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FormFactor, the FormFactor logo and its product and technology names, including ATRE, BladeRunner, DC-Boost,
Harmony, MicroSpring, MicroForce, RapidSoak, SmartMatrix, SMART Matrix 100, TouchMatrix, OneTouch,
Takumi, TRE, TrueScale and TrueScale Lite, are trademarks or registered trademarks of FormFactor, Inc. in the
United States and other countries. All other trademarks, trade names or service marks appearing in this Annual Report
on Form 10-K are the property of their respective owners.

Throughout this Annual Report on Form 10-K, we refer to FormFactor, Inc. and its consolidated subsidiaries as

"FormFactor," "we," "us," and "our". Our fiscal years end on the last Saturday in December. Our last three fiscal years
ended on December 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 forward-looking statements within the meaning of the Securities
Exchange Act of 1934 and the Securities Act of 1933, which are subject to risks and uncertainties. The
forward-looking statements include statements concerning, among other things, our business strategy (including
anticipated trends and developments in, and management plans for, our business and the markets in which we
operate), financial results, operating results, revenues, gross margin, operating expenses, products, projected costs and
capital expenditures, research and development programs, sales and marketing initiatives and competition. In some
cases, you can identify these statements by forward-looking words, such as "may," "might," "will," "could," "should,"
"expect,” "plan," "anticipate," "believe," "estimate," "predict," "intend" and "continue," the negative or plural of these
words and other comparable terminology. The forward-looking statements are based on information available to us as
of the filing date of this Annual Report on Form 10-K and our current expectations about future events, which are
inherently subject to change and involve risks and uncertainties. You should not place undue reliance on these
forward-looking statements. We undertake no obligation to update any of these statements for any reason. Actual
events or results may differ materially from those expressed or implied by these statements due to various factors,
including but not limited to the matters discussed below, in the section entitled "Item 1A: Risk Factors", and
elsewhere in this Annual Report on Form 10-K.

Our operating results have fluctuated in the past and are likely to continue to fluctuate. As a result, we believe you
should not rely on period-to-period comparisons of our financial results as indicators of our future performance. Some
of the important factors that could cause our revenues, operating results and outlook to fluctuate from period-to-period
include:

customer demand for and adoption of our products;

market and competitive conditions in our industry, the semiconductor industry and the economy as a whole;

our ability to improve operating efficiency to achieve operating cash flow break even in the current business
environment and to better position our company for long-term, profitable growth;

the timing and success of new technologies and product introductions by our competitors and by us;

our ability to work efficiently with our customers on their qualification of our new technologies and products;

our ability to deliver reliable, cost-effective products that meet our customers' testing requirements in a timely
manner;

our ability to transition to new product architectures and to bring new products into volume production on time and at
acceptable yields and cost;

our ability to implement measures for enabling efficiencies and supporting growth in our design, applications,
manufacturing and other operational activities;

the reduction, rescheduling or cancellation of orders by our customers;

our ability to collect accounts receivables owed by our customers;

our product and customer sales mix and geographical sales mix;

a reduction in the price or the profitability of our products;

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

our ability to efficiently optimize manufacturing capacity and to stabilize production yields as necessary to meet
customer demand and ramp production volume at our manufacturing facilities;

our ability to protect our intellectual property against third parties and continue our investment in research and
development and design activities;

any disruption in the operation of our manufacturing facilities;

the timing of and return on our investments in research and development; and

seasonality, principally due to our customers' purchasing cycles.

non non non
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The impact of one or more of these factors might cause our operating results to vary widely. If our revenues, operating
results or outlook fall below the expectations of market analysts or investors, the market price of our common stock
could decline substantially. You should carefully consider the numerous risks and uncertainties described above and
in such sections.

PART 1

Item 1: Business

We design, develop, manufacture, sell and support precision, high performance advanced semiconductor wafer probe
card products and solutions. Semiconductor manufacturers use our wafer probe cards in the front-end of the
semiconductor manufacturing process to perform sort and test on the semiconductor die, or chips, on a semiconductor
wafer. A wafer probe card is mounted in a prober, which in turn is connected to a semiconductor tester. The wafer
probe card is used as an interface to connect electrically with and test individual chips on a wafer. Using our wafer
probe cards to test at this stage of the manufacturing process, our customers can reduce their cost of test by identifying
defective chips prior to incurring the time and costs of packaging defective chips after singulation. We work closely
with our customers on product design, as each wafer probe card is a custom product that is specific to the chip and
wafer designs of the customer.

We were incorporated in 1993 and we introduced our first wafer probe card based on our MicroSpring® interconnect
technology in 1995. Historically, sales for wafer probe cards for testing Dynamic Random Access Memory, or
DRAM, devices have made up the majority of our revenues.

Our business is generally subject to the cyclicality of the semiconductor industry. In fiscal 2008 through 2011, our
financial performance was negatively impacted not only by semiconductor industry specific events, but also by global
macro-economic issues and by product transition and other business execution challenges. In fiscal 2008, our revenue
declined 55% from our fiscal 2007 revenue level, as the global economic crisis was accompanied by a collapse in
demand for semiconductor chips in general, and for DRAM chips in particular. In fiscal 2009, we were late in our
development and introduction of a competitive next-generation wafer probe card for memory devices and our revenue
declined 36% from our fiscal 2008 revenue. These dramatic revenue drops were accompanied by gross margin
challenges resulting in operating losses in both fiscal 2008 and 2009. In fiscal 2010, our revenue increased by 39%
over fiscal 2009, but the evaluation and qualification of our Matrix architecture based wafer probe cards took longer
than we anticipated at many customers, which negatively impacted demand and revenues from our DRAM and Flash
memory wafer probe cards. We also realized an operating loss in fiscal 2010.

Our revenue was down 10% in fiscal 2011 as compared to fiscal 2010, reflecting a mix of trends in our customers'
markets, with moderate growth in the System on Chip, or SoC, and NAND Flash memory device markets offset by
substantial declines in DRAM and NOR Flash memory device markets. The DRAM and NOR Flash memory market
weakness was particularly severe in the second half of the year as average selling price erosion for semiconductor
devices resulted in unprofitable business for most suppliers as well as a cut back in production capacity and
technology investments, including purchases of probe cards. The DRAM weakness was exacerbated by flooding in
Thailand, which dramatically impacted disk drive production, in turn reducing personal computer output and DRAM
demand. Overall, our revenue increased approximately 6% year-over-year in the SoC market, but was down
approximately 12% in DRAM and 18% in Flash memory.

In fiscal 2011, we continued our efforts to improve our operating efficiency, to qualify our next generation products
implementing our proprietary Matrix architecture structure, and to better position our company to address our current
and expected market opportunities. We resized the organization through a series of restructuring actions that included
reductions of our world-wide workforce. These efforts represent a continued focus on streamlining and simplifying
our overall structure and better aligning our operations with the current business environment, as well as reducing our
manufacturing cost and improving our cycle times.

Products

Our products are based on our proprietary technologies, including our MicroSpring interconnect technology and
design tools. Our MicroSpring interconnect technology, which includes resilient spring-like contact elements, enables
us to produce wafer probe cards for applications that require reliability, speed, precision and signal integrity. We
manufacture our MicroSpring contact elements through precision micro-machining and scalable semiconductor-like



Edgar Filing: FORMFACTOR INC - Form 10-K

wafer fabrication processes. Our MicroSpring contacts are springs that optimize the relative amounts of force on, and
across, a bond pad during the test process and maintain their shape and position over a range of compression. These
characteristics allow us to achieve reliable, electrical contact on either clean or oxidized surfaces, including bond pads
on a wafer. MicroSpring contacts enable our wafer probe cards to make hundreds of thousands of touchdowns with
minimal maintenance for many device applications. The MicroSpring contact can be attached to many surfaces, or
substrates, including printed circuit boards, silicon wafers, ceramics and various metalized surfaces.
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We are continually improving our proprietary technologies in order to respond to our customers' increasing
requirements to test smaller, faster and more complex semiconductor devices. We continue to invest in research and
development activities around our interconnect technologies, including our microelectromechanical systems, or
MEMS, technology, as our MicroSpring contacts need to scale in size with the continuing evolution of
semiconductors.

Our MicroSpring contacts include geometrically precise tip structures. These tip structures are the part of our wafer
probe cards that come into physical contact with the devices being tested, and are manufactured using proprietary
micro-machining, semiconductor-like processes. These tip structures enable precise contact with small bond pad sizes
and pitches. Our technology allows for the design of specific geometries of the contact tip that deliver precise and
predictable electrical contact for a customer's particular application.

