards Restricted Stock Units (“RUs’the Participant named below as
of the Date of Award set forth below pursuant te @ompany’s 2002 Equity Incentive Plan, as ameiftfed‘Plan”). The terms and conditions
of the Award are set forth in this cover sheethim attached Restricted Stock Unit Agreement (fkgréement”) and in the Plan. Capitalized
terms not defined in this Agreement have the mepagtribed to them in the Plan.

Name of Participan

Participan’s Social Security XXX -XX -

Participan’s Address

Award Number:

Date of Award:

Number of Restricted Stock Units Awardt

Amount Paid by Participant for the RSUs Award $0.001

Vesting Schedule Provided the Participant renders continuous seiteicee Company as a Director or a Consul
(“Service”), the RSUs will vest in [thirty-six (SPDR [twelve (12)]* equal monthly installments
beginning , such thet RSUs will vest in full upon completion of [thré®)
years]OR [one (1) year]* of Board Servic

The Company has signed this Agreement effectivef #se Date of Award and has caused it to be exelint duplicate by its duly authorized
representative.

FORMFACTOR, INC.

MARIO RUSCEV
PRESIDENT & CEO

* Select one depending whether initial or annualiggaward.




CQ'FGRMFACTDR

FORMFACTOR, INC.
2002 EQUITY INCENTIVE PLAN
OUTSIDE DIRECTOR RESTRICTED STOCK UNIT AGREEMENT
TERMS AND CONDITIONS

This Award is subject to the following Terms andn@itions and the terms and conditions of the RMdrich are incorporated herein by
reference. The Participant and the Company agregedoute such further instruments and to take &utler action as may reasonably be
necessary to carry out the intent of this Agreement

This Agreement, the Plan and the preceding coveststonstitute the entire agreement and understgmdithe Company and the Participant
with respect to this Award and supersede all primderstandings and agreements with respect tossughct matter. If there is any discrepal
conflict or omission between this Agreement andptavisions of the Plan as interpreted by the Cotte, the provisions of the Plan shall

apply.

1. EFFECT OF TERMINATION OF SERVICE . If the Participant’s Service is terminated by Baaticipant or by the Company
before an applicable vesting date for any readbof the RSUs which have not yet vested shalldréefted without consideration.

2. SETTLEMENT . To the extent an RSU becomes vested and thecipartt has not elected to defer settlement of tBe Reach

vested RSU will be settled in Shares in exchangsdoh RSU on the earlier of: (i) the date on whith RSUs subject to this Agreement are
fully vested, or (ii) the Participant’s separatfoom service within the meaning of Code SectionA@%Beparation from Service”) (or the first
market trading day during an open trading windoeré¢lafter if either the date on which the RSUs ailifethis Agreement are fully vested or
the Participant’s Separation from Service is notonarket trading day during an open trading windoWo the extent an RSU becomes vested
and the Participant has elected to defer settlenfehe RSU, each vested RSU will be settled inr€hapon the Participant’s Separation from
Service (or the first market trading day duringogen trading window thereafter if the Participai@&paration from Service is not on a market
trading day during an open trading window) in exxgefor such RSU. Issuance of Shares shall beripkete satisfaction of such vested
RSUs. Such settled RSUs shall be immediately chattahd no longer outstanding and you shall haviriber rights or entitlements related
to those settled RSUs. Notwithstanding the foregoio extent the RSUs are settled upon the Paaiitip Separation from Service, such
settlement shall be delayed to the extent requireter Code Section 409A, until the Company’s fissiness day following the six-month
anniversary of his or her Separation from Service.

3. RESTRICTIONS ON ISSUANCE . The Company will not issue any Shares if thedasse of such Shares at that time would violate
any law or regulation.

