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and "our". Our fiscal years end on the last Saumd@ecember. Our last three fiscal years endeDerember 26, 2009 , December 25, 2010
and December 31, 2011 .
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NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forwardlimg statements within the meaning of the Se@siExchange Act of 1934 and
the Securities Act of 1933, which are subject s&siand uncertainties. The forward-looking statem#tiude statements concerning, among
other things, our business strategy (includingcimeited trends and developments in, and managepteard for, our business and the marke
which we operate), financial results, operatingitss revenues, gross margin, operating expensedugts, projected costs and capital
expenditures, research and development progrates, aad marketing initiatives and competition. dmg 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 undliance on these forward-looking
statements. We undertake no obligation to updatehthese statements for any reason. Actual exantssults may differ materially from
those expressed or implied by these statementtodeagious factors, including but not limited tetmatters discussed below, in the section
entitled "Item 1A: Risk Factors", and elsewher¢hiis Annual Report on Form 10-K.

Our operating results have fluctuated in the padtaxe likely to continue to fluctuate. As a reswié 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 prod
« market and competitive conditions in our industhg semiconductor industry and the economy as dey

« our ability to improve operating efficiency tohaeve operating cash flow break even in the ctifbeisiness environment and to
better position our company for long-term, profieagrowth;

« the timing and success of new technologies andustadtroductions by our competitors and by
< our ability to work efficiently with our customeos their qualification of our new technologies gmdducts
e our ability to deliver reliable, cogtffective products that meet our customers' tegtiggirements in a timely mann

* our ability to transition to new product arcleiteres and to bring new products into volume préidnoon time and at acceptable
yields and cosl

< our ability to implement measures for enablifficEencies and supporting growth in our desigmplagations, manufacturing and
other operational activities;

< the reduction, rescheduling or cancellation of csd®/ our customet

* our ability to collect accounts receivables owedhy customer

* our product and customer sales mix and geograpbides mix

« areduction in the price or the profitability ofrquroducts

« the availability or the cost of components and male utilized in our product

* our ability to efficiently optimize manufactugrcapacity and to stabilize production yields asessary to meet customer demand
and ramp production volume at our manufacturingifess;

* our ability to protect our intellectual propeggainst third parties and continue our investnrentésearch and development and
design activities;

¢ any disruption in the operation of our manufactgiacilities
» the timing of and return on our investments in aesk and development; ¢

» seasonality, principally due to our customers' pasing cycle:
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The impact of one or more of these factors mighseaour operating results to vary widely. If ouwraeues, operating results or outlook
fall below the expectations of market analystswestors, the market price of our common stockadekline substantially. You should
carefully consider the numerous risks and unceregmescribed above and in such sections.

PART |
ltem 1. Business

We design, develop, manufacture, sell and suppedigion, high performance advanced semiconductdemprobe card products and
solutions. Semiconductor manufacturers use ournyafibe cards in the front-end of the semiconduetanufacturing process to perform sort
and test on the semiconductor die, or chips, andconductor wafer. A wafer probe card is mounted prober, which in turn is connected to
a semiconductor tester. The wafer probe card id asen interface to connect electrically with tesd individual chips on a wafer. Using our
wafer probe cards to test at this stage of the faatwring process, our customers can reduce tbstraf test by identifying defective chips
prior to incurring the time and costs of packagitedective chips after singulation. We work closelth our customers on product design, as
each wafer probe card is a custom product thatesific to the chip and wafer designs of the cugiom

We were incorporated in 1993 and we introducedfiostrwafer probe card based on our MicroSpring®@iinonnect technology in 1995.
Historically, sales for wafer probe cards for tegtDynamic Random Access Memory, or DRAM, devicagehmade up the majority of our
revenues.

Our business is generally subject to the cycligalftthe semiconductor industry. In fiscal 2008otgh 2011, our financial performance
was negatively impacted not only by semiconduatdustry specific events, but also by global masronomic issues and by product transi
and other business execution challenges. In f&2@8, our revenue declined 55% from our fiscal 2@¥&nue level, as the global economic
crisis was accompanied by a collapse in demandeimiconductor chips in general, and for DRAM chipparticular. In fiscal 2009, we were
late in our development and introduction of a cotitipe next-generation wafer probe card for memaeyices and our revenue declined 36%
from our fiscal 2008 revenue. These dramatic regeirops were accompanied by gross margin challeregedting in operating losses in both
fiscal 2008 and 2009. In fiscal 2010, our revemeedgased by 39% over fiscal 2009, but the evalnatitd qualification of our Matrix
architecture based wafer probe cards took longar te anticipated at many customers, which nedgtingpacted demand and revenues from
our DRAM and Flash memory wafer probe cards. We edslized an operating loss in fiscal 2010.

Our revenue was down 10% in fiscal 2011 as comparédcal 2010, reflecting a mix of trends in mwstomers' markets, with moder
growth in the System on Chip, or SoC, and NAND Fklaseemory device markets offset by substantial deslin DRAM and NOR Flash
memory device markets. The DRAM and NOR Flash mgmuarket weakness was particularly severe in toberghalf of the year as average
selling price erosion for semiconductor devicesiited in unprofitable business for most suppliersvall as a cut back in production capacity
and technology investments, including purchasgeae cards. The DRAM weakness was exacerbatelddgifig in Thailand, which
dramatically impacted disk drive production, inrtueducing personal computer output and DRAM demé@nerall, our revenue increased
approximately 6% year-over-year in the SoC maiketwas down approximately 12% in DRAM and 18% liash memory.

In fiscal 2011 , we continued our efforts to impeoawr operating efficiency, to qualify our next geation products implementing our
proprietary Matrix architecture structure, and &ttér position our company to address our curredtexpected market opportunities. We
resized the organization through a series of regitring actions that included reductions of our ldawvide workforce. These efforts represent a
continued focus on streamlining and simplifying ouerall structure and better aligning our operatiwith the current business environment,
as well as reducing our manufacturing cost and @vipg our cycle times.

Products

Our products are based on our proprietary techimedoincluding our MicroSpring interconnect tectogy and design tools. Our
MicroSpring interconnect technology, which includesilient spring-like contact elements, enableoysroduce wafer probe cards for
applications that require reliability, speed, pséan and signal integrity. We manufacture our M&pang contact elements through precision
micro-machining and scalable semiconductor-likeenédbrication processes. Our MicroSpring contaotssprings that optimize the relative
amounts of force on, and across, a bond pad dthimtest process and maintain their shape andgosiver 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.
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We are continually improving our proprietary teclogies in order to respond to our customers' irgirggrequirements to test smaller,
faster and more complex semiconductor devices. e to invest in research and developmentidieSvaround our interconnect
technologies, including our microelectromechangyatems, or MEMS, technology, as our MicroSpringtaots need to scale in size with the
continuing evolution of semiconductors.

Our MicroSpring contacts include geometrically sedip structures. These tip structures are thegfaur wafer probe cards that come
into physical contact with the devices being teséed! are manufactured using proprietary micro-rmact), semiconductor-like processes.
These tip structures enable precise contact withlldmond pad sizes and pitches. Our technologyaliimr the design of specific geometries of
the contact tip that deliver precise and prediegtabdctrical contact for a customer's particulgiaption.

Our wafer probe cards are custom products thadesigned to order for our customers' unique wadsighs. For high parallelism
memory test applications, our products requiredangea contact array sizes because they must acudetertens of thousands of simultaneous
contacts. Our current technology, including oumppigetary advanced tester resource enhancemenfl REAtechnology, enables probe cards
for certain applications to be populated with 0881000 contacts. This requirement poses fundamehédlenges that our technology addres
including the planarity of the array, the force aeg to make contact and the need to touch all padd with equal accuracy. We have
developed wafer probe cards that use array siregngfrom 23 mm x 23 mm up to array sizes suitéecontacting all die on a 300 mm
wafer simultaneously.

We have invested and intend to continue to invessiderable resources in our wafer probe card deeigs and processes. These tools
and processes enable automated routing and tnagth ladjustment within our complex multi-layer ged circuit boards and greatly enhance
our ability to rapidly design and lay out compleinged circuit board structures. Our proprietargida tools also enable us to design wafer
probe cards particularly suited for testing todéys voltage, high power chips, which require sugrepower supply performance. Our
MicroSpring interconnect technology is used to jewa very low inductance, low resistance electpedh between the power source and the
chip under test.

Because our customers typically use our wafer poaloés in a wide range of operating temperatusespaosed to conducting wafer
probe tests at one predetermined temperature, wedesigned complex thermal compensation charatiterinto our products, including our
proprietary RapidSoak thermal compensation teclyyold/e select our wafer probe card materials &feeful consideration of the potential
range of test operating temperatures and desigwaiar probe cards to provide for a precise matith the thermal expansion characteristics
of the wafer under test. As a result, our wafebproards are able to accurately probe over a faryge of operating temperatures. This feature
enables our customers to use the same wafer pestidar both low and high temperature testing withe loss of performance. In addition, for
those testing situations that require positionalisacy at a specific temperature, we have desigrder probe cards optimized for testing at
such temperatures.

Our technology investment yielded several advaircéiscal 2011. We achieved a record setting nesdpct ramp with our second
generation full wafer contact products, SMART MattD0O™ for DRAM and TouchMatrix" for Flash, shipping over 900 units since
introduction. These product lines have ramped inme approximately four times faster than our presigeneration Harmony product, anc
now being used in production manufacturing for DRABVices, NAND Flash devices, or both, at the teg memory manufacturers
worldwide. The Matrix platform success is basedtsminique architecture, a combination of threeatisional MEMS springs, singulated
substrates and custom analog ASICs for high deasitymated test equipment, or ATE, signal shaiing. resulting Matrix solution, which
also includes other of our proprietary technologitdivers precise positioning of contacts on aew& improve yield and minimize setup tin
rapid temperature scaling to maximize utilizatiand extends native ATE parallelism to maximize teditthroughput. Customers are achie\
measurable yield benefits, lower repair rates,arabtantial cost of ownership improvement with ¢hesw products.

Customers
Our customers include manufacturers in the DRAMsRland SoC markets. Our customers use our wafbe mards to test DRAM

chips including DDR, DDR2, DDR3, SDRAM, PSRAM, mibDRAM, and Graphic DRAM, NOR and NAND flash memahips, serial dai
devices, chipsets, microprocessors, microcontoled analog devices.
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Four customers accounted for 56% of our revenuéisgal 2011 , three customers accounted for 46%uofevenues in fiscal 2010 and
one customer accounted for 49% of our revenueis@alf2009 , as follows:

Fiscal 2011 Fiscal 2010 Fiscal 2009
Elpida Memory(1) 18.2% 21.2% 49.1%
Hynix Semiconductor(2) 16.5 12.¢ *
Samsung(3) 11.2 12.C *
Micron Semiconductor(4) 10.z * *
Total 55.% 46.(% 49.1%

(1) Includes Elpida Memory and its consolidated sulsids, Rexchip Electronics Corporation and Terdo®rinc
(2) Includes Hynix Semiconductor and its consdédasubsidiary HynibNumonyx Semiconductc
(3) Includes Samsung Semiconductor and its consolidatbsidiary Samsung Austin Semicondus

(4) Includes Micron Semiconductor and its consolidatelsidiaries, including Micron Semiconductor Asta.R.td., Numonyx Pt
Ltd., Numonyx Israel Ltd. and Micron Japan, Ltd.

* Less than 10% of revenu

The percentages above reflect customer consteltatie of December 31, 2011 . Prior period conciémtiahave been updated to reflect
the current customer compositions.

Information concerning revenue by geographic regiod by country based upon ship to location appg=der "Item 7. Management's
Discussion and Analysis of Financial Condition &esults of Operations—Revenues—Revenue by Geogr&ggion" and Note 14—
Operating Segment and Geographic Information oNb&es to our Consolidated Financial Statements;twéire included elsewhere in this
Annual Report on Form 10-K.

Backlog

Our backlog was $14.6 million at December 31, 26drhpared to $37.5 million at December 25, 20¥e manufacture our wafer prc
cards based on order backlog and customer comntismeraddition, due to our customers' short dejitene requirements, we at times
produce our products in anticipation of receivimgess for our products. However, backlog includely @rders for which written
authorizations have been accepted and shipmerd wétdgn 12 months have been assigned. In addiianklog includes service revenue for
existing product service agreements to be earngdnithe next 12 months. Customers may delay dsfigéproducts or cancel orders prior to
shipment, subject to possible cancellation persaliie to possible changes in delivery scheduldsancellations of orders, our backlog on
any particular date is not necessarily indicati’aatual sales for any succeeding period. Delaytelivery schedules and/or a reduction in
backlog during any particular period could haveaarial adverse effect on our business and restitiperations.

Manufacturing

Our wafer probe cards are custom products thateseyd and manufacture to order for our customaigue wafer designs. Our
proprietary manufacturing processes can generallgiided into a front-end process, which includégbonding, photolithography, plating
and metallurgical processes, dry and electro-dépospick and place assembly and complex intereotion system design, and a back-end
process, which includes assembly. The criticalssteur manufacturing process are performed itegaC100 clean room environment.

We depend upon suppliers for some critical comptsehour manufacturing processes, including cecaubstrates and complex
printed circuit boards, and for materials usedunmanufacturing processes. Some of these compoaadtmaterials are supplied by a single
vendor, and some are subject to certain minimuraercgidantities. Generally, we rely on purchase ardather than long-term contracts with
our suppliers, which subjects us to risks, inclgdimice increases and component shortages. Wenceriid evaluate alternative sources of
supply for these components and materials.

Our primary manufacturing facility is located inviermore, California. We also perform certain maotifeng operations in our facility
in Yokohama City, Japan.

We maintain repair and service capability in Liverey California, United States. We also provideaiepnd service capabilities in our
service centers in Austin, Texas, United Stateg€dByggi-do, South Korea; Yokohama City, Japan; Jubei
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City, Taiwan and Singapore.
Research, Development and Engineering

The semiconductor industry is subject to rapid medbgical change and new product introductions emttancements. We believe that
our continued commitment to research and developarhour timely introduction of new and enhancedewnprobe 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.

Research and development expenses were $43.5miilidiscal 2011 , $55.4 million for fiscal 2018&$57.5 million for fiscal 2009 .

Our research and development activities, includingproduct engineering activities, are directedralviduals with significant
expertise and industry experience.

Sales and Marketing

We sell our products utilizing a proprietary satesdel that emphasizes the customer's total castvoérship as it relates to the costs of
test. With this sales model, we strive to demonsth@w test costs can be reduced by simulatingustomer's test floor environment, includ
testers and probers, utilizing our products andpaming the overall cost of test to that of convemail and competitive wafer probe cards.

We sell our products worldwide primarily througle@mbination of a global direct sales force, indejgem sales representatives and
value added resellers.

Our sales and marketing staff, located in the Wn8etes, China, Germany, Italy, Taiwan, JapanttBSi§area and Singapore, work
closely with customers to understand their busiegsanticipate trends and define products thatprilVide significant technical and economic
advantages to our customers.

We utilize a highly skilled team of field applicati engineers that support our customers as thegriatie our products into their
manufacturing processes. Through these custonaiomrships, we develop a close understanding adbmesr and product requirements,
thereby accelerating our customers' production amp

Environmental Matters

We are subject to U.S. federal, state and local fareign governmental laws and regulations regatonthe protection of the
environment, including those governing the discharfjpollutants into the air and water, the manag@rand disposal of hazardous substances
and wastes, the clean-up of contaminated sitestenohaintenance of a safe workplace. We believienbacomply in all material respects with
the environmental laws and regulations that applys, including those of the California DepartmefiT oxic Substances Control, the Bay A
Air Quality Management District, the City of Liveore Water Resources Division and the Californiaifdn of Occupational Safety and
Health. We did not receive any notices of violasi@i environmental laws and regulations in fis@l2 or 2010 . In fiscal 2009 we did receive
one notice of violation from the City of Livermoregarding a violation of certain applicable wastgev discharge limits. For the 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 regce: No provision has been made for loss fromrenmiental remediation liabilities
associated with our facilities because we belige it is not probable that a liability has beecvimed as of December 31, 2011 .

While we believe that we are in compliance in aditemial respects with the environmental laws agglaions 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 thpar operating results and cash flows. New laméra@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 orestilbjs to monetary liabilities, thereby adverseipacting our operating results and cash
flows.

Competition

The highly competitive wafer probe card market cdsgs many domestic and foreign companies, andhisezrically been fragmented
with many local suppliers servicing individual austers. Our current and potential competitors inlaéer probe card market include



Advantest Corporation, Aehr Test Systems, AMST Ctul,, Cascade Microtech, Inc.,
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Feinmetall GmbH, Korea Instrument Co., Ltd., Jap&ttronic Materials Corporation, SV Probe, IncicMnics Japan Co., Ltd.,

Microfriend Inc., Micro-Probe, Inc., TSC MEMSYS Quarration, Technoprobe Asia Pte. Ltd., Tokyo Cathbakeoratory Co., Ltd., Tokyo
Electron Ltd., TSE Co., Ltd., and Wentworth Laborgs, Inc., among others. In addition to the &pilb address wafer probe card performe
issues, the primary competitive factors in the stduin which we compete include product performeaquality and reliability, price, total cost
of ownership, lead times, the ability to providemipt and effective customer service, field applaa support and timeliness of delivery.

Some of our competitors are also suppliers of ayyees of test equipment or other semiconductoipegent, or offer both advanced
wafer probe cards and vertical or needle probescanmid may have greater financial and other ressut@an we do. We expect that our
competitors will enhance their current wafer prpbeducts and that they may introduce new prodinetswill be competitive with our wafer
probe cards. In addition, it is possible that nempetitors, including test equipment manufactunerasy offer new technologies that reduce the
value of our wafer probe cards.

Additionally, semiconductor manufacturers may inmpémt chip designs that include built-in self-temgpabilities 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) delays idifization of our next-generation products, (2) lealume orders that do not meet our present
minimum volume requirements, (3) very short cyaieetrequirements which may be difficult for us teen (4) long-standing relationships
between our competitors and certain semiconducsoufiacturers and (5) semiconductor manufacturéstestegies that include low
performance semiconductor testers.

Intellectual Property

Our success depends in part upon our ability tdiicoa to innovate and invest in research and deveémt to meet the semiconductor
testing requirements of our customers, to mairdaith protect our proprietary technology and to caehdur business without infringing on the
proprietary rights of others. We rely on a combimrabf patents, trade secrets, trademarks andainal restrictions on disclosure to protect
our intellectual property rights.

As of December 31, 2011 , we had 646 issued patefnehich 411 are United States patents and 28%aseign patents. The expiration
dates of these patents range from 2012 to 2@% issued patents cover many of the featuresiointerconnect technology, as well as son
our inventions related to wafer probe cards antihigswafer-level packaging and test, sockets asgmblies and chips. In addition, as of
December 31, 2011 , we had 327 patent applicapending worldwide, including 68 United States aggtiions, 252 foreign national or
regional stage applications and 7 Patent Cooperdtieaty applications. We cannot provide any assigahat our current patent applications,
or any future patent applications that we may fil#l, result in a patent being issued with the segpthe 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 unregistered trademiadtading FormFactor, ATRE, DC-Boost, Harmony,dwiSpring, MicroForce,
RapidSoak, SmartMatrix, SmartMatrix 100, TouchMat@®neTouch, TRE, TrueScale, TrueScale Lite and-tirenFactor logo.

We routinely require our employees, customers, lgeqspand potential business partners to enterdatdidentiality 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 protectiorn four proprietary rights. We also may not be susftgsn our efforts to enforce our
proprietary rights. To date, for example, we hagerbunsuccessful in our efforts to enforce cedéimur patent rights and obtain injunctive
relief for violation of those rights in South Koresnd through U.S. courts and the U.S. Internatidrede Commission, or ITC. The ITC
initiated an investigation into certain activitiestwo companies based on a complaint we fileéia R007, but did not find a violation of
Section 337 of the U.S. Tariff Act of 1930 and terated its investigation in November 2009 withasiing an exclusionary order against any
products. Notwithstanding our efforts to protect proprietary rights, unauthorized parties mayrafieto copy aspects of our products or to
obtain and use information that we regard as petgmy. From time to time, we have become award@wdtions where others are or may be
infringing on our proprietary rights. We evaluatese situations as they arise and elect to takenacgainst these companies as we deem
appropriate. Others might independently developlaimr competing technologies or methods, desigaigd our patents, or attempt to
manufacture and sell infringing products in cowggrihat do not strongly enforce intellectual proypeghts or hold invalid our intellectual
property rights. In addition, leading companieshia@ semiconductor industry have extensive paterifglos and other intellectual property
with respect to semiconductor technology. Actioagsenbeen filed in
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the U.S. Patent and Trademark Office and pateidesfiin other countries, challenging the validifycertain of our patents. In the future, we
might receive claims that we are infringing intetleal property rights of others or that our patemtether intellectual property rights are
invalid. We have received in the past, and mayivede the future, communications from third pastiequiring about our interest in licensing
certain of their intellectual property or more geally identifying intellectual property that may béinterest to us.

We have invested significant time and resourcesiimechnology and as a part of our ongoing efftarfsrotect the intellectual property
embodied in our proprietary technologies, including MicroSpring interconnect technology and degigptesses, we may pursue actions to
enforce our intellectual property rights again$tiinging third parties.

For a description of the material patent-relatestpedings in which we are involved, see "ltem 3jdlé°roceedings".

Employees

As of December 31, 2011 , we had 709 regular foletemployees, including 168 in research and deveémt, 74 in sales and
marketing, 78 in general and administrative funtiicand 389 in operations. By region, 529 of ouplegyrees were in North America, 58 in
Japan, 35 in South Korea, 64 in Singapore, 19 iwdmand 4 in Europe. No employees are currentheied by a collective bargaining
agreement. We believe that our relations with oopleyees are good.

Available Information

We maintain a website attp://www.formfactor.comWe make available free of charge on our websiteAmnual Reports on Form 10-
K, Quarterly Reports on Form 10-Q, current reportd=orm 8-K and amendments to those reports fitdfdraished pursuant to Section 13(a)
or 15(d) of the Exchange Act, as soon as reasormahbticable after we electronically file such nnetiewith, or furnish it to, the United State
Securities and Exchange Commission, or SEC. Tleeaete to our website does not constitute incotjpordy reference of the information
contained at the site.

The public may also read and copy any materialsviledile with the SEC at the SEC's Public RefeeeRoom 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 svhis located atttp://www.sec.gov

Directors and Executive Officers

Directors. The names of the members of our board of directheir ages as of December 31, 2011 and thaiert occupations are
set forth below.

Name of Director Age Current Occupation
G. Carl Everett, Jr.(1) 61 Venture Partner at Accel LLP
Lothar Maier 56 Chief Executive Officer and Director of Linear Techogy
Corporation
James A. Prestridge(2) 79 Director of FormFactor, Inc.
Thomas St. Dennis 58 Chief Executive Officer and Director of FormFactig.
Edward Rogas, Jr. 70 Director of Vitesse Semiconductor Corporation angneni
Technologies Pvt Ltd
Michael W. Zellner 56 Chief Financial Officer of PMC-Sierra
Richard DelLateur 63 Director of FormFactor, Inc.
(1) Mr. Everett became the Chairman of our Board o&Etinrs on December 26, 20
2 Mr. Prestridge will not be standing for reetlen to our Board of Directors in fiscal 2012. sitiecision was not the result of

any disagreement with the Company.

G. Carl Everett, Jrhas served as a Director since June 2001 and airn@dn since December 2010 and served as ourrmtehief
Executive Officer from May 2010 to September 20d9well as our Executive Chairman from Septemb&020 December 2010. Mr. Everett
founded GCE Ventures, a venture advisement firmdpril 2001. Mr. Everett has served as a venturgnga at Accel LLP, a venture capital
firm, since 2002. From February 1998 to April 200, Everett served as Senior Vice President, Peiseystems Group of Dell Inc. During
1997, Mr. Everett was on a personal sabbaticamFr878 to December 1996, Mr. Everett held seveealagement positions with Intel
Corporation, including Senior Vice President anch€al Manager of the Microprocessor Products Graad,Senior Vice President and
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Products Group. Mr. Everett currently serves ondatb&rd of directors of three privately held comganiMr. Everett holds a B.A. in business
administration and an honorary Doctorate of LawstiNew Mexico State University.

Lothar Maierhas served as a Director since November 2006. Mieivhas served as the Chief Executive Officerantember of the
board of directors of Linear Technology Corporat{diasdaq: LLTC), a supplier of high performancelagéntegrated circuits, which is a
publicly traded company, since January 2005. Roidhat, Mr. Maier served as Linear Technology's&e€0@perating Officer from April 1999 1
December 2004. Before joining Linear Technology, Maier held various management positions at Cyp$esmniconductor Corporation, a
provider of high-performance, mixed-signal, prognaable solutions, from 1983 to 1999, most recerglganior Vice President and Executive
Vice President of Worldwide Operations. Mr. Maields a B.S. in chemical engineering from the Ursitgrof California at Berkeley.

James A. Prestridgeas served as a Director since April 2002, andskaged as Chairman of our Board of Directors frongést 2005 t
June 2008, and from May 2009 to September 2010Pkéstridge served as our Lead Independent Diréctior June 2008 to May 2009 and
from September 2010 to December 2010. Mr. Prestridgved as a consultant for Empirix Inc., a prevaf test and monitoring solutions for
communications applications, from October 2001luitober 2003. From June 1997 to January 2001 Pxstridge served as a Director of
five private companies that were amalgamated imbpiEX. Mr. Prestridge served as a member of thertébof directors of Teradyne, Inc., a
manufacturer of automated test equipment, whiehgsblicly traded company, from 1992 until 2000. Mrestridge was Vice-Chairman of
Teradyne from January 1996 until May 2000 and skagExecutive Vice President of Teradyne from 1993 May 1997. Mr. Prestridge
holds a B.S. in general engineering from the U.8&/al Academy and an M.B.A. from Harvard Universir. Prestridge served as a Captai
the U.S. Marine Corps.

Thomas St. Denntgas served as our Chief Executive Officer and adar since September 2010, when he joined our aognp
Mr. St. Dennis previously held various positiong\gaplied Materials, Inc. from 1992 to 1999 and agfaom 2005 to 2009. His most recent t
at Applied Materials, Inc. was the Senior Vice Rtest and General Manager of the Silicon SystenmurHe also worked at Novellus
Systems, Inc. as the Executive Vice President EfsSand Marketing from 2003 to 2005. From 1999G032Mr. St. Dennis was the President
and CEO of Wind River Systems, Inc. Mr. St. Derroids a B.S. in Physics and a M.S. in Physics, Fotin UCLA.

Edward Rogas, Jrhas served as a Director since October 2010. lgaR currently serves on the Boards of Vitesse SGerdictor
Corporation and Vignani Technologies Pvt Ltd. ModRs served as a Director of Photon Dynamics, fram May 2006 to October 2008.
Mr. Rogas held management positions at Teradymrefdn over 30 years, including serving as Senime\President from 2000 through 2005.
Mr. Rogas holds degrees of M.B.A. (with distinclidrom Harvard Business School and B.S. from thé@ddnStates Naval Academy.

Michael W. Zellnehas served as a Director since April 2011. Mr.1zeal] the Chief Financial Officer of PMC-Sierra (Hag: PMCS)
since March 2007, has over 25 years of financipeernce in the high tech industry. Prior to jomPMC-Sierra, Mr. Zellner was Senior Vice
President of Finance and Administration and Chie&Rcial Officer at Wind River Systems, Inc., a idevsoftware solutions provider to the
electronics industry.

Richard DeLateuhas served as a Director since May 2011. Mr. Delraterved as Chief Financial Officer of FormFactoc, from
May 2010 to May 2011. Mr. DelLateur is a 20-yeaevah of Intel's finance team, where he held varasstions, including the role of Vice
President and Group Controller of Worldwide Tecloggland Manufacturing. Mr. DeLateur more recenélsved as Chief Financial Officer at
the private companies Fluidigm Corporation and Tro@orporation. Mr. DelLateur had also served asradbor at Numonyx Corp., a leading
manufacturer of Flash memory, which is now patiafron Technology, Inc.

Executive Officers. Our executive officers, their ages and thesifans with our company as of December 31, 20&lsat forth
below.

Name Age Position

Thomas St. Dennis 58 Chief Executive Officer

Michael M. Ludwig 50 Chief Financial Officer

Stuart L. Merkadeau 50 Senior Vice President, General Counsel and Segretar

Michael M. Ludwichas served as our Chief Financial Officer since i@¥1. Mr. Ludwig has also served as our Vice Eeeti Financ
from December 2009 to May 2011, was a consultantitacompany from February 2009 to December 2008 sarved as our Vice President
and Corporate Controller from April 2001 to AprD@7. Mr. Ludwig has also held senior level finaaoel accounting positions at Force 10
Networks, Inc., a privately held company that bsiitthd secures high performance networks, and siati¢ of Tyco Electronics and Beckm
Coulter. Mr. Ludwig holds a B.S. in accounting from
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California State Polytechnic University, Pomona.

Stuart L. Merkadeabhas served as one of our Senior Vice Presidents §hetober 2003 and as our General Counsel anét8scsince
October 2002. Mr. Merkadeau previously served asajdrour 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 intg#llal 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

In addition to the other information in this AnniRéport on Form 10-K, you should carefully consitter risk factors discussed in this
Annual Report on Form 10-K in evaluating FormFaetod our business. If any of the identified risksially occur, our business, financial
condition and results of operations could be mallgradversely affected. The trading price of oomenon stock could decline and you may
lose all or part of your investment in our commaeck. The risks and uncertainties described inAmisual Report on Form 10-K are not the
only ones we face. Additional risks that we curkedb not know about or that we currently beliegdoe immaterial may also impair our
business operations.

Our delay in qualifying our next generation produgiat certain of our customers could result in therginued loss of market share at those
customers, which could negatively impact our busiseand financial results.

In fiscal 2010 we transitioned customers from oarrdony platform products to our SmartMatrix and gleatrix product lines and
notified our customers of our "end of life", or EQdlans for our Harmony products. Although we badieur new SmartMatrix and
TouchMatrix products enable our customers to latlveir cost of ownership and we are in, or have detaf, the qualification phase of this
transition at our customers for DRAM and flash meyrapplications, we are late to market with these products and both have lost and
expect to continue to lose market share as we ték@roduct transition. This share loss is theltesf the time required for SmartMatrix and
TouchMatrix product qualifications and of our custers' manufacturing lead times as they move froalifigation volumes to full commercial
production volumes, which could result in contindest opportunities for us and negatively impaat business, financial and operating resi
Because of this market timing, our products arebeirtg used by certain of our customers in thairesu high volume production runs for
certain devices, which could result in our losinfidw-on orders for those devices, and could a¢sult in customers electing to continue
purchasing wafer probe cards from suppliers otgn us to test their future semiconductor deviedsch could result in our loss of market
share and have a negative impact on our busineksremcial results.

In fiscal 2011 we engaged with certain customera apxt-generation, or evolution, of our SmartMagnioduct which enables greater
parallelism, and also with an SoC customer on &geRreration vertical probe technology. If we expece delays in qualifying these next-
generation products, we may lose sales and oundiabresults will be negatively impacted.

Periodic global economic and semiconductor industtgwnturns could continue to negatively affect obusiness, results of operations, a
financial condition.

The recent and historical global economic and sendactor industry downturns negatively affected eodld continue to negatively
affect our business, results of operations andfired condition. We may experience continued dedim demand for our probe cards resulting
from our customers continuing to conserve cashuyng production, postponing the implementationaafling cycles and delaying the ramj
new technology nodes in response to slow demancoftsumer and other products incorporating devested with our wafer probe cards. We
may experience continued pricing pressure on eeafadur products, which may reduce our gross niargh protracted downturn could cause
additional customers to file for bankruptcy protectas occurred in 2009 with our customers Spars@hQimonda, resulting in our loss of
revenue. In the past environment, customers weldrg extended payment terms or delaying paymerddo products past their original due
dates, which could impact their payment historesaitting in our deferral of revenue and which cdaokttease our potential bad debt exposure.
In fiscal 2009 , we recorded a $5.0 million pre-aypense to increase our allowance for doubtfubawts as a result of the heightened non-
payment risk of accounts receivable primarily redbto three customers.

We may also experience the insolvency of key sepplieading to delays in the development and sipprof our products, increased
expense and loss of revenue. In addition, we magrance increased impairment charges due to @scilimthe fair values of marketable debt
securities, or charges based upon underutilizatfaur factory.
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We derive a substantial portion of our revenuesrit@ 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 origirdue dates.

A relatively small number of customers have accedrfor a significant portion of our revenues in gayticular period. Four customers
represented 56% of total revenues in fiscal 2Gihiee customers represented 46% of total revemugscal 2010 and oneustomer represent
49% of total revenues in fiscal 2009 . In fiscal 29 2010 and 2009 , our ten largest customersuated for 82% , 83% and 88% of our
revenues, respectively. We anticipate that salesioproducts to a relatively small number of costos will continue to account for a
significant portion of our revenues. Consolidatiothe semiconductor industry may increase thiseatration. As a result of the global
economic and semiconductor industry downturns, saxehn the more recent past experienced signifidaalines in our revenues. In the futt
the cancellation, reduction or deferral of evemals number of purchases of our products couldigamtly reduce our revenues in any
particular period. Cancellations, reductions oredefls could result from a delay in the recoveryhef semiconductor industry, or a weaker than
anticipated recovery, or another downturn in thmisenductor industry, from manufacturing delaysality or reliability issues with our
products, or from interruptions to our customepgrations due to fire, natural disasters or otkents. Furthermore, because our probe cards
are custom products designed for our customergueniafer designs, any cancellations, reductiortetays can result in significant, non-
recoverable costs. In some situations, our custeméght be able to cancel or reduce orders withaignificant penalty.

Our customers could also fail to pay all or paraofinvoice for our products. If a customer failpty us or delays payment for our
products, we may be unable to recognize revenudjmancial condition and liquidity could be advelsimpacted and we may incur additio
charges for bad-debt reserve to the extent cesfadnr customers continue to face financial diffies during this downturn. It is also possible
that if we make the decision to initiate legal predings against customers to seek payment of adtstareceivables that it will negatively
impact a customer relationship and result in legenues in the future. Customers with financidialifties may be forced to materially reduce
or discontinue operations, file for bankruptcy they relief, or may be acquired by one of our ottwestomers, any of which would further
reduce our customer base.

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

We are experiencing increased competition in thiem@robe card market and we expect competitiantensify in the future. Increased
competition has resulted in, and in the futurékisly to result in, price reductions, reduced gnossgins 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 owlugte. Competitive products may not have betteiopmance, lower prices and/or broader
acceptance than our products, but may be able ¢b sherter delivery times required by customersrasdlt in the loss of revenue for us. In
addition, for products such as wafer probe carmsiconductor manufacturers typically qualify mdnart one source, to avoid dependence on &
single source of supply. As a result, our customersld likely purchase products from our compe$it@@urrent and potential competitors
include Advantest Corporation, Aehr Test SystemdSA Co., Ltd., Cascade Microtech, Inc., Feinme&tibH, Korea Instrument Co., Ltd.,
Japan Electronic Materials Corporation, SV Prohe,, IMicronics Japan Co., Ltd., Microfriend Inc.idwb-Probe, Inc., TSC MEMSYS
Corporation, Technoprobe Asia Pte. Ltd., Tokyo @dthLaboratory Co., Ltd., Tokyo Electron Ltd., TSE., Ltd., and Wentworth
Laboratories, Inc., among others.

Many of our current and potential competitors hgkeater name recognition, larger customer basee gstablished customer
relationships or greater financial, technical, nfanturing, marketing and other resources than weAda result, they might be able to respond
more quickly to new or emerging technologies anahgfes in customer requirements, devote greatennessoto the development, promotion,
sale and support of their products, and reducegttia increase market share. Some of our competteo supply other types of test equipm
or offer both advanced wafer probe cards and ngedlee cards. Those competitors that offer bottanded wafer probe cards and needle
probe cards might have strong, existing relatigpshiith our existing customers or with potentiadtcumers. Because we do not offer a needle
probe card or other conventional technology wafebg cards for less advanced applications, it neaglifficult for us to introduce our
advanced wafer probe cards to these customersaedtial customers for certain wafer test applaadi It is also possible that one or more of
our competitors may be able to increase theirivelaevenue with mutual customers, resulting insslof revenue share for us. It is further
possible that existing or new competitors, inclgdiest equipment manufacturers, may offer new teldgnes that reduce the value of our w.
probe cards.

If we fail to protect our proprietary rights, oura@mpetitors 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 proprietary right$ail in our efforts to protect our proprietaights, our competitors
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might gain access to our technology. Unauthorizatigs might attempt to copy aspects of our pradocto obtain and use information that
regard as proprietary. Others might independergiyetbp similar or competing technologies or methmddesign around our patents. In
addition, the laws of many foreign countries in géhive or our customers do business do not protedntellectual property rights to the same
extent as the laws of the United States. To dadehave not been successful in our efforts to eeforr proprietary rights and obtain injunctive
relief for violation of those rights in South Koraad in the United States. As a result, our pro@njerights could be compromised, our
competitors might offer products similar to ourglare might not be able to compete successfully.al§e cannot assure that:

« our means of protecting our proprietary rights Ww#él adequat
« patents will be issued from our pending or futysplecations

* our existing or future patents will be sufficién scope or strength to provide any meaningfotgrtion or commercial advantage to
us;

e our patents or other intellectual property will et invalidated, circumvented or successfully @raed in the United States or fore
countries; or

« others will not misappropriate our proprietagghinologies or independently develop similar tetdgies, duplicate our products or
design around any of our patents or other intallqgbroperty, or attempt to manufacture and séliriging products in countries that
do not strongly enforce intellectual property rigiht

We have spent in the past, and may be requirepeiodsin the future, significant resources to maratad protect our intellectual
property rights. We presently believe that it kely that two or more of our competitors are ugimgthodologies or have implemented
structures into certain of their products that@reered by one or more of our intellectual propeigits. We have in the past brought claims to
protect our rights. We have filed a lawsuit in theited States District Court for the Northern Didtof California against Micro-Probe
Incorporated alleging Micro-Probe is willfully infrging several of our U.S. patents that cover aspafcour proprietary technology and wafer
probe cards. We are seeking injunctive relief ammhages against Micro-Probe for unfair competitiod have also asserted claims against a
former employee for misappropriation of trade sescamd breach of confidence relative to FormFactmhfidential and propriety information
and against the former employee and Micro-Probedosspiring to breach that confidence. We may btdio a favorable ruling in this U.S.
federal district court action.

In certain cases, our competitors have initiatedxa@mination proceedings in the USPTO and invaligibceedings in foreign patent
offices against certain of our patents. The USPTahtgd requests to re-examine certain claims df ehour U.S. patents that are in the
litigation pending in the United States Districtuofor the Northern District of California agairdicro-Probe. Any litigation, whether or not
resolved in our favor, and whether initiated byoudy a third party, could result in significantdapossibly material expense to us and diver
efforts of our management and technical persommelddition, while patents are territorial and &ngion a certain given patent does not
necessarily impact the validity or enforceabilifyaccorresponding or related patent in a diffe@nitntry, an adverse ruling in one country
might negatively impact our ability to enforce t@rresponding or related patent in other countfesally, certain of our customer contracts
contain provisions that require us to defend anidvdemnify our customers for third party intellegkproperty infringement claims, which
would increase the cost to us of an adverse rufirggich a claim. An adverse determination could akgatively impact our ability to license
certain of our technologies and methods to ottaerd,result in our competitors being allowed to padiducts with, or add to their products,
features and benefits contained in our producesethy reducing our competitive advantages oveetbempeting products.