Our wafer probe cards are custom products that are designed to order for our customers' unique wafer designs. For
high parallelism memory test applications, our products require large area contact array sizes because they must
accommodate tens of thousands of simultaneous contacts. Our current technology, including our proprietary advanced
tester resource enhancement, or ATRE, technology, enables probe cards for certain applications to be populated with
over 50,000 contacts. This requirement poses fundamental challenges that our technology addresses, including the
planarity of the array, the force needed to make contact and the need to touch all bond pads with equal accuracy. We
have developed wafer probe cards that use array sizes ranging from 23 mm x 23 mm up to array sizes suitable for
contacting all die on a 300 mm wafer simultaneously.

We have invested and intend to continue to invest considerable resources in our wafer probe card design tools and
processes. These tools and processes enable automated routing and trace length adjustment within our complex
multi-layer printed circuit boards and greatly enhance our ability to rapidly design and lay out complex printed circuit
board structures. Our proprietary design tools also enable us to design wafer probe cards particularly suited for testing
today's low voltage, high power chips, which require superior power supply performance. Our MicroSpring
interconnect technology is used to provide a very low inductance, low resistance electrical path between the power
source and the chip under test.

Because our customers typically use our wafer probe cards in a wide range of operating temperatures, as opposed to
conducting wafer probe tests at one predetermined temperature, we have designed complex thermal compensation
characteristics into our products, including our proprietary RapidSoak thermal compensation technology. We select
our wafer probe card materials after careful consideration of the potential range of test operating temperatures and
design our wafer probe cards to provide for a precise match with the thermal expansion characteristics of the wafer
under test. As a result, our wafer probe cards are able to accurately probe over a large range of operating temperatures.
This feature enables our customers to use the same wafer probe card for both low and high temperature testing without
a loss of performance. In addition, for those testing situations that require positional accuracy at a specific
temperature, we have designed wafer probe cards optimized for testing at such temperatures.

Our technology investment yielded several advances in fiscal 2011. We achieved a record setting new product ramp
with our second generation full wafer contact products, SMART Matrix 100™ for DRAM and TouchMatrix™ for
Flash, shipping over 900 units since introduction. These product lines have ramped in volume approximately four
times faster than our previous generation Harmony product, and are now being used in production manufacturing for
DRAM devices, NAND Flash devices, or both, at the top five memory manufacturers worldwide. The Matrix platform
success is based on its unique architecture, a combination of three dimensional MEMS springs, singulated substrates
and custom analog ASICs for high density automated test equipment, or ATE, signal sharing. The resulting Matrix
solution, which also includes other of our proprietary technologies, delivers precise positioning of contacts on a wafer
to improve yield and minimize setup time, rapid temperature scaling to maximize utilization, and extends native ATE
parallelism to maximize test cell throughput. Customers are achieving measurable yield benefits, lower repair rates,
and substantial cost of ownership improvement with these new products.

Customers

Our customers include manufacturers in the DRAM, Flash and SoC markets. Our customers use our wafer probe cards
to test DRAM chips including DDR, DDR2, DDR3, SDRAM, PSRAM, mobile DRAM, and Graphic DRAM, NOR
and NAND flash memory chips, serial data devices, chipsets, microprocessors, microcontrollers and analog devices.
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Four customers accounted for 56% of our revenues in fiscal 2011, three customers accounted for 46% of our revenues
in fiscal 2010 and one customer accounted for 49% of our revenues in fiscal 2009, as follows:
Fiscal 2011 Fiscal 2010 Fiscal 2009

Elpida Memory(1) 18.2 % 21.2 % 49.1 %
Hynix Semiconductor(2) 16.3 12.8 *
Samsung(3) 11.2 12.0 *
Micron Semiconductor(4) 10.2 * *
Total 55.9 % 46.0 % 49.1 %

(1)Includes Elpida Memory and its consolidated subsidiaries, Rexchip Electronics Corporation and Tera Probe, Inc.

(2)Includes Hynix Semiconductor and its consolidated subsidiary Hynix-Numonyx Semiconductor.

(3)Includes Samsung Semiconductor and its consolidated subsidiary Samsung Austin Semiconductor.

( 4)Includes Micron Semiconductor and its consolidated subsidiaries, including Micron Semiconductor Asia Pte. Ltd.,
Numonyx Pte. Ltd., Numonyx Israel Ltd. and Micron Japan, Ltd.

*Less than 10% of revenues.

The percentages above reflect customer constellations as of December 31, 2011. Prior period concentrations have

been updated to reflect the current customer compositions.

Information concerning revenue by geographic region and by country based upon ship to location appears under

"Item 7: Management's Discussion and Analysis of Financial Condition and Results of Operations—Revenues—Revenue

by Geographic Region" and Note 14—Operating Segment and Geographic Information of the Notes to our Consolidated

Financial Statements, which are included elsewhere in this Annual Report on Form 10-K.

Backlog

Our backlog was $14.6 million at December 31, 2011 compared to $37.5 million at December 25, 2010. We

manufacture our wafer probe cards based on order backlog and customer commitments. In addition, due to our

customers' short delivery time requirements, we at times produce our products in anticipation of receiving orders for

our products. However, backlog includes only orders for which written authorizations have been accepted and

shipment dates within 12 months have been assigned. In addition, backlog includes service revenue for existing

product service agreements to be earned within the next 12 months. Customers may delay delivery of products or

cancel orders prior to shipment, subject to possible cancellation penalties. Due to possible changes in delivery

schedules and cancellations of orders, our backlog on any particular date is not necessarily indicative of actual sales

for any succeeding period. Delays in delivery schedules and/or a reduction in backlog during any particular period

could have a material adverse effect on our business and results of operations.

Manufacturing

Our wafer probe cards are custom products that we design and manufacture to order for our customers' unique wafer

designs. Our proprietary manufacturing processes can generally be divided into a front-end process, which includes

wirebonding, photolithography, plating and metallurgical processes, dry and electro-deposition, pick and place

assembly and complex interconnection system design, and a back-end process, which includes assembly. The critical

steps in our manufacturing process are performed in a Class 100 clean room environment.

We depend upon suppliers for some critical components of our manufacturing processes, including ceramic substrates

and complex printed circuit boards, and for materials used in our manufacturing processes. Some of these components

and materials are supplied by a single vendor, and some are subject to certain minimum order quantities. Generally,

we rely on purchase orders rather than long-term contracts with our suppliers, which subjects us to risks, including

price increases and component shortages. We continue to evaluate alternative sources of supply for these components

and materials.

Our primary manufacturing facility is located in Livermore, California. We also perform certain manufacturing

operations in our facility in Yokohama City, Japan.

We maintain repair and service capability in Livermore, California, United States. We also provide repair and service

capabilities in our service centers in Austin, Texas, United States; Gyeonggi-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 technological change and new product introductions and
enhancements. We believe that our continued commitment to research and development and our timely introduction
of new and enhanced wafer probe test solutions and other technologies related to our MicroSpring interconnect
technology are integral to maintaining our competitive position. We continue to invest considerable time and
resources in creating structured processes for undertaking, tracking and completing our development projects, and
plan to implement those developments into new product or technology offerings. We continue to allocate significant
resources to these efforts and to use automation and information technology to provide additional efficiencies in our
research and development activities.

Research and development expenses were $43.5 million for fiscal 2011, $55.4 million for fiscal 2010 and $57.5
million for fiscal 2009.

Our research and development activities, including our product engineering activities, are directed by individuals with
significant expertise and industry experience.

Sales and Marketing

We sell our products utilizing a proprietary sales model that emphasizes the customer's total cost of ownership as it
relates to the costs of test. With this sales model, we strive to demonstrate how test costs can be reduced by simulating
the customer's test floor environment, including testers and probers, utilizing our products and comparing the overall
cost of test to that of conventional and competitive wafer probe cards.

We sell our products worldwide primarily through a combination of a global direct sales force, independent sales
representatives and value added resellers.

Our sales and marketing staff, located in the United States, China, Germany, Italy, Taiwan, Japan, South Korea and
Singapore, work closely with customers to understand their businesses, anticipate trends and define products that will
provide significant technical and economic advantages to our customers.

We utilize a highly skilled team of field application engineers that support our customers as they integrate our
products into their manufacturing processes. Through these customer relationships, we develop a close understanding
of customer and product requirements, thereby accelerating our customers' production ramps.