4. TAX ADVICE . The Participant represents, warrants and ackrigekethat the Company has made no warranties msegtations
to the Participant with respect to the income t@ixsequences of the transactions contemplated $Atdreement, and the Participant is in no
manner relying on the Company or the Company’sesgtatives for an assessment of such tax consszgiefHE PARTICIPANT
UNDERSTANDS THAT THE TAX LAWS AND REGULATIONS ARE BBJECT TO CHANGE. THE PARTICIPANT SHOULD
CONSULT HIS OR HER OWN TAX ADVISOR REGARDING ANY RETRICTED STOCK UNITS. NOTHING STATED HEREIN IS
INTENDED OR WRITTEN TO BE USED, AND CANNOT BE USEBOR THE PURPOSE OF AVOIDING TAXPAYER PENALTIES.
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5. NON-TRANSFERABILITY . The RSUs may not be anticipated, assigned, athdarnished, optioned, transferred or made subjec
to any creditor’s process, whether voluntarily mrdluntarily or by operation of law other than unttee terms and conditions of the Plan. The
terms of the RSUs shall be binding upon the legatesentatives and authorized executors and assigfi@articipant.

6. RESTRICTION OF TRANSFER . Regardless of whether the transfer or issuantieeoShares to be issued pursuant to the vesting
of RSUs has been registered under the SecuritiesrAtas been registered or qualified under tharitées laws of any state, the Company may
impose additional restrictions upon the sale, pdedg other transfer of the Shares (including tlaegment of appropriate legends on stock
certificates and the issuance of stop-transferuotibns to the Company’s transfer agent) if, ia jixdgment of the Company and the
Company’s counsel, such restrictions are necedsangder to achieve compliance with the provisiohghe Securities Act, the securities laws
of any state, or any other law.

7. RIGHTS AS SHAREHOLDER . The Participant holding RSUs shall have no rigtiter than those of a general creditor of the
Company. Subject to the terms of this AgreemetRarticipant holding outstanding RSUs has norbeofights and privileges of a
shareholder of the Company, including no rightatevor to receive dividends (if any). Subject te tarms and conditions of this Agreement,
RSUs create no fiduciary duty of the Company toRheticipant and only represent an unfunded andaured contractual obligation of the
Company. The RSUs shall not be treated as propemy a trust fund of any kind.

8. ADMINISTRATION . The Committee shall have the power to intergretRlan and this Agreement and to adopt such fotahe
administration, interpretation, and applicatiortted Plan as are consistent therewith and to irgequrrevoke any such rules. All actions taken
and all interpretations and determinations madéhbyCommittee shall be final and binding upon thetiBipant, the Company, and all other
interested persons. No member of the Committee sbalersonally liable for any action, determinatior interpretation made in good faith
with respect to the Plan or this Agreement.

9. NOTICES . Any notice to be given under the terms of thigeegnent to the Company shall be addressed to thg&uy in care of

its Secretary. Any notice to be given to the Papéint shall be addressed to the Participant aadaeess listed in the Company'’s records. By a
notice given pursuant to this Section, either parsyy designate a different address for notices. Aatice shall have been deemed given when
actually delivered.

10. SEVERABILITY . If all or any part of this Agreement or the Plamleclared by any court or governmental authadtige unlawful
or invalid, such unlawfulness or invalidity shaditrinvalidate any portion of this Agreement or &lan not declared to be unlawful or invalid.
Any Section of this Agreement (or part of such at®@) so declared to be unlawful or invalid shélpossible, be construed in a manner wi
will give effect to the terms of such Section ortpd a Section to the fullest extent possible whigmaining lawful and valid.

11. CONSTRUCTION . The RSUs are being issued pursuant to the Plduai@nsubject to the terms of the Plan. A copyhefRlan has
been made available to the Participant, and additicopies of the Plan are available upon requastg normal business hours at the principal
executive offices of the Company. To the extent &my provision of this Agreement violates or isansistent with an express provision of the
Plan, the Plan provision shall govern and any is@iant provision in this Agreement shall be offoi@e or effect.