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

We must continue to innovate and to invest in neteand development to improve our competitive fmsiand 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 circuigs #re shrinking in size and at the same timerameasing in speed and functionality and
becoming less expensive to produce. Examples nfisrdriving demand for technological research awkbpment include semiconductor
manufacturers' transitions to 2x nanometer DRAM Blagh technology nodes, to higher gigabit derdstyices, and to Double Data Rate |l
DDR3, architecture devices. Our customers expeattttiey will be able to integrate our wafer probeds into any manufacturing process as
soon as it is deployed. Therefore, to meet thepectations and remain competitive, we must contiyigiesign, develop and introduce on a
timely basis new products and product enhancenvattismproved
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features.

We may also work collaboratively with one or mdngd parties in the development of new technologies improvements to our
existing technologies. It is possible that thediaborations may be delayed, or even ultimatelywpronsuccessful, by matters outside of our
control, such as the financial condition of thediparty. It is possible that our internal devel@mnefforts and engagements with third parties
regarding the development of manufacturing equigrhaming similar functionality may have a lengthgvdlopment and ramp up time and
negatively impact our ability to complete new protiuand realize revenue from those products.

Successful product design, development and intti@uon a timely basis require that we:

» design innovative and performaneehancing product architectures, technologies aatlifes that differentiate our products from tl
of our competitors;

* in some cases engage with third parties who paviicular expertise in order to complete one oreraspects of the design and
manufacturing process;

e transition our products to new manufacturing tedbgies

« identify emerging technological trends in our tangerkets

e maintain effective marketing strateg

« respond effectively to technological changes odpob announcements by others;

¢ adjust to changing market conditions quickly andteffectively

Not only do we need the technical expertise to énpEnt the changes necessary to keep our technelogieent, but we must also rely
heavily on the judgment of our management to gudiei future market trends. If we are unable to l§fpeedict industry changes or industry
trends, or if we are unable to modify our prodwatslesign, manufacture and deliver new producta timely basis, or if a third party with
which we engage does not timely deliver a compoaoeservice for one of our product modificationsiew products, we might lose customers
or market share. In addition, we might not be ableecover our research and development expendjtutgich could harm our operating
results.

Changes in test strategies, equipment and processetd cause us to lose revenues.

The demand for wafer probe cards depends in laageupon the number of semiconductor designs, dive pf technology and
architecture transitions in chip designs and oVverzhiconductor unit volume. The time it takesdstta wafer depends upon the number of
devices being tested, the complexity of these @msyithe test software program and the test equipitself. As test programs become
increasingly effective and test throughput increaiee number of wafer probe cards required toatggten volume of devices declines.
Therefore, advances in the test process could asigelose sales. Further, most semiconductor faaturers are implementing chip designs
featuring built-in self-test, or BIST, capabilities similar "design for testability”, or DFT, funehs or methodologies that increase test
throughput and reduce the cost of test. Thesetsfiiaclude strategies to reduce the technical requénts on test equipment, or to improve
about device performance early in the manufactypingess, or to test the device later in the Iffthe product for quality assurance purposes.
In some cases, BIST or DFT can create opporturfitiesur technologies. In other cases BIST or DB teduce requirements for wafer level
test and reduce our opportunities. Although we geekork with our customers to show ways that @eshnhologies can be applied together \
BIST and DFT approaches to create opportunitiéartber reduce the cost of test, the overall immdd@IST and DFT technologies, as they
exist today and as they may be developed in thedutould slow the migration to wafer level tegtand adversely affect our revenues. Sin
results could occur if new chip designs are implet®a@ which we are unable to test efficiently, aségmiconductor manufacturers reduce
generally the amount or degree of wafer test trafopm. We incur significant research and developinegpenses in conjunction with the
introduction of new product architectures and platfs. Often, we time our product introductionshe introduction of new test equipment
platforms or to enable a manufacturer's test rogpdmteen it elects to retain existing test platfotms requires certain test throughput. Because
our customers require both test equipment and vpaifdre cards, any delay or disruption in the inticibn of new test equipment platforms
would negatively affect our growth.

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

We recorded material restructuring charges relettexir global workforce reductions and impairmemrges related to our long-lived
assets in fiscal 2009 , fiscal 2010 , and fiscdl1l20As we continue to align our operations with business requirements, we may implement
additional cost reduction actions, which would riegus to take additional, potentially
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material, restructuring charges related to empldgaainations or asset disposal or exit costs. Vilg atso be required to write off additional
inventory if our product build plans or usage oféntory experience further declines, and such efgit write-offs could constitute material
charges. In addition, a further decline in our ktpiice or significant adverse change in markedittwons could require us to take additional
material impairment charges related to our longdiassets. Our long-lived assets, including intalegissets, are amortized over their
respective estimated useful lives using the sttdigh method and are reviewed for impairment afiguar whenever events or changes in
circumstances indicate that their carrying amouay mot be recoverable. The valuation of our lowgdi assets requires assumptions and
estimates of many critical factors, including rewermnd market growth, operating cash flows, markdtiples, and discount rates. Other
adverse changes in market conditions, particulédych changes have the effect of changing ortheo€ritical assumptions or estimates we
in our assessment of the recoverability of our {imegd assets and any measure of such impairmemgehif any, could result in a change to
the estimation of fair value that could resultuture impairment charges. We may also incur chalayefactory underutilization depending
upon the demand for our products and factory cépatiny such additional material charges, whetledated to restructuring or asset
impairment, may have a material negative impaadumoperating results and related financial stateme

Our recent restructuring plans may not have propgdligned our cost structure with our business neeahd overall semiconductor industry
requirements and even though completed may advgraéfiect our business, financial condition, or opating results.

In each of fiscal 2009 through 2011 we conductelticgons in our work force as part of compamigle cost reduction plans. These pl
were intended to help focus our resources moréegfically towards business needs and industry reménts as part of our global
reorganization activities. We expect to realizertgrly savings, excluding stock-based compensatiqgrenses, of approximately $5.5 million
the quarters commencing in fiscal 2012 as a reduttese restructuring actions. If we experiengge@ses in excess of what we anticipate in
connection with these restructuring activities,lsas unanticipated costs associated with our aectsi focus our manufacturing operations in
Livermore and Japan and to not bring up assemlzytest operations in Singapore or in Korea, ouinass, financial condition, or operating
results could be adversely and materially affecf@gl. business, financial condition and operatirgyits could also be materially adversely
affected if we experience unanticipated inefficiesas a result of our restructuring activitieghsas impaired customer relationships caused
by reduced headcount or delay in ramping the matwfa of our SmartMatrix and TouchMatrix produdtg,the delay in qualifying such
Matrix-platform based products, or by our decision to am@nt an "end of life" plan for our Harmony produd¥/e also cannot assure you !
we will not undertake additional workforce reduatipthat any of our restructuring efforts will hecsessful, or that we will be able to realize
the cost savings and other anticipated benefita fsar previous or future restructuring plans. Afiyhese issues could render our restructuring
plan ineffective, which could have a material adeegffect on our business, financial conditionpperating results.

If we do not continue to take steps to optimize gtricture of our operations to position our compyifor long-term, profitable growth, we
might not succeed.

The timing, length and severity of the cyclical ddurns in the semiconductor industry are diffidolpredict. This cyclicality affects ol
ability to accurately predict our future operatimegults and plan our business, and could also miipaivalue of our tangible and intangible
assets. We implemented global cost reduction pfagach fiscal year from 2009 through 2011 , amdcantinuing to pursue measures to
improve our operating efficiency. Such measureshasiuded workforce reductions, the implementatiba shared service center, the
consolidation of manufacturing capacity and thetredization of support functions to regional andlggdl shared service centers. If we do not
continue to implement measures for optimizing anaricial model for prevailing market conditionsy @empetitiveness could be seriously
harmed, our ability to invest in our business faufe growth may be negatively impacted and ourgaomg might not succeed. If we do not
successfully structure our operations by, for eXengirengthening our local design, application sevice capabilities to improve customer
responsiveness, changing our manufacturing streaéturshorter cycle time and improved product dajvcapabilities, and realigning our
research and development efforts, and continueotivate and retain our key employees, we may egpeé continued deterioration in our
business and our company might not succeed. Iriaddas the business environment improves, if weuaable to proactively and effectively
manage our operations and/or realign our contsgistems and infrastructure to changing businesgittons, we may not be in a position to
boost our personnel, manufacturing capacity, sere@pabilities and productivity, and support groimthesponse to increasing customer
demand for our products, which would, in turn, hawgegative impact on our operating results. Advgeneral economic conditions may also
impair the recovery of our business.

Our pricing for our products could result in certaicustomers deciding to not purchase our produetich could negatively impact our
business and financial results.

We believe that our pricing guidelines are consistéth normal industry cost learning curves, bertain customers may in the future
react negatively to our pricing and elect to natchase our products, to purchase fewer of our mtsdas compared to those of our competi
or to phase out the purchase of our products, iclwbase our business, financial
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condition and operating results could be materialig adversely impacted.

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 both the UniteteS and various foreign jurisdictions, and oundstic and international tax
liabilities are subject to the allocation of expesi#n different jurisdictions. The amount of incotages we pay are subject to audits in various
jurisdictions and a material assessment by a gingtax authority could adversely affect our opmigtresults. Our effective tax rate could
adversely affected by changes in the mix of eagiingountries with different statutory tax ratesbanges in tax laws. Realization of our
deferred tax assets, which are predominantly irlthiéed States, is dependent on our ability to geteesufficient future taxable income. If we
determine that we may not be able to realize soonigom of our deferred tax assets in the future weoeilld record a valuation allowance against
the deferred tax assets that could result in aafditiincome tax expense. This valuation allowanitenat limit our ability to utilize our federal
and state deferred tax assets to offset future fuddits.

Environmental and other disasters, such as floodjrearthquakes, volcanic eruptions or leakage fromatear reactors, or a combinatio
thereof, may negatively impact our business.

Our business is vulnerable to the direct and imdlimpact of environmental and other disastersh siscthe March 2011 earthquake off
the coast of Japan and the resulting tsunami asabtdir at certain nuclear power plants in Japan.inStance, while our design operations in
Tokyo, Japan, our manufacturing and repair facitity okohama, Japan and our repair operations ingima, Japan were all not damaged by
the March 2011 disasters in Japan, it is possit@edur operations could be impacted in the fubyréhe consequences of those events or
similar future events. The facilities of certaiinooir suppliers, including suppliers of our ceraspiour printed circuit boards and certain of our
mechanical parts, are located in Japan. While opplgers did not report any significant damagehirt facilities and they resumed operations
consistent with the power usage guidelines in thesipective areas, the supply chains for certaouosuppliers were negatively impacted.
Additionally, the flooding in Thailand negativeljnpacted the operations of several disk drive manufars, which created a shortage of disk
drives available for incorporation into personainguters. This disk drive shortage resulted in aisig of the manufacture of personal
computers and for the DRAM incorporated into pesd@omputers. It is possible that future acts obtésm, environmental events or natural
disasters, such as earthquakes and aftershocksfeastructure events arising out of such occuresrand disasters, for example, the nuclear
power plant issues resulting from the earthquakktsunami in Japan in March 2011, could negatiimalyact our suppliers’ ability to supply
components to us on a timely basis. Any such ddlagupplying or delivering components to us cpatt any catastrophic loss suffered by
our key suppliers would likely, disrupt our opeoat$, delay production and shipments and adversiggtaur revenues and business.
Similarly, any catastrophic loss at our Califorfaailities, such as an earthquake, would materetigt adversely affect our business.

Cyclicality in the semiconductor industry is currédy adversely impacting our sales and may do sahe future, and as a result we have
experienced and may continue to experience reduacnues and operating results.

The semiconductor industry has historically beetlicgl and is characterized by wide fluctuationpinduct supply and demand. From
time to time, this industry has experienced sigaifit downturns, often in connection with, or inieipation of, maturing product and
technology cycles, excess inventories and declingeneral economic conditions. The global econcemit semiconductor downturns have
caused and may continue to cause our operatinjgésudecline dramatically from one period to trext. For example, our fiscal year 2011
revenues declined 10% from our fiscal 2010 yeaemees, in large part due to the softening of thé\BIRind the NOR Flash product markets.
Our business depends heavily upon the developnmehtnanufacture of new semiconductors, the ratehathwsemiconductor manufacturers
make transitions to smaller nanometer technologiea@nd implement tooling cycles, the volume ofipation by semiconductor
manufacturers and the overall financial strengtbwfcustomers, which, in turn, depend upon theectirand anticipated market demand for
semiconductors and products, such as personal demsmand cell phones, that use semiconductors.ceachiictor manufacturers generally
sharply curtail their spending, including their guent spending, and defer their adoption of enmgr¢gchnologies during industry downturns
and historically have lowered their spending diportionately more than the decline in their revenUeis is particularly true when there is a
point during an industry cycle in which the semidoctor manufacturers' costs related to semiconduetaices approach or exceed the sales
price of the devices. As a result, we would experereduced revenues due to the decreased demamd fwafer probe cards by our
semiconductor manufacturer customers, which is wigaare experiencing in this current downturn. Adaagly, 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.
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If we are unable to efficiently manufacture and rgmmproduction of our new probe card products, ourdiness may be materially advers:
affected.

We must continuously improve our manufacturing psses in an effort to increase yields and prodeifopmance, lower our costs and
reduce the time required for us to design, manufacnd deliver our products in volume. If we canpar 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 affected nffrd@ve our manufacturing processes, we have inguared may incur in the future,
substantial costs in an effort to optimize capaaity yields, implement new manufacturing techn@sgmethods and processes, purchase new
equipment, upgrade existing equipment and traihnieal personnel. We have experienced, and mayriexpe in the future, manufacturing
delays and other inefficiencies in connection viitiplementation of these improvements and customalifegcations of new processes, and
expansion of manufacturing capacity and ramp oflpetion volume to meet customer demand, which ltawsed and could cause in the
future, our operating results to decline. We hdse axperienced, and may experience in the futlifiéculties in manufacturing our complex
products in volume on time and at acceptable yiafdscost and installation issues in the field @ueomplexity of customer design
requirements, including integration of wafer praaeds with varying customer test cell environmemtd testing of semiconductor devices c
a wide temperature range. For example, we expexteokallenges transitioning our Harmony architestiased products from a lowestume,
engineering-assisted process to a high-volume naatwring process. These problems resulted in miggpdrtunities with customers. While
we ramped commercial volume manufacturing of outrMarchitecture products at a significantly gezatate than our Harmony architecture
products, design and manufacturing delays relatexdit Matrix architecture products resulted in digaltion at certain customers taking longer
than we anticipated. Delayed qualification causedi @uld continue to cause lost sales opportunifibis increases our vulnerability to our
competitors and the likelihood that our customeitssgek solutions from other suppliers or to depesolutions themselves. If demand for our
products decreases, we could have excess manufactapacity. The fixed costs associated with exceanufacturing capacity could cause
our operating results to decline. If we are unablachieve further manufacturing efficiencies andteceductions, particularly if we are
experiencing pricing pressures in the marketplaoepperating results could suffer.

Consolidation in the industry and within the semigductor test equipment market could adversely affd®e market for our products and
negatively impact our ability to compete, which ddwcause a decline in our revenues.

Consolidation in the semiconductor industry, patidy among manufacturers of DRAM devices, wowdduce our customer base and
could adversely affect the market for our produetsich could cause a decline in our revenues. Thigadeconomic downturn caused
significant disruption within the semiconductor irstry. The semiconductor industry now has a smallstomer landscape than in past years.
The loss of additional customers could further emmiate, and could adversely affect, the markeb@wrproducts. Consolidation may lead to
lost or delayed sales, reduced demand for our vpeédre cards, loss of market share and increaseidgpressures. Additionally, certain
customers may not want to rely entirely or sub&éligton a single wafer probe card supplier anda assult, such customers could reduce their
purchases of our wafer probe cards.

There has also been a recent move toward condohdatthin the semiconductor test equipment market.example, in 2009,
Touchdown Technologies, Inc., a probe card manufactwas acquired by Verigy Ltd., a tester compamg in 2010, after Verigy announced
an intent to combine with LTX Credence, a testengany, Advantest Corporation, made a successfuligited bid to acquire Verigy. This
consolidation trend could change our interactiams relationships with semiconductor tester and @ralompanies and negatively impact our
revenue and operating results.

We depend upon the sale of our wafer probe cardssigbstantially all of our revenues, and the majtyriof 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 substantially all eirgevenues from the sale of our wafer probe cerasanufacturers of DRAM, flash
memory devices, and microprocessor, chipset anet @ C devices. For fiscal 2011 , 2010 and 2008s<al manufacturers of DRAM devices
accounted for 68% , 70% and 80% , respectivelpuofrevenues, sales to manufacturers of Flash medewices accounted for 15% , 16#td
5% , respectively, of our revenues and sales taufaaturers of SoC devices accounted for 17% , 148014% , respectively, of our revenues.
We anticipate that sales of our wafer probe caitlgapresent a substantial majority of our revenfm the foreseeable future. Our success
depends in large part upon the continued acceptafinmer 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 Flastmory and SoC markets and to gain additional etagtkare with manufacturers of flash
memory and SoC devices. To the extent that we rabla to realize cost reductions and manufactweffigiencies in the production of our
wafer probe cards, or if we are not able to tinggiiver our products, our revenues and businessatipes could be adversely impacted anc
ability to grow could suffer. As our next generatiwafer probe cards
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are used in greater volume in commercial producitde possible that we will identify certain aseaf technical performance that require
improvement, and if we are unable to continualfficiently and in a timely manner improve our pretis we could suffer reduced demand for
our products and our operating results could bekdr If chip manufacturers fail to make architeeturode or technology transitions as we
anticipate, or if anticipated or announced traosgiare delayed, it could adversely impact ourmags and operating results. In addition, we
might not be able to sustain or increase our reeeffiom sales of our wafer probe cards, particpiadonditions in the semiconductor market
continue to deteriorate or do not improve or if tharket enters another downturn. Any decreasevienges from sales of our wafer probe ci
could harm our business more than it would if wierefd a more diversified line of products.

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

The success of our product development efforts midpapon our ability to anticipate market trendd encollaborate closely with our
customers and with companies that manufacture semictor test equipment. Our relationships wittséheustomers and companies provide
us with access to valuable information regardinguuf@cturing and process technology trends in th@anductor industry, which enables us
to better plan our product development activitidsese relationships also provide us with opportesito understand the performance and
functionality requirements of our customers, whirtprove 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 forwi#h their products when they are introduced
to the market. Our relationships with our custonzard test equipment companies could deteriordteif:

* become concerned about our ability to protect timééilectual propert

« become concerned with our ability to deliver quatitoducts on a timely bas
« develop their own solutions to address the neetekimg improvemer

« implement chip designs that include enhancell-ruself-test capabilitie:

e regard us as a competi

¢ introduce their own wafer probe card prod

« establish relationships with others in our indu;

e acquire or invest in a competitive wafer probedcmanufacturer or enter into a business ventitteaxcompetitive wafer probe card
manufacturer; or

e attempt to restrict our ability to enter into réaiships with their competitol

Many of our customers and the test equipment coifapame work with are large companies. The conserpgeaf 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 tgatpment companies deteriorate, or if we are unttbtevelop similar collaborative
relationships with important customers and tesi@gant companies in the future, our long-term &ptld produce commercially successful
products could be impaired.

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

Our revenues are difficult to forecast because @really do not have sufficient backlog of unfillediers to meet our quarterly revenue
targets at the beginning of a quarter. Ratherpatantial percentage of our revenues in any qudeieend upon customer orders for our wafer
probe cards that we receive and fulfill in that eia Because our expense levels are based impanr 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 sophisticatdceapensive equipment and a specially designelitfascluding a semiconductor
clean room. We manufacture the majority of our wafebe cards at our facility located in Livermo@glifornia, and we have certain
manufacturing capabilities in our Yokohama, Jagauilify. Any disruption in our



18




Table of Contents

manufacturing, whether due to contamination inmanufacturing process, technical or labor diffi@gdt destruction or damage from fire or
earthquake, infrastructure failures such as poweraber shortage or any other reason, could inp¢mur operations, impair critical systems,
disrupt communications with our customers and deppland cause us to write off inventory, therpbtentially resulting in the loss of
revenues. In addition, if the previous energy rigeCalifornia that resulted in disruptions in gavsupply and increases in utility costs were to
recur, we might experience power interruptions stmartages, which could disrupt our manufacturingrapons. This could subject us to los
revenues as well as significantly higher costsnefrgy. Further, current and potential customershimigt purchase our products if they
perceive our lack of a fully operational alternatanufacturing facility to be a risk to their conting 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 reduce the itita&es them to introduce new products to markee cyclicality of the
semiconductor industry, coupled with changing dessdonr semiconductor devices, requires our custerieebe flexible and highly adaptable
to changes in the volume and mix of products thegtrproduce. Each of those changes requires a esigrdand each new design requires a
new wafer probe card. For some existing semicomtutdvices, the manufacturers' volume and mix oflpct requirements are such that we
are unable to design, manufacture and ship prodoicteeet such manufacturers' relatively short ctiohe requirements. We, for example, h
lost sales in the past where we were unable to mmeestomer's required delivery schedule for wpfebe cards for a particular design. If we
are unable to reduce the time it takes for us sigie manufacture and ship our products in resptmtiee needs of our customers, our
competitive position could be harmed and we coode Isales. If we are unable to grow design capacttye event demand increases, our
ability to respond to customer requirements coddalallenged and our revenues could be negatirgipéted.

We obtain some of the components and materials we in our products from a sole source or a limitgebup of suppliers, and the partial ¢
complete loss of one of these suppliers could caueeluction delays and a substantial loss of revesu

We obtain some of the components and materialsinsaar products, such as printed circuit boareagsdies, plating materials and
ceramic substrates, from a sole source or a lingitedp of suppliers. Alternative sources are notantly available for sole source components
and materials. Because we rely on purchase ord#rarrthan long-term contracts with the majorityof suppliers, we cannot predict with
certainty our ability to obtain components and miate in the longer term. A sole or limited soustplier could increase prices, which could
lead to a decline in our gross margin. Our depecgl@pon sole or limited source suppliers exposde asveral other risks, including inability
to obtain an adequate supply of materials, latvelées and poor component quality. In additiore #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 therrent economic downturn. Disruption or termioatof the supply of components or
materials could delay shipments of our productsjaige our customer relationships and reduce ountege For example, if we were unable to
obtain an adequate supply of a component or matesamight have to use a substitute componentateral, which could require us to make
changes in our manufacturing process and couldratpaire us to re-qualify impacted product at dartastomers. From time to time, we have
experienced difficulties in receiving shipmentsnfrone or more of our suppliers, especially durieggas of high demand for our products. If
we cannot obtain an adequate supply of the compsrer materials we require, or do not receive threantimely manner, we might be
required to identify new suppliers. We might notaie to identify new suppliers on a timely basisiall. We, as well as our customers,
would also need to qualify any new suppliers. Tettime required to identify and qualify new sugd could affect our ability to timely ship
our products and cause our operating results fersdfurther, a sole or limited source supplierldaequire us to enter into non-cancelable
purchase commitments, minimum volume purchaseswirpadvance to ensure our source of supply. lim@ustry downturn or in an
environment in which growth is not at a level wejpcted or anticipated, commitments of this typeldaesult in charges for excess inventory
of parts. Further, if a customer's needs for aqdar probe card design and purchase orders fetiprobe cards are spread out over several
months as opposed to being placed at one timesiimgde purchase order, it may cause us to purabasgEssive materials in light of minimum
purchase requirements or to be unable to realiken@discounts for materials because of the lackgibility into the customer's overall
purchase plan. These purchase issues would raggiteeincur a greater cost of goods sold than wghtrdtherwise realize. Additionally, if we
are unable to predict our component and materigsl® accurately, or if our supply is disrupted might miss market opportunities by not
being able to meet the demand for our products.

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

The complexity and ongoing development of our wafebe card manufacturing process, combined withegses in wafer probe card
production volumes, have in the past and coulthénftiture lead to design or manufacturing probldres.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 aregoased in the
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manufacturing test environment. This contaminagiozhlem caused a yield decline that, in turn, tesuin our inability to timely ship products
to our customers. Manufacturing design errors sucthe mis-wiring of a wafer probe card or the inect placement of probe contact elements
have caused us to repeat manufacturing design. stepddition to these examples, problems mighiltésom a humber of factors, including
design defects, materials failure, failure of comgauts manufactured by our suppliers to meet owifpations, contamination in the
manufacturing environment, impurities in the matisrused, unknown sensitivities to process conwtisuch as temperature and humidity,
equipment failures. As a result, our products Haube past contained and might in the future dortadetected errors or defects. Any errors
or defects could:

» cause lower than anticipated yields and lengthdimedg schedule:
e cause delays in product shipme

e cause delays in new product introductit

* cause us to incur warranty expen

e resultin increased costs and diversion of devegmesource

e cause us to incur increased charges due to unusablatory

* require design modifications;

« decrease market acceptance or customer satisfadgtiothese product

The occurrence of any one or more of these eventlsl @adversely affect our operating results.

In addition, if any of our products fails to megpesifications when installed in the customer's éestironment, or has reliability, quality
or compatibility problems, our reputation coulddemmaged significantly and customers might be rahtdib buy our products, which could
result in a decline in revenues, an increase idymrbreturns or warranty costs and the loss ofiegicustomers or the failure to attract new
customers. Our customers use our products witretpgpment and software in their manufacturinglifiées. Our products must be compatible
with the customers' equipment and software to famntegrated system. While we have designed stuctpabilities and standards to replic
the actual test environment of our customers amtiragally work to improve our capabilities, it isgsible that our wafer probe card will
perform differently in the customers' actual testimnments. If our wafer probe card does not fiomcproperly within a customer's specific
test environment, we could be required to providkl fapplication engineers to locate the probletictv can take time and resources. If the
problem relates to our wafer probe cards, we nigle to invest significant capital, manufacturirgacity and other resources to correct it.
Our current or potential customers also might geelkecover from us any losses resulting from dsfectfailures in our products. Liability
claims could require us to spend significant timd enoney in litigation or to pay significant damage

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 requires a custofarywaobe card. Because our products are desigoific, demand for our product:
difficult to forecast. Due to our customers' stdelivery 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 predrels, or actual probe cards, than
forecasted demand. If we do not obtain orders aantieipate, or if we continue to produce excesgiory to compensate for unpredictable
manufacturing yields, we could have excess or @bsahventory for a specific customer design thatweuld 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 inteal 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 controls are seaey for us to provide reliable financial repottsprevent 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 comvel 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 enstandards adopted by the Public
Company Accounting Oversight Board, or PCAOB, that
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require remediation. A material weakness is a @firy, or combination of deficiencies, in interoahtrol over financial reporting, such that
there is a reasonable possibility that a materiabtatement of the company's annual or interimniinea statements will not be prevented or
detected on a timely basis. A significant deficieieca deficiency or combination of deficienciasjnternal control over financial reporting tl

is less severe than a material weakness, yet iamtoghough to merit attention by those responsiléhe oversight of the company's financial
reporting. For example, in November 2007, we cotegl@ review of our historical practices with resge inventory valuation. That review
indicated that during fiscal 2006 and the firsf lndilfiscal 2007 we did not consistently follow caccounting policies for determining invent
valuation. Specifically, we did not maintain effi@etcontrols to ensure that the estimation protesslue inventory complied with our
accounting policies. As a result, we restated amual and interim financial statements for fisda0@ and interim financial statements for the
first and second quarters of fiscal 2007 and madit adjustments to our annual financial stateméartéiscal 2007. As a result of weaknesses
that may be identified in our internal controls, may also identify certain deficiencies in someof disclosure controls and procedures that
we believe require remediation. If we discover wesdses, we will make efforts to improve our intéemal disclosure controls. However, there
is no assurance that we will be successful. If aletdé maintain effective controls or timely affearty necessary improvement of our internal
and disclosure controls, we may not have accurddemation to make management decisions, our operag¢sults could be harmed or we n
fail to meet our reporting obligations, which coaliffect our ability to remain listed with the NAS[@AGIlobal Market. Ineffective internal and
disclosure controls could also cause stockholaelsse confidence in our reported financial infotima and our ability to manage our busine
which would likely have a negative effect on theding price of our securities.

We might be subject to claims of infringement ohet parties' proprietary rights which could harm agwbusiness.

In the future, as we have in the past, we mightiecclaims that we are infringing intellectual pesty rights of others or inquiries abc
our interest in a license, or assertions that veglrzelicense, to the intellectual property. Theisenductor industry is characterized by
uncertain and conflicting intellectual propertyioia 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 ofginfgmproducts, spend significant resources to
develop non-infringing technology, discontinue tise of certain technology and/or enter into licesgeements. 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 manage armvgour business and to develop new products depémdarge part, on our ability to
recruit and retain qualified employees, particylduilghly skilled technical, sales, management, kendstaff personnel. Competition for
qualified resources is intense and other companashave greater resources available to providstantial 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, which could make it challengingétain key people and recruit new
talent, as needed. While we are implementing pragréhat will include goals for attracting employessd we may grant additional equity
compensation to certain employees outside of onuarequity grant program for retention purposesmplement retention bonus programs
for certain employees, there can be no assuraatevehwill be able to successfully recruit and irethe qualified personnel we require.

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

We may make acquisitions of complementary busirsggseducts or technologies in the future. In Oetd009, we completed the
acquisition of intellectual property and certaiegsion motion control automation assets from Etegas, a company under Chapter 11
bankruptcy protection in Delaware. Prior to thewasitjon, Electroglas was engaged in the supplyeshiconductor manufacturing equipment
and software to the semiconductor industry. Thetasscquired consisted of manufacturing and tegtingpment, spare parts and components
related to the purchased equipment and other téafpassets related to precision motion controbenstion and all of the intellectual property
rights of Electroglas, with the exception of cantaademark rights.

We may also make certain investments in complemgotasupplementary businesses, products or teobied in the future. Integrating
newly acquired businesses, products or technolagiesur company could put a strain on our resesircould be expensive and time
consuming, may cause delays in product deliveryraigtht not be successful. Future acquisitions amdstments could divert our
management's attention from other business coneschgxpose our business to unforeseen liabititiesks associated with entering new
markets. In addition, we might lose key employe&genintegrating new
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organizations. We might not be successful in irg8gg any acquired businesses, products or teche@oand might not achieve anticipated
revenues and cost benefits. Investments that we mmaly not result in a return consistent with owjgutions upon which such investments are
made, or may require additional investment thatlidenot originally anticipate. In addition, futuagquisitions could result in customer
dissatisfaction, performance problems with an aegutompany, potentially dilutive issuances of ggsécurities or the incurrence of debt,
contingent liabilities, possible impairment chargelated to goodwill or other intangible assetsther unanticipated events or circumstances,
any 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 significant effextaluating and qualifying our products prior togatey 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 emel@pment expenses. For example, we
typically expend significant resources educatingmospective customers regarding the uses anditseofour 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. ¥amnple, many semiconductor chip designs
never reach production, including designs for whighmay have expended design effort and expensaldition, prospective 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@od independent sales representat
« the complexity of the customer's fabrication prees
« theinternal technical capabilities of the custonagx

« the customer's budgetary constraints and, in pdaticthe customer's ability to devote resourcahécevaluation proce:

In addition, product purchases are frequently suiliedelays, particularly with respect to largstomers 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 dtiabilities, and new laws and
regulations or changes in regulatory interpretatioor enforcement could make compliance more difficahd costly.

We are subject to various U.S. Federal, state @cal,land foreign governmental laws and regulatiefeting to the protection of the
environment, including those governing the discharfpollutants into the air and water, the manag#rand disposal of hazardous substances
and wastes, the cleanup of contaminated sitestenchaintenance of a safe workplace. We could isgbstantial costs, including cleanup
costs, civil or criminal fines or sanctions anddhparty claims for property damage or personairinjas 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 also couldiredjue installation of costly pollution control@gment or operational changes to
limit pollution emissions or decrease the likelidaaf accidental releases of hazardous substanceddition, changing laws and regulations,
new laws and regulations, stricter enforcemenixidtimg laws and regulations, the discovery of prasly unknown contamination at our or
others' sites or the imposition of new cleanup iregents could require us to curtail our operatjoastrict our future expansion, subject us to
liability and cause us to incur future costs thaild harm our operations, thereby adversely impgatiur operating results and cash flow.

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 outside Nortlerdaa have accounted for a significant part ofrewenues. Our international sales as
a percentage of our revenues were 85% , 80% andf@2fiscal 2011 , 2010 and 2009 , respectivelydifidnally, certain of our South Korean
customers purchase through their North Americamsigligries. In the future, we expect internatioradés, particularly in Japan, South Korea
and Taiwan, to continue to account for a signiftq@rcentage of our revenues. Accordingly, we ballsubject to risks and challenges that we
would not otherwise face if we conducted our bussreolely in North America.
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These risks and challenges include:

« compliance with a wide variety of foreign laws aedulations

* legal uncertainties regarding taxes, tariffs, gapéxport controls, export licenses and other tkadders

« political and economic instability in, or foreigonrdlicts that involve or affect, the countries afr@customer:
« difficulties in collecting accounts receivable dndger accounts receivable payment cy:

- difficulties in staffing and managing personneftdbutors and representativ

« reduced protection for intellectual property rigitsome countrie

« currency exchange rate fluctuations, which coufdafthe value of our assets denominated in logakacy, as well as the price of (
products relative to locally produced products;

« seasonal fluctuations in purchasing patterns ieratbuntries; ar

« fluctuations in freight rates and transportatiosrdjptions

Any of these factors could harm our existing ing&gional operations and business, impair our alititgontinue expanding into
international markets or materially adversely dffaer operating results. Additionally, we are reqdito comply with foreign import and exp
requirements, customs and value added tax standdwdgailure to meet these requirements and stalsdauld negatively impact our busin
operations.

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 of technologgnpanies have been highly volatile, and from Jgnig2012 through February 13,
2012, our stock price has ranged from $4.85 aestwe$5.49 a share. The trading price of our comstock is likely to continue to be subject
to wide fluctuations. Factors affecting the tradprgce of our common stock include:

e variations in our operating resu
« our forecasts and financial guidance for futureqaksy

« announcements of technological innovations, pevducts or product enhancements, new product emfigpat semiconductor
customers or significant agreements by us or bycouarpetitors;

* reports regarding our ability to bring new produate volume production efficientl
« the gain or loss of significant orders or custon

< changes in the estimates of our operating resulthanges in recommendations by any securitiglysts that elect to follow our
common stock;

« rulings on various of our pending litigations arrdgeedings relating to intellectual property ma,
e seasonality, principally due to our customers' pasing cycle:
* market and competitive conditions in our indussgmiconductor industry and the economy as a wiaole

e recruitment or departure of key person

In addition, if the market for technology stockstloe stock market in general experiences losswafsitor confidence, the trading price of
our common stock could decline for reasons unreéladeur business, operating results or finanaaldition. The trading price of our common
stock also might decline in reaction to events #ifgct other companies in our industry even isthevents do not directly affect us.

Provisions of our certificate of incorporation antdylaws 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 certificate of ipooation and bylaws contain provisions that coustaurage, delay or prevent a



change in control of our company or changes innoaimagement that the stockholders of our companydeagn
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advantageous. These provisions:

» establish a classified board of directors so tloatati members of our board are elected at one;
« provide that directors may only be removed ause" and only with the approval of 8% of our stockholder
e require supemajority voting to amend some provisions in outifieate of incorporation and bylaw

« authorize the issuance of "blank check" prefést®ck that our board could issue to increasatimeber of outstanding shares and to
discourage a takeover attempt;

« limit the ability of our stockholders to call spakimeetings of stockholde
« prohibit stockholder action by written consent, ethirequires all stockholder actions to be takem mteting of our stockholde
» provide that the board of directors is expressihatized to make, alter or repeal our bylaws;

« establish advance notice requirements for notioing for election to our board or for proposingttees that can be acted upon by
stockholders at stockholder meetings.

In addition, Section 203 of the Delaware GenerapGmation Law may discourage, delay or preventangke in control of our company.
In addition, each of our named executive officerd eertain other officers of the company have eaténto change 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.
Iltem 2: Properties

Our corporate headquarters, which includes salasketing, administration, manufacturing, enginegrisnd research and development
facilities, is located in Livermore, California, Wed States. Our corporate headquarters comprisamaus of four buildings totaling
approximately 169,000 square feet. We presentiel¢laose four buildings. We also own one buildifgoly was a part of our older
manufacturing facility and which is being utilizémt storage. That building is presently availaldedale. In addition, we lease office, repair
and service, manufacturing and/or research andaj@vent space both inside and outside of the UrStiatkes. The leases expire at various
times through 2021. We believe that our existind planned facilities are suitable for our curree¢ds.
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Information concerning our properties as of Decem@de 2011 is set forth below:

Square
Location Principal Use Footage = Ownership
Livermore, Corporate headquarters, sales, marketing, procasitya, 168,63t Leased
California, United manufacturing, service and repair engineeringribigtion,
States research and development
Livermore, Storage 13,53 Owned
California, United
States(1)
Austin, Texas, Service and repair 2,02t  Leased
United States
Singapore Sales, finance, design, service, fieddise, supply chain and 25,27¢ Leased
stockroom
Jubei City, Hsinchu, Sales office, product design, field service andiserand 9,30¢ Leased
Taiwan repair center
Yokohama City, Field service, service and repair center and matufiag 8,771 Leased
Japan
Gyeonggi-do, Soutt Sales office, product design, field service, senaad repair 7,97¢ Leased
Korea center
Tokyo, Japan Sales office, marketing, productgtesiesearch and 7,81¢ Leased
development
Hiroshima, Japan Research and development 1,61t Leased
Shanghai, China Sales office 41€¢ Leased
(1) The property is available for sale.

Item 3: Legal Proceedings

From time to time, we may be subject to legal pediegs and claims in the ordinary course of busin&s of the filing of this Annual
Report on Form 10-K, we were not involved in anytenial legal proceedings, other than the proceedsugnmarized below. In the future we
may become a party to additional legal proceedihgsmay require us to spend significant resouilicetjding proceedings designed to protect
our intellectual property rights and to collecttpéise accounts receivable from our customers.

We believe that the factual allegations and cirdamses underlying the legal proceedings descrileéml\bthat have been filed against
are without merit. We also believe that our compdogs not have a material monetary damages expstirese 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 possible/iliéncur 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, @udilldually or in the aggregate adversely impaet financial condition, liquidity or
results of operations.

