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PART 1. FINANCIAL INFORMATION
Item 1. Financial Statements
FORMFACTOR, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share amounts)

(Unaudited)
Three Months Ended Nine Months Ended
September 29, September 30, September 29, September 30,
2007 2006 2007 2006
As Restated As Restated
Revenues $ 125,291 $ 96,757 $ 341,686 $ 270,520
Cost of revenues 58,609 47,578 156,563 133,956
Gross margin 66,682 49,179 185,123 136,564
Operating expenses:
Research and development 16,219 11,994 44,704 33,397
Selling, general and administrative 23,365 19,321 69,349 53,034
Total operating expenses 39,584 31,315 114,053 86,431
Operating income 27,098 17,864 71,070 50,133
Interest income 5,766 4,485 16,767 10,196
Other income 415 59 234 45
Income before income taxes 33,279 22,408 88,071 60,374
Provision for income taxes 11,056 7,282 29,532 20,613
Net income $ 22,223 $ 15,126 $ 58,539 $ 39,761
Net income per share:
Basic $ 0.46 $ 0.33 $ 1.23 $ 0.89
Diluted $ 0.45 $ 0.31 $ 1.19 $ 0.85
Weighted-average number of shares used in per share
calculations:
Basic 48,291 46,417 47,757 44,625
Diluted 49,729 48,494 49,335 46,690

The accompanying notes are an integral part of these condensed consolidated financial statements.
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FORMFACTOR, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share amounts)

(Unaudited)
September 29, December 30,
2007 2006
As Restated
ASSETS
Current assets:
Cash and cash equivalents $ 283,391 $ 284,131
Marketable securities 253,802 208,263
Accounts receivable 86,191 54,571
Inventories 32,568 18,926
Deferred tax assets 14,551 14,496
Prepaid expenses and other current assets 15,338 12,138
Total current assets 685,841 592,525
Restricted cash 2,250 2,250
Property and equipment, net 118,975 94,064
Deferred tax assets 7,610 4,689
Other assets 10,108 945
Total assets $ 824,784 $ 694,473
LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable $ 43,883 $ 31,273
Accrued liabilities 21,749 28,334
Income taxes payable 40 7,979
Deferred revenue and customer advances 6,674 7,273
Deferred rent 471 448
Total current liabilities 72,817 75,307
Long term income taxes payable 10,991
Deferred rent and other long term liabilities 5,934 5,125
Total liabilities 89,742 80,432
Commitments and contingencies (Note 10)
Stockholders equity:
Preferred Stock, $0.001 par value:
10,000,000 shares authorized; no shares issued and outstanding at September 29, 2007 and
December 30, 2006, respectively
Common stock, $0.001 par value:
250,000,000 shares authorized; 48,589,467 and 46,861,334 shares issued and outstanding at
September 29, 2007 and December 30, 2006, respectively 49 47
Additional paid-in capital 566,348 504,709
Accumulated other comprehensive income (loss) 577 (244)
Retained earnings 168,068 109,529
Total stockholders equity 735,042 614,041
Total liabilities and stockholders equity $ 824,784 $ 694,473

The accompanying notes are an integral part of these condensed consolidated financial statements.
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FORMFACTOR, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)

Cash flows from operating activities:

Net income $
Adjustments to reconcile net income to net cash provided by (used in)
operating activities:

Depreciation and amortization

Stock-based compensation expense

Deferred income taxes

Excess tax benefits from equity based compensation plans

Provision for excess and obsolete inventories

Loss on disposal of equipment

Changes in assets and liabilities:

Accounts receivable

Inventories

Prepaid expenses and other current assets

Other assets

Accounts payable

Accrued liabilities

Income taxes payable

Deferred rent

Deferred revenues and customer advances

Net cash provided by operating activities

Cash flows from investing activities:

Acquisition of property and equipment

Purchase of marketable securities

Proceeds from maturities and sales of marketable securities

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from issuance of common stock

Excess tax benefits from equity based compensation plans

Net cash provided by financing activities

Effect of exchange rate changes on cash and cash equivalents

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of the period

Cash and cash equivalents, end of the period $
Supplemental disclosure of significant non-cash investing activities:
Purchases of property and equipment through accounts payable and
accrued liabilities $

Nine Months Ended

September 29, 2007

58,539

19,570
19,960
(2,950)
(7,486)
9,540
576

(31,619)
(23,094)
(2,555)
(8,950)
7,612
(8,833)
11,745
484
(538)
42,001

(37,107)
(164,397)
118,491

(83,013)

32,906
7,486
40,392
(120)
(740)
284,131
283,391

7,130

$

$

$

September 30, 2006
As Restated

39,761

15,919
15,316
(1,650)

(13,448)
12,017

378

(10,122)
(16,222)
(5.472)
(599)
4,867
16,853
(3,187)
1,464
2,968
58,843

(26,862)
(202,929)
201,340

(28,451)

201,289
13,448
214,737
19
245,148
31,217
276,365

2,671

The accompanying notes are an integral part of these condensed consolidated financial statements.
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FORMFACTOR, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

Note 1 Basis of Presentation
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Basis of presentation. The accompanying unaudited condensed consolidated financial statements of FormFactor, Inc. and its subsidiaries (the

Company ) have been prepared in accordance with accounting principles generally accepted in the United States of America and pursuant to the
instructions to Form 10-Q and Article 10 of Regulation S-X of the Securities and Exchange Commission (the SEC ). Accordingly, the interim
financial statements do not include all of the information and footnotes required by generally accepted accounting principles for annual financial
statements. In the opinion of management, all adjustments (consisting only of normal recurring adjustments) considered necessary for a fair
statement have been included. Operating results for the three and nine months ended September 29, 2007 are not necessarily indicative of the
results that may be expected for the year ending December 29, 2007, or for any other period. The balance sheet at December 30, 2006 has been
derived from the audited consolidated financial statements at that date but does not include all of the information and footnotes required by
accounting principles generally accepted in the United States of America for complete financial statements. These financial statements and notes
should be read with the consolidated financial statements and notes thereto for the year ended December 30, 2006 included in the Company s
Annual Report on Form 10-K/A filed with the SEC.