12. ADJUSTMENTS . In the event of a stock split, a stock dividem@aimilar change in the Company stock, the numbeutstanding
RSUs covered under this Agreement may be adjustesiant to the Plan.
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13. LIABILITY . The Company (or members of the Board or Comn)ithall not be liable to the Participant or othersons as to:

() the non-issuance or sale of Shares as to whielCompany has been unable to obtain from anylaggy body having jurisdiction the
authority deemed by the Company’s counsel to bessy to the lawful issuance and sale of any Sheeesunder; and (ii) any unexpected or
adverse tax consequence realized by the Partioggasther person due to the award, receipt, olese¢int of RSUs or Shares under this
Agreement.

14. MISCELLANEOUS .

141 This Agreement shall be subject to all applicabled, rules, and regulations, and to such apprdya#y governmental
agencies or national securities exchanges as meggoéed.

14.2 The Company may assign any of its rights underAlgieement. This Agreement shall be binding upatianre to the
benefit of the successors and assigns of the Comfaiject to the restrictions on transfer setfdwtrein, this Agreement shall be binding
upon the Participant and Participant’s legal repméstives and authorized assignees.

14.3 To the extent not preempted by federal law, thiseggnent shall be governed by, and construed inrdanoe with, the laws
of the State of California.

OUTSIDE DIRECTOR ELECTION UNDER THE
FORMFACTOR, INC. 2002 EQUITY INCENTIVE PLAN
INITIAL EQUITY AWARD

l, , being a prospective new non-eiygdomember of the Board of Directors of FormFadtur, (the
“Company”)hereby irrevocably elect to defer the settlemenhefrestricted stock unit portion of my initialléty award to be granted under
2002 Equity Incentive Plan on [ gbgect to and following my appointment to the Boafdirectors of the Company.

| understand that this election will be effectivdyoif received by Hank Feiflinsert e-mail address] (e-mail) or [insert fax nunber] (fax))
before [ ]

| understand that if | elect to defer the settlebw#imy initial restricted stock unit grant, anysted portion of my stock unit grant will be settled
in shares of the Company’s common stock on, opas as practicable after, my “separation from sefvithin the meaning of Section 409A
of the Internal Revenue Code (which generally balthe date my service as a member of the Boabddre€tors of the Company terminates). |
further understand that my receipt of shares ofdbmpany’s common stock pursuant to any stockgnaitt will be taxed as ordinary income
to me based on the value of the shares on theltastock unit grant is settled and | receive shaféhe Company’s common stock.

| further understand that the election to defetlesgient of the restricted stock unit portion of mifial equity award is subject to approval of
Company’s Board of Directors. If such approvahdd obtained, | understand that this election dwalhull and void.

Signature of No-Employee Directo Date




OUTSIDE DIRECTOR ELECTION UNDER THE
FORMFACTOR, INC. 2002 EQUITY INCENTIVE PLAN
ANNUAL EQUITY AWARD

I, , being a non-employee member efBbard of Directors of FormFactor, Inc. (the “Canp”)
hereby irrevocably elect to defer the settlemen’npftotal annual restricted stock unit award talented under the 2002 Equity Incentive Plan
(the “Plan”) on [ ] immediately following ¢hCompany’s [ ] Annual Meeting of Stockhokler

| understand that this election will be effectivdyoif received by Hank Feiflinsert e-mail address] (e-mail) or [insert fax nunber] (fax))
before [ 1.

| understand that if | elect to defer the settlehwnmy annual restricted stock unit grant, anyteégortion of my stock unit grant will be
settled in shares of the Company’s common stockoas soon as practicable after, my “separatiom fservice” within the meaning of

Section 409A of the Internal Revenue Code (whiahegally will be the date my service as a membehefBoard of Directors of the Company
terminates). | further understand that my recefghares of the Company’s common stock pursuaanyostock unit grant will be taxed as
ordinary income to me based on the value of theeshan the date the stock unit grant is settled aedeive shares of the Company’s common
stock.

| further understand that the election to defetlexgient of my total annual restricted stock unitaavis subject to approval of the amended and
restated terms of the Plan by the Company’s Bo&Rirectors providing for the grant of restrictedak unit awards. If such approval is not
obtained, | understand that this election shalibéand void.