Patent Litigation

In 2005, we filed a patent infringement lawsuittie United States District Court for the Distrié¢t@Qregon against Phicom Corporation,
a Korea corporation, and its U.S. subsidiary, matfectively “Phicom”, charging that it is willfuflinfringing four U.S. patents that cover key
aspects of our wafer probe cards-U.S. Patent N8$4%62, 6,246,247, 6,624,648, and 5,994,1520062we also filed an amended complaint
in the same Oregon district court adding two addai patents to the litigation-U.S. Patent Nos73,254 and 6,615,485. The district court
action proceeded in parallel with legal action weught against Phicom in Korea Courts. The distiiairt action was stayed pending
resolution of the complaint that we filed with tbeited States International Trade Commission, an@dssion, on or about November 13,
2007, seeking institution of a formal investigatiato the activities of Phicom and of Micronics dapCo., Ltd. An investigation was initiated
and, in November 2009, in response to a requesefoew of prior decisions by the assigned Admiaiste Law Judge, the Commission iss
a decision, which is termed a “final determinatidimding certain of FormFactor's asserted patdaints valid, 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. The stay in the district court action agsiPhicom, now operating under the name TSC MEMS¥SLtd., was lifted. During our fisc
guarter ended September 24,
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2011, we resolved amicably the district court acfioOregon, as well as any continuing infringeny@atceedings, through a confidential
settlement agreement.

In July 2010, we filed a patent infringement lavtsnithe United States District Court for the Nanth District of California against
Micro-Probe Incorporated charging that it is willjuinfringing six U.S. patents that cover aspeat®ur proprietary technology and wafer
probe cards. The complaint sought both injuncteleef and money damages for Micro-Probe's alleg&ihgement of our U.S. Patent
No. 6,441,315 fo“Contact Structures With Blades Having A Wiping Ntot,” U.S. Patent No. 6,825,422 for “InterconnentBlement With
Contact Blade,” U.S. Patent No. 6,965,244 for “HRggrformance Probe System,” U.S. Patent No. 7,227& “High Performance Probe
System,” U.S. Patent No. 6,246,247 for “Probe Qesslembly and Kit, and Methods of Using Same,” an8l. Patent No. 6,624,648 foPfobe
Card Assembly.” The complaint also sought injuretiglief and damages against Micro-Probe for urfampetition and further includes
claims directed against a former employee for bred@onfidence relative to our confidential andgmiety information and against the former
employee and Micro-Probe for conspiring to bredwt tonfidence. After Micro-Probe and the formep#yee filed motions to dismiss, we
voluntarily filed an amended complaint which wabstantially similar to our original complaint exd¢epat we added a claim against the for
employee alleging misappropriation of trade seaiattwe omitted the infringement allegation relatedur U.S. Patent No. 6,624,648, which
is the subject of a re-examination proceeding lgefioe U.S. Patent and Trademark Office, or USPT@ far which we received a “Notice of
Intent to Issue Inter Partes Reexamination Ceatiéitin January 2012. Micro-Probe and the formeplegree have both filed answers to our
amended complaint. We have filed a second amenalaglaint in which we added allegations of infringarhbased upon two additional
patents: U.S. Patent No. 7,671,614 for “Apparandethod for Adjusting An Orientation of ProbesidaU.S. Patent No. 7,225,538 for
“Resilient Contact Structures Formed And Then AtetTo A Substrate”.

One or more third parties have initiated challeriggbe U.S. and in foreign patent offices agagwstain of the above and other of our
patents. These actions include requests for re-iedion proceedings filed by Micro-Probe with th8RTO directed to our U.S. Patent
Nos. 6,246,247, 6,825,422, 6,441,315, 6,965,2225/538, 7,227,371 and 7,671,614. The USPTO grdhted-examination requests direct
to U.S. Patent Nos. 6,246,247, 6,825,422 and 63481 and granted in part the requests directed $o Ratent Nos. 6,965,244, 7,227,371 and
7,671,614, The USPTO has issued axamination certificate for U.S. Patent No. 6,248,2The foreign actions include proceedings in Eai
against several of our Taiwan patents.

No provision has been made for patent-relatechlitign because we believe that it is not probalaeé dhiability had been incurred as of
December 31, 2011 . We have incurred and will incdhe future material attorneys' fees in proseguéand defending the various identified
actions.

Securities Litigation
None.

Stockholder Derivative Litigation
None.

Commercial Litigation
No material commercial litigation.

ltem 4: Mine Safety Disclosures

Not applicable.
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PART Il
Item 5:  Market for Registrant's Common Equity, Related Skbwolder Matters and Issuer Purchases of Equity Seities
Price Range of Common Stock

Our common stock is listed on the NASDAQ Global kgrunder the symbol "FORM". The following tablésstorth the range of high
and low sales prices per share as reported ondkdad Global Market for the periods indicated.

Fiscal 2011 High Low

First Quarter $ 1077 $ 8.5E
Second Quarter 10.7( 8.5¢
Third Quarter 9.63 6.41
Fourth Quarter 6.74 4.6¢
Fiscal 2010 High Low

First Quarter $ 2231 $ 152
Second Quarter 20.43 10.63
Third Quarter 11.3¢ 6.9t
Fourth Quarter 10.71 8.2¢

The closing sales price of our common stock orNASDAQ Global Market was $5.31 per share on Felyrd8r; 2012 . As of
February 13, 2012 , there were 58 registered heldierecord of our common stock.

Repurchase of Common Stock

On October 20, 2010, the Company's Board of Dirscioithorized a program to repurchase up to $50l@mof outstanding common
stock. Under the authorized stock repurchase pnogitee Company may repurchase shares from tinieneodn the open market; the pace of
repurchase activity will depend on levels of casheagation, current stock price, and other factbing stock repurchase program was annou
on October 26, 2010 and had a scheduled expirddteof October 19, 2011. The program may be nmetidir discontinued at any time.

On October 12, 2011, our Board of Directors autteatithe extension of this repurchase program thr@gober 19, 2012. Under the
existing program, we may repurchase up to a tété#6.5 million of outstanding common stock durthg program period. The terms and
conditions of the extended repurchase program rethai same as those in the original program approvéscal 2010 .

27




Table of Contents

During fiscal year 2010 , we repurchased and i@ 000 shares of common stock for $0.6 milli@uring fiscal year 2011 , we
repurchased and retired 2,332,740 shares for $#lidn . All of our repurchases were made under dluthorized repurchase program.

Total Number Maximum Amount
of Shares that May Yet Be
Total Number  Average Price Purchased as Part of Purchased Under
of Shares Paid per Publicly Announced the Plans or
Period (Fiscal months) Purchased Share Plans or Programs Programs
December 26, 2010—January 22, 2011 130,000 $ 8.9¢ 130,00 $  48,209,83
January 23, 2011—February 19, 2011 — — — 48,209,83
February 20, 2011—March 26, 2011 132,71: 8.7¢ 132,71: 47,046,92
March 27, 2011—April 23, 2011 — — — 47,046,92
April 24, 2011—May 21, 2011 = = = 47,046,92
May 22, 2011—June 25, 2011 117,43° 8.8t 117,43" 46,007,95
June 26, 2011—July 23, 2011 = = = 46,007,95
July 24, 2011—August 20, 2011 444,36¢ 8.2¢ 444,36¢ 42,336,839
August 21, 2011—September 24, 2011 250,76¢ 7.41 250,76 40,478,74
September 25, 2011—October 22, 2011 — — — 40,478,74
October 23, 2011—November 19, 2011 547,53¢ 6.1¢ 547,53¢ 37,097,30
November 20, 2011—December 31, 2011 709,92: 5.82 709,92. $  32,963,04
2,332,741 ¢ 7.0% 2,332,741

Repurchased shares are retired upon the settlerhtire related trade transactions. Our policy esldb repurchases of our common
stock is to charge the excess of cost over paevaladditional paid-in capital. All repurchasegevmade in compliance with Rule 10b-18
under the Securities Exchange Act of 1934, as astwnd

Dividend Policy

We have never declared or paid cash dividends ooa@umon stock. We currently expect to retain adlible funds and any future
earnings for use in the operation and developmieotiobusiness. Accordingly, we do not anticipa¢eldring or paying cash dividends on our
common stock in the foreseeable future.

Stock Price Performance Graph

The following graph shows the total stockholdeunetof an investment of $100 in cash on Decembe36 through December 31,
2011 , for (1) our common stock, (2) the S&P 50@etnand (3) the RDG Semiconductor Composite InAéwalues assume reinvestment of
the full amount of all dividends. No cash dividemds/e been declared on shares of our common skt@&kholder returns over the indicated
period are based on historical data and are netssacily indicative of future stockholder returns.
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COMPARISON OF § YEAR CUMULATIVE TOTAL RETURN®
Ameng FormFactor, Inc., the S&P 500 Index, and the RDG Semiconductor Composite Index

5120

g] i i i i i
12106 1207 12108 12108 1210 1211
—8— FormFactor, Inc. — 4 — S&EP 500 ---&--- R0NG Semiconductor Composite
=2100 invested on12/31/08 instodk or index, including reinvestment of dividends.
Fiscal year ending December 31,
Copyright® 2012 58F, s division of The MoGraw-Hill Companies Inc. Allrights reserved.
Cumulative Total Return
December 31, December 31, December 31, December 31, December 31, December 31,
2006 2007 2008 2009 2010 2011
FormFactor, Inc. $ 100.0( $ 88.8¢ $ 39.1¢ $ 58.4: $ 23.8¢ % 13.5¢
S&P 500 100.0( 105.4¢ 66.4¢ 84.0¢ 96.71 98.7¢
RDG Semiconductor
Composite 100.0( 108.6¢ 55.0¢ 92.6¢ 107.4: 101.0¢

$100 invested on December 31, 2006, including esiment of dividend
Fiscal year ending December 31.
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Iltem 6: Selected Financial Data

The following selected consolidated financial data derived from our consolidated financial statetsieThis 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" containedvetgge in this Annual Report on Form 10-K.

Fiscal
Fiscal 2010 Fiscal Fiscal
2011 1)(2)(3)(4) 2009 2008 Fiscal

MR)G)E6) ) MR)G)E6) D)) 2007

(in thousands, except per share data)

Consolidated Statements of Operations

Data:

Revenues $ 169,32! $ 188,56! $ 135,33' $ 210,18¢ $ 462,19:
Gross profit (loss) 20,95¢ (2,272 81¢ 36,26: 246,70°
Net income (loss) (65,987) (188,28f) (155,65 (80,62)) 72,89(
Basic earnings per share $ (13) $ @79 $ (31H) $ (165 $ 1.52
Diluted earnings per share $ (13) $ @B7H) $ (31 $ (165 3 1.47

Consolidated Balance Sheets Data:
Cash, cash equivalents and marketable

securities $ 296,69: $ 347,23t $ 449,23t $ 522,89: $ 570,04t
Working capital 308,38( 370,76' 482,60" 576,75¢ 622,09:
Total assets 383,07: 466,05: 655,96¢ 785,71( 855,32.
Total stockholders' equity 346,65:. 411,20: 577,78: 706,06 756,95(
Number of employees 70¢ 72¢ 80¢ 94C 1,12¢

1) Fiscal 2011, 2010, 2009 and 2008 net lossisde restructuring charges, net of $0.5 millj&15.9 million , $8.8 million
and $9.2 million, respectively, relating to our lodd restructuring and reorganization actions. Sete M—Restructuring
Charges of the Notes to the Consolidated Finastetements.

2) Fiscal 2011 , 2010, 2009 and 2008 net lossmgde impairment charges of $0.5 million , $56lion , $1.3 million and
$4.4 million, respectively. See Note 6—Impairmehtong-lived Assets of the Notes to the Consolideéf@ancial
Statements.

3) Fiscal 2010 gross profit (loss) includes atafyperiod adjustment related to cost of reverthes resulted in $2.9 million of
additional expense offset by an income tax beéfi0.5 million . See Note 1—Formation and Busingsthe Company of
the Notes to the Consolidated Financial Statements.

(4) Fiscal 2010 net loss includes a $3.5 milli@ngesulting from the release of the liability yicusly recorded as a secured
borrowing due to the dismissal of our complaintiagiga customer.

(5) We recorded a valuation allowance of $57.Tiomilin fiscal 2009 against the U.S. excess taefies) including prior years,
based on our assessment of realizability of our beferred tax assets. This charge resulted in@me tax provision, rather
than an income tax benefit, for fiscal 2009 . Agtdially, fiscal 2011 includes a $2.5 million bendfom the release of the
deferred tax valuation allowance for a non-U.Sispliction.

(6) Fiscal 2009 and 2008 selling, general and athtnative expenses include a provision for dodtgficounts receivable of $5.0
million and $4.1 million , respectively. Fiscal 20&nd 2010 include a $0.3 million and $1.1 milllmenefit, respectively,
from collections on amounts previously reservetaxs debts.
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Iltem 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 kbad 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 fratimose anticipated by these forwrlooking statements as a result of many factorduiting
those discussed under "ltem 1A: Risk Factors" desevehere in this Annual Report on Form 10-K.

Overview

We design, develop, manufacture, sell and suppedigion, high performance advanced semiconductdemprobe card products and
solutions. Semiconductor manufacturers use ourmmafee 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 chij& 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. During wafer sort
test, a wafer probe card is mounted in a probercandected to a semiconductor tester. The wafdrepeard is used as an interface to connect
electrically with and test individual chips on afeta Our wafer probe cards are used by our cust®inghe front end of the semiconductor
manufacturing process, as are our image sensamgdnic, or in-line, probe cards. We operate imgle industry segment and have derived
substantially all of our revenues from the salevafer probe cards incorporating our proprietaryhtedogy, including our MicroSpring
interconnect technology.

During fiscal 2011 , we saw revenue decline as @etpto fiscal 2010 across our DRAM and Flash pcocharkets, offset by revenue
growth in our SoC product market. Our revenueseatesed by 10% , or $19.2 million , in fiscal 201kampared to fiscal 2010This decline i
attributed primarily to reduced demand for our athead wafer probe cards in the second half of fi2Ball driven by oversupply of memory
devices, particularly in the DRAM markets, as vesllost business opportunities due to extendedfigatibn periods for our SmartMatrix
platform at certain customers, pricing pressuresauoted lead times, and changing order pattemsuioNAND Flash products. However, tl
revenue decline was partially offset by demandeases in our SoC product.

During fiscal 2011 , we continued the activitiegiated in 2010 to restructure our operations to@ify our overall structure and better
align our operations with the current businessr@mnent, streamline our manufacturing structureraddce both manufacturing cost and
cycle times. As part of this simplification, we texgd our workforce through these restructuringoastibby 38 employees, or 5% , during fiscal
2011 . We incurred net losses of $66.0 million &088.3 million in fiscal 2011 and fiscal 2010 ,pestively. The reduction in net loss year
over year is primarily attributable to the entesprivide impairment of $52.0 million recorded in thed quarter of fiscal 2010 , as well as a
reduction in depreciation resulting from this eptese-wide impairment. Net loss also decreased gear year due to the reduction in
operating expenses driven by both our restructuaigpns undertaken throughout 2010 and 2011 edisaw our continued focus on cost
reduction efforts. The net loss for fiscal 201&limles restructuring charges of $0.5 million angamment charges of $0.5 million , offset by a
benefit of $2.5 million from the release of theeteéd tax valuation allowance for a non-U.S. judBdn. The net loss for fiscal 2010 was
primarily due to lower gross margins on products s$15.9 million of restructuring charges, and itih@airment of certain long-lived assets of
$56.4 million , offset by a $3.5 million gain resog from the release of a liability previously oeded as a secured borrowing due to the
dismissal of our complaint against a customer.

We believe the following information is importanttinderstanding our business, our financial statésrend the remainder of this
discussion and analysis of our financial conditiod results of operations:

Fiscal Year Fiscal year ended December 31, 2011 had 53 weekBsaal years ended December 25, 2010 and Dece2@h@009 had
52 weeks each. Our fiscal year ends on the ldst&sy in December.

RevenuesNe derive substantially all of our revenues froradarct sales of wafer probe cards. Revenues froncugtomers are subject
to fluctuations due to factors including, but riotited to, design cycles, technology adoption ratempetitive pressure to reduce prices,
cyclicality of the different end markets into whiolir customers' products are sold and market dondiin the semiconductor industry.
Historically, increases in revenues have resultechfincreased demand for our existing productsirttieduction of new, more complex
products and the penetration of new markets. Weaxpat revenues from the sale of wafer probescaiti continue to account for
substantially all of our revenues for the foreséz@lture.

Cost of Revenue€ost of revenues consists primarily of manufactyrimaterials, payroll, shipping and handling costs
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and, manufacturingelated overhead. Our manufacturing operationsupn a limited number of suppliers to provide keynponents and
materials for our products, some of which are a source. We order materials and supplies basédddog and forecasted customer orders.
Tooling and setup costs related to changing maiwrfiag lots at our suppliers are also includechim ¢tost of revenues. We expense all
warranty costs and inventory provisions as cosewénues.

We design, manufacture and sell custom advanceerpabbe cards into the semiconductor test mawath is subject to significant
variability and demand fluctuations. Our wafer praards are complex products that are custom pecifge chip design of a customer and
must be delivered on relatively short lead-times@sapared to our overall manufacturing processodtsadvanced wafer probe cards are
manufactured in low volumes and must be deliveredetatively short leadimes, it is not uncommon for us to acquire protuctnaterials an
start certain production activities based on egtih@roduction yields and forecasted demand poiarin excess of actual demand for our
wafer probe cards. We record an adjustment torougmitory valuation for estimated obsolete and saleable inventories based on assump
about future demand, changes to manufacturing psese and overall market conditions.

Research and DevelopmeRiesearch and development expenses include expetatesi to product development, engineering and
material costs. Almost all research and developroestis are expensed as incurred, and capitalizafisnch costs have been immaterial in all
periods to date. We plan to continue to inveseserarch and development activities to improve amamrce existing product technologies and
to develop new technologies for current and nevdpets and for new applications.

Selling, General and AdministrativBelling, general and administrative expenses irckxpenses 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 Charge&estructuring charges include costs related to eyel termination benefits, cost of loliged assets abandon
or impaired, as well as contract termination costs.

Impairment of Long-Lived Assefssset impairment charges include charges associdtbdhe write down of assets that have no future
expected benefit or assets for which circumstainzisate that the carrying amount of these assagsmot be recoverable, as well as
adjustments to the carrying amount of our assdtsfbesale.

Use of Estimated he preparation of consolidated financial statesméntonformity with generally accepted accountimigciples in th
United States of America (“GAAP”) requires manageftrte make estimates and assumptions that affeateghorted amounts of assets and
liabilities, the disclosure of contingent assetd kabilities at the date of the financial statetseand the reported amounts of revenues and
expenses during the reporting period. Actual reseduld 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,Jaiue of marketable securities, allowance for
doubtful accounts, reserves for product warrarjyation of obsolete and slow moving inventoryuagion of our long-lived assets, the
assessment of recoverability of long-lived assethjation and recognition of stock-based compeosagrovision for income taxes and
valuation allowance for deferred tax assets andiabiities and accruals for other liabilities.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial caadiind results of operations are based upon mwedatidlated financial statements,
which have been prepared in accordance with GAAR. dreparation of these financial statements requirto make estimates and
assumptions that affect the reported amounts etsssd liabilities at the date of the financiatstents and the reported amounts of net
revenue and expenses in the reporting period. €eouating policies are fundamental to understandingfinancial condition and results of
operations reported in our financial statementsrafated disclosures. We have identified the foltapaccounting policies as being critical
because they require our management to make garticdifficult, subjective and/or complex judgmerabout the effect of matters that are
inherently uncertain. We evaluate our estimatesamsdmptions on an ongoing basis and we basedbgs®tes and assumptions on current
facts, historical experiences and various otheofaand assumptions that are believed to be rahfonnder the circumstances. Actual results
may differ materially and adversely from our estiesa Our management has discussed the developsetettion, application and disclosure
these critical accounting policies with the Audar@mittee of our Board of Directors.

Revenue Recognition: We recognize revenue when persuasive evidenae arrangement exists, title and risk of lossthassferred
to the customer, the selling price is fixed or deieable and collection of the related receivablesasonably assured. In instances where final
acceptance of the deliverable is specified by tietamer, revenue is deferred until all
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acceptance criteria have been met. In October 286%inancial Accounting Standards Board issuetbAnting Standards Update No. 2009-
13, “Multiple-Deliverable Revenue Arrangements” eTdguidance eliminates the residual method of reseacognition and allows the use of
management's best estimate of selling price (“BE&R"individual elements of an arrangement whemdag-specific objective evidence
(“VSOE") or third-party evidence (“TPE”") is unavable. We have adopted this guidance effective thighfirst quarter of fiscal 2011 and it has
been applied on a prospective basis for revenamgements entered into or materially modified ditecember 25, 2010 .

This guidance does not generally change the umitecoounting for our revenue transactions. We dohawe a significant number
product offerings with multiple elements. Our mpikéi-element arrangements generally include probe ardproduct maintenance and re
services. We allocate revenue to the deliverabdsgd upon their relative selling price. Revenuecalied to each unit of accounting is 1
recognized when persuasive evidence of an arrangeemests, delivery has occurred or services andeeed, the sales price or fee is fixe
determinable and collectability is reasonably asduProduct maintenance and repair services aerrddfand recognized ratably over
period during which the services are performedgegaty one year, and costs are recorded as incurred

When applying the relative selling price method, de¢ermine the selling price for each deliveraldmg VSOE, TPE or BESP. For:
vast majority of our arrangements involving mukiieliverables, such as sales of products withiesythe entire fee from the arranger
was allocated to each respective element baset$ aalative selling price, using VSOE. For thoséveeables for which we cannot estab
VSOE, we have determined our best estimate ofngefirice, as the Company has determined it is entabéstablish TPE of selling price
the deliverables. The objective of BESP is to deiee the price at which we would transact a satedfdeliverable were sold on a staaidne
basis. We determine BESP for a deliverable by cmmgig multiple factors including, but not limiteéd, market conditions, competiti
landscape, internal costs, gross margin objectarek pricing practices. The determination of BESPnade through consultation with ¢
formal approval by our management, taking into atersition the go-to-market strategy.

The adoption of the new revenue recognition acéogritandards did not have a material impact oncounsolidated financial positic
results of operations, or cash flows for the yaategl December 31, 201The new accounting standards for revenue redognift applied ir
the same manner to the year ended December 25wafild not have had a material impact on totalreeenues for that fiscal year.

Revenues from the licensing of our design and natufing technology, which have not been mateoialdte, are recognized over the
term of the license agreement or when the sigmificantractual obligations have been fulfilled.

Marketable Securities: Our marketable securities consist primariligfhly liquid investments with maturities of greatean 90 days
when purchased. We generally classify our marketabturities at the date of acquisition as avaléd-sale. These securities are reported at
fair value with the related unrealized gains arssés included in accumulated other comprehensogeria (loss), a component of stockholder's
equity, net of tax. Any unrealized losses which@residered to be other-than-temporary impairmargsecorded in "Other income (expense),
net" in the Consolidated Statements of OperatiBeslized gains (losses) on the sale of market&ulerities are determined using the specific-
identification method and recorded in "Other incof@epense), net" in the Consolidated Statemen@pefrations. We measure our cash
equivalents and marketable securities at fair vaieenever possible, the fair values of our finahassets and liabilities are determined using
guoted market prices of identical assets or quotatket prices of similar assets from active marketsel 1 valuations are obtained from real-
time quotes for transactions in active exchangeetaiinvolving identical assets. Level 2 valuatians obtained from quoted market prices in
active markets involving similar assets. Level 8iadions are based on unobservable inputs to thitien methodology and include our own
data about assumptions market participants wowgdrupricing the asset or liability based on thetleformation available under the
circumstances. Each level of input has differemtle of subjectivity and difficulty involved in datmining fair value.

All of our available-for-sale investments are sgbje a periodic impairment review. We record arghao earnings when a decline in
fair value is significantly below cost basis andged to be other-than-temporary, or have othecatdrs of impairments. If the fair value of an
available-for-sale investment is less than its dired cost basis, an other-thamporary impairment is triggered in circumstanebsre (1) w
intend to sell the instrument, (2) it is more ljké&han not that we will be required to sell thetinment before recovery of its amortized cost
basis, or (3) a credit loss exists where we deerpect to recover the entire amortized cost bddiseoinstrument. If we intend to sell or it is
more likely than not that we will be required tdl see available-forsale investment before recovery of its amortizest basis, we recognize
other-than-temporary impairment in earnings equdhé entire difference between the investmentsrianed cost basis and its fair value.

Restructuring Charges: Restructuring charges include costs relateghtployee termination benefits, costs of long-liasdets
abandoned or impaired, as well as contract termoinabsts. The determination of when we accruesfoployee termination benefits and wh
standard applies depends on whether the terminbé&ngfits are provided under a one-time benefareyement or under an on-going benefit
arrangement. For restructuring charges recordeah as-going benefit

33




Table of Contents

arrangement, a liability for post-employment betsaf recorded when payment is probable, the anmisustisonably estimable, and the
obligation relates to rights that have vested suawlated. For restructuring charges recordedaasedime benefit arrangement, we recognize
a liability for employee termination benefits whemplan of termination, approved by management atabéshing the terms of the benefit
arrangement, has been communicated to employeedirfiimg of the recognition of one-time employeertimation benefits is dependent upon
the period of time the employees are required tidee service after communication. If employeesnaterequired to render service in order to
receive the termination benefits or if employeel mat be retained to render service beyond thammim legal notification period, a liability

for the termination benefits is recognized at thmmunication date. In instances where employeddwitetained to render service beyond the
minimum legal notification period, the liability f@mployee termination benefits is measured itytial the communication date based on the
fair value of the liability as of the terminatioaté and is recognized ratably over the future serperiod. We continually evaluate the adeq

of the remaining liabilities under our restructyrimitiatives.

We record charges related to long-lived assete taldandoned when the assets cease to be usedwi'lvease using a building or other
asset with remaining non-cancelable lease payntentinuing past our use period, we record a ligbftir remaining payments under lease
arrangements, as well as for contract terminatasis; that will continue to be incurred under ateamt for its remaining term without
economic benefit to us at the cease-use date. @Geesignificance of, and the timing of the exemotdf such activities, this process is complex
and involves periodic reassessments of estimateds iaiathe time the original decisions were madguding evaluating real estate market
conditions for expected vacancy periods and suseleants. Although we believe that these estimatesrately reflect the costs of our
restructuring plans, actual results may differyelg requiring us to record additional provisiongeverse a portion of such provisions.

Warranty Obligations: We provide for the estimated cost of productrasaties at the time revenue is recognized. Whéeawgage in
extensive product quality programs and processgsyarranty obligation is affected by product fauates, material usage and service
delivery costs incurred in correcting a produciuiigg. We continuously monitor product returns farreanty and maintain a reserve for the
related expenses based upon our historical exmeri@nd any specifically identified field failuress we sell new products to our customers
must exercise considerable judgment in estimatiegeikpected failure rates. This estimating proisebased on historical experience of similar
products, as well as various other assumptionsatbdielieve to be reasonable under the circumssance

Inventory Valuation: We value our inventories at the lower of cpsincipally standard cost which approximates actaat on a first
in, first out basis) or market. We continually assthe value of our inventory and will periodicallyite down its value for estimated excess
inventory and product obsolescence based upon asisun® about future demand and market conditiomsa@Quarterly basis, we review
inventory quantities on hand and on order undergantelable purchase commitments in comparisont@stimated forecast of product
demand for the next six months to determine whagrntory, if any, are not sellable. Based on thizlysis, we write down the affected
inventory value for estimated excess and obsolescelnarges. At the point of loss recognition, a,dlewer cost basis for that inventory is
established, and subsequent changes in facts enueingtances do not result in the restoration aee in that newly established cost basis.
Market conditions are subject to change, and derfmmalur products can fluctuate significantly. Aatwonsumption of inventories could difi
from forecasted demand and this difference coule llamaterial impact on our gross profit and ineenbalances based on additional
provisions for excess or obsolete inventories berefit from the sale of inventories previouslyttem down.

Allowance for Doubtful Accounts: A majority of our trade receivables are derifrexin sales to large multinational semiconductor
manufacturers throughout the world. In order to itworpotential credit losses, we perform ongoingdir evaluations of our customers'
financial condition. An allowance for doubtful aceds is maintained for probable credit losses bapeth our assessment of the expected
collectability of all accounts receivable. The alince for doubtful accounts is reviewed on a quigrtasis to assess the adequacy of the
allowance. We take into consideration (1) any aimstances of which we are aware of a customer'dlilyalo meet its financial obligations ai
(2) our judgments as to prevailing economic condgiin the industry and their impact on our cust@ne

Impairment of Long-Lived Assets: We test long-lived assets or asset groupseimoverability when events or changes in
circumstances indicate that their carrying amoumy not be recoverable. Circumstances which caigder a review include, but are not
limited to: significant decreases in the market@of the asset; significant adverse changes ibubmess climate or legal factors;
accumulation of costs significantly in excess & #&mount originally expected for the acquisitiortonstruction of the asset; current period
cash flow or operating losses combined with a hystd losses or a forecast of continuing losses@aged with the use of the asset; and cul
expectation that the asset will more likely tham i@ sold or disposed of significantly before the ef its estimated useful life.

Recoverability is assessed based on the carryirggiars of the asset and its fair value which is gahedetermined based on the sum of
the undiscounted cash flows expected to result ff@use and the eventual disposal of the assefelhas specific appraisals in certain
instances. An impairment loss is recognized wherctrrying amount is not recoverable and
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exceeds fair value.

Significant judgments and assumptions are requirelde forecast of future operating results usetthinpreparation of the estimated
future cash flows, including profit margins, lorgrn forecasts of the amounts and timing of ovenaltket growth and our percentage of that
market, groupings of assets, discount rates anuirtal growth rates. In addition, significant estiemand assumptions are required in the
determination of the fair value of our tangibledelived assets, including replacement cost, ecooabsolescence, and the value that could be
realized in orderly liquidation. Changes in thesgéneates could have a material adverse effect emsisessment of our long-lived assets,
thereby requiring us to write down the assets.

Accounting for Income Taxes: We utilize the asset and liability method of@enting for income taxes, under which deferrees$ar
determined based on the temporary differences leetwee financial statement and tax basis of assetdiabilities using tax rates expected to
be in effect during the years in which the basifedénces reverse and for operating losses andréatit carryforwards. We estimate our
provision for income taxes and amounts ultimatelygble or recoverable in numerous tax jurisdictiarmind the world. Estimates involve
interpretations of regulations and are inherentijnplex. Resolution of income tax treatments invidlial jurisdictions may not be known for
many years after completion of any fiscal year. &erequired to evaluate the realizability of oefedred tax assets on an ongoing basis to
determine whether there is a need for a valuatiowance with respect to such deferred tax asgetaluation allowance is recorded when i
more likely than not that some of the deferredassets will not be realized. Significant managemetgment is required in determining any
valuation allowance recorded against deferred saeta. In evaluating the ability to recover defétex assets, we consider available positive
and negative evidence giving greater weight toreaent cumulative losses and our ability to carcikdasses against prior taxable income and,
commensurate with objective verifiability, the foast of future taxable income including the revieos§géemporary differences and the
implementation of feasible and prudent tax planrstrgtegies.

We recognize and measure uncertain tax positidentar expected to be taken in a tax return & inre likely than not that the tax
position will be sustained on examination by thertg authorities, based on the technical meritefposition. The tax benefits recognized in
the consolidated financial statements from suclitipas are then measured based on the largestib#ragfhas a greater than 50 percent
likelihood of being realized upon ultimate settleméVe report a liability for unrecognized tax b&tseresulting from uncertain tax positions
taken or expected to be taken in a tax return. Wjlesathese reserves in light of changing facts@raimstances, such as the closing of a tax
audit or the refinement of an estimate. To them@xieat the final tax outcome of these matterdffer@nt than the amounts recorded, such
differences will impact the provision for incomeés in the period in which such determination iglead'he provision for income taxes
includes the impact of reserve provisions and charg reserves that are considered appropriateglaas the related net interest. We
recognize interest and penalties related to unrgzed tax benefits within the income tax provisidecrued interest and penalties are included
within the related tax liability line in the congidted balance sheet.

We file annual income tax returns in multiple taxinrisdictions around the world. A nhumber of yearay elapse before an uncertain
position is audited and finally resolved. Whilésioften difficult to predict the final outcome tbre timing of resolution of any particular
uncertain tax position, we believe that our resefee income taxes reflect the most likely outcomke adjust these reserves, as well as the
related interest, in light of changing facts andwinstances. Settlement of any particular posttimund require the use of cash.

Stock-Based Compensation: Under provisions of accounting standards, stmarded compensation cost is estimated at the detat
based on the fair-value of the award and is reaaghas expense ratably over the requisite serededgof 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 estimdi@sed on historical data and market
information which can change significantly overéinA 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 impacted by mamagé's judgment are the expected volatility andetkgected life of the options.
The expected dividend yield and expected risk-iingzrest rate are not as significant to the catouteof fair value. In addition, adjustments to
our estimates of the number of share-based payavearids that we expect to vest did have a signifitapact on the recorded share-based
compensation expense.

Expected volatility: The value of a stock option is derived frompitdential for appreciation. The more volatile #teck, 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 oummmon stock and implied volatility of traded optidiespurchase shares of our common stock.
Our decision to incorporate implied volatility wiagsed on our assessment that implied volatilityutdlicly traded options in our common st
is expected to be more reflective of market condgiand, therefore, can reasonably be expecteel addletter indicator of expected volatility
than historical volatility of
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our common stock alone.

Expected life and forfeiture rate: The expected life also has a significant eféecthe value of the option. The longer the tehm,more
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 requireslaid 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 histdriation exercise behavior, post vesting turnoates and terms and vesting periods of the
options granted. Similarly, we base our estimat®déiture on historical option cancellation belmvincluding pre-vesting turnover rates.

Out of Period Adjustment

In the third quarter of fiscal 2010 , we recordefal million adjustment to cost of revenues nes@b million income tax benefit,
which resulted from an error in the calculatiorcapitalized manufacturing variances starting infite¢ quarter of fiscal 2009 through the
second quarter of fiscal 2010 . The error causedittderstatement of cost of revenues and the atensént of the overhead capitalized in
inventory for most quarters. The income tax benmeBulted from higher net losses in 2009 due tbérigost of revenue expenses. We are able
to carry back the increase in the 2009 loss towertmore prior year tax payments. Out of the tathlustment, a $2.9 million adjustment to cost
of revenues net of $0.5 million income tax benefis related to fiscal 2009 . Management and thatALmmmittee believe that such amounts
are not material to current and previously repofieahcial statements.

Results of Operations

The following table sets forth our operating resals a percentage of revenues:

Fiscal Fiscal Fiscal
2011 2010 2009
Revenues 100.C % 100.C % 100.C %
Cost of revenues 87.€ 101.2 99.4
Gross profit (loss) 12.4 1.2 0.6
Operating expenses:
Research and development 25.7 29.4 42.F
Selling, general and administrative 27.€ 35.7 58.C
Restructuring charges, net 0.3 8.4 6.5
Impairment of long lived assets 0.3 29.¢ 0.9
Total operating expenses 53.¢ 103.¢ 107.¢
Operating loss (41.5) (104.¢) (207.9)
Interest income, net 0.8 14 24
Other income (expense), net 0.6 2.3 (0.9
Loss before income taxes (40.7) (200.9 (205.9)
Provision for (benefit from) income taxes (1.7 (1.0) 9.8
Net loss (39.0% (99.9% (115.9%
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Fiscal Years Ended December 31, 2011 and DecembeR10

Revenues

Fiscal % of Fiscal % of Change

2011 Revenues 2010 Revenues $ %

(In thousands)
Revenues by Market:

DRAM $ 115,67¢ 68.2% $ 131,20° 69.€% $ (15,529 (11.8%
SoC 29,05( 17.2 27,29( 14.F 1,76( 6.4
Flash 24,59’ 14. 30,06¢ 15.¢ (5,477 (18.2)
Total revenues $ 169,32! 100.(% $ 188,56 100.(% $ (19,240 (10.2)%

For the global semiconductor market, overall degicgments were generally flat in 2011 compare20b0 . Moderate revenue growth
in the global SoC and NAND Flash device markets masked by a substantial revenue reduction forymeis of DRAM and NOR Flash
devices. This global DRAM and NOR weakness wadqdatrly severe in the second half of the yeanesage selling price erosion for
semiconductor devices resulted in unprofitable tess for most suppliers and a cut back in prodna#pacity. This weakness in the global
DRAM and NOR device market directly resulted in customers reducing their purchases of, or in scases canceling existing orders of, our
probe cards for DRAM and NOR devices throughoutsieond half of 2011 . Overall, our revenues dee@dy 10% , or $19.2 million , in
fiscal 2011 as compared to fiscal 2010 . Our reeaénareased approximately 6% year-over-year irSit€ market, but was down
approximately 12% in DRAM and 18% in Flash. Thdaetbiations in revenue were primarily driven bytwalume.

Our revenues for the year ended December 31, 2@t4 primarily generated by sales of wafer probdséy manufacturers of DRAM
devices. Revenues from sales to DRAM device matwfars in fiscal 2011 decreased significantly amjgared to fiscal 2010 as the impact of
average selling price erosion of semiconductoras/and the subsequent reduction in productionratustomers limited demand for our
advanced wafer probe cards. Our revenues from salBRAM device manufacturers were also impactefisical 2011 by flooding in Thailan
which dramatically impacted disc drive productiesulting in reduced personal computer output asid, farther result, the demand for DR/
devices.

Revenues from sales to Flash memory device manuéastdecreased significantly in the year endeebBber 31, 201tompared to tt
prior year. The decrease was driven primarily bgrdased demand in the NOR Flash segment. Modematelgin the sale of NAND Flash
wafer probe cards offset a portion of this decline.

Revenues from sales to SoC device manufacturemsased in the year ended December 31, 2011 comiuatied prior year, primarily
due to market adoption of more complex devices Wiginer parallelism and the adoption of MEMS inggl®f traditional cantilever cards, bc
of which positively impacted revenues from saleswfwafer probe cards. We also qualified an existustomer on our TrueScale Matrix
product during fiscal 2011.

Revenue by Geographic Region

The following table sets forth our revenues by gapbic region for the periods indicated:

Fiscal % of Fiscal % of
2011 Revenues 2010 Revenues

(In thousands)

Taiwan $ 53,84« 31.¢% $ 72,61¢ 38.5%
South Korea 39,21¢ 23.1 25,98¢ 13.¢
Japan 29,467 17.4 28,47¢ 15.1
North America 25,88( 15.2 38,33¢ 20.2
Asia-Pacific(1) 13,86( 8.2 15,10¢ 8.C
Europe 7,05t 4.2 8,04 4.3
Total revenues $ 169,32 100.% $ 188,56! 100.%

(1) AsiaPacific includes all countries in the region exceépiwan, South Korea and Japan, whict
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disclosed separately.

Geographic revenue information is based on thetitmt#o which we ship the customer product. Fomegke, if a certain South Korean
customer purchases through their North Americasiglidry and requests the products to be shipped tddress in Asia-Pacific, this sale will
be reflected in the revenue for Asia-Pacific ratthan North America.