Environmental Matters

We are subject to U.S. federal, state and local, and foreign governmental laws and regulations relating to the
protection of the environment, including those governing the discharge of pollutants into the air and water, the
management and disposal of hazardous substances and wastes, the clean-up of contaminated sites and the maintenance
of a safe workplace. We believe that we comply in all material respects with the environmental laws and regulations
that apply to us, including those of the California Department of Toxic Substances Control, the Bay Area Air Quality
Management District, the City of Livermore Water Resources Division and the California Division of Occupational
Safety and Health. We did not receive any notices of violations of environmental laws and regulations in fiscal 2011
or 2010. In fiscal 2009 we did receive one notice of violation from the City of Livermore regarding a violation of
certain applicable waste water discharge limits. For the notice received, we promptly investigated the violation, took
what we believed to be appropriate steps to address the cause of the violation, and implemented corrective measures to
prevent a recurrence. No provision has been made for loss from environmental remediation liabilities associated with
our facilities because we believe that it is not probable that a liability has been incurred as of December 31, 2011.
While we believe that we are in compliance in all material respects with the environmental laws and regulations that
apply to us, in the future, we may receive additional environmental violation notices, and if received, final resolution
of the violations identified by these notices could harm our operations, which may adversely impact our operating
results and cash flows. New laws and regulations, stricter enforcement of existing laws and regulations, the discovery
of previously unknown contamination at our or others' sites or the imposition of new cleanup requirements could also
harm our operations or subject us to monetary liabilities, thereby adversely impacting our operating results and cash
flows.

Competition

11
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The highly competitive wafer probe card market comprises many domestic and foreign companies, and has
historically been fragmented with many local suppliers servicing individual customers. Our current and potential
competitors in the wafer probe card market include Advantest Corporation, Aehr Test Systems, AMST Co., Ltd.,
Cascade Microtech, Inc.,
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Feinmetall GmbH, Korea Instrument Co., Ltd., Japan Electronic Materials Corporation, SV Probe, Inc., Micronics
Japan Co., Ltd., Microfriend Inc., Micro-Probe, Inc., TSC MEMSYS Corporation, Technoprobe Asia Pte. Ltd., Tokyo
Cathode Laboratory Co., Ltd., Tokyo Electron Ltd., TSE Co., Ltd., and Wentworth Laboratories, Inc., among others.
In addition to the ability to address wafer probe card performance issues, the primary competitive factors in the
industry in which we compete include product performance quality and reliability, price, total cost of ownership, lead
times, the ability to provide prompt and effective customer service, field applications support and timeliness of
delivery.

Some of our competitors are also suppliers of other types of test equipment or other semiconductor equipment, or
offer both advanced wafer probe cards and vertical or needle probe cards, and may have greater financial and other
resources than we do. We expect that our competitors will enhance their current wafer probe products and that they
may introduce new products that will be competitive with our wafer probe cards. In addition, it is possible that new
competitors, including test equipment manufacturers, may offer new technologies that reduce the value of our wafer
probe cards.

Additionally, semiconductor manufacturers may implement chip designs that include built-in self-test capabilities or
similar functions or methodologies that increase test throughput and eliminate some or all of our current competitive
advantages. Our ability to compete favorably may also be adversely affected by (1) delays in qualification of our
next-generation products, (2) low volume orders that do not meet our present minimum volume requirements, (3) very
short cycle time requirements which may be difficult for us to meet, (4) long-standing relationships between our
competitors and certain semiconductor manufacturers and (5) semiconductor manufacturer test strategies that include
low performance semiconductor testers.

Intellectual Property

Our success depends in part upon our ability to continue to innovate and invest in research and development to meet
the semiconductor testing requirements of our customers, to maintain and protect our proprietary technology and to
conduct our business without infringing on the proprietary rights of others. We rely on a combination of patents, trade
secrets, trademarks and contractual restrictions on disclosure to protect our intellectual property rights.

As of December 31, 2011, we had 646 issued patents, of which 411 are United States patents and 235 are foreign
patents. The expiration dates of these patents range from 2012 to 2029. Our issued patents cover many of the features
of our interconnect technology, as well as some of our inventions related to wafer probe cards and testing, wafer-level
packaging and test, sockets and assemblies and chips. In addition, as of December 31, 2011, we had 327 patent
applications pending worldwide, including 68 United States applications, 252 foreign national or regional stage
applications and 7 Patent Cooperation Treaty applications. We cannot provide any assurance that our current patent
applications, or any future patent applications that we may file, will result in a patent being issued with the scope of
the claims we seek, or at all, or whether any patents that we may obtain will not be challenged or invalidated. Even if
additional patents are issued, our patents might not provide sufficiently broad coverage to protect our proprietary
rights or to avoid a third party claim against one or more of our products or technologies.

We have both registered and unregistered trademarks, including FormFactor, ATRE, DC-Boost, Harmony,
MicroSpring, MicroForce, RapidSoak, SmartMatrix, SmartMatrix 100, TouchMatrix, OneTouch, TRE, TrueScale,
TrueScale Lite and the FormFactor logo.

We routinely require our employees, customers, suppliers and potential business partners to enter into confidentiality
and non-disclosure agreements before we disclose to them any sensitive or proprietary information regarding our
products, technology or business plans. We require our employees to assign to us proprietary information, inventions
and other intellectual property they create, modify or improve.

Legal protections afford only limited protection for our proprietary rights. We also may not be successful in our
efforts to enforce our proprietary rights. To date, for example, we have been unsuccessful in our efforts to enforce
certain of our patent rights and obtain injunctive relief for violation of those rights in South Korea, and through U.S.
courts and the U.S. International Trade Commission, or ITC. The ITC initiated an investigation into certain activities
of two companies based on a complaint we filed in late 2007, but did not find a violation of Section 337 of the U.S.
Tariff Act of 1930 and terminated its investigation in November 2009 without issuing an exclusionary order against
any products. Notwithstanding our efforts to protect our proprietary rights, unauthorized parties may attempt to copy
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aspects of our products or to obtain and use information that we regard as proprietary. From time to time, we have
become aware of situations where others are or may be infringing on our proprietary rights. We evaluate these
situations as they arise and elect to take actions against these companies as we deem appropriate. Others might
independently develop similar or competing technologies or methods, design around our patents, or attempt to
manufacture and sell infringing products in countries that do not strongly enforce intellectual property rights or hold
invalid our intellectual property rights. In addition, leading companies in the semiconductor industry have extensive
patent portfolios and other intellectual property with respect to semiconductor technology. Actions have been filed in
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the U.S. Patent and Trademark Office and patent offices in other countries, challenging the validity of certain of our
patents. In the future, we might receive claims that we are infringing intellectual property rights of others or that our
patents or other intellectual property rights are invalid. We have received in the past, and may receive in the future,
communications from third parties inquiring about our interest in licensing certain of their intellectual property or
more generally identifying intellectual property that may be of interest to us.

We have invested significant time and resources in our technology and as a part of our ongoing efforts to protect the
intellectual property embodied in our proprietary technologies, including our MicroSpring interconnect technology
and design processes, we may pursue actions to enforce our intellectual property rights against infringing third parties.
For a description of the material patent-related proceedings in which we are involved, see "Item 3: Legal
Proceedings".

Employees

As of December 31, 2011, we had 709 regular full-time employees, including 168 in research and development, 74 in
sales and marketing, 78 in general and administrative functions, and 389 in operations. By region, 529 of our
employees were in North America, 58 in Japan, 35 in South Korea, 64 in Singapore, 19 in Taiwan and 4 in Europe.
No employees are currently covered by a collective bargaining agreement. We believe that our relations with our
employees are good.

Available Information

We maintain a website at http://www.formfactor.com. We make available free of charge on our website our Annual
Reports on Form 10-K, Quarterly Reports on Form 10-Q, current reports on Form 8-K and amendments to those
reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act, as soon as reasonably practicable
after we electronically file such material with, or furnish it to, the United State Securities and Exchange Commission,
or SEC. The reference to our website does not constitute incorporation by reference of the information contained at
the site.

The public may also read and copy any materials that we file with the SEC at the SEC's Public Reference Room at
100 F Street N.E., Washington, D.C. 20549. The public may obtain information on the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an Internet website that contains
reports and other information regarding issuers, such as FormFactor, that file electronically with the SEC. The SEC's
Internet website is located at http://www.sec.gov.

Directors and Executive Officers

Directors. The names of the members of our board of directors, their ages as of December 31, 2011 and their current
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 Ex.ecutlve Officer and Director of Linear Technology
Corporation

James A. Prestridge(2) 79 Director of FormFactor, Inc.