Signature of No-Employee Directo Date




NON-EMPLOYEE DIRECTOR ELECTION UNDER
THE FORMFACTOR, INC.
2002 EQUITY INCENTIVE PLAN
ANNUAL RETAINER

I, , being a non-employee member efBbard of Directors (“Board”) of FormFactor, Irfthe
“Company”) hereby elect to receive (complete eitfagror (b) below:

(@) % (insert percentage between 25%18086) of my total regular annual retainer, inclydany additional retainer paid in connection
with service on any committee of the Board (theté®eer”) for the next year of Board service comniegat the Company’s next Annual
Meeting of Stockholders;

(b) $ (insert dollar amobetween 25% and 100% of Retainer) of my Retdimethe next year of Board service commencing
at the Company’s next Annual Meeting of Stockhadder

in the form of (check (i) or (ii) below, as applidea):

0] a fully vested deferred stock umiagt which will be granted under the Company’s 28@Rity Incentive Plan (the “Plan”)
on the date the Retainer is paid based on thengjagilue of the Company’s common stock (“Commorcisioon that date.

(i) a fully vested stock grant which Ihile granted under the Plan on the date the Retgipaid based on the closing value of
the Common Stock on that date.

| understand that | may not elect to receive lbas 25% of my Retainer in a fully vested deferrtettls unit grant or a fully vested stock grant.
| further understand that | will receive my Retaiirethe form of cash to the extent that | do rleteto receive it in the form of a fully vested
deferred stock unit or fully vested stock grantemithe Plan.

| understand that my Retainer payment and defeteations above will be effective only if receivieg Hank Feir([insert e-mail address] (e-
mail) or [insert fax number] (fax)) before [ ]

| understand that any fully vested deferred stauk grant | elect to receive will be settled in Qmion Stock on, or as soon as practicable after,
my “separation from service” within the meaningSgfction 409A of the Internal Revenue Code (whiategally will be the date my service as
a member of the Board of the Company terminate&)rther understand that my receipt of Common Bfmersuant to any fully vested defer
stock unit grant will be taxed as ordinary incomerte based on the value on the date of such settteamd receipt.

| understand that, if | elect to receive a fullysted stock grant, | will receive the Common Stagresenting any such fully vested stock grant
on, or as soon as practicable after, the dateso€thmpany’s Annual Meeting of Stockholders and thatstock grant receipt will be taxed as
ordinary income to me based on the value of suaghr@on Stock on the date of grant.

Signature of No-Employee Directo Date
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EXHIBIT 21.01

LIST OF REGISTRANT'S SUBSIDIARIES
SUBSIDIARY NAME JURISDICTION OF ORGANIZATION
FormFactor Electronics Trading (Shanghai) Co., People's Republic of Chir
FormFactor Germany Gmb Germany
FormFactor Hungary Licensing Limited Liability Cosnpy Hungary
FormFactor International, In Delaware, United State
FormFactor, KK Japar
FormFactor Korea, Inc South Kore:
FormFactor Pte. Ltc Singapore
FormFactor Singapore Pte. L Singapore

Seneca Merger Sub, Ir Delaware, United Stat¢
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EXHIBIT 23.01
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporationdfgrence in the Registration Statements on Forn{I{$8333-106043, 333-115137, 333-
125918, 333-139074, 333-148198 and 333-149411pohFactor, Inc. of our report dated February 24,@€lating to the financial
statements, financial statement schedule and fhetiekeness of internal control over financial repw, which appears in this Form 10-K.

/s/ PRICEWATERHOUSECOOPERS LLP

San Jose, California
February 24, 2010
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EXHIBIT 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
I, Mario Ruscev, certify that:
1. | have reviewed the annual report on Form 10-KaffFactor, Inc.;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omdt&te a material fact necessary to

make the statements made, in light of the circunt&s under which such statements were made, nigtagisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdth@ periods presented in this report;

4, The registrant's other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(@) Designed such disclosure controls and proceduregused such disclosure controls and proceduiies ttesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneszh

(b) Designed such internal control over financial réipgr, or caused such internal control over finaha@gaorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in ataoee with generally accepted accounting principles