The significant decrease in Taiwan, Asia-Pacifid &lorth America revenues for the year ended Dece®be?2011 compared to the
prior year was primarily due decreased demanddoiDiRAM products associated with overall weaknesthé global DRAM semiconductor
device market. The increase in South Korea reveisugesated to the increased demand for our Smaritéparoduct line for DRAM, our
TouchMatrix product line for NAND Flash, and Ima8ensor products in the SoC segment. The increakapemn revenue for the year ended
December 31, 2011 compared to the prior year wiasapity due to the qualification of an existing tmrmer on our TrueScale Matrix product,
which was partially offset by a decrease in our DRproduct sales. Europe revenue declined in fi264ll due to the reduced demand for our
SoC products.

Gross Profit (Loss)

Fiscal Fiscal
2011 2010
(In thousands)
Gross profit (loss) $ 2095 $ (2,27
Gross margin 12.8% (1.2%

Gross margin fluctuates with revenue levels, prodig, selling prices, factory loading and matedasts. For the year ended
December 31, 2011 gross margin increased compaifestal 2010 , primarily due to reductions in gei@verhead cost, lower depreciation
expense, reductions in inventory provision charpeger production yields and favorable changgzaduct mix to higher margin products.

For the year ended December 31, 2011 , the inciragess margin compared to the prior fiscal yinaluded a reduction of $14.0
million in general overhead expenses resulting from ourcmogrol initiatives and decision to cease manuifiécg in Singapore and Korea. 1
increase in gross margin also included $6.1 milbbfower depreciation expense resulting primafigm the fiscal 2010 enterprise-wide
impairment.

For fiscal 2011 , gross margin also improved coregdo the prior year due to a $3.5 million decréaseventory provision charges.
This improvement is the result of current and omganitiatives to improve materials planning, puoement and production processes that
resulted in reductions in our excess inventorylevexcess custom inventories are not uncommondocompany because our advanced w
probe cards are custom designs manufactured ivébwnes and must be delivered on relatively steatiltimes. This requires us to acquire
production materials and start certain productictivaies based on estimated production yields fanecasted demand prior to or in excess of
actual demand for our wafer probe cards. In fi2€dl1 , the value of previously reserved materizds tvere used in manufacturing and shipped
was $2.5 million as compared to $2.8 million ircé62010.

Gross margin included stock-based compensatioB.&f @illion and $3.7 million for the years endedcBeaber 31, 2011 and
December 25, 2010 , respectively, with the decrbaggg primarily due to declining stock prices, a&sed headcount and a reduction in the
number of awards granted, partially offset by exggerelated to current year grants.

In the future, our gross margins may be adversepacted by lower levels of product revenues, eliendh we have taken significant
steps to reduce our operating cost structure. géags margins may also be adversely affected é&meeequired to record additional inventory
provision charges and inventory write-downs ifmstied average selling prices of products heldnislied goods and work in process
inventories are below the manufacturing cost os¢hproducts.

Research and Developme

Fiscal Fiscal
2011 2010
(In thousands)
Research and development $ 4354 $ 55,38¢
% of revenues 25.1% 29.2%
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Research and development expenses for the yead Emtember 31, 2011 decreased $11.8 million , & 2tompared to the prior year
primarily due to the decrease in certain new tetdgyoproduct development related costs and theedserin other costs as a result of our cost
reduction efforts. As a percent of revenues, reseand development expenses decreased in fiscal&0tompared to fiscal 2010 primarily
due our cost reduction efforts.

In the year ended December 31, 2011 , costs refatedr research and development activities deetetem fiscal 2010 primarily due
to reduced payroll and related costs of $6.1 nmillidriven by reduced headcount, and reduced rafgennd related costs of $2.4 million .
Additionally, we had a decrease in depreciatioreegg and facilities related costs of $1.1 millieasulting primarily from the fiscal 2010
enterprise-wide impairment as well as the reduatibour facilities footprint during 2010 . Stockd®al compensation included within research
and development expenses was $4.3 million for #s gnded December 31, 2011 compared to $5.6 mibiofiscal 2010 , with the decrease
being primarily due to declining stock prices, aéeed headcount and a reduction in the number arfdavgranted, partially offset by expense
related to current year grants.

We are continuing our strategic investments inaegeand development, including investments indieelopment of our next
generation architecture and products for testind\BIRlevices, new vertical technology directed tdites SoC devices, advanced MicroSpring
interconnect technology, ATRE wafer test technolagyg new process technologies. We remain comntittpdoduct development in new and
emerging technologies.

Selling, General and Administrativ

Fiscal Fiscal
2011 2010
(In thousands)
Selling, general and administrative $ 46,708 $ 67,20¢
% of revenues 27.€% 35.7%

Selling, general and administrative expenses dsece$20.5 million , or 31% , for the year endedédeioer 31, 2011 compared to the
prior year primarily due to a decrease in persorglated costs and other discretionary spending psrcent of revenues, selling, general and
administrative expenses decreased in fiscal 20tbmpared to the prior year, primarily due to theéuction in expenses resulting from our on-
going cost reduction efforts.

For fiscal year 2011 , salary and payroll relatests, for selling, general and administrative fiord, including incentive bonuses,
decreased by $8.1 million from fiscal 2010 dueeduced headcount and a reduction in incentive boffesalso had a year over year decrease
in severance costs of $1.2 million resulting froenerance agreements with certain executives in #fHtGvere not recurring. In addition, we
experienced a reduction in facilities related co$t$3.2 million compared to fiscal 2010 resultingm the reduction of our facilities footprint
during 2010 , as well as decreased depreciatioaresgresulting from the enterprise-wide impairmenbrded during fiscal 2010 , of $2.4
million . Our cost reduction efforts, as well aduetion in on-going legal activities, resulted iregluction in legal and outside service fees of
$2.2 million during fiscal 2011 versus fiscal 2018tock-based compensation expenses included vagiiimg, general and administrative
expense were $6.1 million compared to $8.3 milfionthe prior year. The decrease in sttiglsed compensation was primarily due to decli
stock prices, decreased headcount and a reduntitie inumber of awards granted, partially offseekpense related to current year grants.

Restructuring Charge:

Fiscal Fiscal
2011 2010
(In thousands)
Restructuring charges $ 52z $  15,90¢
% of revenues 0.2% 8.4%

Restructuring charges decreased $15.4 millior9;786 , from fiscal 2010 to fiscal 2011 . The deceeasas primarily due to reduction in
the size of the actions taken in 2011 compare®id® s our restructuring activities have wound dd@ur 2010 actions resulted in a reduction
in workforce of 19% , whereas our actions in 20a¢ehreduced the workforce by 5% . Furthermore 0ib02we recorded an $8.8 million
impairment of property and equipment as part ofrésructuring charges of fiscal 2010 , whereasetidas no such impairment charge
recorded in restructuring in fiscal 2011 . The masuring plans we
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implemented in fiscal 2011 and fiscal 2010 are whsed below.
2011 Restructuring Activities

In the first quarter of fiscal 2011 , we implemeanhterestructuring plan (the “ Q1 2011 Restruamilan”) which resulted in the
reduction of our global workforce by 13 full-timenployees across the organization. We recordedriillibn in charges for severance and
related benefits related to this plan. The acegittomprising this reduction in workforce were sabgally completed by the end of the second
guarter of fiscal 2011 . As a result of the Q1 2&Ektructuring Plan, we have realized, and expecthtinue to realize, quarterly savings,
excluding stock-based compensation expenses, obdppately $0.6 million in subsequent quarters.

In the second quarter of fiscal 2011 , we impleraéra restructuring plan (the “ Q2 2011 RestriietuPlan”) which resulted in the
reduction of our global workforce by 13 full-timenployees across the organization. We recordedr#idlién in charges for severance and
related benefits related to this plan. The ac@gittomprising this reduction in workforce were sabsally completed by the end of the third
guarter of fiscal 2011 . As a result of the Q2 2&Ektructuring Plan we have realized, and expecbidinue to realize, quarterly savings,
excluding stock-based compensation expenses, obdippately $0.4 million in subsequent quarters.

Additionally, in the second quarter of fiscal 204é& executed an amendment to the existing leasegamaent for our facility in
Singapore which released us from our obligatioteted to the floor previously utilized for manufaxnhg in this facility. We were also grant
a rent reduction for the remaining occupied fdetitin this building. We had previously recordedtain asset retirement obligations and
accruals related to our cessation of the use sktlfecilities in connection with a prior restrudtigr action. As a result, our Consolidated
Statement of Operations for the year ended Decethe2011 includes a benefit of $1.5 million re@ido 'Restructuring charges, net'.

In the third quarter of fiscal 2011 , we implemehgerestructuring plan (the “ Q3 2011 Restruowiilan”) which resulted in the
reduction of our global workforce by four full-tinemployees primarily in our procurement and logsstirganizations. We recorded $0.3
million in charges for severance and related bé&nediated to this plan. The activities comprisihig plan were completed during fiscal 2011.
As a result of the Q3 2011 Restructuring Plan, weeet to realize quarterly savings, excluding stbaked compensation expenses, of
approximately $0.2 million in subsequent quarters.

In the fourth quarter of fiscal 2011 , we impleneght restructuring plan (the “ Q4 2011 RestructuPlan”) which resulted in the
reduction of our global workforce by eight full-taremployees primarily in our finance and procurenaga logistics organizations. We
recorded $0.3 million in charges for severanceratated benefits related to this plan. The actsittomprising this reduction are expected to
be completed by the end of the first quarter afdi®012. As a result of the Q4 2011 RestructuRtam, we expect to realize quarterly savings,
excluding stock-based compensation expenses, obeppately $0.3 million in subsequent quarters.

The liabilities we have accrued for the restructgmplans discussed above represent our best estohtite obligations we expect to
incur and could be subject to adjustment as madeditions change. The remaining cash paymentiaésd with our various reductions in
force are expected to be paid by the end of tisé duarter of fiscal 2012 .

2010 Restructuring Activities

We recorded $3.4 million in restructuring chargesm the first quarter of fiscal 2010 as part of theneurrent regionalization strate
(the “ Q1 2010 Restructuring Plan”). These chamgessisted of termination benefits related to réidus in work force of 106 full-time
positions, which were all related to severanceraftated benefits. The activities related to tlucm were completed during fiscal 2011 .
Subsequently, in the second quarter of fiscal 20&@indertook a plan to rescind the previously idseyerance arrangements for certain
employees impacted by this plan, resulting in theersal of $3.3 million of the accrual for sevemposts booked in conjunction with the Q1
2010 Restructuring Plan, including the accruedntéta bonus to date. We completed this rescissian im fiscal 2010 .

In the second quarter of fiscal 201@e announced a series of corporate initiativeduding a reduction in workforce, which represel
a renewed focus on streamlining and simplifying aperations as well as reducing our quarterly dpegaosts (the “ Q2 2010 Restructuring
Plan™). These actions included a reduction in worgé impacting 67 employees spread across alliumebf the organization, as well as a
reduction in the scope of the previously contengalahanufacturing operations in Korea, resulting neduction of workforce of 16 employees
related to the assembly and test function. Werdexb$4.8 million in charges for the Q2 2010 Restrting Plan during fiscal 2010 for
severance and related benefits. Additionally, injgnction with the Q2 2010 Restructuring Plan wenitified certain equipment and software
assets related to
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our assembly and test operations in Korea thatavoallonger be utilized. As a result, we recorthepairment charges of approximately $1.0
million during fiscal 2010 , representing the nebk value of these assets. The activities comgisiis reduction in force were completed
during fiscal 2011 .

In the third quarter of fiscal 2010 , we announagéstructuring plan (the “ Q3 2010 RestructuritenP to cease the transition of
manufacturing operations to Singapore. This decisésulted in a reduction in force of 58 employaesur Singapore facility. The
manufacturing activities that were scheduled torémsitioned to Singapore remained in Livermorel Bivermore continued as the primary
manufacturing operating location for the Companycanjunction with the Q3 2010 Restructuring Plaa,also undertook a reduction in force
of two additional individuals in our Livermore opdions.

We recorded charges of $1.0 million for severanukralated benefits and impairment charges of 8ifll&n for certain equipment and
leasehold improvements in Singapore that wouldongér be utilized in conjunction with the Q3 201€sRucturing Plan. The activities related
to this restructuring plan were completed durirsgdi 2011 . In addition, due to the combined effé¢he significant change in our business
strategy in connection with the Q3 2010 Restruntuflan, recurring operating losses and the sietaiecline in the Company's stock price,
we reviewed the recoverability of our long-livedess in the third quarter of fiscal 2010 , as dised in Note 6 - Impairment of Long-lived
Assets of the Notes to Consolidated Financial States.

In the fourth quarter of fiscal 2010 , we implertezha restructuring plan (the " Q4 2010 RestruotuRlan") including reducing our
global workforce by 10 employees across the orgeioz. We recorded $0.6 million in charges for samee and related benefits in fiscal
2010 . The activities related to this plan were ptated during fiscal 2011 .

Impairment of Lonc-lived Assets

Fiscal Fiscal
2011 2010
(In thousands)
Impairment of long-lived assets $ 54¢ $ 56,40
% of revenues 0.2% 29.%

Impairment charges decreased $55.9 million frowefi2011 to fiscal 2010 primarily due to the entesgwide asset impairment
recorded in the third quarter of fiscal 2010 disadsbelow.

In fiscal 2011 , we recorded total impairments @5$million related to the termination of certaim-going projects, including certain
software development for internal use that had lveeorded in construction-in-progress.

In the third quarter of fiscal 2010 , we reviewhd tecoverability of our long-lived assets due tigmificant change in our business
strategy in connection with the Q3 2010 RestruntuRlan, recurring operating losses and net cafflows from operations and the sustained
decline in the Company's stock price. As a reduihis review, we concluded that our business watsable to fully recover the carrying
amounts of our assets. Accordingly, we reviewecdcdreying amounts at September 25, 2010 of aluoflong-lived assets for impairment.
Based on this analysis, an impairment charge ofcaqupately $52.0 million was recorded as of Septents, 2010. This impairment charge
comprised $27.7 million for leasehold improvemefts].2 million for manufacturing equipment, $8.9limin for computer equipment and
software, $4.4 million for construction-in-progresmsd $0.2 million for purchased intangible assets.

In addition, we recorded impairment charges toga#id.4 million in fiscal 2010 as follows:

e $2.7 million impairment related to certain canstion-in-progress projects for the development lanild of manufacturing
equipment, including additional related equipméiat tvas in-service, that was identified as excapscity;

« $1.1 million impairment of certain purchasedaimgible assets related to precision motion corimtdmation that were acquired in
conjunction with our acquisition of certain asdetsn Electroglas, Inc. in 2009 out of bankruptcpgeedings;

e $0.5 million related to certain leasehold imprments and furniture and fixtures that was abandionéeld for sale as a result of
the consolidation of office space in Livermore; and

e $0.1 million write down of a building held for saie its estimated fair valu
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Management believes it is reasonably possibleatiditional impairment charges that would reductéhferrthe carrying amounts of the
Company's property and equipment and intangibletaissay arise in fiscal 2012 if the Company is Umab achieve operating results
anticipated by the Company's 2012 financial plan.

Interest Income and Other Income (Expense), M

Fiscal Fiscal
2011 2010
(In thousands)
Interest income, net $ 1,40¢  $ 2,54¢
% of revenues 0.8% 1.4%
Other income (expense), net $ 1,07¢ $ 4,42¢
% of revenues 0.6% 2.2%

Interest income is primarily earned on our caskhaquivalents and marketable securities. The dseri@ interest income for fiscal
2011 as compared to fiscal 2010 was primarily #sult of lower average balances. Cash, cash equigalrestricted cash and marketable
securities were $297.0 million at December 31, 2€drhpared to $347.9 million at December 25, 20L0e weighted-average yield on our
cash, cash equivalents and marketable securitighdoyear ended December 31, 2011 was 0.45% cedpamwas 0.70% for the year ended
December 25, 2010 .

Other income (expense), net is comprised primafiffipreign currency impact and various other gaind losses. The change in other
income (expense), net for fiscal 2011 comparedstaf 2010 was primarily due to the $3.5 millionrgeecorded in the third quarter of fiscal
2010 which resulted from the release of the liabjireviously recorded as a secured borrowing dube dismissal of our complaint against a
customer.

Provision for (Benefit from) Income Taxe

Fiscal Fiscal
2011 2010
(In thousands)
Provision for (benefit from) income taxes $ (1900 $ (1,920
Effective tax rate 2.8% 1.C%

We recorded an income tax benefit of $1.9 millionthe fiscal years ending December 31, 2011 armkDéer 25, 2010 , respectively.
The income tax benefit recorded for fiscal 201 1nriily relates to a $2.5 million release of theededd tax valuation allowance for a non-U.S.
jurisdiction, offset by income tax expense in ciartE# our noi-U.S. operations in foreign jurisdictions. Theante tax benefit recorded for
fiscal 2010 primarily related to the settlementiafon-U.S. tax jurisdiction audit, offset by taxperse related to our non-U.S. operations in
foreign jurisdictions.

During the fiscal quarter ended June 25, 2011, eterchined that it is more likely than not that tieferred tax assets of a non-U.S.
jurisdiction will be realized after considering pbsitive and negative evidence. Positive evidencleded finalization of our currel
restructuring activity for the related foreign gdiction and conclusion that such location will tione to be in operation for the foreseeable
future, as well as a forecast of future taxableine sufficient to realize such deferred tax agsets to the expiration of existing net operating
loss carry-forwards due to a change in the entitylscture to a cost-plus arrangement. Accordinglgeferred tax valuation allowance release
of $2.5 million was recorded as an income tax biedefing the quarter. Our conclusion that it isrmbkely than not that such deferred tax
assets will be realized is strongly influenced Iy €xpectation that such location will continudéoin operation for the foreseeable future. We
believe such conclusion is reasonable in lightwfaurrent operational structure and forecastedatjpms, both for the foreign jurisdiction and
our consolidated operations; however, such commiuisi inherently uncertain. Therefore, if we havatenial unforeseen losses or are required
to restructure our non-U.S. operations to furthigmeour operating expense structure with our egcevenues, then its ability to generate
sufficient income necessary to realize a portiothefdeferred tax assets may be reduced and atioaddlcharge to increase the valuation
allowance may be recorded.

We recognize interest charges and penalties refatedcertain tax positions as part of the incoaxeprovision. During fiscal 2011 we
recognized interest charges and penalties of $02300 during fiscal 2010 we recorded an interesefieof $0.3 million . As of December 31,
2011 and December 25, 2010 we have accrued toésest charges and penalties of $0.7
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million and $0.6 million , respectively, relatedtte uncertain tax positions.

We anticipate that we will continue to record auadion allowance against our U.S. deferred taxtass&’e expect our future tax
provisions, during the time such valuation allowasare recorded, will consist primarily of the parvision of our profitable non-U.S.
jurisdictions. AtDecember 31, 2011 , we had Federal, state andjforat operating loss carryforwards of approxinya$231.3 million ,
$227.6 million and $13.5 million , respectively.elRederal net operating loss carryforwards exgix@aous dates from 2015 through 2031 ,
the state net operating loss carryforwards expgir@aous dates from 2028 through 2031 , and theido net operating loss carryforwards can
be carried forward indefinitely.

Our effective tax rate may vary from period to pdrbased on changes in estimated taxable incotes®by jurisdiction, changes to the
valuation allowance, changes to U.S. Federal, stafereign tax laws, future expansion into aredéh warying country, state, and local income
tax rates, deductibility of certain costs and exgasrby jurisdiction.

Fiscal Years Ended December 25, 2010 and Decembe2R09

Revenues

Fiscal % of Fiscal % of Change

2010 Revenues 2009 Revenues $ %

(In thousands)
Revenues by Market:

DRAM $ 131,20° 69.6¢%6 $ 108,82( 80.4 $ 22,38 20.6%
Flash 30,06¢ 15.¢ 7,28: 54 22,78¢ 312.¢
SoC 27,29( 14. 19,23t 14.Z 8,057 41.€
Total revenues $ 188,56! 100.(% $ 135,33 10C% $ 53,23( 39.79

The increase in revenue for the year ended DeceRHe@010 was primarily due to increased demanddioradvanced wafer probe
cards caused by an overall improvement in the samdiector market, in particular the memory segmastyell as increased average selling
price of our products.

Our revenues for the year ended December 25, 2@1€ primarily generated by sales of wafer probdsér manufacturers of DRAM
devices. Revenues in fiscal 2010 increased sigmiflg from fiscal 2009 primarily due to the indystamp of DDR3, the introduction of our
SmartMatrix products and the increased sales dfdnigriced products as a percentage of total DRAMSss as well as the overall improvement
in the semiconductor market in the current year.

Revenues from sales to Flash memory device manuéstincreased significantly in the year endeddbduer 25, 2018ompared to th
prior year. The increase was partly driven by a1 $8illion increase in the sale of NAND Flash wabeobe cards, resulting from further
expansion of our NAND Flash market penetrationtkirecent qualification of TouchMatrix at one of ¢targest customers. NOR Flash also
saw a substantial year over year increase of $bdlion driven by customer demand across our przdres that service this market. The
increases were also partially the result of theal@nprovement in the memory segment of the semdlcictor market.

Revenues from sales to SoC device manufacturemsased in the year ended December 25, 2010 comfuatld prior year, primarily

due to the overall upturn in the semiconductor stduand market trends to more complex devices lwpasitively impacted revenues from
sales of our wafer probe cards.
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Revenue by Geographic Region

The following table sets forth our revenues by gapbic region for the periods indicated:

Fiscal % of Fiscal % of
2010 Revenues 2009 Revenues

(In thousands)

Taiwan $ 72,61 38.5% $ 26,96« 19.€%
North America 38,33« 20.2 24,53 18.1
Japan 28,47¢ 15.1 64,57¢ 47.7
South Korea 25,98¢ 13.€ 5,45¢ 4.C
Asia-Pacific(1) 15,10¢ 8.C 5,60: 4.2
Europe 8,04/ 4.3 8,201 6.1
Total revenues $ 188,56 100.(% $ 135,33! 100.(%
(1) AsiaPacific includes all countries in the region excéaiwvan, Japan and South Korea, which are disclespdratel)

Geographic revenue information is based on thetitmt#o which we ship the customer product. Fomegke, if a certain South Korean
customer purchases through their North Americasiglidry and requests the products to be shipped tddress in Asia-Pacific, this sale will
be reflected in the revenue for Asia-Pacific ratthan North America.

The significant increase in Taiwan, South KoreaagA2acific and North America revenues for the yaated December 25, 2010
compared to the prior year was primarily due toittistry ramp up of DDR3 and the introduction af &martMatrix and TouchMatrix
products. The decrease in Japan revenue for theepelad December 25, 2010 compared to the priarwas primarily due to the decrease in
our DRAM product sales, caused by the lack of djgalion of the SmartMatrix product line due toextled qualification periods. Europe
revenue remained flat in fiscal 2010 due to thes@iant demand for all of our products in this oegi

Gross Profit (Loss)

Fiscal Fiscal
2010 2009
(In thousands)
Gross profit (loss) $ (2279 3 81¢
Gross margin (1.2% 0.€%

Gross margin fluctuates with revenue levels, prodig, selling prices, factory loading, and matkdasts. For the year ended
December 25, 2010, gross margin declined comgardtk prior year primarily due to a $4.4 milliarcrease in inventory provision charges,
an out of period adjustment to cost of revenues0® million that was recorded in the third quadgfiscal 2010 , an increase of temporary
personnel costs of $2.9 million to support increles@pment volumes at various times during the ,yaed the expense for incentive bonuses of
$2.1 million. This decline was partially mitigatbgl the favorable changes in product mix from lowsrgin to higher margin products, the
increased selling prices of our products and tleeedesed depreciation expense resulting from trergrige-wide asset impairment and the
multiple restructuring actions during fiscal 2010 .

Inventory provision charges increased from $7.0iomlin fiscal 2009 , to $11.4 million in fiscal 20 . The total inventory provision
charge of $11.4 million in fiscal 2010 was the testilower customer demand for certain produaig production yields and minimum
purchase order quantities. Excess custom investarie not uncommon for us as our advanced waféeprards are custom designs
manufactured in low volumes and must be deliveredetatively short lead times, which requires uadquire production materials and start
certain production activities based on estimatedipction yields and forcasted demand prior to axicess of actual demand for our wafer
probe cards. In fiscal 2010 , the value of previpusserved materials that were used in manufagguaind shipped was $2.8 million.
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Research and Developme

Fiscal Fiscal
2010 2009
(In thousands)
Research and development $ 5538 $ 57,50¢
% of revenues 29.& 42.5%

Research and development expenses for the yead Ermtember 25, 2010 decreased $2.1 million, ore¥pared to the prior year
primarily due to the decrease in certain new tetdgoproduct development related costs and theedserin other costs as a result of our cost
reduction efforts offset by the increase in pergbuosts. As a percent of revenues, research areagenent expenses decreased in fiscal 201C
as compared to fiscal 2009 primarily due to thedased revenue base.

In the year ended December 25, 2010 , costs refateelw technology projects decreased by approein&8.8 million from fiscaR009
as a result of our decision to terminate certaimsivategic research and development activitieeérsecond and third quarter of fiscal 2010 .
Additionally, depreciation expense decreased b$ #iillion year over year due to the lower carryargount of our fixed assets resulting from
impairments recorded in the second and third qusdkfiscal 2010 . Offsetting these decreasesav®.3 million increase in personnel costs
primarily due to headcount increases as well assafseemployee incentive programs for which wemd record any charges in fiscal 2009 .
Stock-based compensation included within research andldement expenses was $5.6 million for the yeaedrdecember 25, 2010
compared to $4.4 million for fiscal 2009 , with tinerease being primarily due to the increase iplegee stock awards.

Selling, General and Administrativ

Fiscal Fiscal
2010 2009
(In thousands)
Selling, general and administrative $ 67,206 $ 78,42¢
% of revenues 35.7% 58.(%

Selling, general and administrative expenses dsetk®11.2 million, or 14%, for the year ended Ddwem25, 2010 compared to the
prior year primarily due to a decrease in persomeddted costs and other discretionary spending psrcent of revenues, selling, general and
administrative expenses decreased in fiscal 20t@mpared to the prior year, primarily due to theréased revenue base along with the
reduction in expenses resulting from our on-goiogt ceduction efforts.

The $11.2 million decrease in fiscal 2010 compavéh the prior year was composed of a $6.1 millitecrease in bad debt expense due
to a reduction in additional bad debt as compawe2DD9 , as well as benefits from collections omants previously reserved as bad debts, a
$4.4 million decrease in stoekased compensation expenses related to fewer abeirtts granted in fiscal 2010 , a $3.2 million dsse in
salary and wages due to the headcount decreaiseah 2010 , and a $2.1 million decrease in legdl @utside service fees due to a reduction in
litigation activity as well as our cost reductidifioets, offset by a $2.8 million increase for int@e bonuses and a $1.2 million increase in
severance costs related to the departure of cexxaicutives in fiscal 2010 .

Restructuring Charge:

Fiscal Fiscal
2010 2009
(In thousands)
Restructuring charges $ 15,90¢ $ 8,78(
% of revenues 8.4% 6.5%

Restructuring charges increased $7.1 million, @&68ftom fiscal 2009 to fiscal 2010 . The increases\primarily due to the number of
actions that were taken in 2010 along with an $&1Bon impairment of property and equipment inchadin the restructuring charges of fiscal
2010 compared with the $0.4 million impairment u#d in the restructuring charges of fiscal 2008e restructuring plans we implemented
in fiscal 2009 and fiscal 2010 are discussed below.
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2010 Restructuring Activities

We recorded $3.4 million in restructuring chargasm the first quarter of fiscal 2010 as part of theneurrent regionalization strate
(the “ Q1 2010 Restructuring Plan”). These chamgessisted of termination benefits related to réidus in work force of 106 full-time
positions, which were all related to severanceratated benefits. The activities related to tlucm were completed during fiscal 2011 .
Subsequently, in the second quarter of fiscal 20&@indertook a plan to rescind the previously idseyerance arrangements for certain
employees impacted by this plan, resulting in theersal of $3.3 million of the accrual for sevemposts booked in conjunction with the Q1
2010 Restructuring Plan, including the accruedntéta bonus to date. We completed this rescissian im fiscal 2010 .

In the second quarter of fiscal 201@e announced a series of corporate initiativeduding a reduction in workforce, which represel
a renewed focus on streamlining and simplifying aperations as well as reducing our quarterly dpegaosts (the “ Q2 2010 Restructuring
Plan™). These actions included a reduction in worgé impacting 67 employees spread across alliumedf the organization, as well as a
reduction in the scope of the previously contengalahanufacturing operations in Korea, resulting neduction of workforce of 16 employees
related to the assembly and test function. Werdexb$4.8 million in charges for the Q2 2010 Restrting Plan during fiscal 2010 for
severance and related benefits. Additionally, injgnction with the Q2 2010 Restructuring Plan wenitified certain equipment and software
assets related to our assembly and test operatidsrea that would no longer be utilized. As aulke, we recorded impairment charges of
approximately $1.0 million during fiscal 2010 , repenting the net book value of these assets. @théti@s comprising this reduction in force
were completed during fiscal 2011 .

In the third quarter of fiscal 2010 , we announaegéstructuring plan (the “ Q3 2010 RestructuritenP to cease the transition of
manufacturing operations to Singapore. This degisésulted in a reduction in force of 58 employaesur Singapore facility. The
manufacturing activities that were scheduled térbesitioned to Singapore remained in Livermorel bivermore continued as the primary
manufacturing operating location for the Companycanjunction with the Q3 2010 Restructuring Plaa,also undertook a reduction in force
of two additional individuals in our Livermore oéions.

In conjunction with the Q3 2010 Restructuring Phar,recorded charges of $1.0 million for severaame related benefits and
impairment charges of $7.8 million for certain gauent and leasehold improvements in Singaporeathatd no longer be utilized. The
activities related to this restructuring plan weoenpleted during fiscal 2011in addition, due to the combined effect of trgn#ficant change |
our business strategy in connection with the Q0ZRéstructuring Plan, recurring operating lossebstha sustained decline in the Company's
stock price, we reviewed the recoverability of tmurg-lived assets in the third quarter of fiscal@Q as discussed in Note 6 - Impairment of
Long-lived Assets of the Notes to Consolidated Rai@ Statements.

In the fourth quarter of fiscal 2010 , we implertezha restructuring plan (the " Q4 2010 RestruotuRlan") including reducing our
global workforce by 10 employees across the orgeioz. We recorded $0.6 million in charges for samee and related benefits in fiscal
2010 . The activities related to this plan were ptated during fiscal 2011 .

2009 Restructuring Activities

In fiscal 2009 , we implemented two restructuringng that included primarily reductions in our giblvorkforce in an effort to lower
our quarterly operating expense run rate, whickeredked the cost reduction plans implemented dursoglf2008 .

Impairment of Lonc-lived Assets

Fiscal Fiscal
2010 2009
(In thousands)
Impairment of long-lived assets $ 56,40 $ 1,28¢
% of revenues 29.% 0.9%

Impairment charges increased $55.1 million from&i2009 to fiscal 2010 primarily due to the entesgwide asset impairment
recorded in the third quarter of fiscal 2010 .

In the third quarter of fiscal 2010 , we reviewhd tecoverability of our long-lived assets due sigmificant change in our business
strategy in connection with the Q3 2010 Restruntuflan, recurring operating losses and net caslows from
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operations and the sustained decline in the Compatgck price. As a result of this review, we daded that our business was not able to
fully recover the carrying amounts of our assetscakdingly, we reviewed the carrying amounts att&mper 25, 2010 of all of our long-lived
assets for impairment. Based on this analysisigairment charge of approximately $52.0 million wesorded as of September 25, 2010.
This impairment charge was comprised of $27.7 amilfior leasehold improvements, $11.2 million formgacturing equipment, $8.5 million
for computer equipment and software, $4.4 milliondonstruction-in-progress and $0.2 million forghased intangible assets.

In addition, we recorded impairment charges toga$id.4 million in fiscal 2010 as follows:

e $2.7 million impairment related to certain constion-in-progress projects for the developmenmt lanild of manufacturing
equipment, including additional related equipméat tvas in-service, that was identified as excapadity;

*  $1.1 million impairment of certain purchasediimgible assets related to precision motion cowrtntdmation that were acquired in
conjunction with our acquisition of certain asdeten Electroglas, Inc. in 2009 out of bankruptcpeedings;

e $0.5 million related to certain leasehold imprments and furniture and fixtures that will be almared as a result of the
consolidation of office space in Livermore; and

e $0.1 million write down of a building held for saie its estimated fair valu

In fiscal 2009 , we recorded total impairments bf3dmillion related to certain equipment that watedmined to be held for sale, as well
as for the termination of certain on-going projedtisese impairment charges were originally recottiedugh “Cost of revenues” in the
Consolidated Statement of Operations in our AniRegort on Form 10-K for fiscal 2009 . However thisount has been reclassified to
“Impairment of long-lived assets” in the Console@dtStatement of Operations in this Annual Repoiffarm 10-K for fiscal 2010 to conform
with the current year presentation of asset impaims

Interest Income and Other Income (Expense), I

Fiscal Fiscal
2010 2009
(In thousands)
Interest income, net $ 254¢ $  3,28-
% of revenues 1.4% 24%
Other income (expense), net $ 4,42¢ % (53%)
% of revenues 2.3% (0.9%

Interest income is primarily earned on our caskhaquivalents and marketable securities. The dseri@ interest income for fiscal
2010 as compared to fiscal 2009 was primarily #eult of lower average balances. Cash, cash equigalrestricted cash and marketable
securities were $347.9 million at December 25, 2@d@pared to $449.9 million at December 26, 2008e weightedaverage yield on our
cash, cash equivalents and marketable securitighdg/ear ended December 25, 2010 was 0.70% ceahpai0.73% for the year ended
December 26, 2009 .

Other income (expense), net is composed primafifgreign currency impact and various other gaingd lnsses. The change in other
income (expense), net for fiscal 2010 comparedstaf 2009 was primarily due to the $3.5 milliorirgeecorded in the third quarter of fiscal
2010 which resulted from the release of the ligppireviously recorded as a secured borrowing dube dismissal of our complaint against a
customer.
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Provision for (Benefit from) Income Taxe

Fiscal Fiscal
2010 2009
(In thousands)
Provision for (benefit from) income taxes $ (1,920 $ 13,21«
Effective tax rate 1.C% 9.3%

The provision for income taxes differs from the amocomputed by applying the statutory U.S. Fedext& principally due to a
valuation allowance recorded against U.S. and icenan-U.S. deferred tax assets. The remainingtaxision for fiscal 2010 was primarily
comprised of tax expense for non U.S. cost plugienbffset by a tax benefit related to settlenwrd non U.S. tax audit.

In fiscal 2009 we recorded a valuation allowancairgt our U.S. deferred tax assets. The fiscal 2809rovision was offset by a ben
related to our ability to generate tax refunds tigto Federal net operating loss carry back.

At December 25, 2010 , we had Federal, state amibfo net operating loss carryforwards of approxetya$104.1 million,
$163.6 million and $16.0 million, respectively.

From time to time, we engage in certain interconypaansactions and legal entity restructurings. ddiesider many factors when
evaluating these transactions, including the aligminof our corporate structure with our organizaicobjectives, the operational and tax
efficiency of our corporate structure, as welltas ong-term cash flows and cash needs of ourrdifteousinesses. These transactions may
impact our overall tax rate and/or result in additil cash tax payments. The impact in any periog Ibeasignificant. These transactions may
complex in nature and the impact of such transastan future periods may be difficult to estimdtethe fourth quarter of 2010 , we initiated a
legal entity restructuring to align our corporatieisture with our organizational objectives. Thstrecturing activities did not significantly
impact the tax provision due to valuation allowanoecorded against U.S. and Singapore deferreastsets.

Liquidity and Capital Resources

Capital ResourcesOur working capital was $308.4 million at DecemBg&r 2011 and $370.8 million at December 25, 201i0e.
decrease in working capital in the year ended Déeer@1, 2011 was primarily due to our net losstantie repurchase and retirement of our
common stock in connection with our stock repurelfa®gram offset in part by a decrease in our atsoeceivable due to our improved
collection of amounts due from customers as wedltastened payment terms for certain customers.

Cash and cash equivalents consist of depositsatdddnks, money market funds, U.S. government gesuand commercial papers that
at the time of purchase had maturities of 90 dayess. Marketable securities consist of U.S. gowvemt and agency securities and comme
papers. We typically invest in highlyated securities with low probabilities of defa@ur investment policy requires investments todied
single-A or better, limits the types of acceptahlestments, concentration as to security holddrduration of the investment.

Our cash, cash equivalents and marketable secutdtigled approximately $296.7 million at Decem®E&r2011 as compared to $347.2
million at December 25, 2010 . Cash, cash equitaland marketable securities included $18.7 millield by our foreign subsidiaries as of
December 31, 2011 . The decrease in our cash ecastalents and marketable securities balancepvimsirily due to the use of cash for
operating activities in fiscal 2011 , as well aarghrepurchases under our authorized share reargnagram. We believe that we will be able
to satisfy our working capital requirements for tiext twelve months with the liquidity provided byr existing cash, cash equivalents and
marketable securities. If we are unsuccessful praving our operating efficiency, reducing our casitlays or increasing our available cash
through financing, our cash, cash equivalents aadketable securities will further decline in fis@al12 .

We utilize a variety of tax planning and financstgategies in an effort to manage our worldwidéhcasd deploy funds to locations
where they are needed. As part of these stratagesdefinitely reinvest a significant portion adr foreign earnings and our current plans do
not demonstrate a need to repatriate these eari8hgsild we require additional capital in the Udiftates, we may elect to repatriate
indefinitely reinvested foreign funds or raise ¢abin the United States through debt. If we wereepatriate indefinitely reinvested foreign
funds, we would be required to accrue and pay mthdit United States taxes less applicable foredgrctedits.
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Day Sales OutstandingDays sales outstanding from receivables, or DS@e w2 days at December 31, 2011 compared withl®¢ a
December 25, 2010 . Our DSO calculation is caledlatsing the countback method and is based on goossints receivable (including
accounts receivable for amounts in deferred revefilee decrease in DSO is primarily due to contihimeprovement in our collection efforts
as well as shortened payment terms for certairoouests.

Fiscal Fiscal Fiscal
2011 2010 2009
(In thousands)
Net cash used in operating activities $ (29,34) $ (73,09 $ (52,66))
Net cash provided by (used in) investing activities 60,71: 69,84 (174,409
Net cash provided by (used in) financing activities (12,909 3,09¢ 11,45(

Cash flows from operating activitiefNet cash used in operating activities for the yeated December 31, 2011 was primarily
attributable to our net loss of $66.0 million offgepart by $30.1 million of non-cash charges dstirsg primarily of $13.8 million of stock-
based compensation, $10.8 million of depreciatimh amortization, and $7.9 million of provision fxcess and obsolete inventories. This was
offset by a benefit of $2.0 million resulting frathanges in deferred tax assets and a gain of $illiémmelated to non-cash restructuring
activity.

The net change in operating assets and liabifitiethe year ended December 31, 2011 was $6.5omilomprising a decrease in our
accounts receivable of $16.8 million due to ourrioved collection of payments from customers witteeded payment terms as well as
shortened payment terms for certain customers &idGamillion reduction in prepaid expenses an@oturrent assets primarily due to the
collection of certain amounts received in relatiorthe liquidation of Electroglas as part of theafization of its bankruptcy proceedings, offset
in part by a decrease of $9.6 million in accruedilities, primarily those related to payroll anohiis, as well as our restructuring actions, and a
decrease of $5.1 million in accounts payable drimgthe timing of our payments to vendors and redwspending levels resulting from our
cost reduction initiatives.