Thomas St. Dennis 58 Chief Executive Officer and Director of FormFactor, Inc.
Director of Vitesse Semiconductor Corporation and Vignani

Edward Rogas, Jr. 70 Technologies Pvt Ltd

Michael W. Zellner 56 Chief Financial Officer of PMC-Sierra

Richard DeLateur 63 Director of FormFactor, Inc.

(1)Mr. Everett became the Chairman of our Board of Directors on December 26, 2010.

(2)Mr. Prestridge will not be standing for re-election to our Board of Directors in fiscal 2012. His decision was not
the result of any disagreement with the Company.

G. Carl Everett, Jr. has served as a Director since June 2001 and our Chairman since December 2010 and served as

our interim Chief Executive Officer from May 2010 to September 2010, as well as our Executive Chairman from

September 2010 to December 2010. Mr. Everett founded GCE Ventures, a venture advisement firm, in April 2001.

Mr. Everett has served as a venture partner at Accel LLP, a venture capital firm, since 2002. From February 1998 to

April 2001, Mr. Everett served as Senior Vice President, Personal Systems Group of Dell Inc. During 1997,
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Mr. Everett was on a personal sabbatical. From 1978 to December 1996, Mr. Everett held several management
positions with Intel Corporation, including Senior Vice President and General Manager of the Microprocessor
Products Group, and Senior Vice President and General Manager of the Desktop
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Products Group. Mr. Everett currently serves on the board of directors of three privately held companies. Mr. Everett
holds a B.A. in business administration and an honorary Doctorate of Laws from New Mexico State University.
Lothar Maier has served as a Director since November 2006. Mr. Maier has served as the Chief Executive Officer and
a member of the board of directors of Linear Technology Corporation (Nasdaq: LLTC), a supplier of high
performance analog integrated circuits, which is a publicly traded company, since January 2005. Prior to that,

Mr. Maier served as Linear Technology's Chief Operating Officer from April 1999 to December 2004. Before joining
Linear Technology, Mr. Maier held various management positions at Cypress Semiconductor Corporation, a provider
of high-performance, mixed-signal, programmable solutions, from 1983 to 1999, most recently as Senior Vice
President and Executive Vice President of Worldwide Operations. Mr. Maier holds a B.S. in chemical engineering
from the University of California at Berkeley.

James A. Prestridge has served as a Director since April 2002, and has served as Chairman of our Board of Directors
from August 2005 to June 2008, and from May 2009 to September 2010. Mr. Prestridge served as our Lead
Independent Director from June 2008 to May 2009 and from September 2010 to December 2010. Mr. Prestridge
served as a consultant for Empirix Inc., a provider of test and monitoring solutions for communications applications,
from October 2001 until October 2003. From June 1997 to January 2001, Mr. Prestridge served as a Director of five
private companies that were amalgamated into Empirix. Mr. Prestridge served as a member of the board of directors
of Teradyne, Inc., a manufacturer of automated test equipment, which is a publicly traded company, from 1992 until
2000. Mr. Prestridge was Vice-Chairman of Teradyne from January 1996 until May 2000 and served as Executive
Vice President of Teradyne from 1992 until May 1997. Mr. Prestridge holds a B.S. in general engineering from the
U.S. Naval Academy and an M.B.A. from Harvard University. Mr. Prestridge served as a Captain in the U.S. Marine
Corps.

Thomas St. Dennis has served as our Chief Executive Officer and a Director since September 2010, when he joined
our company. Mr. St. Dennis previously held various positions at Applied Materials, Inc. from 1992 to 1999 and again
from 2005 to 2009. His most recent role at Applied Materials, Inc. was the Senior Vice President and General
Manager of the Silicon Systems Group. He also worked at Novellus Systems, Inc. as the Executive Vice President of
Sales and Marketing from 2003 to 2005. From 1999 to 2003 Mr. St. Dennis was the President and CEO of Wind River
Systems, Inc. Mr. St. Dennis holds a B.S. in Physics and a M.S. in Physics, both from UCLA.

Edward Rogas, Jr. has served as a Director since October 2010. Mr. Rogas currently serves on the Boards of Vitesse
Semiconductor Corporation and Vignani Technologies Pvt Ltd. Mr. Rogas served as a Director of Photon

Dynamics, Inc., from May 2006 to October 2008. Mr. Rogas held management positions at Teradyne, Inc. for over

30 years, including serving as Senior Vice President from 2000 through 2005. Mr. Rogas holds degrees of M.B.A.
(with distinction) from Harvard Business School and B.S. from the United States Naval Academy.

Michael W. Zellner has served as a Director since April 2011. Mr. Zellner, the Chief Financial Officer of PMC-Sierra
(Nasdaq: PMCS) since March 2007, has over 25 years of financial experience in the high tech industry. Prior to
joining PMC-Sierra, Mr. Zellner was Senior Vice President of Finance and Administration and Chief Financial
Officer at Wind River Systems, Inc., a device software solutions provider to the electronics industry.

Richard DeLateur has served as a Director since May 2011. Mr. DeLateur served as Chief Financial Officer of
FormFactor, Inc. from May 2010 to May 2011. Mr. DeLateur is a 20-year veteran of Intel's finance team, where he
held various positions, including the role of Vice President and Group Controller of Worldwide Technology and
Manufacturing. Mr. DeLateur more recently served as Chief Financial Officer at the private companies Fluidigm
Corporation and Topsin Corporation. Mr. DeLateur had also served as a Director at Numonyx Corp., a leading
manufacturer of Flash memory, which is now part of Micron Technology, Inc.

Executive Officers. Our executive officers, their ages and their positions with our company as of December 31, 2011
are set 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 Secretary
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Michael M. Ludwig has served as our Chief Financial Officer since May 2011. Mr. Ludwig has also served as our
Vice President, Finance from December 2009 to May 2011, was a consultant to our company from February 2009 to
December 2009, and served as our Vice President and Corporate Controller from April 2001 to April 2007. Mr.
Ludwig has also held senior level finance and accounting positions at Force 10 Networks, Inc., a privately held
company that builds and secures high performance networks, and at divisions of Tyco Electronics and Beckman
Coulter. Mr. Ludwig holds a B.S. in accounting from

10
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California State Polytechnic University, Pomona.

Stuart L. Merkadeau has served as one of our Senior Vice Presidents since October 2003 and as our General Counsel
and Secretary since October 2002. Mr. Merkadeau previously served as one of our Vice Presidents from October 2002
to September 2003, and as our Vice President of Intellectual Property from July 2000 to October 2002. From 1990 to
July 2000, Mr. Merkadeau practiced law as an associate and then a partner with Graham & James LLP, where he
specialized in licensing and strategic counseling in intellectual property matters. Mr. Merkadeau is admitted to
practice in California and registered to practice before the U.S. Patent and Trademark Office. Mr. Merkadeau holds a
B.S. in industrial engineering from Northwestern University and a J.D. from the University of California at Los
Angeles.

Item 1A: Risk Factors

In addition to the other information in this Annual Report on Form 10-K, you should carefully consider the risk
factors discussed in this Annual Report on Form 10-K in evaluating FormFactor and our business. If any of the
identified risks actually occur, our business, financial condition and results of operations could be materially adversely
affected. The trading price of our common stock could decline and you may lose all or part of your investment in our
common stock. The risks and uncertainties described in this Annual Report on Form 10-K are not the only ones we
face. Additional risks that we currently do not know about or that we currently believe to be immaterial may also
impair our business operations.

Our delay in qualifying our next generation products at certain of our customers could result in the continued loss of
market share at those customers, which could negatively impact our business and financial results.

In fiscal 2010 we transitioned customers from our Harmony platform products to our SmartMatrix and TouchMatrix
product lines and notified our customers of our "end of life", or EOL, plans for our Harmony products. Although we
believe our new SmartMatrix and TouchMatrix products enable our customers to lower their cost of ownership and we
are in, or have completed, the qualification phase of this transition at our customers for DRAM and flash memory
applications, we are late to market with these new products and both have lost and expect to continue to lose market
share as we make this product transition. This share loss is the result of the time required for SmartMatrix and
TouchMatrix product qualifications and of our customers' manufacturing lead times as they move from qualification
volumes to full commercial production volumes, which could result in continued lost opportunities for us and
negatively impact our business, financial and operating results. Because of this market timing, our products are not
being used by certain of our customers in their current high volume production runs for certain devices, which could
result in our losing follow-on orders for those devices, and could also result in customers electing to continue
purchasing wafer probe cards from suppliers other than us to test their future semiconductor devices, which could
result in our loss of market share and have a negative impact on our business and financial results.