(c) Evaluated the effectiveness of the registrant'slaisire controls and procedures and presentedsimetport our conclusior
about the effectiveness of the disclosure contants procedures, as of the end of the period cougyeddis report based on such
evaluation; and

(d) Disclosed in this report any change in the regitsanternal control over financial reporting tloacurred during the registran
most recent fiscal quarter (the registrant's fofigital quarter in the case of an annual repod) lttas materially affected, or is
reasonably likely to materially affect, the regisit's internal control over financial reportingpan

5. The registrant's other certifying officer and | badisclosed, based on our most recent evaluationterhal control over financi:
reporting, to the registrant's auditors and thatanmmmittee of the registrant's board of direct@ispersons performing the equivalent
functions):

(@)  All significant deficiencies and material weaknessethe design or operation of internal contradiofmancial reporting whic
are reasonably likely to adversely affect the itegig's ability to record, process, summarize aprt financial information; ar

(b) Any fraud, whether or not material, that involvearmagement or other employees who have a signifrodain the registrant
internal control over financial reporting.

Date: February 24, 2010 /sl MARIO RUSCEV

Dr. Mario Ruscev
Chief Executive Officer
(Principal Executive Officer and Directo
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EXHIBIT 31.02
CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO 15 U.S.C. SECTION 7241,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANESOXLEY ACT OF 2002
[, Jean B. Vernet, certify that:
1. | have reviewed the annual report on Form 10-KafifFactor, Inc.;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omdt&te a material fact necessary to

make the statements made, in light of the circunt&s under which such statements were made, nigtagisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$oéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdth@ periods presented in this report;

4, The registrant's other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(@) Designed such disclosure controls and proceduregused such disclosure controls and proceduiies ttesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneszh

(b) Designed such internal control over financial réipgr, or caused such internal control over finaha@gaorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in ataoee with generally accepted accounting principles

(c) Evaluated the effectiveness of the registrant'slaisire controls and procedures and presentedsimetport our conclusior
about the effectiveness of the disclosure contants procedures, as of the end of the period cougyeddis report based on such
evaluation; and

(d) Disclosed in this report any change in the regitsanternal control over financial reporting tloacurred during the registran
most recent fiscal quarter (the registrant's fofigital quarter in the case of an annual repod) lttas materially affected, or is
reasonably likely to materially affect, the regisit's internal control over financial reportingpan

5. The registrant's other certifying officer and | badisclosed, based on our most recent evaluationterhal control over financi:
reporting, to the registrant's auditors and thatanmmmittee of the registrant's board of direct@ispersons performing the equivalent
functions):

(@)  All significant deficiencies and material weaknessethe design or operation of internal contradiofmancial reporting whic
are reasonably likely to adversely affect the itegig's ability to record, process, summarize aprt financial information; ar

(b) Any fraud, whether or not material, that involvearmagement or other employees who have a signifrodain the registrant
internal control over financial reporting.

Date: February 24, 2010 /s/ JEAN B. VERNET

Jean B. Vernet
Chief Financial Officer
(Principal Financial Officer and Principal Accoumty Officer)
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EXHIBIT 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 SARBANESOXLEY ACT OF 2002

In connection with the annual report onrrdi0-K of FormFactor, Inc., a Delaware corporation,the period ended December 26, 2009,
as filed with the Securities and Exchange Commigsach of the undersigned officers of FormFadiar, certifies pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 9@&dBarbanes-Oxley Act of 2002, that, to his retspe knowledge:

(1) the annual report fully complies with the requirenseof Section 13(a) or 15(d) of the Securitiestznge Act of 1934, as
amended; and

(2) the information contained in the annual reportiygiresents, in all material respects, the findnmadition and results ¢
operations of FormFactor, Inc. for the periods enésd therein.

Date: February 24, 2010 /sl MARIO RUSCEV

Dr. Mario Ruscev
Chief Executive Officer
(Principal Executive Officer and Directo

Date: February 24, 2010 /sl JEAN B. VERNET

Jean B. Vernet
Chief Financial Officer
(Principal Financial Officer and Principal Accoumty Officer)
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