Net cash used in operating activities for the y@ated December 25, 2010 was primarily attributédleur net loss of $188.3 million
offset in part by $116.5 million of non-cash chargensisting primarily of $28.2 million of depretitan and amortization, $17.6 million of
stock-based compensation, $9.0 million of non-cash resiring charges, $11.4 million of provision for ess and obsolete inventories and
$56.4 million of impairment and loss on disposalarfg-lived assets, offset by a gain of $3.5 millielating to the release of certain secured
borrowings and a benefit of $2.1 million from chasdn deferred tax assets.

The net change in operating assets and liabilitiethe year ended December 25, 2010 was $1.3omidbnsisting primarily of a
decrease of $13.0 million in accounts payable dube change in the timing of payments to vendenwell as less spending, an increase of
$16.9 million in inventories, primarily in completsub-assemblies, due to changes in manufacturriaigggy and new product transitions, a
decrease of $6.2 million in deferred revenues dumit improved collection of payments and shortguegment terms for certain customers,
and a decrease of $1.9 million in deferred renttduen-going payments under our existing leasengaments as well as the renegotiation of
certain lease obligations in Livermore. This wasetfin part by a decrease of $25.8 million in refable income taxes primarily due to the
receipt of federal income tax refunds in fiscal 20@n increase of $4.6 million in accrued liakbtdue to the incentive bonus that we accrued
for the second half of 2010 and the remaining vestiring liabilities, and a decrease of $3.2 millia accounts receivable due to shortened
payment terms for certain customers and our imgt@adiection of payments.

Cash flows from investing activitiedNet cash provided by investing activities for tlemyended December 31, 2011 was primarily
related to $308.7 million proceeds from maturiesl $6.0 million of sales of marketable securipiagtially offset by purchases of marketable
securities totaling $246.7 million and $7.7 millioash used in the acquisition of property and egeit. We carefully monitor our investments
to minimize risks and have not experienced othan temporary investment losses. Except for expeingndeclining yields, our investment
portfolio has not been negatively impacted by thenemic turmoil in the credit markets in the receast.

Net cash provided by investing activities for tleayended December 25, 2010 was primarily relat&41.8 million proceeds from
maturities and sales of marketable securities bifgehe $341.3 million purchases of marketablaigges and the $30.9 million cash used in
the acquisition of property and equipment for neadpict technology.

Cash flows from financing activitiesNet cash used in financing activities for the yeraded December 31, 2011 included $16.4 million
used for the repurchase and retirement of our camstuxck partially offset by $3.5 million in proceed
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received from purchases under our 2002 EmployeekRarchase Plan, or ESPP, and net proceeds f@extrcise of stock options offset by
stock withheld in lieu of payment of employee taragted to the release of restricted stock units.

Net cash provided by financing activities for theay ended December 25, 2010 included $3.7 milliocgeds received from the
purchases under our 2002 Employee Stock Purchase &1ld net proceeds from the exercise of stodkrpbffset by stock withheld in lieu of
payment of employee taxes related to the releasestricted stock units, offset by $0.6 million dder the repurchase and retirement of
common stock in connection with our stock repurela®gram.

Our cash, cash equivalents and marketable sesudigelined in fiscal 2011 . We continue to focusroproving our operating efficiency
to achieve break even operating cash flow. Oupasthave included operational expense reductidiatines, 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 hegtve months with the liquidity provided by ourigting cash, cash equivalents and
marketable securities. To the extent necessarynaealso consider establishing manufacturing acknelogy partnerships, or to seek short
and long-term debt obligations, or to obtain navaficing facilities which may not be available omrte favorable to us or at all. Our future
capital requirements may vary materially from those planned. However, if we are unsuccessful iprowing our operating efficiency,
executing our cost reduction plan, reducing ouhaaslays or increasing our available cash thrdirggncing, our cash, cash equivalents and
marketable securities will further decline in fis2812 .

Contractual Obligations and Commitments

The following table summarizes our significant coitnnents to make future payments in cash under aontal obligations as of
December 31, 2011 :

Payments Due In Fiscal Years

2012 2013-2014  2015-2016  After 2016 Total
(In thousands)
Operating leases $ 383 $ 650 $ 4832 $ 12538 $ 27,70
Other purchase obligations 3,38¢ 42C 35C — 4,15¢
Total $ 722. $ 692( $ 518 $ 1253¢ $ 31,86

Other purchase obligations are primarily for pusggof inventory and manufacturing related sereargracts. For the purposes of this
table, other purchase obligations are defined eseagents that are enforceable and legally bindmbthat specify all significant terms,
including: fixed or minimum quantities to be purskd; fixed, minimum or variable price provisionsgdahe approximate timing of the
transaction. The expected timing of payment ofabkgations discussed above is estimated basedfonriation available to us as of
December 31, 2011 . Timing of payments and actwalLents paid may be different depending on the tifmreceipt of goods or services or
changes to agreed-upon amounts for some obligations

The table above excludes our gross liability foramognized tax benefits, which totaled approxinya$dl7.8 million as of December 31,
2011 and are classified in deferred taxes and ¢dingrterm tax liabilities on our consolidated bada sheet. The timing of any payments which
could result from these unrecognized tax benefiisdepend upon a number of factors. Accordinghe timing of payment cannot be estime
and has been excluded from the table above. Asoédber 31, 2011the changes to our uncertain tax positions imt 12 months, that &
reasonable possible, are not expected to havendisimt impact on our financial position or resutf operations.

Off-Balance Sheet Arrangements

Historically, we have not participated in transat that have generated relationships with uncaeteld entities or financial
partnerships, such as entities often referred girastured finance or special purpose entitiescvivould have been established for the
purpose of facilitating off-balance sheet arrangetsier other contractually narrow or limited purpssAs of December 31, 2011 , we were not
involved in any off-balance sheet arrangements.

Indemnification Agreements

We may, from time to time in the ordinary courseof business enter into contractual arrangemeititstiird 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 customers
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in the event that our wafer probe cards infrindgkial party's intellectual property and our lessarsonnection with facility leasehold liabilities
that we may cause. In addition, we have enteredimtemnification agreements with our directors eadain of our officers, and our bylaws
contain indemnification obligations in favor of adirectors, officers and agents. These indemnitgreyements may limit the type of the claim,
the total amount that we can be required to payimection with the indemnification obligation ahé time within which an indemnification
claim can be made. The duration of the indemnificabbligation may vary, and for most arrangemesitsyives the agreement term and is
indefinite. We believe that substantially all oframdemnity arrangements provide either for limidat on the maximum potential future
payments we could be obligated to make, or fortltions on the types of claims and damages we dmilobligated to indemnify, or for both.
However, it is not possible to determine or reabbnastimate the maximum potential amount of futpagments under these indemnification
obligations due to the varying terms of such olilayes, the history of prior indemnification claimbke unique facts and circumstances involved
in each particular contractual arrangement andah gpotential future claim for indemnification, athe contingency of any potential liabilities
upon the occurrence of events that are not reagpodaterminable. We have not had any requestaftemnification under these arrangeme
Our management believes that any liability for themlemnity arrangements would not be materiautoamcompanying consolidated financial
statements. We have not recorded any liabilitiesifese indemnification arrangements on our codategd balance sheet as of December 31,
2011 .

Recent Accounting Pronouncements

Please refer to the discussion of our recent adswupronouncements in Note 2—Summary of Significdocounting Policies of the
Notes to the Consolidated Financial Statementsnide I, Item 8 in this Annual Report on Formr-K.

Iltem 7A: Quantitative and Qualitative Disclosures about MarkRisk

Foreign Currency Exchange Risk.We conduct certain operations in foreign cucies. 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 other income. Because the effectmfaments in currency exchange rates on the curfemayard exchange contracts generally
offsets the related effect on the underlying itdremg hedged, these financial instruments are xpegaed to subject us to risks that would
otherwise result from changes in currency exchaatgs. We do not use derivative financial instrutedaor trading or speculative purposes.
recognized a net gain of $1.6 million and a nes lois$1.5 million for the fiscal years ended Decentkl, 2011 and December 25, 2010,
respectively, from the fluctuation in foreign exaolga rates and the valuation of these hedge costiracur consolidated financial statements
under other expense.

Interest Rate Sensitivity. Our exposure to market risk for changes inrggerates relates primarily to our investmentfotict. We
invest in a number of securities including U.S.ragediscount notes, money market funds and comigraper. We attempt to ensure the
safety and preservation of our invested principadf by limiting default risk, market risk and ne@stment risk. We mitigate default risk by
investing in high grade investment securities. Biiqy, we limit the amount of credit exposure toissuer, except U.S. Treasuries and U.S.
agencies. We do not use interest rate derivatsteuments to manage interest rate exposures naedovest for trading or speculative
purposes. The fair market value of our fixed raeusities may be adversely impacted by increasagenest rates while income earned on
floating rate securities may decline as a resuttagireases in interest rates. A hypothetical 18@haoint (one percentage point) increase or
decrease in interest rates compared to rates a&nimr 31, 2011 and December 25, 2010 would haeeteff the fair value of our investment
portfolio by less than $2.1 million and $2.6 mitlig respectively.

Item 8: Financial Statements and Supplementary Data
Consolidated Financial Statements

The consolidated financial statements and suppleanedata of FormFactor required by this item aauded 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.

Item 9: Changes in and Disagreements with Accountants orcégnting and Financial Disclosure

None.
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Item 9A: Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Based on our management's evaluation (with thécpaation of our principal executive officer andnmipal 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 informatioquéed to be disclosed by us in reports that wedil submit under the Exchange Act is
recorded, processed, summarized and reported witaitime periods specified in SEC rules and foamd is accumulated and communicated
to our management, including our principal exeautificer and principal financial officer, as appriate to allow timely decisions regarding
required disclosure.

Changes in Internal Control over Financial Reporting

There was no change in our internal control oveairicial reporting (as defined in Rules 13a-15(f) 46d415(f) under the Exchange A
during fiscal 2011 that has materially affectedisoreasonably likely to materially affect, our@nal control over financial reporting.

Management's Report on Internal Control over Finangal Reporting

Our management is responsible for establishingnaaicitaining adequate internal control over finah@gorting (as defined in
Rules 13a-15(f) and 15d-15(f) under the Exchang fac FormFactor. Our management with the parétigm of our principal executive
officer and principal financial officer conducted avaluation of the effectiveness of our interraitcol over financial reporting as of
December 31, 2011 . This evaluation was basedefrdmework established Internal Control—Integrated Framewoigsued by the
Committee of Sponsoring Organizations of the Tred@ommission. Based on our assessment underaitmedvork ininternal Control—
Integrated Framewor, our management concluded that our internal cobotrer financial reporting was effective as of Deatxer 31, 2011 .

The effectiveness of our internal control over fio&l reporting as of December 31, 2011 has beditealiby
PricewaterhouseCoopers LLP, an independent regisfarblic accounting firm, as stated in their répdrich appears in this Annual Report on
Form 10-K.

Limitations on the Effectiveness of Controls

Control systems, no matter how well designed aretaipd, can provide only reasonable, not absadisgjrance that the control syste
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@¢sause of the inherent limitations in all cohtigstems, no evaluation of controls can
provide absolute assurance that all control isamésinstances 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 amgndedli succeed in achieving its stated goals uradlgpotential 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 Certifications

We have attached as exhibits to this Annual Repoform 10-K the certifications of our Chief ExdeatOfficer and Chief Financial
Officer, which are required in accordance with Exehange Act. We recommend that this Item 9A bd reaonjunction with the certificatiol
for a more complete understanding of the subjedtenpresented.

Iltem 9B: Other Information

None.
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PART Il
Item 10: Directors, Executive Officers and Corporate Governe

Information concerning our board of directors, coittees and directors, including our audit commitied audit committee financial
expert, will be included in our Proxy Statementdor 2012 annual meeting of stockholders, undes#ution 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.

For biographical information with respect to ouredtors and executive officers, see Part |, Iteofi this Annual Report on Form 10-K
under the section entitled "Directors and Execu@iicers".

Information concerning Section 16(a) beneficial evahip reporting compliance will appear in our Br&tatement under the section
entitled "Section 16(a) Beneficial Ownership RejpgrtCompliance”. 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 Corporate Code sihss Conduct that applies to all directors, efScand employees of FormFactor
and a Statement of Financial Code of Ethics thpti@pto our chief executive officer, chief finaalkofficer, 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 officer compermatind related information will appear in our Pr@&tgatement under the section
entitled "Compensation Discussion and Analysis%e&utive Compensation and Related Information” pg#teof the Compensation
Committee" and "Proposal No. 1—Election of DirestetCompensation Committee Interlocks and Insideti¢daation”. Information
concerning director compensation and related inédion will appear in our Proxy Statement underdéetion 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 ownership atai& beneficial owners and management and rekttezkholder matters will appear
in our Proxy Statement under the section entitgelcurity Ownership of Certain Beneficial Owners dMahagement 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 compensation plaill appear in our Proxy Statement under theigeantitled "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, abdector Independence

Information concerning certain relationships andtesl transactions, including our related persangactions policy will appear in our
Proxy Statement under the section entitled "CefRalationships and Related Transactions". The in&dion in such portion of the Proxy
Statement is incorporated in this Annual ReporfForm 10-K by reference.

Information concerning director independence wilb@ar in our Proxy Statement under the sectiotlemtiProposal 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 accounting feed aprvices and the audit committee's pre-approsiadips and procedures will appear
in our Proxy Statement under the section entitfrbposal No. 2—Ratification of Selection of Indegent Registered Public Accounting
Firm". The information in such portion of the Pro8tatement is incorporated in this Annual ReporEorm 10-K by reference.
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PART IV

Item 15: Exhibits, Financial Statement Schedules
(@) The following documents are filed as partho$ tAnnual Report on Form 1K=
(1) Consolidated Financial Statements:

Report of Independent Registered Public Accourf&imm
Consolidated Balance Sheets

Consolidated Statements of Operations
Consolidated Statements of Stockholders' Equity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

@) Exhibits:

The exhibits listed in the accompanying Index thiBis are filed or incorporated by reference a$ phthis Annual Report
on Form 10-K.

(b) Financial Statement Schedu

All schedules have been omitted because they dneequired, not applicable, or the required infotiorais included in the
consolidated financial statements or notes thereto.

(c) Exhibits
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Incorporated by Reference

Exhibit Date of Exhibit Filed
Number Exhibit Description Form File No First Filing Number Herewith
3.01 Amended and Restated Certificate of Incorporatibthe S-1  333-10981¢ 10/20/200: 3.01

Registrant as filed with the Delaware Secretargtate on
June 17, 2003

3.0z Amended and Restated Bylaws of the Registrant 8-K 00050307 5/25/200! 3.0Z
4.01 Specimen Common Stock Certificate S-1/A 3338673¢ 5/28/200: 4.01
4.0z Stockholders Agreement by and among the Registtantgor Y. S4 333-8673¢ 4/22/200: 4.0z
Khandros, Susan Bloch and Richard Hoffman dateduze} 9,
1994
4.0:  Stockholders Agreement by and among the Registtantgor Y. S 3338673¢ 4/22/200: 4.04
Khandros, Susan Bloch and Milton Ohring dated Apti] 1994
4.0/ Stockholders Agreement by and among the Registtantgor Y. S41 333-8673¢ 4/22/200: 4.0t
Khandros, Susan Bloch and Benjamin Eldridge dateguat 12,
1994
4.0t Stockholders Agreement by and among the Registtantgor Y. S41 3338673¢ 4/22/200: 4.0€

Khandros, Susan Bloch and Charles Baxley, P.Cddate
September 8, 1994

10.014 Form of Indemnity Agreement S-1/A 333-8673¢ 5/28/200: 10.01

10.024 Form of Change of Control Severance Agreement 10K 00050307 3/14/200! 10.4¢

10.034 1996 Stock Option Plan, and form of option grant S41 333-8673¢ 4/22/200: 10.0¢

10.044 Incentive Option Plan, and form of option grant S41 333-8673¢ 4/22/200: 10.0¢4

10.054 Management Incentive Option Plan, and form of apgoant S41 333-8673¢ 4/22/200: 10.0¢

10.064 2002 Equity Incentive Plan, as amended, and forfnam 10Q 00050307 5/4/201: 10.0¢
agreements

10.074 2002 Employee Stock Purchase Plan, as amended 10Q 00050307 8/7/200° 10.01

10.084 Key Employee Bonus Plan, as amended 10Q 00050307 5/7/200° 10.01

10.0941 Separation Agreement and General Release datedryas, 2007 8-K 00050307 1/31/200° 10.01
with Joseph R. Bronson

10.104 Separation Agreement and General Release datechMar@2008 8-K 00050307 3/26/200¢ 10.01
with Ronald C. Foster

10.114 Employment Offer Letter dated November 23, 200DtoMario 8-K 00050307 1/7/200¢ 99.01
Ruscev

10.124 Employment Offer Letter dated September 25, 200Jbtge L. 10K 00050307 2/27/200¢ 10.12
Titinger
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10.134 Separation Agreement and General Release datet15p2008 8-K 00050307 4/21/200¢ 10.01
with Jorge L. Titinger

10.144 Employment Offer Letter dated March 1, 2008 to JBaWernet 8-K 00050307 3/31/200¢ 10.01

10.154 Separation Agreement and Mutual Release dated M29QO with 8-K 00050307 5/1/200¢ 10.01
Dr. Igor Y. Khandros

10.164 Consulting Agreement dated May 1, 2009 with Drrlyo 8-K 00050307 5/1/200¢ 10.0z
Khandros

10.174  Written description of definitive agreement to decate vesting of 8-K 00050307 12/16/200! —
restricted stock units of Dr. Thomas J. Campbetidnnection
with his resignation as director

10.184 Written description of definitive agreements torea@se base 8-K 00050307 4/20/200° —
salaries and bonus targets for certain executifteeo$ approved
on April 16, 2007

10.194 Written description of definitive agreement regagidirector 8-K 00050307 5/28/200¢ —
compensation approved on May 21 and 22, 2008
10.2( Pacific Corporate Center Lease by and between Gileen S-1/A 333-8673¢ 6/10/200: 10.1¢

Holding Company LLC (successor to Greenville IneestL.P.)
("Greenville") and the Registrant dated May 3, 2001

10.21 First Amendment to Pacific Corporate Center Leasarid S-1/A 3338673¢ 5/7/200: 10.18.:
between Greenville and the Registrant dated JarRigr2003

10.2: Pacific Corporate Center Lease by and between @ilee=and the  S-1/A 333-8673¢ 6/10/200: 10.1¢
Registrant dated May 3, 2001

10.2¢ First Amendment to Pacific Corporate Center Leasariu S-1/A 333-8673¢ 5/7/200: 10.19..
between Greenville and the Registrant dated JarRigr2003

10.2¢ Pacific Corporate Center Lease by and between @ilee=and the  S-1/A 333-8673¢ 6/10/200: 10.Z
Registrant dated May 3, 2001

10.2¢  First Amendment to Pacific Corporate Center Leasarid S-1/A 3338673¢ 5/7/200: 10.20.:
between Greenville and the Registrant dated JarRigr2003

10.2¢ Pacific Corporate Center Lease by and between @ileeand the 10Q 00050307 11/7/200¢ 10.01

Registrant dated September 7, 2004, as amendenisty F
Amendment to Building 6 Lease dated August 16, 2006

10.274 Employment Letter Agreement, dated May 19, 2016yben 8-K 00050307 5/25/201( 10.1+
G. Carl Everett, Jr. and FormFactor, Inc.

10.281 Employment Letter Agreement, dated May 19, 2016wben 8-K 00050307 5/25/201( 10.2+
Richard DeLateur and FormFactor, Inc.

10.2941 Separation Agreement and General Release, datedl)J2910, 8-K 00050307 6/7/201( 10.1+
between Jean Vernet and FormFactor, Inc.

10.304 Separation Agreement and General Release, datedsJ@010, 8-K 00050307 6/7/201( 10.2+
between Mario Ruscev and FormFactor, Inc.

10.314 Employment Letter Agreement, dated September 20 20dtween 8-K 00050307 9/17/201( 99.014

Thomas St. Dennis and FormFactor, Inc.
21.01 List of Registrant's subsidiaries — — — —
23.01 Consent of Independent Registered Public Accourfing — — — — X
24.01 Power of Attorney (included on the signature pafyénis — — — —

Form 10-K)

31.01 Certification of Chief Executive Officer pursuaont15 U.S.C. — — — — X
Section 7241, as adopted pursuant to Section 3@&dsarbanes-
Oxley Act of 2002

31.0z Certification of Chief Financial Officer pursuat15 U.S.C. — — — — X
Section 7241, as adopted pursuant to Section 3@&dsarbanes-
Oxley Act of 2002

32.01* Certification of Chief Executive Officer and Chiginancial — — — — X
Officer pursuant to 18 U.S.C. Section 1350, as setbpursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

101.INS** XBRL Instance Document — — — —
101.SCH** XBRL Taxonomy Extension Schema Document — — — —
101.CAL** XBRL Taxonomy Extension Calculation Linkbase Docutne — — — —
101.DEF** XBRL Taxonomy Extension Definition Linkbase Docunhen — — — —
101.LAB** XBRL Taxonomy Extension Label Linkbase Document — — — —

X X X X X X

101.PRE* XBRL Taxonomy Extension Presentation Linkbase Doenim — — — —

* This exhibit shall not be deemed "“filed" for purpsf Section 18 of the Securities Exchange Adi934 or otherwise subject to the liabilities oftteaction, nor shall
be deemed incorporated by reference in any filindeu the Securities Act of 1933 or the Securitiesiange Act of 1934, whether made before or dfterdate hereof
and irrespective of any general incorporation lagguin any filings.

o Pursuant to Rule 406T of Regulation S-T, thegeractive data files are deemed not filed or p&d registration statement or prospectus for pseg of Sections 11 or
12 of the Securities Act of 1933 or Section 18h&f Securities Exchange Act of 1934 and otherwisenat subject to liability.



Indicates a management contract or compensatonygslarrangemer
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the Regidthas duly caused this report to
be signed on its behalf by the undersigned, theoedmly authorized, in the City of Livermore, StafeCalifornia, on the 1% day of February
2012.

FORMFACTOR, INC.
By: /s MICHAEL M. LUDWIG
Michael M. Ludwig
Chief Financial Officer

(Principal Financial Officer and Principal
Accounting Officer)

POWER OF ATTORNEY

KNOW BY ALL PERSONS BY THESE PRESENTS, that eachihef undersigned whose signature appears belowitties and
appoints Michael M. Ludwig and Stuart L. Merkadeand each of them, the undersigned's true and lattfarneys-infact and agents with fu
power of substitution, for the undersigned anchmtindersigned's name, place and stead, in angllacepacities, to sign any and all
amendments to this Annual Report on Form 10-K arydather documents in connection therewith, anfilédhe same, with all exhibits
thereto, with the Securities and Exchange Commisgjranting unto said attorneys-in-fact and agearid,each of them, full power and
authority to do and perform each and every actisgg@and necessary to be done with respect toAthigial Report on Form 10-K, including
amendments, as fully to all intents and purposeékesindersigned might or could do in person, herabifying and confirming all that said
attorneys-in-fact and agents, or his or their stiistor substitutes, may lawfully do or cause ¢odone by virtue hereof.

IN WITNESS WHEREOF, each of the undersigned haswbeel this Power of Attorney as of the date in@iddielow.

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on beh
of the Registrant and in the capacities and ordé#tes indicated.

o
>
©

Signature Title

Principal Executive Officer:
/sl THOMAS ST. DENNIS
Thomas St. Dennis

Principal Financial Officer and Principal
Accounting Officer:

/s MICHAEL M. LUDWIG
Michael M. Ludwig

Chief Executive Officer and Director February 17, 2012

Chief Financial Officer February 17, 2012
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Signature

Additional Directors:

/s/ G. CARL EVERETT, JR.

G. Carl Everett, Jr.

/s/ LOTHAR MAIER

Lothar Maier

/sl JAMES A. PRESTRIDGE

James A. Prestridge

/sl EDWARD ROGAS, JR

Edward Rogas, Jr

/sl MICHAEL W. ZELLNER

Michael W. Zellner

/sl RICHARD DELATEUR

Richard DelLateur

Director

Director

Director

Director

Director

Director
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February 17, 2012

February 17, 2012

February 17, 2012




Table of Contents

Report of Independent Registered Public Accountingrirm
To the Board of Directors and Stockholders of Faaaibr, Inc:

In our opinion, the accompanying consolidated badasheets and the related consolidated statemfeintsome, stockholders' equity, &
cash flows present fairly, in all material respetite financial position of FormFactor, Inc. anglsubsidiaries at December 31, 2011 and
December 25, 2010 and the results of their oparatmd their cash flows for each of the three yigatise period ended December 31, 2011 in
conformity with accounting principles generally apted in the United States of America. Also in opinion, the Company maintained, in all
material respects, effective internal control dleancial reporting as of December 31, 2011 , basedriteria established in Internal Control—
Integrated Framework issued by the Committee ohSpong Organizations of the Treadway CommissioD$0). The Company's
management is responsible for these financial siat¢s, for maintaining effective internal contrgkeo 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 Annuap&e on Form 10-K. Our responsibility is to expreginions on these financial statements
and on the Company's internal control over findneporting based on our integrated audits. We gotetl our audits in accordance with the
standards of the Public Company Accounting Ovetdigiard (United States). Those standards requaevte plan and perform the audits to
obtain reasonable assurance about whether thecfalatatements are free of material misstatemeaiehether effective internal control over
financial reporting was maintained in all materedpects. Our audits of the financial statemerdisidted examining, on a test basis, evidence
supporting the amounts and disclosures in the €ilahstatements, assessing the accounting prircyged and significant estimates made by
management, and evaluating the overall financékstent presentation. Our audit of internal cordx@r financial reporting included obtaini
an understanding of internal control over finanocédorting, assessing the risk that a material wes exists, and testing and evaluating the
design and operating effectiveness of internalrobbtased on the assessed risk. Our audits aldadient performing such other procedures as
we considered necessary in the circumstances. Wevbdé¢hat our audits provide a reasonable basisdo opinions.

A company's internal control over financial repogtis a process designed to provide reasonableassssuregarding 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 refleettilansactions and dispositions of the assetseoédmpany; (i) provide reasonable assurance
that transactions are recorded as necessary tatgegaparation of financial statements in accor@awih generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (iii) provide readdeaassurance regarding prevention or timely detecf unauthorized acquisition, use, or
disposition of the company's assets that could bawaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. 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.

/sl PRICEWATERHOUSECOOPERS LLP
San Jose, California
February 17, 2012
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FORMFACTOR, INC.
CONSOLIDATED BALANCE SHEETS

December 31, December 25,
2011 2010

(In thousands, except share
and per share data)

ASSETS
Current assets:
Cash and cash equivalents $ 139,04¢ $ 121,20
Marketable securities 157,64 226,02¢
Restricted cash — 383
Accounts receivable, net 12,66: 28,59¢
Inventories 18,09: 25,00:
Deferred tax assets 1,162 32¢
Refundable income taxes 91C —
Prepaid expenses and other current assets 7,45¢ 14,74
Total current assets 336,97! 416,29:
Restricted cash 317 297
Property, plant and equipment, net 35,13: 37,31
Deferred tax assets 5,95¢ 5,44¢
Other assets 4,69: 6,71(
Total assets $ 383,07: $ 466,05

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payable $ 9,731 $ 14,94¢
Accrued liabilities 13,96¢ 24,04
Income taxes payable 10C 1,89¢
Deferred revenue 4,79¢ 4,631

Total current liabilities 28,59¢ 45,52¢
Long-term income taxes payable 4,112 4,24¢
Deferred rent and other liabilities 3,712 5,081

Total liabilities 36,41¢ 54,85:

Commitments and contingencies (Note 9)
Stockholders' equity:
Preferred stock, $0.001 par value:

10,000,000 shares authorized; no shares issuedwastainding at December 31, 2011 and
December 25, 2010, respectively — —

Common stock, $0.001 par value:
250,000,000 shares authorized; 49,268,479 and B®58 shares issued and outstanding at

December 31, 2011 and December 25, 2010, resplctive 50 52
Additional paid-in capital 652,02 651,26:
Accumulated other comprehensive income 2,70C 2,027
Retained earnings (accumulated deficit) (308,12) (242,14)

Total stockholders' equity 346,65: 411,20:

Total liabilities and stockholders' equity $ 383070 $ 466,05

The accompanying notes are an integral part oktheasolidated financial statements.
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FORMFACTOR, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Fiscal Year Ended

December 31, December 25, December 26,
2011 2010 2009
(In thousands, except per share data)
Revenues $ 169,32 $ 188,56! $ 135,33!
Cost of revenues 148,36° 190,83° 134,51¢
Gross profit (loss) 20,95¢ (2,272 81¢
Operating expenses:
Research and development 43,54« 55,38¢ 57,50¢
Selling, general and administrative 46,70¢ 67,20¢ 78,42¢
Restructuring charges, net 522 15,90¢ 8,78(
Impairment of long-lived assets 54¢ 56,40: 1,28¢
Total operating expenses 91,32( 194,90t 146,00!
Operating loss (70,362 (197,179 (145,18¢)
Interest income, net 1,40¢ 2,54¢ 3,282
Other income (expense), net 1,07¢ 4,42¢ (535
Loss before income taxes (67,887) (190,201) (142,439
Provision for (benefit from) income taxes (2,907 (1,920 13,21«
Net loss $ (65,98) $ (188,28 $ (155,65)
Net loss per share:
Basic and diluted $ a.31) $ (3.75) $ (3.1%)
Weighted-average number of shares used in per shhrgations:
Basic and diluted 50,527 50,24¢ 49,48:

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

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Balances, December 27, 2008

Issuance of common stock pursuant to exercise g
for cash

Issuance of common stock pursuant to vesting aficésd
stock units, net of stock withheld

Issuance of common stock under the Employee Stock
Purchase Plan

Tax benefit from exercise of common stock options
Stock-based compensation

Components of other comprehensive income (loss):

Change in unrealized gain (loss) on marketable
securities, net of tax

Currency translation adjustments
Net loss
Comprehensive loss

Balances, December 26, 2009

Issuance of common stock pursuant to exercise tdrp
for cash

Issuance of common stock pursuant to vesting afficesd
stock units, net of stock withheld

Issuance of common stock under the Employee Stock
Purchase Plan

Purchase and retirement of common stock
Stock-based compensation

Components of other comprehensive income (loss):

Change in unrealized gain (loss) on marketable
securities, net of tax

Currency translation adjustments
Net loss
Comprehensive loss

Balances, December 25, 2010

Issuance of common stock pursuant to exercise g
for cash

Issuance of common stock pursuant to vesting dficésd
stock units, net of stock withheld

Issuance of common stock under the Employee Stock
Purchase Plan

Purchase and retirement of common stock
Stock-based compensation

Components of other comprehensive income (loss):

Change in unrealized gain (loss) on marketable
securities, net of tax

Currency translation adjustments
Net loss
Comprehensive loss

Balances, December 31, 2011

Accumulated

Income (Loss)

Common Stock Additional Other Earnings
Paid-in Comprehensive (Accumulated
Shares Amount Capital Income (Loss) Deficit) Total
(In thousands, except shares)

49,062,300 $ 43 $ 602,29" $ 1,92: $ 101,79¢ $ 706,06«
319,38¢ 1 4,271 — — 4,272
111,15¢ — (743) — — (743)
269,15¢ — 3,601 — — 3,601

— — 10 — — 10
— — 20,89¢ — — 20,89¢
_ _ — (981) — (981)
— — — 312 — 312
- — — — (155,657 (155,657)

(156,32:)

49,762,00 50 630,33! 1,252 (53,855 577,78:
115,59° — 69¢€ — — 69¢€
414,44 — (762) — — (769)
365,87: 2 3,78¢ — — 3,78¢
(70,000 — (62€) — — (62€)

— — 17,83¢ — — 17,83¢
_ _ — (235) — (239)
— — — 1,00¢ — 1,00¢

- - — — (188,28¢) (188,28f)
(187,51))

50,587,91 52 651,26: 2,027 (242,14) 411,20:
141,28( — 914 — — 914
485,20 — (219) — — (219)
386,81¢ — 2,81 — — 2,81

(2,332,74) 2 (16,409 — — (16,417)

— — 13,66: — — 13,66:
— — — 13 — 13
— — — 66C — 66C
- - — — (65,98)) (65,98.)
— — — — — (65,309
49,268,47 $ 50 $ 652,020 $ 2,70C $ (308,12) $ 346,65:.

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:

Net loss

Adjustments to reconcile net loss to net cash usegerating activities:

Depreciation and amortization
Amortization of investments
Stock-based compensation expense
Deferred income tax provision (benefit)
Excess tax benefits from equity based compensatams
Provision for (recovery of) doubtful accounts reedile
Provision for excess and obsolete inventories
Loss on disposal and write-off of long-lived assets
Non-cash restructuring
Impairment of long-lived assets
Gain on release of secured borrowing
Foreign currency transaction (gains) losses
Changes in assets and liabilities:

Accounts receivable

Inventories

Prepaids and other current assets

Refundable income taxes

Other assets

Accounts payable

Accrued liabilities

Income taxes payable

Deferred rent and other liabilities

Deferred revenues

Net cash used in operating activities
Cash flows from investing activities:
Acquisition of property, plant and equipment
Proceeds from sales of property, plant and equipmen
Purchases of marketable securities
Proceeds from maturities of marketable securities
Proceeds from sales of marketable securities
Payments made in connection with acquisition oétsss
Change in restricted cash
Net cash provided by (used in) investing activities

Cash flows from financing activities:

Proceeds from issuances of common stock, net ohigs costs

Excess tax benefits from equity based compensatams

Purchase and retirement of common stock

Proceeds from secured borrowing

Net cash (used in) provided by financing activities

Effect of exchange rate changes on cash and casveéents
Net increase (decrease) in cash and cash equisalent
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Non-cash investing activities:

Fiscal Year Ended

December 31, 2011 December 25, 2010 December 26, 2009

(In thousands)

$ (65,98) $ (188,280 $ (155,65
10,83¢ 28,15 32,70
46¢ 46¢ 204
13,84¢ 17,61 20,77¢
(1,989) (2,109) 39,13
— — (841)
(276) (1,079) 5,04(
7,891 11,38¢ 7,03:

5 431 43¢
(1,58 8,972 36€
54¢ 56,40 1,28¢

— (3,48) —

32¢ (291) (613
16,80: 3,22t 61C
(1,15%) (16,88) (9,389
5,621 3,700 39C
(862) 25,84 2,701
1,907 66 6,40z
(5,06%) (13,009 (322
(9,649 4,63¢ (5,579
(1,269 (732 (3,030
43 (1,920 (231)

16C (6,217 5,90+
(29,349 (73,099 (52,66
(7,700) (30,919 (19,179
33 292 201
(246,66Y) (341,29 (587,79)
308,68 432 54¢ 399,02
6,00C 9,20¢ 45,36¢
— — (12,029

362 — —
60,71 69,84 (174,409
3,50¢ 3,72¢ 7,12¢
— — 841
(16,41) (626) —
= = 3,48(
(12,909 3,09¢ 11,45(
(625) (679 (259)
17,84: (836) (215,88
121,20° 122,04 337,92
$ 139,04¢ $ 121200 $ 122,04




Changes in accounts payable and accrued liabilitiased to property, plant
and equipment purchases $ (66) $ 1,997 $ 4,43(

Supplemental disclosure of cash flow information:

Income taxes paid (refunded), net $ 1,41C $ (24,887 $ (25,787)
The accompanying notes are an integral part oktheasolidated financial statements.
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FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—Formation and Business of the Company

FormFactor, Inc. (the "Company") was incorporate@®elaware on April 15, 1993 and designs, develomsjufactures, sells and
supports precision, high performance advanced serdictor wafer probe cards. We are based in Livegm@alifornia, home to our corporate
offices, research and development, and manufagtlotations. We have facilities in the United S¢at®ingapore, Japan, Taiwan, South Korea
and the People's Republic of China.

Fiscal Year

Our fiscal year ends on the last Saturday in Deegnithe fiscal year ended on December 31, 201fsisted of 53 weeks and the fiscal
years ended cDecember 25, 2010 , and December 26, 2009 , régplgctconsisted of 52 weeks.

Reclassifications

Certain reclassifications have been made to ther pear's Consolidated Balance Sheets, Consolidgtdments of Cash Flows and
Consolidated Statements of Operations to conforthéaurrent year presentation.

Out of Period Adjustment

In the third quarter of fiscal 2010 , we recordefal million adjustment to cost of revenues nes@b6 million income tax benefit,
which resulted from an error in the calculatiorcapitalized manufacturing variances starting infite¢ quarter of fiscal 2009 through the
second quarter of fiscal 2010 . The error causedittderstatement of cost of revenues and the atensént of the overhead capitalized in
inventory for most quarters. The income tax benmeBulted from higher net losses in 2009 due tbérigost of revenue expenses. We are able
to carry back the increase in the 2009 loss towetmore prior year tax payments. Out of the tathlustment, a $2.9 million adjustment to cost
of revenues net of $0.5 million income tax benefis related to fiscal 2009 . Management and thatALmmmittee believe that such amounts
are not material to current and previously repofieahcial statements.

Note 2—Summary of Significant Accounting Policies
Basis of Consolidation and Foreign Currency Trangian

The consolidated financial statements include capants and those of our wholly owned subsidiaAdlsnaterial intercompany
balances and transactions have been eliminated.

Translation gains and losses resulting from thegsse of re-measuring into the United States of Asaatollar, the foreign currency
financial statements of our wholly owned subsidigrifor which the United States of America doltathie functional currency, are included in
operations. We translate assets and liabilitifer@fign subsidiaries, whose functional currencther local currency, at exchange rates in e
at the balance sheet date. We translate revenuexgprases at the monthly average exchange ratemdiMde accumulated net translation
adjustments in stockholders' equity as a compoofeatcumulated other comprehensive income.

Use of Estimates

The preparation of consolidated financial statesm@ntonformity with accounting principles geneyalccepted in the United States of
America ("GAAP") requires management to make edtimand assumptions that affect the reported ars@irtssets and liabilities, the
disclosure of contingent assets and liabilitiethatdate of the financial statements, and the teg@mounts of revenues and expenses during
the reporting period. Actual results could diffesrh those estimates. Estimates may change as fiesmnition is obtained. Significant items
that are subject to such estimates include theevafluevenue elements, fair value of marketablersties, allowance for doubtful accounts,
reserves for product warranty, valuation of obsobatd slow moving inventory, the assessment ofvezedility of long-lived assets, valuation
and recognition of stockased compensation, provision for income taxeselated deferred tax assets, valuation and taiitiab and accrua
for other liabilities. Actual results could diffeniom those estimates.