In fiscal 2011 we engaged with certain customers on a next-generation, or evolution, of our SmartMatrix product
which enables greater parallelism, and also with an SoC customer on a next-generation vertical probe technology. If
we experience delays in qualifying these next-generation products, we may lose sales and our financial results will be
negatively impacted.

Periodic global economic and semiconductor industry downturns could continue to negatively affect our business,
results of operations, and financial condition.

The recent and historical global economic and semiconductor industry downturns negatively affected and could
continue to negatively affect our business, results of operations and financial condition. We may experience continued
declines in demand for our probe cards resulting from our customers continuing to conserve cash by cutting
production, postponing the implementation of tooling cycles and delaying the ramp of new technology nodes in
response to slow demand for consumer and other products incorporating devices tested with our wafer probe cards.
We may experience continued pricing pressure on certain of our products, which may reduce our gross margins. A
protracted downturn could cause additional customers to file for bankruptcy protection as occurred in 2009 with our
customers Spansion and Qimonda, resulting in our loss of revenue. In the past environment, customers were seeking
extended payment terms or delaying payment for our products past their original due dates, which could impact their
payment histories resulting in our deferral of revenue and which could increase our potential bad debt exposure. In
fiscal 2009, we recorded a $5.0 million pre-tax expense to increase our allowance for doubtful accounts as a result of
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the heightened non-payment risk of accounts receivable primarily related to three customers.

We may also experience the insolvency of key suppliers, leading to delays in the development and shipment of our
products, increased expense and loss of revenue. In addition, we may experience increased impairment charges due to
declines in the fair values of marketable debt securities, or charges based upon underutilization of our factory.
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We derive a substantial portion of our revenues from a small number of customers, and we could continue to
experience significant declines in our revenues if any major customer does not place, cancels, reduces or delays a
purchase of our products, or does not pay us, or delays or extends payment for our products past their original due
dates.

A relatively small number of customers have accounted for a significant portion of our revenues in any particular
period. Four customers represented 56% of total revenues in fiscal 2011, three customers represented 46% of total
revenues in fiscal 2010 and one customer represented 49% of total revenues in fiscal 2009. In fiscal 2011, 2010 and
2009, our ten largest customers accounted for 82%, 83% and 88% of our revenues, respectively. We anticipate that
sales of our products to a relatively small number of customers will continue to account for a significant portion of our
revenues. Consolidation in the semiconductor industry may increase this concentration. As a result of the global
economic and semiconductor industry downturns, we have in the more recent past experienced significant declines in
our revenues. In the future, the cancellation, reduction or deferral of even a small number of purchases of our products
could significantly reduce our revenues in any particular period. Cancellations, reductions or deferrals could result
from a delay in the recovery of the semiconductor industry, or a weaker than anticipated recovery, or another
downturn in the semiconductor industry, from manufacturing delays, quality or reliability issues with our products, or
from interruptions to our customers' operations due to fire, natural disasters or other events. Furthermore, because our
probe cards are custom products designed for our customers' unique wafer designs, any cancellations, reductions or
delays can result in significant, non-recoverable costs. In some situations, our customers might be able to cancel or
reduce orders without a significant penalty.

Our customers could also fail to pay all or part of an invoice for our products. If a customer fails to pay us or delays
payment for our products, we may be unable to recognize revenue, our financial condition and liquidity could be
adversely impacted and we may incur additional charges for bad-debt reserve to the extent certain of our customers
continue to face financial difficulties during this downturn. It is also possible that if we make the decision to initiate
legal proceedings against customers to seek payment of outstanding receivables that it will negatively impact a
customer relationship and result in lost revenues in the future. Customers with financial difficulties may be forced to
materially reduce or discontinue operations, file for bankruptcy or other relief, or may be acquired by one of our other
customers, any of which would further reduce our customer base.

The markets in which we participate are competitive, and if we do not compete effectively, our operating results could
be harmed.

We are experiencing increased competition in the wafer probe card market and we expect competition to intensify in
the future. Increased competition has resulted in, and in the future is likely to result in, price reductions, reduced gross
margins or loss of market share. Competitors might introduce new competitive products for the same markets that our
products currently serve. These products may have better performance, lower prices and/or broader acceptance than
our products. Competitive products may not have better performance, lower prices and/or broader acceptance than our
products, but may be able to meet shorter delivery times required by customers and result in the loss of revenue for us.
In addition, for products such as wafer probe cards, semiconductor manufacturers typically qualify more than one
source, to avoid dependence on a single source of supply. As a result, our customers would likely purchase products
from our competitors. Current and potential competitors include Advantest Corporation, Aehr Test Systems,

AMST Co., Ltd., Cascade Microtech, Inc., Feinmetall GmbH, Korea Instrument Co., Ltd., Japan Electronic Materials
Corporation, SV Probe, Inc., Micronics Japan Co., Ltd., Microfriend Inc., Micro-Probe, Inc., TSC MEMSYS
Corporation, Technoprobe Asia Pte. Ltd., Tokyo Cathode Laboratory Co., Ltd., Tokyo Electron Ltd., TSE Co., Ltd.,
and Wentworth Laboratories, Inc., among others.

Many of our current and potential competitors have greater name recognition, larger customer bases, more established
customer relationships or greater financial, technical, manufacturing, marketing and other resources than we do. As a
result, they might be able to respond more quickly to new or emerging technologies and changes in customer
requirements, devote greater resources to the development, promotion, sale and support of their products, and reduce
prices to increase market share. Some of our competitors also supply other types of test equipment, or offer both
advanced wafer probe cards and needle probe cards. Those competitors that offer both advanced wafer probe cards
and needle probe cards might have strong, existing relationships with our existing customers or with potential
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customers. Because we do not offer a needle probe card or other conventional technology wafer probe cards for less
advanced applications, it may be difficult for us to introduce our advanced wafer probe cards to these customers and
potential customers for certain wafer test applications. It is also possible that one or more of our competitors may be
able to increase their relative revenue with mutual customers, resulting in a loss of revenue share for us. It is further
possible that existing or new competitors, including test equipment manufacturers, may offer new technologies that
reduce the value of our wafer probe cards.

If we fail to protect our proprietary rights, our competitors might gain access to our technology, which could adversely
affect our ability to compete successfully in our markets and harm our operating results.

If we choose not to protect our proprietary rights or fail in our efforts to protect our proprietary rights, our competitors
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might gain access to our technology. Unauthorized parties might attempt to copy aspects of our products or to obtain
and use information that we regard as proprietary. Others might independently develop similar or competing
technologies or methods or design around our patents. In addition, the laws of many foreign countries in which we or
our customers do business do not protect our intellectual property rights to the same extent as the laws of the United
States. To date, we have not been successful in our efforts to enforce our proprietary rights and obtain injunctive relief
for violation of those rights in South Korea and in the United States. As a result, our proprietary rights could be
compromised, our competitors might offer products similar to ours and we might not be able to compete successfully.
We also cannot assure that:

our means of protecting our proprietary rights will be adequate;

patents will be issued from our pending or future applications;

our existing or future patents will be sufficient in scope or strength to provide any meaningful protection or
commercial advantage to us;

our patents or other intellectual property will not be invalidated, circumvented or successfully challenged in the
United States or foreign countries; or

others will not misappropriate our proprietary technologies or independently develop similar technologies, duplicate
our products or design around any of our patents or other intellectual property, or attempt to manufacture and sell
infringing products in countries that do not strongly enforce intellectual property rights.

We have spent in the past, and may be required to spend in the future, significant resources to monitor and protect our
intellectual property rights. We presently believe that it is likely that two or more of our competitors are using
methodologies or have implemented structures into certain of their products that are covered by one or more of our
intellectual property rights. We have in the past brought claims to protect our rights. We have filed a lawsuit in the
United States District Court for the Northern District of California against Micro-Probe Incorporated alleging
Micro-Probe is willfully infringing several of our U.S. patents that cover aspects of our proprietary technology and
wafer probe cards. We are seeking injunctive relief and damages against Micro-Probe for unfair competition and have
also asserted claims against a former employee for misappropriation of trade secrets and breach of confidence relative
to FormFactor's confidential and propriety information and against the former employee and Micro-Probe for
conspiring to breach that confidence. We may not obtain a favorable ruling in this U.S. federal district court action.