Cash, Cash Equivalents and Marketable Securities



Cash and cash equivalents consist of depositsiaaicial instruments which are readily convertiipl® cash and have original maturit
of 90 days or less at the time of acquisition. kégable securities consist primarily of highly lidu

64




Table of Contents
FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

investments with maturities of greater than @ys when purchased. We generally classify ouketable securities at the date of acquisitio
available-for-sale. These securities are reportdgiavalue with the related unrealized gains &s$es included in "Accumulated other
comprehensive income (loss)", a component of stolddr's equity, net of tax. Any unrealized lossésch are considered to be other-than-
temporary impairments are recorded in "Other incé@xpense), net" in the Consolidated Statemen@pefrations. Realized gains (losses) on
the sale of marketable securities are determined) ulse specific-identification method and recordedOther income (expense), net" in the
Consolidated Statements of Operations. We measureash equivalents and marketable securitiedratdue. Whenever possible, the fair
values of our financial assets and liabilities degermined using quoted market prices of identisakts or quoted market prices of similar
assets from active markets. Level 1 valuation®hbtained from real-time quotes for transactionadtive exchange markets involving identical
assets. Level 2 valuations are obtained from quiotaidket prices in active markets involving simiesets. Level 3 valuations are based on
unobservable inputs to the valuation methodologyianlude our own data about assumptions markeicgeants would use in pricing the as
or liability based on the best information avaibhder the circumstances. Each level of inpudiféerent levels of subjectivity and difficulty
involved in determining fair value.

All of our available-forsale investments are subject to a periodic impaitmaview. We record a charge to earnings wherchrgein fair
value is significantly below cost basis and judgebe other-than-temporary, or have other indicatdimpairments. If the fair value of an
available-for-sale investment is less than its dined cost basis, an other-th@mporary impairment is triggered in circumstanebgre (1) w
intend to sell the instrument, (2) it is more liké&han not that we will be required to sell thetinment before recovery of its amortized cost
basis or (3) a credit loss exists where we do Rpéet to recover the entire amortized cost baste@fnstrument. If we intend to sell or it is
more likely than not that we will be required tdl ke available-forsale investment before recovery of its amortizest basis, we recognize
other-than- temporary impairment in earnings etm#e entire difference between the investmemntsridzed cost basis and its fair value.

Fair Value of Financial Instruments

The carrying amounts of certain of our financiagtinments, including cash and cash equivalentusts receivable, accounts payable,
accrued compensation and other accrued liabilidpproximate fair value because of their short miti¢g. Estimates of fair value of fixed-
income securities are based on quoted market gricesactive markets or third party, market-basgdipg sources which we believe to be
reliable. These estimates represent the thirdgsagood faith opinion as to what a buyer in theketplace would pay for a security in a cur
sale.

Foreign Exchange Management

We transact business in various foreign currengiesiarily the Japanese Yen. We enter into forwiardign 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 designatexdfset certain foreign currency
balance sheet exposures are recognized as "Otmné(expense), net" in the Consolidated Statenuér@perations in the period in which 1
exchange rates change. These gains and lossedarédd to partially offset the foreign currencgleange gains and losses on the underlying
exposures being hedged. We record the fair valtleesie contracts as of the end of our reportingp@en the Consolidated Balance Sheet. We
do not use derivative financial instruments foding or speculative purposes.

Restricted Cash

Under the terms of one of our facility leases, wavige security to the landlord in the form of &t of credit. As oDecember 31, 201
and December 25, 2010 restricted cash includedr#idlidn and $0.7 million , respectively, of letseof credit secured by a certificate of
deposit.

Inventories

Inventories are stated at the lower of cost (ppalty standard cost which approximates actual oo first-in, first-out basis) or market
value. The provision for potentially excess andobete inventory is made based on management'ssaasalfyinventory levels and forecasted
future sales. Once the value is adjusted, theraigiost of our inventory less the related inventarite-down represents the new cost basis of
such products. Reversal of these write downs isgeized only when the related inventory has beespged or sold. Shipping and handling
costs are classified as a component of "Cost afmees" in the Consolidated Statements of Operations

We design, manufacture and sell a fully custom pebéhto a market that has been subject to cydjcahd significant demand
fluctuations. Probe cards are complex productgpouso a specific chip design and have to be dedid@n short lead-times. Probe cards are
manufactured in low volumes, but for certain matistithe material purchases are often subject minmim purchase order quantities in excess



of the actual underlying probe card demand. Ibisumcommon for us to acquire production matedald commence production
activities based on estimated production yieldsfanecasted demand prior to
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FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

or in excess of actual demand for our wafer pralydss These factors result in normal recurring i@y valuation adjustments to cost of
revenue. Aggregate inventory write downs were $7ilflon , $11.4 million and $7.0 million for thedital years ended December 31, 2011 ,
December 25, 2010 and December 26, 2009 , resp8ctiWe retain a portion of the excess inventoriil tine customer's design is
discontinued. The inventory may be used to satis§tomer warranty demand.

When our products have been delivered, but theweyassociated with that product is deferred becthesrelated revenue recognition
criteria have not been met, we defer the relatedritory costs. The deferred inventory costs deemoeed the deferred revenue amounts. The
deferred inventory costs are classified as a compoof "Prepaid expenses and other current assetts® Consolidated Balance Sheet.

Property and Equipment

Property and equipment is stated at cost less adat®al depreciation and amortization. Depreciaisgorovided on a straight-line
method over the following estimated useful liveghaf assets: 5 years for machinery and equipmeat53years for computer equipment and
software and 5 years for furniture and fixturesagehold improvements are amortized over the stafrtbe lease term or the estimated useful
life of the related asset. Construction-in-progr@ssets are not depreciated until the assetsazedin service. Upon sale or retirement of
assets, the cost and related accumulated depogc@tiamortization, are removed from the balaneeshnd the resulting gain or loss is
reflected in operations.

Intangible Assets

Intellectual property assets represent asset datiqniselated developed technology rights and anerized on a straight-line basis over
the periods of benefit, ranging from 3 to 5 ye#lve classify all identified intangible assets withDther assets" in the Consolidated Balance
Sheets. For further discussion of identified infategassets, see Note 3—Balance Sheet Componetits bfotes to the Consolidated Financial
Statements. We perform a quarterly review of intialegassets to determine if facts and circumstaimgisate that the useful life is shorter than
originally estimated or that the carrying amounas$ets may not be recoverable. If such facts imowghastances exist, we assess the
recoverability of identified intangible assets lymparing the projected undiscounted net cash flasgsciated with the related asset or grot
assets over their remaining lives against thepeetve carrying amounts. Impairments, if any, lzaeed on the excess of the carrying amount
over the fair value of those assets.

Impairment of Long-Lived Assets

We test long-lived assets or asset groups for ezedility when events or changes in circumstaneéigate that their carrying amounts
may not be recoverable. Circumstances which coigddr a review include, but are not limited tarsficant decreases in the market price of
the asset; significant adverse changes in the éssiclimate or legal factors; accumulation of cegaificantly in excess of the amount
originally expected for the acquisition or constioic of the asset; current period cash flow or afieg losses combined with a history of losses
or a forecast of continuing losses associated thizghuse of the asset; and current expectatiortiibadsset will more likely than not be sold or
disposed of before the end of its estimated udiééul

Recoverability is assessed based on the carryirmyars of the asset and its fair value which is gahedetermined as the sum of the
undiscounted cash flows expected to result frormueeand the eventual disposal of the asset, dssvepecific appraisals in certain instances.
An impairment loss is recognized when the carrgimgpunt is not recoverable and exceeds fair value.

Long-lived Assets Held For Sale

We classify long-lived assets as held for sale wdegtain criteria are met, including: managemeagtamitment to a plan to sell the
assets; the availability of the assets for immedsatle in their present condition; whether an aqgtirogram to locate buyers and other actions to
sell the assets has been initiated; whether tleecddhe assets is probable and their transfergsaed to qualify for recognition as a completed
sale within one year; whether the assets are bearfjeted at reasonable prices in relation to fla@ivalue; and whether it is unlikely that
significant changes will be made to the plan tbthel assets. Long-lived assets held for sale lassified within "Prepaid expenses and other
current assets" in the Consolidated Balance Sheets.

We measure long-lived assets to be disposed oéleyas the lower of the carrying amount or fairneless cost to sell. Fair value is
determined using quoted market prices or the gratied cash flows discounted at a rate commensuwititéhe risk involved. Changes to our
estimated fair values of such assets are record#éekiperiods in which such changes are identified.
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Concentration of Credit Risk and Other Risks and thrtainties

Financial instruments that potentially subjectaisancentrations of credit risk consist primarifycash equivalents, marketable secur
and trade receivables. Our cash equivalents ankietadnle securities are held in safekeeping by |amglitworthy financial institutions. We
invest our excess cash primarily in U.S. banksegoment and agency bonds, money market funds apdrede obligations. We have
established guidelines relative to credit ratirdigersification and maturities that seek to maimtafety and liquidity. Deposits in these banks
may exceed the amounts of insurance provided dm dejgosits. To date, we have not experienced asgtoon our deposits of cash and cash
equivalents.

We market and sell our products to a narrow baseistomers and generally do not require collatémdiscal 2011 , four customers
accounted for 18% , 16% , 11% and 10% of revenundiscal 2010 , three customers accounted for 21%%6 and 12% of revenues. In fiscal
2009 , one customer accounted for 49% of revenues.

At December 31, 2011 , two customers accountedgproximately 18% and 10% of accounts receivablddcember 25, 2010 , three
customers accounted for approximately 21% , 19%148d of accounts receivable. We operate in thengi@tly competitive semiconductor
industry, including the DRAM and Flash markets, efhhave been characterized by price erosion, taplthological change, short product
life, cyclical market patterns and heightened fgneiind domestic competition. Significant technatagchanges in the industry could affect
operating results adversely.

Certain components that meet our requirementsvaitahle only from a limited number of supplierdhéelrapid rate of technological
change and the necessity of developing and manufiagtproducts 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 astyeffect on our business, financial conditiosphes of operations or cash flows.

Revenue Recognition

We recognize revenue when persuasive evidencasalka arrangement exists, title and risk of lossttemsferred to the customer, the
selling price is fixed or determinable and collentdf the related receivable is reasonably assimadstances where final acceptance of the
deliverable is specified by the customer, reveswteferred until all acceptance criteria have been

In October 2009, the Financial Accounting Stand&dard issued Accounting Standards Update No. 2()9Multiple-Deliverable
Revenue Arrangements”. The guidance eliminatesasidual method of revenue recognition and alldvesuse of management's best estimate
of selling price (“BESP”) for individual element$ @an arrangement when vendor-specific objectivel@vce (“VSOE”) or third-party evidence
(“TPE") is unavailable. We have adopted this gumaaffective with the first quarter of fiscal 204dd it has been applied on a prospective
basis for revenue arrangements entered into oniayenodified after December 25, 2010.

This guidance does not generally change the uhitgeoounting for our revenue transactions. We dohawe a significant number
product offerings with multiple elements. Our mpii-element arrangements generally include probe @rdgroduct maintenance and re
services. We allocate revenue to the deliverabésgdb upon their relative selling price. Revenuecalied to each unit of accounting is t
recognized when persuasive evidence of an arrangesmests, delivery has occurred or services anéered, the sales price or fee is fixe
determinable and collectability is reasonably asduProduct maintenance and repair services aerddfand recognized ratably over
period during which the services are performedgegaly one year, and costs are recorded as incurred

When applying the relative selling price method, de¢ermine the selling price for each deliveraldmg VSOE, TPE or BESP. For:
vast majority of our arrangements involving mukiileliverables, such as sales of products withiesythe entire fee from the arranger
was allocated to each respective element baset$ aalative selling price, using VSOE. For thoséveeables for which we cannot estab
VSOE, we have determined our best estimate ofngefirice, as the Company has determined it is entabéstablish TPE of selling price
the deliverables. The objective of BESP is to detee the price at which we would transact a satedfdeliverable were sold on a staaidne
basis. We determine BESP for a deliverable by cmmgig multiple factors including, but not limiteéd, market conditions, competiti
landscape, internal costs, gross margin objectarek pricing practices. The determination of BESPnade through consultation with ¢
formal approval by our management, taking into atersition the go-to-market strategy.

The adoption of the new revenue recognition acéogrdgtandards did not have a material impact oncousolidated financial positic
results of operations, or cash flows for the yeateel December 31, 2011. The new accounting stasdardevenue recognition if applied
the same manner to the year ended December 25 w28l not have had a material impact on totalreeénues for that fiscal year.
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Revenues from the licensing of our design and natufing technology, which have not been mateoialate, are recognized over the
term of the license agreement or when the sigmificantractual obligations have been fulfilled.

Warranty Obligations

We offer warranties on certain products and reedlidbility for the estimated future costs assaaiawith warranty claims, which is
based upon historical experience and our estinfateedevel of future costs. We provide for theirestted cost of product warranties at the t
revenue is recognized. Warranty costs are refléotéte Statement of Operations as a cost of ree@r reconciliation of the changes in our
warranty liability is as follows (in thousands):

Fiscal Years Ended
December 31, December 25,

2011 2010

Warranty accrual beginning balance $ 432 $ 73z
Accrual (release) of warranties during the year 66€ 42¢
Settlements made during the year (769) (727)
Warranty accrual ending balance $ 33C_ % 43¢

Research and Development

Research and development expenses include expetaies to product development, engineering aneriztcosts. All research and
development costs are expensed as incurred.

Allowance for Doubtful Accounts

A majority of our trade receivables are derivedrirsales to large multinational semiconductor martufars throughout the world. In
order to monitor potential credit losses, we perfangoing credit evaluations of our customers'rfaial condition. An allowance for doubtful
accounts is maintained based upon our assessmttg expected collectability of all accounts reabie. The allowance for doubtful accounts
is reviewed and assessed for adequacy on a qyébrtesis. We take into consideration (1) any cirdamses of which we are aware of a
customer's inability to meet its financial obligats and (2) our judgments as to prevailing econa@minditions in the industry and their impact
on our customers. If circumstances change, anfirthecial condition of our customers are adversdfgcted and they are unable to meet their
financial obligations to us, we may need to takdittwhal allowances, which would result in an irese in our net loss.

We recorded a provision for doubtful accounts aD$&illion in fiscal 2009 primarily due to the hbigned risk of non-payment of
accounts receivable by certain customers that Estkruptcy or those that were facing financialidifity. In fiscal 2010 , we recorded
additional allowance for doubtful accounts in theoaint of $0.3 million for accounts determined toupeollectible and we released $8.7
million of allowance for doubtful accounts primgridlue to a reduction of $6.7 million related to themissal of a complaint against a customer
resulting in the write-off of previously reservectaunts receivable, a write-off of $0.5 million wfiectible debts that was previously reserved
and receipt of payments totaling approximately $tilion for accounts receivable that was previgusglserved. In fiscal 2011 , we recorded a
reduction in the provision of $0.6 million primaritiue to the receipt of payments totaling $0.3iomilffor accounts receivable previously
reserved and the write-off of previously reservedoaints receivable in the amount of $0.3 milliéle did not record any significant new
allowances in fiscal 2011 . The allowance for dfulldccounts consisted of the following activity fescal years ended December 31, 2011,
December 25, 2010 and December 26, 2009 (in thds¥an

Balance at
Beginning of Balance at
Year Additions Reductions End of Year
Allowance for doubtful accounts receivabl
Fiscal year ended December 26, 2009 $ 422 $ 504 $ — $  9,26(
Fiscal year ended December 25, 2010 9,26( 31t (8,729 847

Fiscal year ended December 31, 2011 847 29 (63¢) 23¢
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Restructuring Charges

Restructuring charges include costs related to eyegl termination benefits, cost of long-lived assdtandoned or impaired, as well as
contract termination costs. The determination oéwive accrue for employee termination benefitsvaimdh standard applies depends on
whether the termination benefits are provided ursdene-time benefit arrangement or under an onggloémefit arrangement. For restructuring
charges recorded as an on-going benefit arrangeméability for postemployment benefits is recorded when payment ibgbte, the amou
is reasonably estimable, and the obligation reletefghts that have vested or accumulated. Fdruetsiring charges recorded as a one-time
benefit arrangement, we recognize a liability fompdoyee termination benefits when a plan of termiama approved by management and
establishing the terms of the benefit arrangentead,been communicated to employees. The timinlgeofecognition 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 employeertaination benefits is measured initially at
the communication date based on the fair valubefitibility as of the termination date and is gui@aed ratably over the future service period.
We continually evaluate the adequacy of the remgifiabilities under our restructuring initiatives.

We record charges related to long-lived assete taldandoned when the assets cease to be usedwi'lvease using a building or other
asset with remaining non-cancelable lease payntentinuing beyond our use period, we record alliglfor remaining payments under lease
arrangements, as well as for contract terminatasis; that will continue to be incurred under ateamt for its remaining term without
economic benefit to us at the cease-use date.

Income Taxes

We utilize the asset and liability method of acdimgfor income taxes, under which deferred taxesdetermined based on the
temporary differences between the financial stateérard tax basis of assets and liabilities usingases expected to be in effect during the
years in which the basis differences reverse andgerating losses and tax credit carryforwards.eaténate our provision for income tay
and amounts ultimately payable or recoverable menous tax jurisdictions around the world. Estimatevolve interpretations of regulations
and are inherently complex. Resolution of incomettaatments in individual jurisdictions may notk®wn for many years after completion
of any fiscal year. We are required to evaluaterdfadizability of our deferred tax assets on ancimg basis to determine whether there is a
need for a valuation allowance with respect to sleflerred tax assets. A valuation allowance isndsmwhen it is more likely than not that
some of the deferred tax assets will not be redlidggnificant management judgment is requiredeatedmining any valuation allowance
recorded against deferred tax assets. In evalutitengbility to recover deferred tax assets, wesitan all available positive and negative
evidence giving greater weight to our recent cutivddosses and our ability to carryback lossesreggrior taxable income and,
commensurate with objective verifiability, the foast of future taxable income including the revieos§géemporary differences and the
implementation of feasible and prudent tax planrstrgtegies.

We recognize and measure uncertain tax positikkentar expected to be taken in a tax return & miore likely than not that the tax
position will be sustained on examination by theértg authorities, based on the technical meritthefposition. The tax benefits recognized in
the consolidated financial statements from suclitipas are then measured based on the largestibdrafhas a greater than 50 percent
likelihood of being realized upon ultimate settleth&Ve report a liability for unrecognized tax bétseresulting from uncertain tax positions
taken or expected to be taken in a tax return. Wesathese reserves in light of changing facts@raimstances, such as the closing of a tax
audit or the refinement of an estimate. To thergxteat the final tax outcome of these matterdffer@nt than the amounts recorded, such
differences will impact the provision for incomeés in the period in which such determination islema he provision for income taxes
includes the impact of reserve provisions and chaitg reserves that are considered appropriateelaas the related net interest. We
recognize interest and penalties related to unrgzed tax benefits within the income tax provisiéiccrued interest and penalties are included
within the related tax liability line in the congdted balance sheet.

We file annual income tax returns in multiple taxjarisdictions around the world. A number of yearay elapse before an uncertain
position is audited and finally resolved. Whilésibften difficult to predict the final outcome tire timing of resolution of any particular
uncertain tax position, we believe that our reseifee income taxes reflect the most likely outcoive adjust these reserves, as well as the
related interest, in light of changing facts andwinstances. Settlement of any particular posttmuid require the use of cash.

Stock-based Compensation

We recognize compensation expense for all stockéasards based on the grant-date estimated faes;anet of an estimated
forfeiture rate. The value of the portion of theaadithat is ultimately expected to vest is recogaias expense
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ratably over the requisite service periods in oangdlidated Statement of Operations. The fair vafugtock options is measured using the
Black-Scholes option pricing model while the faddwe for restricted stock awards and restrictedkstmits is measured based on the closing
market price of our common stock on the date ofigra

Net Loss Per Share

Basic net loss per share is computed by dividirtdass by the weighted-average number of commoreshautstanding for the period.
Diluted net loss per share is computed giving effe@ll potential dilutive common stock, includistpck options, restricted stock units and
common stock subject to repurchase. Diluted lossipare was based only on the weighted-average enofilshares outstanding during that
period as the inclusion of any common stock eqeivia would have been anti-dilutive.

A reconciliation of the numerator and denominateediin the calculation of basic and diluted nes losr share is as follows (in
thousands):

Fiscal Years Ended

December 31, December 25, December 26,
2011 2010 2009
Numerator:
Net loss used in computing basic and diluted regt lo
per share $ (65,98) $ (188,28 $ (155,65

Denominator:

Weighted-average shares used in computing basic
net loss per share 50,52 50,24¢ 49,48:

Add potentially dilutive securities — = —

Weighted-average shares used in computing diluted ) )
net loss per share 50,52 50,24¢ 49,48:

The following table sets forth the weighted-averpgtentially dilutive securities excluded from tt@mputation in the table above
because their effect would have been anti-dilufin¢housands):

Fiscal Years Ended
December 31, December 25, December 26,

2011 2010 2009
Stock options 4,89: 5,021 5,25¢
Restricted stock units 1,15( 86¢ 27
Employee stock purchase plan 13t 65 12:
Total potentially dilutive securities 6,17¢ 9,95t 9,40¢

Comprehensive Loss

Comprehensive loss includes net loss, foreign oggréranslation adjustments and unrealized gaossés) on available-for-sale
securities, the impact of which has been excludaah inet loss and reflected as components of stdd&trs) equity.

Components of accumulated other comprehensive iaapas as follows (in thousands):

December 31, December 25,

2011 2010
Unrealized gain (loss) on marketable securitiesph&ax of
$384 and $299 in fiscal 2011 and fiscal 2010, retpely $ (123 s (13¢€)
Cumulative translation adjustments 2,82: 2,16:
Accumulated other comprehensive income $ 270C $ 2,02

Recent Accounting Pronouncements

Fair Value



Effective December 26, 2010, as required, we adothte guidance to amend the disclosure requiremelatied to recurring and
nonrecurring fair value measurements. Specifically have adopted the guidance requiring the discéoof the
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roll forward of activities on purchases, salesy@sges and settlements of the assets and liabifiteasured using significant unobservable
inputs (Level 3 fair value measurements). Othen tleguiring additional disclosures, adoption ofthéw guidance in the first quarter of fiscal
2011 did not have a material impact on our conatdid financial statements.

Additionally, in May 2011 updated authoritative daince to amend existing requirements for fair vaheasurements and disclosures
was issued. The guidance expands the disclosunireetents around fair value measurements categbiizeevel 3 of the fair value hierarchy
and requires disclosure of the level in the falugahierarchy of items that are not measured awtdue but whose fair value must be disclosed.
It also clarifies and expands upon existing requests for fair value measurements of financial @saed liabilities as well as instruments
classified in shareholders' equity. The guidandEbei effective for fiscal years, and interim petsowithin those years, beginning after
December 15, 2011, and are to be applied prosgdtiVhis new guidance impacts how we report onvfalue measurements only, and will
have no effect on our results of operations, fifermosition or liquidity upon its required adoptiby us on January 1, 2012.

Comprehensive Income

In June 2011 authoritative guidance that addrethgegresentation of comprehensive income in intemuh annual reporting of financial
statements was issued. The guidance is intendetprove the comparability, consistency, and transpey of financial reporting and to
increase the prominence of items reported in atberprehensive income by eliminating the optionrespnt components of other
comprehensive income as part of the statementarfgds in stockholders’ equity. Such changes irkbtaiders’ equity will be required to be
disclosed in either a single continuous statemeabmprehensive income or in two separate but cartse statements. The guidance will be
effective for fiscal years, and interim periodshiritthose years, beginning after December 15, 28id should be applied retrospectively for
all periods presented. Early adoption is permitiédds new guidance impacts how we report comprefieriscome only, and will have no
effect on our results of operations, financial fiosior liquidity upon its required adoption by ais January 1, 2012.

Note 3—Balance Sheet Components
Marketable Securities

Marketable securities at December 31, 2011 combsdt¢he following (in thousands):

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
U.S. Treasury $ 7646. $ 205 $ (4 $ 76,66
Agency securities 78,92! 10z (42 78,98!
Commercial paper 1,99¢ — — 1,99¢
$ 157,38. $ 307 $ (46) $ 157,64.

Marketable securities at December 25, 2010 combsdt¢he following (in thousands):

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
U.S. Treasury $ 105,511 $ 372 % (200 $ 105,86!
Agency securities 108,36 36 (229) 108,17
Commercial paper 11,98¢ 2 — 11,99(
$ 22586 $ 41C $ (244) $ 226,02¢

We typically invest in highly-rated securities withw probabilities of default. Our investment pgliequires 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 the Company's investmentsdalf2011 and 2010 , respectively, were causedgyiiy by changes in interest rates. We
believe that the unrealized losses are not otrar-tamporary. We do not have a foreseeable nelgglidate the portfolio and anticipate
recovering the full cost of the securities eithemnaarket conditions improve, or as the securitiatune.
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The following table summarizes the gross unreallpsdes and fair value of those investments witlealized losses, aggregated by

investment category and the length of time thaividdal securities has been in a continuous urzedlioss position as of December 31, 2011
(in thousands):

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. Treasury $ 26,997 $ 4 $ — 3 — $ 26,997 $ 4
Agency securities 43,45¢ (42 — — 43,45¢ 42
$ 7045¢ $ (46) $ — 3 — $ 7045¢ $ (46)

The following table summarizes the gross unreallpsdes and fair value of those investments witlealized losses, aggregated by

investment category and the length of time thaividdal securities has been in a continuous urzedlioss position as of December 25, 2010
(in thousands):

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. Treasury $ 34,947 $ (200 $ — 3 — $ 34,94 % (20
Agency securities 65,98¢ (2249) — — 65,98¢ (224
$ 100,93: $ (244 $ — 3 — $ 100,93 $ (249

The contractual maturities of marketable securaiesf December 31, 2011 and December 25, 2010agei@lows (in thousands):

December 31, 2011 December 25, 2010
Amortized Fair Amortized Fair
Cost Value Cost Value
Due in one year or less $ 52,52: $ 52,58¢ $ 110,847 $ 111,02
Due in one year to five years 104,85 105,05¢ 115,01 115,00¢

$ 157,38 $ 157,64: $ 22586: $ 226,02

When evaluating the investments for other-than-tenaufy impairment, we review factors such as thgtlenf time and extent to which
fair value has been below the amortized cost besiggw of current market liquidity, interest ratgk, the financial condition of the issuer, as
well as credit rating downgrades. We believe thatunrealized losses are not other-than-tempovdeydo not have a foreseeable need to
liquidate the portfolio and anticipate recoverihg full cost of the securities either as marketditions improve, or as the securities mature.

Realized gains on sales or maturities of marketséderities were $32,000 , $0.1 million and $18,fa0Giscal 2011 , fiscal 2010 and
fiscal 2009 , respectively.

Asset Retirement Obligations

We account for the fair value of a liability for asset retirement obligation to be recognized énpiriod 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 Kd8@agapore and Japan to their original conditioarufgase termination. We have estimated
that as of December 31, 2011 , gross expectedefemsh flows of approximately $1.6 million woulddeguired to fulfill these obligations.

The carrying amount of the leasehold improvemeggslting from asset retirement obligations is beingrtized over the term of the
related lease. During the fiscal years ended DeeeBib, 2011 , December 25, 2010 and December 28, 2@pproximately $0 , $24,000 and

$0.4 million of the leasehold improvements were gired to expense, respectively. Furthermore, dufiscal 2011 we updated our estimate
for our asset retirement obligation in conjunctieith the renewal of
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leases in certain locations. As a result, we remdalbenefit of $0.3 million due to the reductinrihie estimated future required cash flows
related to our obligations at these locations.

In connection with our Q3 2010 Restructuring Plaa,recorded impairment charges of $1.1 million téevdown the carrying amount
of leasehold improvements associated with assetment obligations in our Singapore manufactufamglity. This impairment charge was
included within "Restructuring charges, net" in @ensolidated Statements of Operations. Subsegquénthe second quarter of fiscal 20d:&
executed an amendment to the existing lease amargedor our facility in Singapore which releasexdftom our obligations related to the flc
previously utilized for manufacturing in this fatyl As a result, our Consolidated Statement of i@fpyens for the fiscal year ending
December 31, 2011 includes a benefit of $1.1 nmilliecorded to "Restructuring charges, net".

The following is a reconciliation of the aggregeddrement liability associated with our commitmémteturn property to its original
condition upon lease termination included in norent "Deferred rent and other liabilities" in tBensolidated Balance Sheets (in thousands):

Fiscal Years Ended

December 31, December 25,
2011 2010

Asset retirement obligation beginning balance $ 3,108 % 2,35(C
Initial amount recorded for new asset retiremerigakion — 26E
Liabilities settled (1,127 (459
Increase (decrease) based on revised estimatsseifratirement
obligations (529 70z
Accretion expense 12¢ 241
Asset retirement obligation ending balance $ 1581 $ 3,10t

Inventories

Inventories consisted of the following (in thousghd

Fiscal Years Ended
December 31, December 25,

2011 2010

Raw materials $ 5732 $ 2,73¢
Work-in-progress 5,93¢ 16,80
Finished goods 6,42 5,46(

$ 18,090 $  25,00:
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Property, Plant and Equipment

Property, plant and equipment consisted of thefdhg (in thousands):

Buildings

Machinery and equipment
Computer equipment and software
Furniture and fixtures

Leasehold improvements

Less: Accumulated depreciation, amortization artdrpnise-wide

impairment

Construction-in-progress

Fiscal Years Ended

December 31, December 25,
2011 2010
79C $ —
127,30¢ 115,84°
36,32! 35,49
6,07: 6,18(
70,09: 69,93
240,59; 227,45
(217,962 (207,99:)
22,62¢ 19,46:
12,50: 17,84¢

35,13. % 37,31

In fiscal 2011 and fiscal 2010 , we wrote off futlgpreciated assets with an acquired cost of $0li@mand $6.8 million , respectively.

During the fiscal quarter ended March 26, 2011 Vaeqx a building previously identified as held $ate back into service at its carrying
value of $0.8 million . This amount representslésser of its carrying amount before the buildivas classified as held for sale, adjusted for
any depreciation that would have been recognizedhmabuilding been continuously classified as teld used, or the fair value at the date of
the subsequent decision not to sell. The buildéngeing depreciated over its estimated remainiefulife of ten years.

As discussed in Note 6—Impairment of Long-lived étssof the Notes to the Consolidated Financiak$tants, in fiscal 2011 we
recorded aggregated impairment charges of $0.5omith our long lived assets. In fiscal 2010 , wearded aggregated impairment charges of
$65.2 million , including $64.1 million and $1.1lfiwn to write down the carrying values of certgiroperty and equipment and intangible
assets, respectively. In fiscal 2009 , we recordgzhirment charges totaling $1.7 million .

Depreciation and amortization of property, pland aquipment, excluding the impairments discussed@lfor the fiscal years ended
December 31, 2011 , December 25, 2010 and Dece2h@009 was approximately $10.8 million , $26.4liom and $32.2 million ,

respectively.
Accrued Liabilities

Accrued liabilities consisted of the following (inousands):

Accrued compensation and benefits
Accrued indirect and other taxes
Accrued commissions

Accrued warranty

Deferred rent

Accrued restructuring

Other accrued expenses

Fiscal Years Ended
December 31, December 25,

2011 2010

$ 6,98¢ $ 14,72¢
2,91¢ 1,80¢

43¢ 568

33C 43¢

132 20C

20C 1,83¢

2,96¢ 4,48¢

$ 13,96¢ $ 24,04:




In November 2009 , we sold all rights, title antknest in a customer's bankruptcy claim to a thary in exchange for
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net proceeds of less than full value of the asdest®m. The proceeds were accounted for as aegdarrowing and included within "Accrued
liabilities" in the Consolidated Balance Sheet atBmber 26, 2009 . On October 8, 2010 , we volip@ismissed our complaint against this
customer. As a result, we released the amountsqudy recorded as a secured borrowing and recaadgain of $3.5 million in "Other income
(expense), net" in the Consolidated Statementspef&ions in the third quarter of fiscal 2010 .

In the fourth quarter of fiscal 2010 , we ceasetutilization of one facility in Livermore and ofacility in Singapore that was expected
to be utilized for our manufacturing operationsctmnection with these decisions, we accrued lt@sltotaling $0.7 million composed of $0.3
million and $0.4 million for the remaining leaselightions that will continue to be incurred undgecating lease contracts of the Livermore
and Singapore facilities, respectively. The $0.4ioni charge relating to our Singapore facility wasorded as additional restructuring charges
in connection with our Q3 2010 Restructuring PEsdiscussed in Note 4—Restructuring Charges dfithes to the Consolidated Financial
Statements. Subsequently, in the second quarfescat 2011 we executed an amendment to the egitimse arrangement for our facility in
Singapore which released us from our obligatioteted to the floor previously utilized for manufaxhg in this facility. As a result, our
Condensed Consolidated Statement of Operatiorthédiscal year ending December 31, 2011 includesreefit of $0.4 million recorded to
"Restructuring charges, net", which representsehgaining liability as of the date of the newly ented arrangement.

Note 4—Restructuring Charges

We have undertaken several restructuring actionsglfiscal 2011 and fiscal 2010 , the purpose biclv were to improve operating
efficiency, streamline and simplify our operati@rs reduce our operating costs. These actionssressed below:

2010 Restructuring Activities

We recorded $3.4 million in restructuring chargesimy the first quarter of fiscal 2010 as part of theneurrent regionalization strate
(the “ Q1 2010 Restructuring Plan”). These chagessisted of termination benefits related to réidas in work force of 106 full-time
positions, which were all related to severanceratated benefits. The activities related to thiscm were completed during fiscal 2011 .
Subsequently, in the second quarter of fiscal 20@@ndertook a plan to rescind the previously idseverance arrangements for certain
employees impacted by this plan, resulting in gheersal of $3.3 million of the accrual for sevemposts booked in conjunction with the Q1
2010 Restructuring Plan, including the accruedntéda bonus to date. We completed this rescissian  fiscal 2010 .

In the second quarter of fiscal 20,l@e announced a series of corporate initiativeduding a reduction in workforce, which represel
a renewed focus on streamlining and simplifying operations as well as reducing our quarterly dpegaosts (the “ Q2 2010 Restructuring
Plan”). These actions included a reduction in worgé impacting 67 employees spread across allibmebf the organization, as well as a
reduction in the scope of the previously contengalahanufacturing operations in Korea, resulting neduction of workforce of 16 employees
related to the assembly and test function. We dezbf$4.8 million in charges for the Q2 2010 Restmieg Plan during fiscal 2010 , primarily
for severance and related benefits. Additionaliycanjunction with the Q2 2010 Restructuring Planidentified certain equipment and
software assets related to our assembly and tesatpns in Korea that would no longer be utilizeéks a result, we recorded impairment
charges of approximately $1.0 million in the fis28lL0 , representing the net book value of thesetss

In the third quarter of fiscal 2010 , we announaegéstructuring plan (the “ Q3 2010 RestructuritenP to cease the transition of
manufacturing operations to Singapore. This degisésulted in a reduction in force of 58 employaesur Singapore facility. The
manufacturing activities that were scheduled térbesitioned to Singapore remained in Livermorel kivermore continued as the primary
manufacturing operating location for the Companycanjunction with the Q3 2010 Restructuring Plaa,also undertook a reduction in force
that involved two additional individuals in our lekmore operations.

We recorded charges of $1.0 million for severankralated benefits and impairment charges of 8ifll®n for certain equipment and
leasehold improvements, including assets relatedset retirement obligations, in Singapore thatldvao longer be utilized as a result of the
Q3 2010 Restructuring Plan. In addition, due toatmbined effect of the significant change in ousihess strategy in connection with the Q3
2010Restructuring Plan, recurring operating lossesthadustained decline in the Company's stock pweeeviewed the recoverability of ¢
long-lived assets in the third quarter of fiscal @Q as discussed in Note 6—Impairment of Longdiesets of the Notes to the Consolidated
Financial Statements.

In the fourth quarter of fiscal 2010 , we implertezha restructuring plan (the " Q4 2010 RestrustuRlan™) including
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reducing our global workforce by 10 employees axthe organization. We recorded $0.6 million inrglea for severance and related benefits
in fiscal 2010 .

The ending restructuring accrual of $1.8 milliorod®ecember 25, 2010 reflects the unpaid amouwtédad to these actions as of that
date. Unless otherwise noted, the activities cosimgithe above reductions in force were completethe end of fiscal 2011 .

2011 Restructuring Activities

In the first quarter of fiscal 2011 , we implemeahgerestructuring plan (the “ Q1 2011 RestruatgiPlan”) which resulted in the
reduction of our global workforce by 13 full-timenployees across the organization. We recordedrillibn in charges for severance and
related benefits during related to this plan. Teigvdies comprising this reduction in workforce rgesubstantially completed by the end of the
second quarter of fiscal 2011 .

In the second quarter of fiscal 2011 , we impleraéra restructuring plan (the “ Q2 2011 RestructpuPlan”) which resulted in the
reduction of our global workforce by 13 full-timenployees across the organization. We recordedr#idlién in charges for severance and
related benefits related to this plan. The ac@gittomprising this reduction in workforce were sabsally completed by the end of the third
quarter of fiscal 2011 .

Additionally, in the second quarter of fiscal 204& executed an amendment to the existing leasegamaent for our facility in
Singapore which released us from our obligatiofeted to the floor previously utilized for manufadhg in this facility. We were also grant
a rent reduction for the remaining occupied fdetitin this building. We had previously recordedtain asset retirement obligations and
accruals related to our ceasing use of thesetfasiin connection with a prior restructuring anticAs a result, our Consolidated Statement of
Operations for the for the year ended Decembe2@11 includes a benefit of $1.5 million recordedRestructuring charges, net'.

In the third quarter of fiscal 2011 , we implemehgerestructuring plan (the “ Q3 2011 Restruamiflan”) which resulted in the
reduction of our global workforce by four full-tinemployees primarily in our procurement and logsstirganizations. We recorded $0.3
million in charges for severance and related bé&nediated to this plan. The activities comprisihig reduction in workforce were completed
during the fourth quarter of fiscal 2011 .

In the fourth quarter of fiscal 2011 , we impleneght restructuring plan (the “ Q4 2011 RestructuPlan”) which resulted in the
reduction of our global workforce by eight full-taremployees primarily in our finance and procurenagal logistics organizations. We
recorded $0.3 million in charges for severanceratated benefits related to this plan. The ac#sittomprising this reduction in workforce are
expected to be completed by the end of the fisstdi quarter of fiscal year 2012 .
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The following table summarizes the activities rethto the restructuring actions of fiscal 201 1tiousands):

Employee Contract
Severance and  Property and Equipment Termination
Benefits Impairment and Other Total
Accrual at December 27, 2008  $ 777 $ — 3 71 $ 14¢
Restructuring charges 8,41¢ 36€ 5) 8,78(
Cash payments (7,30¢€) — 1C (7,29€)
Non-cash settlements (217%) (36€) — (583
Accrual at December 26, 2009 973 — 76 1,04¢
Restructuring charges 10,05} 8,781 411 19,25¢
Reversal of charges for Q1 2010
Restructuring Plan (3,282) — — (3,2872)
Adjustments to restructuring
charges — — (76) (76)
Cash payments (6,189 — — (6,189
Non-cash settlements (182) (8,787 40 (8,929
Accrual at December 25, 2010 1,382 — 451 1,83
Restructuring charges 2,30( — — 2,30(
Adjustments to restructuring
charges — — (3749 (374
Cash payments (3,039 — (77) (3,11¢)
Non-cash settlements (44%) — — (443
Accrual at December 31,2011  $ 20C % — % — 8 20C

The liabilities we have accrued represent our estinate of the obligations we expect to incur emdd be subject to adjustment as
market conditions change. The remaining cash patsrasociated with our various reductions in watdécare expected to be completed by
the end of the first fiscal quarter of fiscal 2012

Note 5—Derivative Financial Instruments

We operate and sell our products in various glotmadkets. As a result, we are exposed to chandesdign currency exchange rates.
utilize foreign currency forward contracts to hedgginst future movements in foreign exchange tatgsaffect certain existing foreign
currency denominated assets and liabilities. Uttdsrmprogram, our strategy is to have increasefeoreases in our foreign currency exposures
offset by gains or losses on the foreign curremewérd contracts to mitigate the risks and volgtidissociated with foreign currency transac
gains or losses. We do not use derivative finanoguments for speculative or trading purposas. @rivative instruments, which are
generally settled in the same quarter, are nogdaged as hedging instruments. We record the &iirevof these contracts as of the end of our
reporting period to our Consolidated Balance Shétét changes in fair value recorded within "Othezdme (expense), net" in our
Consolidated Statement of Operations for bothzedliand unrealized gains and losses.