In certain cases, our competitors have initiated re-examination proceedings in the USPTO and invalidity proceedings
in foreign patent offices against certain of our patents. The USPTO granted requests to re-examine certain claims of
each of our U.S. patents that are in the litigation pending in the United States District Court for the Northern District
of California against Micro-Probe. Any litigation, whether or not resolved in our favor, and whether initiated by us or
by a third party, could result in significant and possibly material expense to us and divert the efforts of our
management and technical personnel. In addition, while patents are territorial and a ruling on a certain given patent
does not necessarily impact the validity or enforceability of a corresponding or related patent in a different country, an
adverse ruling in one country might negatively impact our ability to enforce the corresponding or related patent in
other countries. Finally, certain of our customer contracts contain provisions that require us to defend and/or
indemnify our customers for third party intellectual property infringement claims, which would increase the cost to us
of an adverse ruling in such a claim. An adverse determination could also negatively impact our ability to license
certain of our technologies and methods to others, and result in our competitors being allowed to sell products with, or
add to their products, features and benefits contained in our products, thereby reducing our competitive advantages
over these competing products.

If we do not innovate and keep pace with technological developments in the semiconductor industry, our products
might not be competitive and our revenues and operating results could suffer.

We must continue to innovate and to invest in research and development to improve our competitive position and to
meet the testing requirements of our customers. Our future growth depends, in significant part, upon our ability to
work effectively with and anticipate the testing needs of our customers and to develop and support new products and
product enhancements to meet these needs on a timely and cost-effective basis. Our customers' testing needs are
becoming more challenging as the semiconductor industry continues to experience rapid technological change driven
by the demand for complex circuits that are shrinking in size and at the same time are increasing in speed and
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functionality and becoming less expensive to produce. Examples of trends driving demand for technological research
and development include semiconductor manufacturers' transitions to 2x nanometer DRAM and Flash technology
nodes, to higher gigabit density devices, and to Double Data Rate III, or DDR3, architecture devices. Our customers
expect that they will be able to integrate our wafer probe cards into any manufacturing process as soon as it is
deployed. Therefore, to meet these expectations and remain competitive, we must continually design, develop and
introduce on a timely basis new products and product enhancements with improved
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features.

We may also work collaboratively with one or more third parties in the development of new technologies or in
improvements to our existing technologies. It is possible that these collaborations may be delayed, or even ultimately
prove unsuccessful, by matters outside of our control, such as the financial condition of the third party. It is possible
that our internal development efforts and engagements with third parties regarding the development of manufacturing
equipment having similar functionality may have a lengthy development and ramp up time and negatively impact our
ability to complete new products and realize revenue from those products.

Successful product design, development and introduction on a timely basis require that we:

design innovative and performance-enhancing product architectures, technologies and features that
differentiate our products from those of our competitors;

in some cases engage with third parties who have particular expertise in order to complete one or more aspects of the
design and manufacturing process;

¢ransition our products to new manufacturing technologies;

tdentify emerging technological trends in our target markets;

maintain effective marketing strategies;

respond effectively to technological changes or product announcements by others; and

adjust to changing market conditions quickly and cost-effectively.

Not only do we need the technical expertise to implement the changes necessary to keep our technologies current, but
we must also rely heavily on the judgment of our management to anticipate future market trends. If we are unable to
timely predict industry changes or industry trends, or if we are unable to modify our products or design, manufacture
and deliver new products on a timely basis, or if a third party with which we engage does not timely deliver a
component or service for one of our product modifications or new products, we might lose customers or market share.
In addition, we might not be able to recover our research and development expenditures, which could harm our
operating results.

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

The demand for wafer probe cards depends in large part upon the number of semiconductor designs, the pace of
technology and architecture transitions in chip designs and overall semiconductor unit volume. The time it takes to
test a wafer depends upon the number of devices being tested, the complexity of these devices, the test software
program and the test equipment itself. As test programs become increasingly effective and test throughput increases,
the number of wafer probe cards required to test a given volume of devices declines. Therefore, advances in the test
process could cause us to lose sales. Further, most semiconductor manufacturers are implementing chip designs
featuring built-in self-test, or BIST, capabilities or similar "design for testability", or DFT, functions or methodologies
that increase test throughput and reduce the cost of test. These efforts include strategies to reduce the technical
requirements on test equipment, or to improve data about device performance early in the manufacturing process, or to
test the device later in the life of the product for quality assurance purposes. In some cases, BIST or DFT can create
opportunities for our technologies. In other cases BIST or DFT can reduce requirements for wafer level test and
reduce our opportunities. Although we seek to work with our customers to show ways that our technologies can be
applied together with BIST and DFT approaches to create opportunities to further reduce the cost of test, the overall
impact of BIST and DFT technologies, as they exist today and as they may be developed in the future, could slow the
migration to wafer level testing and adversely affect our revenues. Similar results could occur if new chip designs are
implemented which we are unable to test efficiently, or if semiconductor manufacturers reduce generally the amount
or degree of wafer test they perform. We incur significant research and development expenses in conjunction with the
introduction of new product architectures and platforms. Often, we time our product introductions to the introduction
of new test equipment platforms or to enable a manufacturer's test roadmap when it elects to retain existing test
platforms but requires certain test throughput. Because our customers require both test equipment and wafer probe
cards, any delay or disruption in the introduction of new test equipment platforms would negatively affect our growth.
We have recorded significant restructuring, inventory write-offs and asset impairment charges in the past and may do
so again in the future, which could have a material negative impact on our business.
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We recorded material restructuring charges related to our global workforce reductions and impairment charges related
to our long-lived assets in fiscal 2009, fiscal 2010, and fiscal 2011. As we continue to align our operations with our

business requirements, we may implement additional cost reduction actions, which would require us to take
additional, potentially

14

26



Edgar Filing: FORMFACTOR INC - Form 10-K

Table of Contents

material, restructuring charges related to employee terminations or asset disposal or exit costs. We may also be
required to write off additional inventory if our product build plans or usage of inventory experience further declines,
and such additional write-offs could constitute material charges. In addition, a further decline in our stock price or
significant adverse change in market conditions could require us to take additional material impairment charges
related to our long-lived assets. Our long-lived assets, including intangible assets, are amortized over their respective
estimated useful lives using the straight-line method and are reviewed for impairment annually, or whenever events or
changes in circumstances indicate that their carrying amount may not be recoverable. The valuation of our long-lived
assets requires assumptions and estimates of many critical factors, including revenue and market growth, operating
cash flows, market multiples, and discount rates. Other adverse changes in market conditions, particularly if such
changes have the effect of changing one of the critical assumptions or estimates we use in our assessment of the
recoverability of our long-lived assets and any measure of such impairment charge, if any, could result in a change to
the estimation of fair value that could result in future impairment charges. We may also incur charges for factory
underutilization depending upon the demand for our products and factory capacity. Any such additional material
charges, whether related to restructuring or asset impairment, may have a material negative impact on our operating
results and related financial statements.

Our recent restructuring plans may not have properly aligned our cost structure with our business needs and overall
semiconductor industry requirements and even though completed may adversely affect our business, financial
condition, or operating results.

In each of fiscal 2009 through 2011 we conducted reductions in our work force as part of company-wide cost
reduction plans. These plans were intended to help focus our resources more strategically towards business needs and
industry requirements as part of our global reorganization activities. We expect to realize quarterly savings, excluding
stock-based compensation expenses, of approximately $5.5 million in the quarters commencing in fiscal 2012 as a
result of these restructuring actions. If we experience expenses in excess of what we anticipate in connection with
these restructuring activities, such as unanticipated costs associated with our decision to focus our manufacturing
operations in Livermore and Japan and to not bring up assembly and test operations in Singapore or in Korea, our
business, financial condition, or operating results could be adversely and materially affected. Our business, financial
condition and operating results could also be materially adversely affected if we experience unanticipated
inefficiencies as a result of our restructuring activities, such as impaired customer relationships caused by reduced
headcount or delay in ramping the manufacture of our SmartMatrix and TouchMatrix products, by the delay in
qualifying such Matrix-platform based products, or by our decision to implement an "end of life" plan for our
Harmony products. We also cannot assure you that we will not undertake additional workforce reductions, that any of
our restructuring efforts will be successful, or that we will be able to realize the cost savings and other anticipated
benefits from our previous or future restructuring plans. Any of these issues could render our restructuring plan
ineffective, which could have a material adverse effect on our business, financial condition, or operating results.

If we do not continue to take steps to optimize the structure of our operations to position our company for long-term,
profitable growth, we might not succeed.