As of December 31, 201,1there were three outstanding foreign exchangedmt contracts to sell Japanese Yen, Korean Wortaahdy
Taiwan Dollars. The following tables provide infaation about our foreign currency forward contramitstanding as of December 31, 2011
and December 25, 2010 :

December 31, Contract Amount Contract Amount
2011 Contract Position (Local Currency) (U.S. Dollar)
(In thousands)
Japanese Yen Sell 440,35 $ 5,661
Taiwan Dollar Buy (69,959 (2,315
Korean Won Buy (703,50¢) (609)
Total USD notional amount of outstanding foreign }
exchange contracts $ 2,731
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December 25, Contract Amount Contract Amount
2010 Contract Position (Local Currency) (U.S. Dollar)
(In thousands)
Japanese Yen Sell 508,14¢ $ 6,11¢
Taiwan Dollar Buy (31,356 (1,067)
Korean Won Sell 3,754,68. 3,24¢
Total USD notional amount of outstanding foreign
exchange contracts $ 830

The contracts outstanding at December 31, 2011 sr@ered into on December 30, 2011 and matureduomaldy 3, 2012 for Taiwan
Dollar and Korean Won contracts and January 4, 20the Japanese Yen contract. Our foreign cugreoatracts are classified within
Level 2 of the fair value hierarchy as they areuedl| using pricing models that utilize observablekaginputs. There was no change in the
value of these contracts as of December 31, 2@ttitionally, no gains or losses relating to thestanding derivative contracts as of
December 31, 2011 and December 25, 2010 were mgtaharing the respective fiscal periods.

The location and amount of losses related to naigdated derivative instruments that matured inytrer's ended December 31, 2011
and December 25, 2010 in the Consolidated Stateaiédperations are as follows (in thousands):

Losses Recognized on Derivatives

Location of Loss Recognized
Derivatives Not Designated as Hedging Instruments on Derivatives FY2011 FY2010

Foreign exchange forward contracts Other Income (expense), n $ (579 $ (2,049

Note 6—Impairment of Long-lived Assets

The following table summarizes the components efitipairments that we recorded in fiscal 2011 2&id 2009 (in thousands):

Fiscal Years Ended
December 31, December 25, December 26,

2011 2010 2009

Impairment of long-lived assets:

Restructuring $ — $ 8,781 $ 36€

Assets held for sale — 34z 1,00(

Assets to be disposed of other than sale 54¢ 2,95¢ 28¢

Intangible assets — 1,082 —

Enterprise-wide impairment — 52,021 —
Total $ 54¢ $ 65,18¢ $ 1,65¢

Restructuring

We did not record any impairment charges relatealitarestructuring activities during fiscal 2011 .

In conjunction with the Q2 2010 RestructuringrPlee recorded an impairment charge of approximai&l9 million in fiscal 2010 to
write off certain equipment and software assetteel to our assembly and test operations in Kdratavtould no longer be utilized. In additic
in conjunction with the Q3 2010 Restructuring Plae,recorded an impairment charge of $7.8 milfiemcertain assets related to our Singa
manufacturing operations. This impairment was caseggrimarily of $5.8 million for leasehold imprawents, $0.6 milliorfor manufacturing
equipment and $0.6 million for software and syses®ets related to the manufacturing operationsatitigte taken out of service or
abandoned, as well as $0.8 million to adjust theygag amount of certain equipment determined tdélel for sale. In conjunction with the
restructuring actions that we implemented in fi2@09 , we recorded impairment charges of $0.4aniih the first quarter of fiscal 2009
related to certain assets that were taken outruicse

All of these charges were included within "Restuuicty charges, net" in the Consolidated StatemeinBperations in their respective
periods.
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Assets held for sale
We did not record impairment charges related toassets held for sale during fiscal 2011 .

In the third quarter of fiscal 2010 , we recordgdr@gated impairment charges of $0.3 million injooantion with the write down of a
building held for sale to its estimated fair valred certain furniture and fixtures at our Liverméaeility that were determined to be held for
sale. These impairments were included within "Impeint of long-lived assets" in the Consolidatede3teents of Operations for fiscal 2010 .

In fiscal 2009 , we recorded impairment charge$100 million related to certain equipment that wlatermined to be held for sale. The
impairment charges were originally recorded throt@bst of revenues" in the Consolidated Statemé&@tperations in our Form 1R-filed for
fiscal 2009 . However this amount has been redladgio "Impairment of long-lived assets" in therSolidated Statement of Operations for
fiscal 2009 in this Annual Report on Form 10-K tmform with the current period presentation of agspairments.

Assets to be disposed of other than sale

During fiscal 2011 , we recorded impairment chartgésling $0.5 million related to certain assetdéodisposed of other than by sale, all
of which related to the termination of certain arirg projects that had been recorded in constmdtigrogress, including aspects of certain
software development for internal use.

During fiscal 2010 , we recorded impairment chartgésling $3.0 million related to certain assetbéodisposed of other than by sale.
These charges were composed of $2.7 million ref@té¢ide termination of on-going construction-in gmess projects, including those related to
certain projects for the development and build ahofacturing equipment, as well as additional egpaipt that was in-service and identified as
excess capacity. Additionally, these charges iredu$0.3 million related to certain leasehold imgments that were abandoned as a result of
the consolidation of office space in Livermore.

In fiscal 2009 , we recorded an impairment of $iBion related to the termination of certain oniy® projects that were in
construction-in-progress. This impairment chargs wtginally recorded through "Cost of revenuesthia Consolidated Statement of
Operations in the Form 10-K filed for fiscal 200however, this amount has been reclassified to dinmpent of long-lived assets" in the
Consolidated Statement of Operations for fiscal®2ibthis Annual Report on Form 10-K to conformiwihe current period presentation of
asset impairments.

All of these charges are included in "Impairmentoofg-lived assets" in the Consolidated Statemeh@perations for their respective
periods.

Intangible assets
We did not record impairment charges related toimmangible assets during fiscal 2011 and 2009 .

During fiscal 2010 , the combination of varioustéas, including our renewed focus on simplifyinglaefocusing our operations on our
core competencies, resulted in our decision toceedforts geared at licensing and marketing tlitsvaoe underlying certain of our intangible
assets related to precision motion control autamatiat were acquired in conjunction with our asgign of certain assets from
Electroglas, Inc. in 2009 through a bankruptcy pesting. As a result, we performed an impairmenlyaisof these purchased intangible
assets during the third quarter of fiscal 2010 @odrded an impairment charge of $1.1 million fog tarrying amount of the impaired assets.
The impairment charge was included in "Impairmdribng-lived assets" in the Consolidated StatemefhBperations.

Enterprise-wide impairment

At the end of the third quarter of fiscal 2010 aufdition to the specific impairments discussedvabwe determined that an enterprise-
wide impairment analysis of our long-lived asse#swequired due to the combined effect of a sustiaitecline in the Company's stock price, a
significant change in our business strategy in eatian with the Q3 2010 Restructuring Plan, andiméicg operating losses and net cash
outflows from operations. Accordingly, managemeviewed the recoverability of its long-lived asdetthe third quarter of fiscal 2010 .

We determined our long-lived asset group to becouasolidated long-lived assets as we had deterntiveedve operate as one reporting
unit and segment. This asset group included prgperd equipment, as well as purchased intangilsetasThe recoverability of assets to be
held and used was measured by comparing the cgraymount of these assets, after adjustment foraheus specific impairments discussed
above, to the estimated undiscounted future castsfexpected to be generated by the assets. ¢htinging amount of the asset exceeds its



estimated undiscounted future net cash flows, grairment charge is recognized by the amount by fwtiie carrying amount of the
asset exceeds the fair value of the asset.
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As a result, we concluded that our business wasalnletto fully recover the carrying amount of ossets. Accordingly, we reviewed the
carrying amounts at September 25, 2010 of all oflang-lived assets for impairment. The review itveal estimating the fair value in an
exchange transaction of our asset group, compatriol fair value to the carrying amount of the agsetip, after adjustment for the various
specific impairments discussed above, and recotlidipgirment charges to reduce the pre-impairmemyicey amount of the asset group to its
estimated fair value.

Determining the fair value of an asset group unjudgmental in nature and requires the use offgignt estimates and assumptions,
including current replacement costs, revenue groatiés and operating margins, and discount ratesng others. Accordingly, we were
required to make various estimates in determirtiregfair values of our asset group at Septembe?@B) . Where appropriate, we utilized a
market approach to estimate the fair value of eaperty and equipment. This approach includeddbkaetification of market prices in actual
transactions for similar assets based on askinggfor assets currently available for sale, as agebbtaining and reviewing certain direct
market values based quoted prices with manufactamed secondary market participants for similaiggent. However, due to the highly
customized nature of our manufacturing equipmenprirearily utilized the cost approach to estimdte tair value of our property and
equipment. To determine the estimated fair valueunfproperty and equipment at September 25, 2@tustment factors, including cost tre
factors, were applied to each individual assettsiral cost in order to estimate current replacentest. The current replacement cost was then
adjusted for estimated deductions to recognizetfeets of deterioration and obsolescence frormsalises, as well as indirect costs such as
installation.

The estimated fair value of the purchased intaegislsets was determined based on a combinatismoohtome-based approaches, as
this combination was deemed to be the most indieaif the Company's fair value in an orderly tratisam between market participants. Under
these two income approaches we determined faievased on both the estimated future cash flowsdtirgg from the licensing of the
technology underlying the intangible asset, as a®lihe estimated future cash savings achievetbdhe avoidance of costs resulting from the
internal use of the underlying technology. Thereated cash flows in each approach were discountesh lestimated weighted-average cost of
capital which reflects the overall level of inhereisk of the enterprise and the rate of returmatside investor would expect to earn.

For each asset, we then compared the estimatedafai to the individual asset's carrying amourddatermine the amount of the
impairment charge. Based on this analysis, we dazban impairment charge of approximately $52.0ionilin the third quarter of fiscal 2010
This charge, which was included in "Impairmentarfd-lived assets" in the Consolidated Statemen@pefrations, comprised $27.7 millifor
leasehold improvements, $11.2 million for manufédoty equipment, $8.5 million for computer equipmeant software, $4.4 million for
construction-in-progress and $0.2 million for puastd intangible assets.

Note 7—Fair Value

We use fair value measurements to record fair vadljestments to certain financial and non-finanagdets and to determine fair value
disclosures. Our marketable securities are findiasisets recorded at fair value on a recurringsb&ge also have certain manufacturing
equipment held for sale, which are measured av#dire on a non-recurring basis and included witRirepaid expenses and other current
assets" in the accompanying Consolidated BalaneetSh

The accounting standards define fair value, esthlaliframework for measuring fair value in gengraicepted accounting principles,
and require disclosures about fair value measurtsnEair value is defined as the price that wodddreived from selling an asset or paid to
transfer a liability in an orderly transaction beem market participants at the measurement daten\Wétermining the fair value measurem
for assets and liabilities required to be recoraefhir value, we consider the principal or mostattageous market in which we would transact
and consider assumptions that market participantddwse when pricing the asset or liability, sastinherent risk, transfer restrictions, and
risk of nonperformance. The accounting standardainivalue establishes a fair value hierarchy tequires an entity to maximize the use of
observable inputs and minimize the use of unobsémiaputs when measuring fair value. A financretiument's categorization within the fair
value hierarchy is based upon the lowest levehpfii that is significant to the fair value measueatm The standard describes a fair value
hierarchy based on three levels of inputs, the fiive of which are considered observable and teeunobservable, that may be used to me:
fair value:

* Level 1—Quoted prices in active markets for identical assetiabilities
* Level 2—nputs, other than the quoted prices in active mtarkthat are observable either directly or indiye
« Level 3—Unobservable inputs that are supporietittte or no market activity and that are sigoint to the fair value of the assets or
liabilities.
We adopted the accounting standard for fair vatuefahe beginning of our fiscal 2008 year for financial assets and financial
liabilities, and as of the beginning of our 2008kl year as it related to non-recurring fair vaheasurement
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requirements for non-financial assets and liab#iti
Assets Measured at Fair Value on a Recurring Basis

We measure and report certain assets and liabibitiéair value on a recurring basis, including mpmarket funds, U.S. government
securities, agency securities, commercial papetd@eign currency derivatives. The following tablepresent the fair value hierarchy for our
financial assets (cash equivalents and marketaiolgrisies):

Fair value measured on a recurring basis as ofdkee31, 2011 (in thousands):

Level 1 Level 2 Total
(In thousands)

Cash equivalents

Money market funds $ 106,14 $ — $ 106,14

Commercial paper — 8,99¢ 8,99¢
Marketable securities

U. S. treasury — 76,66: 76,66:

Agency securities — 78,98 78,98

Commercial paper — 1,99¢ 1,99¢

$ 106,147 $ 166,64: $ 272,78t

Fair value measured on a recurring basis as ofrbleee25, 2010 (in thousands):

Level 1 Level 2 Total
(In thousands)

Cash equivalents

Money market funds $ 82,99¢ $ — $ 82,99¢

Commercial paper — 16,99! 16,99!
Marketable securities

U. S. treasury — 105,86 105,86!

Agency securities — 108,17: 108,17:

Commercial paper — 11,99( 11,99(

$ 82,99¢ $ 243,01¢ $ 326,01t

The Level 1 assets consist of our money market flepbsits. The Level 2 assets consist of our ededior-sale investment portfolio,
which are valued utilizing a market approach. @Gwestments are priced by pricing vendors who prexidbservable inputs for their pricing
without applying significant judgments. Broker'sgpng is used mainly when a quoted price is noflabée, the investment is not priced by our
pricing vendors or when a broker price is moreafle of fair values in the market in which thgestment trades. Our broker-priced
investments are labeled as Level 2 investmentsusedair values of these investments are basedrilaisassets 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.

81




Table of Contents
FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Assets Measured at Fair Value on a Nonrecurringi®as

The following table represents the fair value hielng for our long-lived assets measured at faiugan a nonrecurring basis at their
respective measurement dates (in thousands) atibere31, 2011 :

Total Losses

Level 3 Fiscal 2011
Long-lived assets held for sale $ 38 % =
Total $ 38 % —

At the end of fiscal 2010 , we had a building hieldsale in Livermore, California, which was cldi&si as Level 2 because the estimated
fair value of the building was determined usingutspthat reflected the assumptions market partitgpavould use in pricing the building
developed based on market data obtained from seindependent of us. During the fiscal quartereendarch 26, 2011 we placed this
building back into service at its carrying valueb@f8 million , resulting in a reclassificationtbe balance from 'Prepaid expenses and other
current assets' to 'Property, plant and equipnmattjn the Condensed Consolidated Balance Stgsx.Note 3 Balance Sheets Component
the Notes to the Consolidated Financial Statemfent:iore information.

We also have certain manufacturing equipment taiddle in Livermore, California which is classifias Level 3 as we used
unobservable inputs in their valuation reflecting assumptions that market participants would ng&icing this asset due to the absence of
recent comparable market transactions and inh&ekf liquidity. As of both December 31, 2011ddbecember 25, 2010, our held for sale
assets in Livermore were valued at $0.4 million eodtinued to be classified as Level 3 based offictiethat we used unobservable inputs in
their valuation reflecting our assumptions that keaiparticipants would use in pricing this asset ttuthe absence of recent comparable m:
transactions.

Other than the building previously held for salattivas put into service during the three monthedndarch 26, 2011 , we did not have
any assets that were transferred to or from LevkIrthg the year ended December 31, 2011 .

The following table represents the fair value hielng for our long-lived assets measured at faiugan a non-recurring basis at their
respective measurement dates (in thousands) atibere25, 2010 :

Total Losses

Level 2 Level 3 Total Fiscal 2010

Long-lived assets held and used $ 38,04: $ — $ 38,04: $ (52,02)
Long-lived assets held for sale 79C 38¢ 1,17¢ (1,229
Total $ 3883 $ 38¢ $ 39,227 $ (53,25()

In conjunction with our enterprise-wide asset impaint analysis performed in the third quarter s€dil 2010, long-lived assets held and
used with a carrying amount of $90.0 million wenétten down to their estimated fair value of $3illion at September 25, 2010, in
accordance with the provisions for the impairmemdisposal of long-lived assets. The total impaiineharge of $52.0 million was included in
“Impairment of long-lived assets” in the ConsoligtStatement of Operations during the third quartéiscal 2010 . The amounts in the table
above reflect the results of the non-recurring ¥alue measurement as of the third quarter of 2@89of December 25, 2010 , there were no
additional non-recurring fair value measuremensoeisited with these assets, and the carrying anaduhése assets have been reduced for
depreciation on the new carrying values in thetfoquarter of fiscal 2010 , which is discussed ote\3 - Balance Sheet Components of the
Notes to the Consolidated Financial Stateme

At the end of fiscal 2009 , the aforementionedding held for sale in Livermore, California, waassified as Level 3 as we used
unobservable inputs in its valuation reflecting assumptions that market participants would ugiging this asset due to the absence of
recent comparable market transactions and inh&ekof liquidity. During fiscal 2010 we determined that the carrying amount of théding
that was held for sale exceeded its estimated/éire. In accordance with the provisions for theamment or disposal of lonigred assets, th
building held for sale was written down to its esited fair value, less estimated costs to seB0d8 million , resulting in a loss of $0.1
million , which was included in “Impairment of lofliyed assets” in the Consolidated Statement ofr@jmns for fiscal 2010 . As of
December 25, 2010, this building held for sale easied at $0.8 million . Because the updatedredtid fair value of the building was
determined using inputs that reflected the assumgptmarket participants would use in pricing thidimg developed based on market data



obtained from
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sources independent of us, we transferred thislingilfrom Level 3 to Level 2 in fiscal 2010 .

Our fair value processes include controls thadassgned to ensure appropriate fair values argdedo Such controls include model
validation, review of key model inputs, and anadysi period-over-period fluctuations and independeoalculation of prices.

Note 8—Intangible Assets

In October 2009 , we completed the acquisitionesfain assets from Electroglas, Inc. ("Electroglaa'company under Chapter 11
bankruptcy protection in Delaware. The assets aeduionsisted of manufacturing and testing equignsgare parts and components relate
the purchased equipment and intellectual propegeta representing developed technology rightseeta precision motion control
automation and all of the intellectual propertyhtgyof Electroglas, with the exception of certaademark rights. The purchase price for the
assets, including transaction costs, of approxim&®l1.8 million was capitalized in the fourth gtearof fiscal 2009 .

Of the total purchase price, $3.6 million was adlied] to property and equipment, $7.8 million wéacalted to intellectual property
assets, and $0.4 million was allocated to othereciiassets.

As discussed in Note 6—Impairment of Long-lived étss we wrote off $1.1 million carrying amount ef@in purchased intellectually
property in the third quarter quarter of fiscal QGind recorded $0.2 million of impairment chargéh®remaining intangible assets as part of
the enterprise-wide impairment analysis. As of Delger 31, 2011 , the carrying amount of our intalegéssets was $3.2 million , with $5.9
million as the gross amount and $2.7 million asabeumulated amortization. We recorded $1.2 miliarortization expense for our intangible
assets in fiscal 2011 , all of which was chargedast of revenues. The purchased intellectual ptppessets had a weighted average remaining
amortization period of 2.7 years at December 8112 The intangible assets are included in "Otherta$&ethe Consolidated Balance She

Based on the carrying value of the intangible assstorded as of December 31, 2011 , and assurnisghsequent additions to or
impairment of the underlying assets, the remaiesigmated annual amortization expense is expeotbd as follows (in thousands):

Fiscal Year Amount
2012 $ 1,17¢
2013 1,17¢
2014 88:<
Total $ 3,241

As of December 25, 2010 , the carrying amount ofistangible assets was $4.4 million , with $5.9liovi as the gross amount and $1.5
million as the accumulated amortization. The amation of the purchased intellectual property assets $1.7 million for fiscal 2010 , of
which $1.3 million was charged to cost of revenaied $0.4 million was charged to selling, general administrative expense.

Note 9—Commitments and Contingencies
Environmental Matters

We are subject to U.S. Federal, state and locdlfemeign governmental laws and regulations retatmthe protection of the
environment, including those governing the discharfpollutants into the air and water, the manag#rand disposal of hazardous substances
and wastes, the clean-up of contaminated siteshenhaintenance of a safe workplace. We believiewkacomply in all material respects with
the environmental laws and regulations that applys, including those of the California Departmefnt oxic Substances Control, the Bay A
Air Quality Management District, the City of Liveore Water Resources Division and the Californiai€dn of Occupational Safety and
Health. We did not receive any notices of violasiafi environmental laws and regulations in fis@l 2 or fiscal 2010 . In fiscal 2009 we
received one notice of violation from the City af/érmore regarding a violation of certain appli@blaste water discharge limits. For the
notice received, we promptly investigated the ol took what we believed to be appropriate stepEddress the 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 belige it is not probable that a liability has beecvimed as of December 31, 2011 .

While we believe that we are in compliance in aditerial respects with the environmental laws agdilaions that apply to us, in the
future, we may receive additional environmentalation notices, and if received, final resolutiditize
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violations identified by these notices could hamm operations, which may adversely impact our dpegaesults and cash flows. New laws
and regulations, stricter enforcement of existangd and regulations, the discovery of previousknawn contamination at our or others' sites
or the imposition of new cleanup requirements caldd harm our operations, thereby adversely inipgoiur operating results and cash flo

Contractual Obligations

The following table sets forth our commitments éttle contractual obligations in cash as of Decam3fie 2011 :

Payments Due In Fiscal Years

2012 2013-2014  2015-2016  After 2016 Total
(In thousands)
Operating leases $ 383 $ 6500 $ 4832 $ 1253t $ 27,70:
Other purchase obligations 3,38¢ 42C 35C — $ 4,15¢
Total $ 7222 $ 692( $ 518 $ 1253t $ 31,86!

We lease facilities under non-cancellable operdtiages with various expiration dates through 20Rie facilities generally require us
to pay property taxes, insurance and maintenansts.deurther, several lease agreements contaimeseatation 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 extenteaew most of our leases which may increase theguminimum lease commitments.

Rent expense for the fiscal years ended Decemh&031 , December 25, 2010 , and December 26, 26@3 approximately $4.8
million , $5.4 million and $5.7 million , respectiy.

Other purchase obligations are primarily for pusggaof inventory and manufacturing related sereadracts. For the purposes of this
table, other purchase obligations are defined eseagents that are enforceable and legally bindivbtbat specify all significant terms,
including: fixed or minimum quantities to be purskd,; fixed, minimum or variable price provisionsgdahe approximate timing of the
transaction. The expected timing of payment ofablégations discussed above is estimated basedformation available to us as of
December 31, 2011 . Timing of payments and actmaluats paid may be different depending on the tifreceipt of goods or services or
changes to agreed-upon amounts for some obligations

The table above excludes our gross liability foramognized tax benefits, which totaled approxinya$dl7.8 million as of December 31,
2011 and are classified in deferred taxes and ddingrterm tax liabilities on our consolidated bada sheet. The timing of any payments which
could result from these unrecognized tax benefilsdepend upon a number of factors. Accordinghg timing of payment cannot be estime
and has been excluded from the table above. A®oémber 31, 2011 , the changes to our uncertaipdsitions in the next 12 months, that
are reasonable possible, are not expected to haigaificant impact on our financial position osudts of operations.

Indemnification Arrangements

We may, from time to time in the ordinary courseof business enter into contractual arrangemeititstiird parties that include
indemnification obligations. Under these contrattrsangements, we have agreed to defend, inderanidyor 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 indemastin favor of our lessors in connection with fiagileasehold liabilities that we may cause. In
addition, we have entered into indemnification agrents with our directors and certain of our ofig@and our bylaws contain indemnification
obligations in favor of our directors, officers aaglents. These indemnity arrangements may limityghe of the claim, the total amount that we
can be required to be paid in connection with titeemnification obligation and the time within whiah indemnification claim can be made.
The duration of the indemnification obligation maary, and for most arrangements, survives the ageaeterm and is indefinite. We believe
that substantially all of our indemnity arrangensemrtovide either for limitations on the maximumedtal future payments we could be
obligated to make, or for limitations on the typélaims and damages we could be obligated tonmmify, or both. However, it is not possible
to determine or reasonably estimate the maximurantia amount of future payments under these indlgcation obligations due to the
varying terms of such obligations, a lack of higtof prior indemnification claims, the unique faetsd circumstances involved in each
particular contractual arrangement and in eachnpialefuture claim for indemnification, and the timgency of any potential liabilities upon
the occurrence of events that are not reasonaldyrdamable. We have not had any requests for indfezation under these arrangements. Our
management believes that any liability for thegskemnity arrangements would not be material to capmpanying consolidated financial
statements. We have not recorded any liabilitiesifese indemnification arrangements on our codatdid balance sheet as of December 31,
2011.
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Legal Matters

From time to time, we may be subject to legal pediegs and claims in the ordinary course of busings of the filing of this Annual
Report on Form 10-K, we were not involved in anytenal legal proceedings, other than the proceedsugnmarized below. In the future we
may become a party to additional legal proceedihgsmay require us to spend significant resourioeljding proceedings designed to protect
our intellectual property rights and to collect {pdise accounts receivable from our customers.

Customs and Trade Matters

From time to time, we receive communications fraertain jurisdictions regarding customs and inditagtmatters such as customs
duties and value added taxes. In fiscal 2011, weived inquiries from a foreign jurisdiction taxthaority regarding certain indirect tax matters.
We are cooperating with these inquiries, whichteeta our prior shipping process for new produdilifications and for products for certain of
our repair center activities. To date, we have wdi$1.0 million for potential exposure relatedhis matter, but it is possible that the inquiries
could result in additional material liabilities atitht we could incur material expenses in respantbrthe inquiry.

Patent Litigation

In 2005, we filed a patent infringement lawsuithe United States District Court for the Distri€t@regon against Phicom Corporation,
a Korea corporation, and its U.S. subsidiary, loatltectively “Phicom”, charging that it is willfufl infringing four U.S. patents that cover key
aspects of our wafer probe cards-U.S. Patent NB34%62, 6,246,247, 6,624,648, and 5,994,152006 2we also filed an amended complaint
in the same Oregon district court adding two adddi patents to the litigation-U.S. Patent Nos73,254 and 6,615,485. The district court
action proceeded in parallel with legal action weught against Phicom in Korea Courts. The distraetrt action was stayed pending
resolution of the complaint that we filed with tbeited States International Trade Commission, an@dssion, on or about November 13,
2007, seeking institution of a formal investigatiato the activities of Phicom and of Micronics dapCo., Ltd. An investigation was initiated
and, in November 2009, in response to a requesefaew of prior decisions by the assigned Admmaiste Law Judge, the Commission iss
a decision, which is termed a “final determinatidinding certain of FormFactor's asserted patdaits valid, 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 determinatthe Court of Appeals for the Federal
Circuit. The stay in the district court action agaiPhicom, now operating under the name TSC MEMS8WSLtd., was lifted. During our fisc
quarter ending September 24, 2011, we resolvedadyithe district court action in Oregon, as wellaay continuing infringement
proceedings, through a confidential settlementemgent.

In July 2010, we filed a patent infringement lavtsnithe United States District Court for the Nanth District of California against
Micro-Probe Incorporated alleging Micro-Probe idlfwily infringing six U.S. patents that cover agp& of our proprietary technology and
wafer probe cards. In the lawsuit we are also segikijunctive relief and money damages for Microthtr's alleged infringement of our U.S.
Patent No. 6,441,315 for “Contact Structures Withd®s Having A Wiping Motion,” U.S. Patent No. 653222 for “Interconnection Element
With Contact Blade,” U.S. Patent No. 6,965,244 “fdigh Performance Probe System,” U.S. Patent N227,371 for High Performance Prol
System,” U.S. Patent No. 6,246,247 for “Probe Gessembly and Kit, and Methods of Using Same,” an8l. lPatent No. 6,624,648 faProbe
Card Assembly.” The complaint also sought injuretiglief and damages against Micro-Probe for urfampetition and further includes
claims directed against a former employee for bredconfidence relative to our confidential andgmiety information and against the former
employee and Micro-Probe for conspiring to bredwet tonfidence. After Micro-Probe and the formepayee filed motions to dismiss, we
voluntarily filed an amended complaint which wabgtantially similar to our original complaint exd¢epat we added a claim against the for
employee alleging misappropriation of trade seaiatswe omitted the infringement allegation relatedur U.S. Patent No. 6,624,648, which
is the subject of a re-examination proceeding lgefioe U.S. Patent and Trademark Office, or USPT@ far which we received a “Notice of
Intent to Issue Inter Partes Reexamination Ceati§itin January 2012. Micro-Probe and the formeplegree have both filed answers to our
amended complaint. We have filed a second amenalaglaint in which we added allegations of infringarhbased upon two additional
patents: U.S. Patent No. 7,671,614 for “Apparahdethod for Adjusting An Orientation of ProbesidaU.S. Patent No. 7,225,538 for
“Resilient Contact Structures Formed And Then Attt To A Substrate”.

One or more third parties have initiated challeriggbe U.S. and in foreign patent offices agagestain of the above and other of our
patents. These actions include requests for re-iedion proceedings filed by Micro-Probe with th8RTO directed to our U.S. Patent
Nos. 6,246,247, 6,825,422, 6,441,315, 6,965,2225/538, 7,227,371 and 7,671,614. The USPTO grdhted-examination requests direct
to U.S. Patent Nos. 6,246,247, 6,825,422 and 63481 and granted in part the requests directed $o Ratent Nos. 6,965,244, 7,227,371 and
7,671,614. The USPTO has issued a re-examinatiificae
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for U.S. Patent No. 6,246,247. The foreign actiootude proceedings in Taiwan against several ofl@wan patents.

No provision has been made for patent-relatedhlitign because we believe that it is not probakdé aHiability had been incurred as of
December 31, 2011 . We will incur material attosidges in prosecuting and defending the varioestified actions.

Commercial Litigation

On February 20, 2009, we filed a complaint for breaf contract, common counts, account stated @jnddtive 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 oluBgpd 3, 2009, Spansion owed us $8.1 milfimnprobe cards delivered by us and not pair
by Spansion. In the complaint, we are seekinggynpent of at least $8.1 million , (ii) a temporanptective 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 og@ansion's corporate assets and property, (iv} ewst (v) attorney's fees. Prior to making
any appearance or filing any answer in the act&pagnsion 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 in the
aggregate face amount of $8.1 million to a thirchpa exchange for net proceeds of $3.5 milli@mg in October 2010, we voluntarily
dismissed our complaint against Spansion.

Note 10—Stockholders' Equity
Preferred Stock

We have authorized 10,000,000 shares of undesigjpagderred stock, $0.001 par value, none of widdhsued 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 right to one Vdte holders of common stock are also entitlagdeive dividends whenever fur
are legally available and when declared by the 8o&Directors, subject to the prior rights of heds of all classes of stock outstanding having
priority rights as to dividends. No dividends hdneen declared or paid as of December 31, 2011 .

Common Stock Repurchase Program

On October 20, 2010, the Company's Board of Dirscothorized a program to repurchase up to $50li@mof outstanding common
stock. Under the authorized stock repurchase pnogitee Company may repurchase shares from tims#odn the open market; the pace of
repurchase activity will depend on levels of caghagation, current stock price, and other facfbie stock repurchase program was annou
on October 26, 2010 and had a scheduled expirafi@ctober 19, 2011 . The program may be modifiediscontinued at any time.

On October 12, 2011, our Board of Directors autteatithe extension of this repurchase program tir@gjober 19, 2012. Under the
existing program, we may repurchase up to a tétd#6.5 million of outstanding common stock durthg program period. The terms and
conditions of the extended repurchase program rethai same as those in the original program approvéscal 2010 .

During fiscal year 2010 , we repurchased and i@ 000 shares of common stock for $0.6 milli@uring fiscal year 2011 , we
repurchased and retired 2,332,740 shares for $i#lidn . All of our repurchases were made under duthorized repurchase program.

Repurchased shares are retired upon the settlevhtre related trade transactions. Our policy egldb repurchases of our common
stock is to charge the excess of cost over paevaladditional paid-in capital. All repurchasegeveade in compliance with Rule 10b-18
under the Securities Exchange Act of 1934, as asdénd

Equity Incentive Plans

We have options to purchase shares of common siaskanding under the 1996 Stock Option Plan, ticeritive



86




Table of Contents

FORMFACTOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Option Plan and the Management Incentive Option Rlze "Plans”) for which we have reserved shavesstuance upon exercise of these
options. Since the effectiveness of our 2002 Equitgntive Plan in connection with our initial pithbffering, we do not grant any options
under the Plans. Under the Plans, the Board ofclire had the authority to issue incentive stodioog to employees and non-qualified stock
options and stock purchase rights to consultardseamployees of ours. The Board of Directors hadatitbority to determine to whom options
would be granted, the number of shares, the tedrea&arcise price (which could not be less thanrferket value at date of grant for incentive
stock options or 85% of fair market value for naralified stock options). If an employee owned stogresenting more than 10% of the
outstanding shares, the price of each share waublt keast 110% of the fair market value, as detexdiby the Board of Directors. Generally,
the options issued under the Plans vest 25% ofirth@nniversary of the vesting commencement datton a monthly basis thereafter for a
period of an additional three years. The optionsetmmaximum term of ten years. Unvested optiomoés@s are subject to repurchase upon
termination of the holder's status as an employe®asultant. At December 31, 2011 and Decembe2@%) , no shares of common stock
were subject to our right of repurchase.

On April 18, 2002, the Board of Directors adoptied 2002 Equity Incentive Plan ("2002 Plan"), whitdltame effective upon the
effective date of the initial public offering of baommon stock. The 2002 Plan provides for the tgpdboth, incentive stock options and
nonqualified stock options, restricted stock arstrieted stock units. The incentive stock optioreyrhe granted to our employees and the
nonqualified stock options, and all awards othantmcentive stock options, may be granted to eygas, directors and consultants. The
exercise price of incentive stock options musttleast equal to the fair market value of commarlson the date of grant. The exercise price
of incentive stock options granted to 10% stockbddnust be at least equal to 110% of the fair etar&lue of common stock on the date of
grant and vest over five years. All other optiorsnged under the 2002 Plan are exercisable asaiett by the Compensation Committee of
the Board of Directors. For options granted one&fobe February 9, 2006, the options generally exiginyears from date of grant and vest ¢
three to fouryears. For options granted after February 9, 20@6pptions generally expire seven years from #te df grant and vest over th
to four years. Options re-granted as a result olstack exchange program in the fourth quartersaial 2010 (see Note 11—Stock-Based
Compensation of Notes to the Consolidated FinarBt@ements) expire five years from date of théharge and vest over three years.
Restricted stock and restricted stock units grantetker the 2002 Plan generally vest over four yeeasinual tranches.

We initially reserved 500,000 shares of commonlsfocissuance under the 2002 Plan plus any shbhathave been reserved but not
issued under our prior equity plans, plus any shegpurchased at the original purchase price apaptions which expire, thereafter. In
addition, on each January 1, the number of shaahle for issuance under the 2002 Plan willizréased by an amount equal to 58Rhe
outstanding shares of common stock on the precetiiyig

At December 31, 2011, 11,578,098 shares wereahlaifor grant under the 2002 Plan.
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Stock Options

Activity of the stock options under the Plans almel 2002 Plan is set forth below:

Outstanding Options

Weighted
Average
Weighted Remaining Aggregate
Number of Average Contractual Intrinsic
Shares Exercise Price Life in Years Value
Outstanding at December 27, 2008 6,686,821 $ 27.3¢
Options granted 449,98( 17.71
Options exercised (319,38¢) 13.37
Options canceled (957,599 34.8(
Outstanding at December 26, 2009 5,859,82 26.17
Options granted (1) 3,425,30 10.1¢
Options exercised (115,59 5.9¢
Options canceled (2) (3,851,14) 28.6(
Outstanding at December 25, 2010 5,318,38 14.5:
Options granted 459,75( 9.72
Options exercised (141,280) 6.47
Options canceled (1,017,83) 19.92
Outstanding at December 31, 2011 4,619,02° $ 13.11 445 $ —
Vested and expected to vest at December
31,2011 4,376,04. $ 13.2¢ 437 $ —
Exercisable at December 31, 2011 243571 $ 16.1C 351 $ =
(1) Options granted in fiscal 2010 included 674,8B8ares of re-granted stock options with an egengrice of $8.61 per share as
a result of our stock option exchange program &ffe®ctober 1, 2010.
(2) Options canceled in fiscal 2010 included 2,782 shares with a weighted average exercise pfi$29.58 per share as a

result of our stock option exchange program efiec@ctober 1, 2010.

The intrinsic value of option exercises during 2011 was $0.2 million . Cash received from stopkon exercises in fiscal 2011 was
$0.9 million . We did not realize any gross tax &fés in connection with these exercises.

The intrinsic value of option exercises during &s2010 was $0.5 million . Cash received from stoplon exercises in fiscal 2010 was
$0.7 million . We did not realize any gross tax &fés in connection with these exercises.

The intrinsic value of option exercises during &s2009 was $2.5 million . Cash received from stoplon exercises in fiscal 2009 was
$3.5 million . In connection with these exercigbg, gross tax benefit realized by us was $10,000 .

We expect to settle employee stock option exerdigassuing new shares under the 2002 Plan.
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Restricted Stock Units

Restricted stock units are converted into sharesioEommon stock upon vesting on a one-for-onésb@ke vesting of restricted stock
units is subject to the employee's continuing serd us. Activity of the restricted stock unitedden our 2002 Plan for the fiscal year ended
December 31, 2011 is set forth below:

Weighted

Number of Average Grant

Shares Date Fair Value

Restricted stock units at December 27, 2008 583,86! $ 19.92
Granted 1,151,46: 18.0C
Vested (160,13) 15.5¢
Canceled (83,519 18.4¢
Restricted stock units at December 26, 2009 1,491,67! 18.51
Granted 776,31¢ 14.57
Vested (464,05() 18.9¢
Canceled (431,039 17.9¢
Restricted stock units at December 25, 2010 1,372,911 16.2¢
Granted 687,64! 9.9
Vested (510,33() 16.7¢
Canceled (242,929 15.8:
Restricted stock units at December 31, 2011 1,307,300 g 12.8¢

The total fair value of restricted stock units eestiuring fiscal 2011 , 2010 and 2009 was $4.6anil] $6.0 million and $2.5 million
respectively.

2002 Employee Stock Purchase Plan

On April 18, 2002, the Board of Directors approvied 2002 Employee Stock Purchase Plan ("2002 ESPRE)2002 ESPP is designed
to enable eligible employees to purchase sharesrofnon stock at a discount on a periodic basisutitrgpayroll deductions. Effective from
February 1, 2007, the offering periods under the&22BSPP are a 12 month fixed offering period conuimg on February 1 of each calendar
year and ending on January 31 of the subsequestidal year, andsix month fixed offering period commencing on Augli®f each calendar
year and ending on January 31 of the subsequestidal year. Th12 month offering period consists of two six mopthrchase periods and
the six month offering period consists of one sbmiih purchase period. The price of the common spackhased is 85% of the lesser of the
fair market value of the common stock on the filgy of the applicable offering period or the laay @f each purchase period, 1,500,000 share:
of common stock were initially reserved for issuannder the 2002 ESPP. In addition, the numbeharfes available for issuance under the
2002 ESPP will be increased on each January 1 lbyraunt equal to 1.0% of the outstanding shareswimon stock on the preceding day.

During fiscal 2011 , 2010, and 2009 , employeesimsed 386,818 shares, 365,871 shares and 26haBs under this program at a
weighted average exercise price of $7.27 , $10086$4.3.37 , respectively.

Note 11—Stock-Based Compensation

We account for all stock-based compensation to eyels and directors, including grants of stockanstj as stock-based compensation
costs in the Consolidated Financial Statementstbasehe fair value measured as of the date oftgfdnese costs are recognized as an exf
in the Consolidated Statements of Operations dweregquisite service period and increase additipa@-in capital.
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The table below shows the stock-based compensatipense included in the Consolidated Statemenjpef&ions (in thousands):

Fiscal Years Ended

December 31, December 25, December 26,

2011 2010 2009
Stock-based compensation expense included in:
Cost of revenues(1) $ 347: $ 3,73 % 3,51¢
Research and development 4,29% 5,61( 4,407
Selling, general and administrative(2)(3) 6,08: 8,27( 12,631
Restructuring charges, net — 19C 21¢€
Total stock-based compensation 13,84¢ 17,80: 20,77¢
Tax effect on stock-based compensation — — —
Total stock-based compensation, net of tax $ 1384¢ $§ 17,80t $  20,77¢
(1) Fiscal 2011 includes $0.3 million of net stdzdsed compensation expense resulting from the roatién and acceleration
certain stock options and restricted stock unitg tormer executive in conjunction with a separatigreement and mutual
release.
(2) Fiscal 2010 includes $0.5 million of stock-bdsompensation expense and an offsetting berfe.@ million related to the

reversal of previously recognized expense for utegestock options resulting from the modificatiordacceleration of the
vesting of certain stock options and restrictedlstmits awarded to our former executive memberimjunction with their
departure from the Company (See Note 15—Departfubxecutive Officers of the Notes to Consolidatedarcial
Statements). Additionally, fiscal 2010 includesI$illion of net stock-based compensation expeasslting from the
modification and acceleration of the vesting otaer stock options and restricted stock units aedrd former members of
the Board of Directors in conjunction with theimpdeture from the Company.

3) Fiscal 2009 includes $2.5 million of stobksed compensation expense resulting from the foatiifn and acceleration of t
vesting of a portion of options awarded to our fdemand former Executive Chairman of the Board iné€ors in
conjunction with his separation agreement and niualease.

Stock Options

The exercise price of each stock option equalsitheket price of our stock on the date of grant. Mimions are scheduled to vest over
three to four years and expire seven years frongithet date. The fair value of each option graeisiimated on the date of grant using the
Black-Scholes option pricing model. In addition, estimate forfeitures when recognizing compensagipense, and 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 recognizedcmnge in estimate in the period of change alicilwo impact the amount of compensat
expense to be recognized in future periods.

The following weighted-average assumptions werel is¢he estimated grant-date fair value calcuketifior stock options granted in
fiscal 2011 , 2010 and 2009 . The re-granted optfoom our stock exchange program are excluded fhastable.

Fiscal Years Ended

December 31, December 25, December 26,

2011 2010 2009
Stock Options:
Dividend yield —% —% —%
Expected volatility 50.3(% 50.8%% 52.1%
Risk-free interest rate 1.67% 1.23% 1.68%
Expected life (in years) 4.2¢ 4.4; 4.6¢

Our computation of expected volatility was basecdaombination of historical and market-based iggpholatility
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from traded options on our common stock. We beltbet including market-based implied volatilitytime calculation of expected volatility
results in a more accurate measure of the volagkpected in future periods. Risk-free interegtgare yields for zero-coupon U.S. Treasury
notes maturing approximately at the end of the etqukoption life. We determine the expected ternednysidering several factors, including
historical option exercise behavior, post vestingpdver rates, contractual terms and vesting psriddhe options granted. In fiscal 2010 , we
granted approximately 2.0 million stock optionstoployees with vesting periods that range from tovthree years and contractual terms that
range from five to seven years. Because we didhaeg sufficient historical data for stock optionighwsimilar vesting or contractual terms, the
simplified method was applied for deriving the esfeel term for these stock options. The simplifiegtmod is based on the vesting period and
the contractual term for each grant, or for eadtimg-tranche for awards with graded vesting. The-point between the vesting date and the
expiration date is used the expected term undsmtleithod. We did not apply the simplified metho@ny stock options granted in fiscal 2011

During fiscal 2011 , 459,750 shares of stock optimere granted under the 2002 Plan with a weightedage grant-date fair value of
$4.06 per share. Excluding the 679,864 shareoksiptions that were re-granted on October 1, 201015,445 shares of stock options were
granted in fiscal 2010 with the weighted averagetidate fair value of $4.46 per share. Duringdfi®009 , 449,980 shares of stock options
were granted under the 2002 Plan with the weigatedage grant-date fair values of $7.96 per share.

As of December 31, 2011 , the unamortized stocledasmpensation balance related to stock optiossp8e2 million after estimated
forfeitures, which will be recognized over an estied period of 2.1 years based on the weightexhgealays to vest.

Stock Option Exchange

On October 1, 2010, we completed an offer to exgha®rtain outstanding employee stock options totfase shares of the Company's
common stock. Eligible for the exchange were outditeg options, vested or unvested, held by cureergloyees (excluding directors and
executive officers) with an exercise price greétten or equal to $13.63 per share. Subject todimes and conditions of the exchange offer, we
accepted for exchange and cancelled options tdpaecan aggregate of 2,779,782 shares with a wee€igiverage exercise price of $29.58 per
share, and issued new options to purchase an adgrefy679,864 shares with an exercise price @§8er share, the closing stock price of
common stock on October 1, 2010. The new optiorre weanted under our 2002 Plan and vest 33% ofirth@nniversary of the vesting
commencement date and on a monthly basis therdaftarperiod of an additional two years. The agstions that were used in estimating
grant-date fair value for these re-granted stodloap were 0% dividend yield, 52.61% of expectelitility, 3.35 years of expected life and
0.74% of risk-free interest rate. The grant-datevialue of the re-granted stock options was $@&5share. The incremental compensation
expense resulting from the completion of the exgeanifer did not have a material impact on our otidated financial position, results of
operations and cash flows.

Employee Stock Purchase Plan

During the fiscal year ended December 31, 2015,838 shares were issued under the 2002 ESPP. Bsoafmber 31, 2011 , we had
$0.1 million of total unrecognized stock-based cemgation expense, which will be recognized ovemtbighted average period of
approximately one month. Compensation expensddslated using the fair value of the employeesthase rights under the Black-Scholes
model. The following assumptions were used in egimg the fair value of employees' purchase righiger the 2002 ESPP:

Fiscal Years Ended

December 31, December 25, December 26,

2011 2010 2009
Employee Stock Purchase Plan:

Dividend yield —% —% —%
Expected volatility 53.4% 41.2%% 38.42%
Risk-free interest rate 0.23% 0.24% 0.32%
Expected life (in years) 0.8 0.7 0.6

Restricted Stock Units

The fair value of restricted stock units is deteredi using the market closing price of our commoulksbn the grant date, and
compensation cost is recognized over the vestinggen a straight line basis. The restricted stacks generally vest over four years.
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During fiscal 2011 , 2010 and 2009 , 687,645 shatés,318 shares and 1,151,48@res of restricted stock units were granted uode
2002 Plan with the weighted average grant-datevidires of $9.94 , $14.57 and $18.00 per sharpecéisely. As of December 31, 2011 , the
unamortized stock-based compensation balance delatestricted stock units was $8.4 million aftstimated forfeitures, which will be
recognized over an estimated period of 2.5 yeasgdon the weighted average days to vest.

Note 12—Income Taxes

The components of loss before income taxes wefallas/s (in thousands):

Fiscal Years Ended

December 31, December 25, December 26,

2011 2010 2009
United States $ (71,17) $ (178,849 $ (130,81Y
Foreign 3,29( (11,357 (11,629

$ (67,88) $ (190,200 $ (142,439

The components of the provision for income taxesaarfollows (in thousands):

Fiscal Years Ended

December 31, December 25, December 26,

2011 2010 2009
Current provision (benefit):
Federal $ (157 $ (2,436) $ (25,26)
State 1 (207) 61
Foreign (54€) 2,72¢ 80¢€
(702) 18t (24,400
Deferred provision (benefit):
Federal (37) (85) 30,88¢
State — — 8,51¢
Foreign (1,162) (2,020 (1,799
(1,199 (2,10 37,61«

Total provision for (benefit from) income taxes  $  (1,90) $ (1,920 $ 13,21«

The following is a reconciliation of the differenbetween income taxes computed by applying ther&deatutory rate of 35% and the
provision for (benefit from) income taxes for fis@911 , 2010 and 2009 (in thousands):

Fiscal Years Ended

December 31, December 25, December 26,
2011 2010 2009

U.S. statutory Federal tax rate $ (23,759 $ (66,57) $ (49,85¢)
State taxes and credits, net of Federal benefit (1,890 (5,77¢) (429
Amortization of stock-based compensation, net
tax benefit 287 60€ 484
Research and development credits (2,499 (2,622 (2,435
Foreign net operating losses — — 4,62¢
Tax exempt interest income — — (90
Foreign taxes at rates different than the U.S. (294) 2,76 (244)
Other permanent differences 12¢€ 1,82¢ 2,43¢
Change in valuation allowance 25,62 68,63/ 57,70:
Other 50€ (785) 1,00¢

Total $ (1,900 $ (1,920 $ 13,21
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Deferred tax assets and liabilities are recogniaethe future tax consequences of differences eetwhe carrying amounts of assets
and liabilities and their respective tax basesgisimacted tax rates in effect for the year in whighdifferences are expected to be reversed.
Significant deferred tax assets and liabilitiessistof the following (in thousands):

Fiscal Years Ended

December 31, December 25,

2011 2010

Tax credits $ 25,16¢ $  22,12¢
Inventory reserve 20,02¢ 18,147
Other reserves and accruals 4,241 4,472
Non-statutory stock options 19,70¢ 25,06:
Depreciation and amortization 10,68: 14,99¢
Net operating loss carryforwards 96,21¢ 48,88¢
Gross deferred tax assets 176,04¢ 133,69
Valuation allowance (168,879 (127,730)
Total deferred tax assets 7,171 5,96:
Unrealized investment gains (102) (280)
Total deferred tax liabilities (102) (280)
Net deferred tax assets $ 7,06¢ $ 9,68t

We are required to evaluate the realizability aof deferred tax assets in both our U.S. and non4{ur8dictions on an ongoing basis in
accordance with GAAP to determine whether thegeriged for a valuation allowance with respect thsieferred tax assets. During fiscal
2011 and 2010 , we maintained a valuation allowagaenst our U.S. deferred tax assets. We intemagiatain a valuation allowance until
sufficient positive evidence exists to supportralization of such deferred tax assets.

During the fiscal quarter ended June 25, 2011, &terchined that it is more likely than not that tieferred tax assets of a non-U.S.
jurisdiction will be realized after considering pbsitive and negative evidence. Positive evidencleded finalization of our currel
restructuring activity for the related foreign gdiction and conclusion that such location will tioane to be in operation for the foreseeable
future, as well as a forecast of future taxableine sufficient to realize such deferred tax agsets to the expiration of existing net operating
loss carryforwards due to a change in the enstylscture to a cogttus arrangement. Accordingly, a deferred tax \idmaallowance release
$2.5 million was recorded as an income tax beuefiing the quarter. Our conclusion that it is mideely than not that such deferred tax assets
will be realized is strongly influenced by the egfagion that such location will continue to be meeation for the foreseeable future. We bel
such conclusion is reasonable in light of our curaperational structure and forecasted operatioois, for the foreign jurisdiction and our
consolidated operations; however, such conclusidgnherently uncertain. Therefore, if we have niatemforeseen losses or are required to
restructure our non-U.S. operations to furtherrabgr operating expense structure with our expeteenues, then its ability to generate
sufficient income necessary to realize a portiothefdeferred tax assets may be reduced and atioaddlcharge to increase the valuation
allowance may be recorded.

The valuation allowance against deferred tax assetsisted of the following activity for the fisogars ended December 31, 2011 ,
December 25, 2010 and December 26, 2009 (in thds$an

Balance at Balance at
Beginning End of
Description of Year Additions Reduction Year
Allowance against deferred tax assets
Year ended December 26, 2009 $ 1,398 3 57,70: $ — $ 59,097
Year ended December 25, 2010 59,09" 68,63« — 127,73:
Year ended December 31, 2011 127,73: 44,52( (3,376 168,87:

At December 31, 2011 , we had Federal researclienelopment tax credit, net operating loss, andidortax credit carryforwards of
approximately $18.5 million , $231.3 million and.$illion , which will expire at various dates fno2015 through 2031 . We had alternative
minimum tax credits of $2.3 million which do notpgse. We had California research credit and netatpeg loss carryforwards of
approximately $20.6 million and $227.6 million spectively. The California research credit can &mied forward indefinitely while
California net operating loss carryforwards wilbée at various dates from 2028 through 2031 . \Akk Bingapore net operating loss
carryforwards of approximately $13.5 million whichn be carried
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forward indefinitely.

U.S. income taxes and foreign withholding taxe®eisded with the repatriation of earnings of foregubsidiaries were not provided for
approximately $6.1 million of undistributed earrsngf its foreign subsidiaries. We intend to reiriiagse earnings indefinitely in our foreign
subsidiaries. If these earnings were distributeith¢oU.S. in the form of dividends or otherwisejfdhe 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.

During fiscal 2011 , fiscal 2010 and fiscal 20Q8x benefits associated with the exercise of engdmtock options and other employee
stock programs of $0 , $0 and $10,000 , respegtivetre credited to stockholders' equity.

The following table reflects changes in the unredped tax benefits (in thousands):

Fiscal Years Ended

December 31, December 25, December 26,

2011 2010 2009

Unrecognized tax benefit beginning balance $ 1750 $ 17,928 $  15,81¢
Additions based on tax positions related to theesur

year 751 1,61( 1,62(
Reductions for tax positions of prior years (270) — —
Reductions to unrecognized tax benefits due tcelaps

the applicable statute of limitations (14¢) (35) (29)
Settlements (82) (2,000 —
Unrecognized tax benefit ending balance $ 1775 $ 1750C $  17,40:

At December 31, 2011 , we had gross tax-effectedaagnized tax benefits of $17.8 million of which.$ million if recognized, would
impact the effective tax rate.

We recognize interest charges and penalties refatedcertain tax positions as part of the incoaxeprovision. We recognized interest
charges and penalties of $12,000 and $0.3 millidiistal 2011 and fiscal 2009 , respectively, andngéerest benefit of $0.3 million for fiscal
2010 . As of December 31, 2011 and December 25) 2@& have accrued total interest charges andtmsnaf approximately $0.7 million
and $0.6 million , respectively, related to unciartax positions.

The amount of income taxes we pay is subject t@imgpaudits by Federal, state and foreign tax aittese which might result in
proposed assessments. Our estimate for the pdtentcme for any uncertain tax issue is judgmeintalature. However, we believe we have
adequately provided for any reasonably foreseealtieome related to those matters. Our future resoidty include favorable or unfavorable
adjustments to our estimated tax liabilities in pleeiod the assessments are made or resolved or stéiites of limitation on potential
assessments expire. As of December 31, 2011 ch&amges uncertain tax positions in the next 12 therhat are reasonably possible are not
expected to have a significant impact on our fimgrmosition or results of operations.

We and our subsidiaries file income tax returnthanU.S. Federal jurisdiction, various states aomHd.S. jurisdictions. We are curren
under examination by the State of California Frasefax Board for fiscal years 2004 and 2005. Thgenml jurisdictions in which we are
subject to potential examination by tax authorif@stax years after 2003 include, among others UtS. (Federal and California), Singapore
and Japan.

Note 13—Employee Benefit Plans

We have an employee savings plan that qualifiesgeferred salary arrangement under Section 4@f ke Internal Revenue Code. !
match up to 50% of an eligible employee's contidng to a maximum of the first 3% of the eligibla@oyee's contributions through a fiscal
year. We also provide a t-qualified profit sharing retirement plan for thenefit of eligible employees in the U.S. The placésigned to
provide employees with an accumulation of fundsrétirement on a tax-deferred basis and providafoual discretionary employer
contributions.

We suspended our match under the 401(k) plan ise¢bhend quarter of fiscal 2009 as part of our cedtiction efforts. During the third
guarter of fiscal 2010 , we reinstated the emplogatch feature due to the progress that we had masteeamlining and simplifying our
operations and reducing operating costs as weraentd focus on returning the Company to profiigbillhe total charge to operations under



the 401(k) and the profit sharing retirement plaggregated $0.6 million in fiscal 2011 , $0.2 roitliin fiscal 2010 and $0.9 million in
fiscal 2009 .
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Note 14—Operating Segment and Geographic Informatio

We operate in one segment consisting of the dedieyelopment, manufacture, sale and support ofgioec high performance advanc
semiconductor wafer probe cards. Our chief opegadecision maker is the Chief Executive Officerownbviews 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 by countra @ercentage of total revenues based upon shipation:

December 31, December 25, December 26,

2011 2010 2009
Taiwan 31.8% 38.5% 19.9%
South Korea 23.1 13.¢ 4.0
Japan 17.4 15.1 47.7
North America 15.2 20.2 18.1
Asia-Pacific 8.2 8.C 4.2
Europe 4.2 4.3 6.1
Total 100.(% 100.(% 100.(%

The following table summarizes revenue by productig (in thousands):

Fiscal Years Ended

December 31, December 25, December 26,
2011 2010 2009

DRAM $ 11567¢ $ 131,200 $ 108,82(
SoC 29,05( 27,29( 19,23
Flash 24,591 30,06¢ 7,28z

Total revenues $ 169,32 $ 188,56! $ 135,33¢

Long-lived assets, comprising net property, plamt aquipment, are reported based on the locatitimecdsset. Long-lived assets by
geographic location are as follows (in thousands):

December 31, December 25, December 26,
2011 2010 2009

North America $ 31,29 $ 32,36 $ 84,73
Japan 1,967 2,55¢ 4,59
South Korea 834 99¢ 3,24¢
Asia-Pacific 49¢ 547 1,632
Singapore 48~ 747 3,071
Europe 56 101 477

Total $ 3513 $ 37,31: $ 97,75¢

The following customers represented greater th&a @Dour revenues in fiscal 2011 , fiscal 2010 fischl 2009 :

Fiscal Fiscal Fiscal
2011 2010 2009
Elpida Memory(1) 18.2% 21.2% 49.1%
Hynix Semiconductor(2) 16.2 12.¢ *
Samsung(3) 11.2 12.C *
Micron Semiconductor(4) 10.z * *
Total 55.% 46.(% 49.1%

(1) Includes Elpida Memory and its consolidated sulsids, Rexchip Electronics Corporation and Terd®rinc
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(2)  Includes Hynix Semiconductor and its consadasubsidiary HynibNumonyx Semiconductc
(3) Includes Samsung Semiconductor and its consolidatbsidiary Samsung Austin Semicondus

(4) Includes Micron Semiconductor and its consolidateglsidiaries, including Micron Semiconductor Asta.R.td., Numonyx Pt
Ltd., Numonyx Israel Ltd. and Micron Japan, Ltd.

* Less than 10%f revenue:

The percentages above reflect customer consteitatie of December 31, 2011 . Prior period concémtiahave been updated to reflect
the current customer compositions.

Note 15—Departure of Executive Officers

In the second quarter of fiscal 2010 , we enteméal $eparation Agreements with Mario Ruscev and Beginard Vernet in connection
with their resignations on May 19, 2010 as Chieé&ixive Officer and Chief Financial Officer, resfieely. As a result, we recorded a net
charge of $0.7 million within "Selling, general aadministrative" expenses in the Consolidated Stat#s of Operations, comprised of $0.8
million of severance expenses net of $0.1 milliendfits from stock-based compensation. They hawvie signed a general release and waiver
of claims in favor of the Company, and continudécbound by the Company's employment, confideintfafmation and invention assignment
agreement.

Additionally, in December 2010 , we entered intBeparation Agreement and General Release withmaefoBenior Vice President. As a
result, we recorded a net charge of $0.2 milliothini"Selling, general and administrative" expensethe Consolidated Statements of
Operations, which comprised $0.3 million of sevemaxpenses net of $0.1 million benefits from stbaked compensation.

In October 2011, we entered into a Separation Ageze and General Release with a former Senior Fiesident. As a result, we
recorded charges of $0.8 million within “Cost ofeaues” in the Condensed Consolidated StatemeDpefations for the fiscal quarter and
year endinfDecember 31, 2011 , such charge being compose@.bindillion of payroll and related expenses an@$dillion of stock-based
compensation expense related to the modificatiosedhin stock-based compensation awards.

Note 16—Related Party Transactions

We engaged the law firm of Orrick, Herrington & 8liffe LLP ("Orrick™) in fiscal 2007, and continugnthrough our fiscal 2011 , to
provide us with certain legal services, includingttars related to compensation and benefits, anepi@sent us and certain of our then
directors and officers in the securities classoaclitigation and the stockholder derivative litiigen. A partner at Orrick, who is not involved in
the above matters, is the brother-in-law of Stuailerkadeau, our Senior Vice President, GenerairSel and Secretary. Mr. Merkadeau does
not have a financial or other interest in Orricdk'agement and Mr. Merkadeau's brother-in-law doéprovide any legal services to us. Prior
to engaging Orrick , our management discusseddtenpial engagement with our Governance CommittékeoBoard of Directors under the
Statement of Policy regarding Related Person Tdimses. The Governance Committee reviewed and apprthe Orrick engagement, and
continues to monitor the engagement, which in fi26d1 also included certain compensation and hismafhtters, as well as certain labor and
employment matters, as necessary. We paid Orrickid@lion and $0.8 million in fiscal 2011 and iis¢al 2010 , respectively, for legal
services rendered. As of the date of this AnnugddReon Form 10-K, Orrick continues to provide legervices in the above matters.
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Note 17—Selected Quarterly Financial Data (Unaudit)

The following selected quarterly financial datasldbe read in conjunction with our consolidatethficial 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 stateméimat, 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 resuligpafrations for any quarter are not necessarilicative of the results to be expected for any
future period.

Fiscal Quarters Ended

Dec. 31, Sep. 24, June 25, Mar. 26, Dec. 25, Sep. 25, June 26, Mar. 27,
2011 2011 2011 (3) 2011 2010 (3) 2010(1)(2) 2010 2010
(in thousands, except per share data)

Revenues $ 30,22¢ % 52,11 $ 46,55¢ $ 40,42¢ $ 4391: $ 47,347 $ 57,64C $ 39,66¢
Cost of revenues 35,19¢ 40,14 36,66¢ 36,35¢ 40,59: 54,54 53,71( 41,99«
Gross profit (loss) (4,97%) 11,97« 9,89( 4,06¢ 3,31¢ (7,199 3,93( (2,32¢)
Operating Expenses:

Research and

development 10,68 10,42 10,87¢ 11,56( 11,47¢ 12,82t 15,997 15,09:

Selling, general

and administrative 11,96¢ 11,20( 11,15¢ 12,38 14,39¢ 16,21¢ 18,72t 17,867

Restructuring

charges, net 32t 25¢ (1,099 1,03¢ 1,30¢ 8,53¢ 2,513 3,55(

Impairment of

long lived assets 98 10C — 351 — 55,40: 99¢ —

Total operating

expenses 23,07( 21,98 20,93 25,33¢ 27,17¢ 92,98t 38,23¢ 36,50¢
Operating loss (28,045 (10,007 (11,049 (21,267 (23,86() (100,179 (34,309 (38,83¢)
Interest income, net 27€ 88H 36¢ 424 42€ 62% 722 775
Other income (expense),
net 941 (75) 584 (374 431 3,96( (82) 117
Loss before income taxe (26,82%) (9,747 (20,090 (21,21)) (23,009 (95,59¢) (33,664 (37,949
Provision for (benefit
from) income taxes 147 157 (2,417) 207 (2,597 231 20C 24C
Net loss $ (26,97 $ (9,909 $ (7,679 $ (21429 $ (20,41) $ (9582) $ (33,869 $ (38,189
Net loss per share:
Basic and diluted $ (059 $ 0.20 $ (0.15) $ 042 $ 0.40 $ 1.90 $ (0.68) $ (0.77)
Weighted average number
of shares used in per share
calculations:
Basic and diluted 49,967 50,747 50,77 50,63¢ 50,57 50,43: 50,08¢ 49,89(

(1) In the third quarter of fiscal 2010 , "Othacome (expense), net" included a $3.5 million gasulting from the release of the liability prevéburecorded as a secured
borrowing due to the dismissal of our complaintiagia customer.

(2) In the third quarter of fiscal 2010 , we reded a $4.1 million adjustment to cost of revenuetso $0.5 million income tax benefit, which resdtfrom an error in the
calculation of capitalized manufacturing varians&sting in the first quarter of fiscal 2009 throuthe second quarter of fiscal 2010 . Out of theltadjustment, $2.9
million adjustment to cost of revenues net of tBedmillion income tax benefit was for fiscal 2009

(3) Inthe second quarter of fiscal 2011 , we rded a tax benefit in the amount of $2.5 millioanfr the release of a deferred tax valuation allowaecorded in a nob-S.
jurisdiction. This benefit resulted in an overaltome tax benefit, rather than an income tax piowis the second quarter of fis2011 . In the fourth quarter of fiscal
2010, we recorded an income tax benefit in thewarhof $2.4 million related to the settlement ofcarigoing audit in a nok.S. jurisdiction. This benefit resulted in
overall income tax benefit, rather than an incoeeprovision in the fourth quarter of fiscal 2010 .
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Set forth below is a list of exhibits that are lgefited or incorporated by reference into this AahReport 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 Restated Certificate of Incorporatibthe S-1  333-10981: 10/20/200: 3.01
Registrant as filed with the Delaware Secretargtate on
June 17, 2003
3.0z Amended and Restated Bylaws of the Registrant 8-K 00050307 5/25/200! 3.0Z
4.01 Specimen Common Stock Certificate S-1/A 333-8673¢ 5/28/200: 4.01
4.0z Stockholders Agreement by and among the Registtantgor Y. S41 3338673¢ 4/22/200: 4.0
Khandros, Susan Bloch and Richard Hoffman dateduzet 9,
1994
4.0:  Stockholders Agreement by and among the Registtantgor Y. S4 3338673¢ 4/22/200: 4.04
Khandros, Susan Bloch and Milton Ohring dated Apti] 1994
4.0/ Stockholders Agreement by and among the Registtantgor Y. S41 333-8673¢ 4/22/200: 4.0t
Khandros, Susan Bloch and Benjamin Eldridge dateguat 12,
1994
4.0t Stockholders Agreement by and among the Registtantgor Y. S41 333-8673¢ 4/22/200: 4.0€
Khandros, Susan Bloch and Charles Baxley, P.Cddate
September 8, 1994
10.014 Form of Indemnity Agreement S-1/A 333-8673¢ 5/28/200: 10.01
10.024 Form of Change of Control Severance Agreement 10K 00050307 3/14/200! 10.4¢
10.034 1996 Stock Option Plan, and form of option grant S41 333-8673¢ 4/22/200: 10.0¢
10.044 Incentive Option Plan, and form of option grant S41 3338673¢ 4/22/200: 10.0¢
10.054 Management Incentive Option Plan, and form of apticant S41 333-8673¢ 4/22/200: 10.0¢
10.064 2002 Equity Incentive Plan, as amended, and forfihnpam 10Q 00050307 5/4/201: 10.0€
agreements
10.074 2002 Employee Stock Purchase Plan, as amended 10Q 00050307 8/7/200° 10.01
10.084 Key Employee Bonus Plan, as amended 10Q 00050307 5/7/200° 10.01
10.0941 Separation Agreement and General Release datedryady 2007 8-K 00050307 1/31/200° 10.01
with Joseph R. Bronson
10.104 Separation Agreement and General Release datechi8r008 8-K 00050307 3/26/200¢ 10.01
with Ronald C. Foster
10.114 Employment Offer Letter dated November 23, 200DtoMario 8-K 00050307 1/7/200¢ 99.01
Ruscev
10.124 Employment Offer Letter dated September 25, 200Jbtge L. 10K 00050307 2/27/200¢ 10.1z2
Titinger
10.134 Separation Agreement and General Release datetd15p2008 8-K 00050307 4/21/200¢ 10.01
with Jorge L. Titinger
10.144 Employment Offer Letter dated March 1, 2008 to JBaWernet 8-K 00050307 3/31/200¢ 10.01
10.154 Separation Agreement and Mutual Release dated M29QO with 8-K 00050307 5/1/200¢ 10.01
Dr. Igor Y. Khandros
10.164 Consulting Agreement dated May 1, 2009 with Drrlyo 8-K 00050307 5/1/200¢ 10.0z
Khandros
10.174  Written description of definitive agreement to decate vesting of 8-K 00050307 12/16/200! —
restricted stock units of Dr. Thomas J. Campbetidnnection
with his resignation as director
10.184 Written description of definitive agreements torease base 8-K 00050307 4/20/200° —
salaries and bonus targets for certain executifteeo$ approved
on April 16, 2007
10.194 Written description of definitive agreement regagidirector 8-K 00050307 5/28/200¢ —
compensation approved on May 21 and 22, 2008
10.2( Pacific Corporate Center Lease by and between Gileen S-1/A 3338673¢ 6/10/200: 10.1¢
Holding Company LLC (successor to Greenville IneestL.P.)
("Greenville") and the Registrant dated May 3, 2001
10.21 First Amendment to Pacific Corporate Center Leasarid S-1/A 3338673¢ 5/7/200: 10.18.:
between Greenville and the Registrant dated JarRigr2003
10.2: Pacific Corporate Center Lease by and between @ilee=and the  S-1/A 333-8673¢ 6/10/200: 10.1¢

Registrant dated May 3, 2001
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10.2¢ First Amendment to Pacific Corporate Center Leasarid S-1/A 333-8673¢ 5/7/200: 10.19..
between Greenville and the Registrant dated JarRigr2003

10.2¢ Pacific Corporate Center Lease by and between @ilee=and the  S-1/A 333-8673¢ 6/10/200: 10.Z
Registrant dated May 3, 2001

10.2¢  First Amendment to Pacific Corporate Center Leasarid S-1/A 3338673¢ 5/7/200: 10.20.:
between Greenville and the Registrant dated JarRigr2003

10.2¢ Pacific Corporate Center Lease by and between @ilee=and the  10-Q 00050307 11/7/200¢ 10.01

Registrant dated September 7, 2004, as amendenisty F
Amendment to Building 6 Lease dated August 16, 2006

10.2741 Employment Letter Agreement, dated May 19, 2016yben 8-K 00050307 5/25/201( 10.1+
G. Carl Everett, Jr. and FormFactor, Inc.
10.284 Employment Letter Agreement, dated May 19, 2016yben 8-K 00050307 5/25/201( 10.2+
Richard DeLateur and FormFactor, Inc.
10.294 Separation Agreement and General Release, datedlJ@010, 8-K 00050307 6/7/201( 10.1+
between Jean Vernet and FormFactor, Inc.
10.304 Separation Agreement and General Release, dateds)2010, 8-K 00050307 6/7/201( 10.2+
between Mario Ruscev and FormFactor, Inc.
10.314 Employment Letter Agreement, dated September 20 20dtween 8-K 00050307 9/17/201( 99.014
Thomas St. Dennis and FormFactor, Inc.
21.01 List of Registrant's subsidiaries — — — — X
23.01 Consent of Independent Registered Public AccourfEing — — — — X
24.01 Power of Attorney (included on the signature pafyénis — — — — X
Form 10-K)
31.01 Certification of Chief Executive Officer pursuant15 U.S.C. — — — — X
Section 7241, as adopted pursuant to Section 3@&dbarbanes-
Oxley Act of 2002
31.02 Certification of Chief Financial Officer pursuant15 U.S.C. — — — — X
Section 7241, as adopted pursuant to Section 3@&dbarbanes-
Oxley Act of 2002
32.01* Certification of Chief Executive Officer and Chiginancial — — — — X

Officer pursuant to 18 U.S.C. Section 1350, as tatbpursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

101.INS** XBRL Instance Document — — — — X
101.SCH* XBRL Taxonomy Extension Schema Document — — — — X
101.CAL** XBRL Taxonomy Extension Calculation Linkbase Docuine — — — — X
101.DEF** XBRL Taxonomy Extension Definition Linkbase Docurhen — — — — X
101.LAB** XBRL Taxonomy Extension Label Linkbase Document — — — — X
101.PRE* XBRL Taxonomy Extension Presentation Linkbase Doenim — — — — X
* This exhibit shall not be deemed "filed" for purpef Section 18 of the Securities Exchange Adi9®4 or otherwise subject to the liabilities oftthaction, nor shall

be deemed incorporated by reference in any filindeu the Securities Act of 1933 or the Securitiesiange Act of 1934, whether made before or dfterdate hereof
and irrespective of any general incorporation lagguin any filings.

o Pursuant to Rule 406T of Regulation S-T, thegeractive data files are deemed not filed or p&d registration statement or prospectus for pseg of Sections 11 or
12 of the Securities Act of 1933 or Section 18haf Securities Exchange Act of 1934 and otherwisenat subject to liability.

+ Indicates a management contract or compensatonygularrangemer
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EXHIBIT 21.01

LIST OF REGISTRANT'S SUBSIDIARIES

SUBSIDIARY NAME JURISDICTION OF ORGANIZATION
FormFactor Electronics Trading (Shanghai) Co., Ltd. People's Republic of China
FormFactor Germany GmbH Germany

FormFactor Hungary Licensing Limited Liability Comnpy Hungary

FormFactor International, Inc. Delaware, United States
FormFactor, KK Japan

FormFactor Korea, Inc. South Korea

FormFactor Pte. Ltd. Singapore

FormFactor Singapore Pte. Ltd. Singapore



EXHIBIT 23.01
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
We hereby consent to the incorporation by referém¢le Registration Statements on Form S-8 (N8-B36043, 333-115137, 333-
125918, 333-139074, 333-148198, 333-149411-383610 and 333L65058) of FormFactor, Inc. of our report datedrbaly 17, 2012
relating to the financial statements and the effeoess of internal control over financial repogtiwhich appears in this Form 10-K.

/s/ PRICEWATERHOUSECOOPERS LLP

San Jose, California
February 17, 2012



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, Thomas St. Dennis, certify that:

1.

2.

| have reviewed the Annual Report on FornmKl6f FormFactor, Inc

Based on my knowledge, this report does notadomany untrue statement of a material fact ortdmstate a material fact necessary to
make the statements made, in light of the circunt&ts.under which such statements were made, ntgadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statememis other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtf@ periods presented in this report;

The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 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 proesdor caused such disclosure controls and proesdobe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made
known to us by others within those entities, paftdy during the period in which this report isifg prepared;

(b) Designed such internal control over financédorting, or caused such internal control oveariitial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registsatisclosure controls and procedures and presémtad report our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period covgrehis report based on
such evaluation; and

(d) Disclosed in this report any change in thastegnt's internal control over financial reportitigit occurred during the
registrant's most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaff, the registrant's internal control over finahceporting; and

The registrant's other certifying officer anlgave disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@spersons performing the equivalent
functions):

€) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summagize report financial
information; and

(b) Any fraud, whether or not material, that ined management or other employees who have aisatifole in the
registrant's internal control over financial rejrogt

Date: February 17, 2012 /sl THOMAS ST. DENNIS

Thomas St. Dennis
Chief Executive Officer
(Principal Executive Officer and Director)




EXHIBIT 31.02

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO 15 U.S.C. SECTION 7241,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Michael M. Ludwig , certify that:

1.

2.

| have reviewed the Annual Report on Formkl6f FormFactor, Inc

Based on my knowledge, this report does notadomany untrue statement of a material fact ortdmstate a material fact necessary to
make the statements made, in light of the circunt&ts.under which such statements were made, ntgadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statememis other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtf@ periods presented in this report;

The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 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 proesdor caused such disclosure controls and proesdobe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made
known to us by others within those entities, paftdy during the period in which this report isifg prepared;

(b) Designed such internal control over financédorting, or caused such internal control oveariitial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registsatisclosure controls and procedures and presémtad report our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period covgrehis report based on
such evaluation; and

(d) Disclosed in this report any change in thastegnt's internal control over financial reportitigit occurred during the
registrant's most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaff, the registrant's internal control over finahceporting; and

The registrant's other certifying officer anlgave disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@spersons performing the equivalent
functions):

€) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summagize report financial
information; and

(b) Any fraud, whether or not material, that ined management or other employees who have aisatifole in the
registrant's internal control over financial rejrogt

Date: February 17, 2012 /sl MICHAEL M. LUDWIG

Michael M. Ludwig
Chief Financial Officer
(Principal Financial Officer and Principal Accoumty Officer)




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 SARBANES-OXLEY ACT OF 2002

In connection with the annual report on Annual Répa Form 10K of FormFactor, Inc., a Delaware corporation, tfee period ende
December 31, 2011 , as filed with the SecuritiedBxchange Commission, each of the undersignedenffiof FormFactor, Inc. certifies
pursuant to 18 U.S.C. Section 1350, as adoptedignt$o Section 906 of the Sarban@sley Act of 2002, that, to his respective knowledg

(1) the annual report fully complies with the resgments of Section 13(a) or 15(d) of the SecigiBgchange Act of 1934, as
amended; and

(2) the information contained in the annual refiaily presents, in all material respects, thaficial condition and results of
operations of FormFactor, Inc. for the periods enésd therein.

Date: February 17, 2012 /sl THOMAS ST. DENNIS
Thomas St. Dennis
Chief Executive Officer
(Principal Executive Officer and Director)
Date: February 17, 2012 /sl MICHAEL M. LUDWIG
Michael M. Ludwig
Chief Financial Officer
(Principal Financial Officer and Principal Accoumty Officer)