The timing, length and severity of the cyclical downturns in the semiconductor industry are difficult to predict. This
cyclicality affects our ability to accurately predict our future operating results and plan our business, and could also
impair the value of our tangible and intangible assets. We implemented global cost reduction plans in each fiscal year
from 2009 through 2011, and are continuing to pursue measures to improve our operating efficiency. Such measures
have included workforce reductions, the implementation of a shared service center, the consolidation of manufacturing
capacity and the centralization of support functions to regional and global shared service centers. If we do not
continue to implement measures for optimizing our financial model for prevailing market conditions, our
competitiveness could be seriously harmed, our ability to invest in our business for future growth may be negatively
impacted and our company might not succeed. If we do not successfully structure our operations by, for example,
strengthening our local design, application and service capabilities to improve customer responsiveness, changing our
manufacturing structure for shorter cycle time and improved product delivery capabilities, and realigning our research
and development efforts, and continue to motivate and retain our key employees, we may experience continued
deterioration in our business and our company might not succeed. In addition, as the business environment improves,
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if we are unable to proactively and effectively manage our operations and/or realign our controls, systems and
infrastructure to changing business conditions, we may not be in a position to boost our personnel, manufacturing
capacity, service capabilities and productivity, and support growth in response to increasing customer demand for our
products, which would, in turn, have a negative impact on our operating results. Adverse general economic conditions
may also impair the recovery of our business.

Our pricing for our products could result in certain customers deciding to not purchase our products, which could
negatively impact our business and financial results.

We believe that our pricing guidelines are consistent with normal industry cost learning curves, but certain customers
may in the future react negatively to our pricing and elect to not purchase our products, to purchase fewer of our
products as compared to those of our competitors, or to phase out the purchase of our products, in which case our
business, financial

15

28



Edgar Filing: FORMFACTOR INC - Form 10-K

Table of Contents

condition and operating results could be materially and adversely impacted.

Changes in our tax rates, inability to realize our deferred tax assets or exposure to additional tax liabilities could
adversely affect our operating results.

We are subject to income taxes in both the United States and various foreign jurisdictions, and our domestic and
international tax liabilities are subject to the allocation of expenses in different jurisdictions. The amount of income
taxes we pay are subject to audits in various jurisdictions and a material assessment by a governing tax authority could
adversely affect our operating results. Our effective tax rate could be adversely affected by changes in the mix of
earnings in countries with different statutory tax rates or changes in tax laws. Realization of our deferred tax assets,
which are predominantly in the United States, is dependent on our ability to generate sufficient future taxable income.
If we determine that we may not be able to realize some portion of our deferred tax assets in the future, we would
record a valuation allowance against the deferred tax assets that could result in additional income tax expense. This
valuation allowance will not limit our ability to utilize our federal and state deferred tax assets to offset future U.S.
profits.

Environmental and other disasters, such as flooding, earthquakes, volcanic eruptions or leakage from nuclear reactors,
or a combination thereof, may negatively impact our business.

Our business is vulnerable to the direct and indirect impact of environmental and other disasters, such as the

March 2011 earthquake off the coast of Japan and the resulting tsunami and disaster at certain nuclear power plants in
Japan. For instance, while our design operations in Tokyo, Japan, our manufacturing and repair facility in Yokohama,
Japan and our repair operations in Hiroshima, Japan were all not damaged by the March 2011 disasters in Japan, it is
possible that our operations could be impacted in the future by the consequences of those events or similar future
events. The facilities of certain of our suppliers, including suppliers of our ceramics, our printed circuit boards and
certain of our mechanical parts, are located in Japan. While our suppliers did not report any significant damage to their
facilities and they resumed operations consistent with the power usage guidelines in their respective areas, the supply
chains for certain of our suppliers were negatively impacted. Additionally, the flooding in Thailand negatively
impacted the operations of several disk drive manufacturers, which created a shortage of disk drives available for
incorporation into personal computers. This disk drive shortage resulted in a slowing of the manufacture of personal
computers and for the DRAM incorporated into personal computers. It is possible that future acts of terrorism,
environmental events or natural disasters, such as earthquakes and aftershocks, and infrastructure events arising out of
such occurrences and disasters, for example, the nuclear power plant issues resulting from the earthquake and tsunami
in Japan in March 2011, could negatively impact our suppliers’ ability to supply components to us on a timely basis.
Any such delays in supplying or delivering components to us could, and any catastrophic loss suffered by our key
suppliers would likely, disrupt our operations, delay production and shipments and adversely affect our revenues and
business. Similarly, any catastrophic loss at our California facilities, such as an earthquake, would materially and
adversely affect our business.

Cyclicality in the semiconductor industry is currently adversely impacting our sales and may do so in the future, and
as a result we have experienced and may continue to experience reduced revenues and operating results.

The semiconductor industry has historically been cyclical and is characterized by wide fluctuations in product supply
and demand. From time to time, this industry has experienced significant downturns, often in connection with, or in
anticipation of, maturing product and technology cycles, excess inventories and declines in general economic
conditions. The global economic and semiconductor downturns have caused and may continue to cause our operating
results to decline dramatically from one period to the next. For example, our fiscal year 2011 revenues declined 10%
from our fiscal 2010 year revenues, in large part due to the softening of the DRAM and the NOR Flash product
markets. Our business depends heavily upon the development and manufacture of new semiconductors, the rate at
which semiconductor manufacturers make transitions to smaller nanometer technology nodes and implement tooling
cycles, the volume of production by semiconductor manufacturers and the overall financial strength of our customers,
which, in turn, depend upon the current and anticipated market demand for semiconductors and products, such as
personal computers and cell phones, that use semiconductors. Semiconductor manufacturers generally sharply curtail
their spending, including their equipment spending, and defer their adoption of emerging technologies during industry
downturns and historically have lowered their spending disproportionately more than the decline in their revenues.
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This is particularly true when there is a point during an industry cycle in which the semiconductor manufacturers'
costs related to semiconductor devices approach or exceed the sales price of the devices. As a result, we would
experience reduced revenues due to the decreased demand for our wafer probe cards by our semiconductor
manufacturer customers, which is what we are experiencing in this current downturn. Accordingly, if we are unable to
adjust our levels of manufacturing and human resources or manage our costs and deliveries from suppliers in response
to lower spending by semiconductor manufacturers, our gross margin may continue to decline and cause us to
experience further operating losses.
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If we are unable to efficiently manufacture and ramp production of our new probe card products, our business may be
materially adversely affected.

We must continuously improve our manufacturing processes in an effort to increase yields and product performance,
lower our costs and reduce the time required for us to design, manufacture and deliver our products in volume. If we
cannot, our new products may not be commercially successful, our revenues may be adversely affected, our customer
relationships and our reputation may be harmed and our business may be materially adversely affected. To improve
our manufacturing processes, we have incurred, and may incur in the future, substantial costs in an effort to optimize
capacity and yields, implement new manufacturing technologies, methods and processes, purchase new equipment,
upgrade existing equipment and train technical personnel. We have experienced, and may experience in the future,
manufacturing delays and other inefficiencies in connection with implementation of these improvements and customer
qualifications of new processes, and expansion of manufacturing capacity and ramp of production volume to meet
customer demand, which have caused and could cause in the future, our operating results to decline. We have also
experienced, and may experience in the future, difficulties in manufacturing our complex products in volume on time
and at acceptable yields and cost and installation issues in the field due to complexity of customer design
requirements, including integration of wafer probe cards with varying customer test cell environments and testing of
semiconductor devices over a wide temperature range. For example, we experienced challenges transitioning our
Harmony architecture-based products from a lower-volume, engineering-assisted process to a high-volume
manufacturing process. These problems resulted in missed opportunities with customers. While we ramped
commercial volume manufacturing of our Matrix architecture products at a significantly greater rate than our
Harmony architecture products, design and manufacturing delays related to our Matrix architecture products resulted
in qualification at certain customers taking longer than we anticipated. Delayed qualification caused and could
continue to cause lost sales opportunities. This increases our vulnerability to our competitors and the likelihood that
our customers will seek solutions from other suppliers or to develop solutions themselves. If demand for our products
decreases, we could have excess manufacturing capacity. The fixed costs associated with excess manufacturing
capacity could cause our operating results to decline. If we are unable to achieve further manufacturing efficiencies
and cost reductions, particularly if we are experiencing pricing pressures in the marketplace, our operating results
could suffer.

Consolidation in the industry and within the semiconductor test equipment market could adversely affect the market
for our products and negatively impact our ability to compete, which could cause a decline in our revenues.
Consolidation in the semiconductor industry, particularly among manufacturers of DRAM devices, would reduce our
customer base and could adversely affect the market for our products, which could cause a decline in our revenues.
The global economic downturn caused significant disruption within the semiconductor industry. The semiconductor
industry now has a smaller customer landscape than in past years. The loss of additional customers could further
concentrate, and could adversely affect, the market for our products. Consolidation may lead to lost or delayed sales,
reduced demand for our wafer probe cards, loss of market share and increased pricing pressures. Additionally, certain
customers may not want to rely entirely or substantially on a single wafer probe card supplier and, as a result, such
customers could reduce their purchases of our wafer probe cards.

There has also been a recent move toward consolidation within the semiconductor test equipment market. For
example, in 2009, Touchdown Technologies, Inc., a probe card manufacturer, was acquired by Verigy Ltd., a tester
company, and in 2010, after Verigy announced an intent to combine with LTX Credence, a tester company, Advantest
Corporation, made a successful unsolicited bid to acquire Verigy. This consolidation trend could change our
interactions and relationships with semiconductor tester and prober companies and negatively impact our revenue and
operating results.

We depend upon the sale of our wafer probe cards for substantially all of our revenues, and the majority of our wafer
probe cards are utilized by semiconductor manufacturers for testing DRAM devices; if we continue to experience a
downturn in demand for our DRAM products, our revenues could decline further.

We have historically derived substantially all of our revenues from the sale of our wafer probe cards to manufacturers
of DRAM, flash memory devices, and microprocessor, chipset and other SoC devices. For fiscal 2011, 2010 and 2009
sales to manufacturers of DRAM devices accounted for 68%, 70% and 80%, respectively, of our revenues, sales to
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manufacturers of Flash memory devices accounted for 15%, 16% and 5%, respectively, of our revenues and sales to
manufacturers of SoC devices accounted for 17%, 14% and 14%, respectively, of our revenues. We anticipate that
sales of our wafer probe cards will represent a substantial majority of our revenues for the foreseeable future. Our
success depends in large part upon the continued acceptance of our products within these markets and our ability to
continue to develop and introduce new products that meet our customers' requirements on a timely basis for these
markets. In particular, to continue to grow our business, we need to further penetrate the full wafer contactor Flash
memory and SoC markets and to gain additional market share with manufacturers of flash memory and SoC devices.
To the extent that we are unable to realize cost reductions and manufacturing efficiencies in the production of our
wafer probe cards, or if we are not able to timely deliver our products, our revenues and business operations could be
adversely impacted and our ability to grow could suffer. As our next generation wafer probe cards
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are used in greater volume in commercial production, it is possible that we will identify certain areas of technical
performance that require improvement, and if we are unable to continually, efficiently and in a timely manner improve
our products, we could suffer reduced demand for our products and our operating results could be harmed. If chip
manufacturers fail to make architecture, node or technology transitions as we anticipate, or if anticipated or announced
transitions are delayed, it could adversely impact our revenues and operating results. In addition, we might not be able
to sustain or increase our revenues from sales of our wafer probe cards, particularly if conditions in the semiconductor
market continue to deteriorate or do not improve or if the market enters another downturn. Any decrease in revenues
from sales of our wafer probe cards could harm our business more than it would if we offered a more diversified line
of products.

If our relationships with our customers and companies that manufacture semiconductor test equipment deteriorate, our
product development activities could be harmed.

The success of our product development efforts depends upon our ability to anticipate market trends and to collaborate
closely with our customers and with companies that manufacture semiconductor test equipment. Our relationships
with these customers and companies provide us with access to valuable information regarding manufacturing and
process technology trends in the semiconductor industry, which enables us to better plan our product development
activities. These relationships also provide us with opportunities to understand the performance and functionality
requirements of our customers, which improve our ability to customize our products to fulfill their needs. Our
relationships with test equipment companies are important to us because test equipment companies can design our
wafer probe cards into their equipment and provide us with the insight into their product plans that allows us to offer
wafer probe cards for use with their products when they are introduced to the market. Our relationships with our
customers and test equipment companies could deteriorate if they:

become concerned about our ability to protect their intellectual property;

become concerned with our ability to deliver quality products on a timely basis;

develop their own solutions to address the need for testing improvement;

tmplement chip designs that include enhanced built-in self-test capabilities;

regard us as a competitor;

tntroduce their own wafer probe card product;

establish relationships with others in our industry;

acquire or invest in a competitive wafer probe card manufacturer or enter into a business venture with a competitive
wafer probe card manufacturer; or

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

Many of our customers and the test equipment companies we work with are large companies. The consequences of
deterioration in our relationship with any of these companies could be exacerbated due to the significant influence
these companies can exert in our markets. If our current relationships with our customers and test equipment
companies deteriorate, or if we are unable to develop similar collaborative relationships with important customers and
test equipment companies in the future, our long-term ability to produce commercially successful products could be
impaired.

Because we generally do not have a sufficient backlog of unfilled orders to meet our quarterly revenue targets,
revenues in any quarter are substantially dependent upon customer orders received and fulfilled in that quarter.

Our revenues are difficult to forecast because we generally do not have sufficient backlog of unfilled orders to meet
our quarterly revenue targets at the beginning of a quarter. Rather, a substantial percentage of our revenues in any
quarter depend upon customer orders for our wafer probe cards that we receive and fulfill in that quarter. Because our
expense levels are based in part on our expectations as to future revenues and to a large extent are fixed in the short
term, we might be unable to adjust spending in time to compensate for any unexpected shortfall in revenues.
Accordingly, any significant shortfall of revenues in relation to our expectations could hurt our operating results.

We manufacture substantially all our products at our facility in Livermore, California, and any disruption in the
operations of this facility could adversely impact our business and operating results.

Our manufacturing processes require sophisticated and expensive equipment and a specially designed facility,
including a semiconductor clean room. We manufacture the majority of our wafer probe cards at our facility located in
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disruption in our
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manufacturing, whether due to contamination in our manufacturing process, technical or labor difficulties, destruction
or damage from fire or earthquake, infrastructure failures such as power or water shortage or any other reason, could
interrupt our operations, impair critical systems, disrupt communications with our customers and suppliers, and cause
us to write off inventory, thereby potentially resulting in the loss of revenues. In addition, if the previous energy crises
in California that resulted in disruptions in power supply and increases in utility costs were to recur, we might
experience power interruptions and shortages, which could disrupt our manufacturing operations. This could subject
us to loss of revenues as well as significantly higher costs of energy. Further, current and potential customers might
not purchase our products if they perceive our lack of a fully operational alternate manufacturing facility to be a risk to
their continuing source of supply.

If we are unable to continue to reduce the time it takes for us to design and produce a wafer probe card, our growth
could be impeded.

Our customers continuously seek to reduce the time it takes them to introduce new products to market. The cyclicality
of the semiconductor industry, coupled with changing demands for semiconductor devices, requires our customers to
be flexible and highly adaptable to changes in the volume and mix of products they must produce. Each of those
changes requires a new design and each new design requires a new wafer probe card. For some existing
semiconductor devices, the manufacturers' volume and mix of product requirements are such that we are unable to
design, manufacture and ship products to meet such manufacturers' relatively short cycle time requirements. We, for
example, have lost sales in the past where we were unable to meet a customer's required delivery schedule for wafer
probe cards for a particular design. If we are unable to reduce the time it takes for us to design, manufacture and ship
our products in response to the needs of our customers, our competitive position could be harmed and we could lose
sales. If we are unable to grow design capacity in the event demand increases, our ability to respond to customer
requirements could be challenged and our revenues could be negatively impacted.

We obtain some of the components and materials we use in our products from a sole source or a limited group of
suppliers, and the partial or complete loss of one of these suppliers could cause production delays and a substantial
loss of revenues.

We obtain some of the components and materials used in our products, such as printed circuit board assemblies,
plating materials and ceramic substrates, from a sole source or a limited group of suppliers. Alternative sources are not
currently available for sole source components and materials. Because we rely on purchase orders rather than
long-term contracts with the majority of our suppliers, we cannot predict with certainty our ability to obtain
components and materials in the longer term. A sole or limited source supplier could increase prices, which could lead
to a decline in our gross margin. Our dependence upon sole or limited source suppliers exposes us to several other
risks, including inability to obtain an adequate supply of materials, late deliveries and poor component quality. In
addition, the ability of any of these suppliers to timely provide us with sufficient quality materials would be adversely
affected if they are forced to reduce or discontinue operations due to financial difficulties, which is a heightened risk
during the current economic downturn. Disruption or termination of the supply of components or materials could
delay shipments of our products, damage our customer relationships and reduce our revenues. For example, if we were
unable to obtain an adequate supply of a component or material, we might have to use a substitute component or
material, which could require us 