Fiscal Year. The Company operates on a 52/53 week fiscal year, whereby the year ends on the Saturday nearest December 31. Fiscal year 2007
will end on December 29, 2007, and will consist of 52 weeks.

Note 2 Restatement of Financial Statements
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The Company completed a review of its historical practices with respect to inventory valuation. That review indicated that during fiscal 2006
and the first half of fiscal 2007 the Company did not consistently follow its accounting policies for valuing inventory resulting in a material
misstatement of inventory and cost of revenue. The change in inventory valuation impacted the amount of stock based compensation capitalized
into inventory due to the change in inventory turns. As a result, the Board of Directors determined on November 8, 2007 that the Company
would restate its financial statements for the fiscal year ended December 30, 2006, for each of the fiscal quarters for that year, and for the fiscal
quarters ended March 31 and June 30, 2007. The impacts of these adjustments including the related tax impact are described below in the
following tables.
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The following table presents the impact of the restatement adjustments on the Company s Condensed Consolidated Balance Sheet as of

September 30, 2006:

ASSETS

Current assets:

Cash and cash equivalents
Marketable securities
Accounts receivable,
Inventories

Deferred tax assets

Prepaid expenses and other current assets
Total current assets
Restricted cash

Property and equipment, net
Deferred tax assets

Other assets

Total assets

As Previously
Reported

(In thousands, except share)

$ 276,365
181,128

54,097

26,317

11,233

12,674

561,814

2,250

87,398

6,270

994

$ 658,726

LIABILITIES AND STOCKHOLDERS EQUITY

Current liabilities:

Accounts payable

Accrued liabilities

Income tax payable

Deferred revenue and customer advances
Deferred rent

Total current liabilities

Deferred rent and other liabilities

Total liabilities

Stockholders equity

Preferred stock, $0.001 par value:
Common stock, $0.001 par value:
Additional paid-in capital

Deferred stock-based compensation
Accumulated other comprehensive loss
Retained earnings

Total stockholders equity:

Total liabilities and stockholders equity

$ 27,346
21,850

7,653

353

6,556

63,758

4,559

68,317

47
496,296

(114)
94,180
590,409
$ 658,726

September 30, 2006

$

Effect of
Restatement

(3,257)

(3,257)

(3,257)

(1,150)

(1,150)

(1,150)

(2,107)
(2,107)
(3,257)

Restated

276,365
181,128
54,097
23,060
11,233
12,674
558,557
2,250
87,398
6,270
994
655,469

27,346
21,850
6,503
353
6,556
62,608
4,559
67,167

47
496,296

(114)
92,073

588,302

655,469

10
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The following table presents the impact of the restatement adjustments on the Company s Condensed Consolidated Statements of Income for the
three and nine months ended September 30, 2006:

Three Months Ended September 30, 2006 Nine Months Ended September 30, 2006
As Previously Effect of As Previously Effect of
Reported Restatement Restated Reported Restatement Restated
(In thousands (In thousands
except per share except per share
data) data)
Revenues $ 96,757 $ 96,757 $ 270,520 $ 270,520
Cost of revenues 46,492 $ 1,086 47,578 130,699 $ 3,257 133,956
Gross margin 50,265 (1,086) 49,179 139,821 (3,257) 136,564
Operating expenses:
Research and development 11,994 11,994 33,397 33,397
Selling, general and
administrative 19,321 19,321 53,034 53,034
Total operating expenses 31,315 31,315 86,431 86,431
Operating income 18,950 (1,086) 17,864 53,390 (3,257) 50,133
Interest income 4,485 4,485 10,196 10,196
Other income 59 59 45 45
Income before income taxes 23,494 (1,086) 22,408 63,631 (3,257) 60,374
Provision for income taxes 7,675 (393) 7,282 21,763 (1,150) 20,613
Net income $ 15,819 $ (693) $ 15,126 $ 41,868 $ 2,107) $ 39,761
Net income per share:
Basic $ 034 $ 0.01) $ 033 $ 094 $ 0.05) $ 0.89
Diluted $ 033 $ 0.02) $ 031 $ 090 $ 0.05) $ 0.85
Weighted-average number of
shares used in per share
calculations:
Basic 46,417 46,417 46,417 44,625 44,625 44,625
Diluted 48,494 48,494 48,494 46,690 46,690 46,690

The following table presents the impact of the restatement adjustments on the Company s Condensed Consolidated Statements of Comprehensive
Income for the three and nine months ended September 30, 2006:

Three Months Ended September 30, 2006 Nine Months Ended September 30, 2006
As Previously Effect of As Previously Effect of
Reported Restatement Restated Reported Restatement Restated
(In thousands) (In thousands)
Components of other
comprehensive income:
Change in unrealized loss on
marketable securities, net of tax ~ $ 722 $ 722 $ 199 $ 199
Translation adjustments 29) (29) 46 46
Net income 15,819 (693) 15,126 41,868 (2,107) 39,761
Comprehensive income $ 16,512  $ 693) $ 15,819 $ 42,113  $ 2,107) $ 40,006

The restatement adjustments did not impact the total net cash flows from total operating, financing, or investing activities in the condensed
consolidated statements of cash flows for the three and nine months ended September 30, 2006. Additionally, all notes to the consolidated
financial statements affected by the restatements have been labeled as restated.

Note 3 Significant Accounting Policies

11
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The Company s significant accounting policies are disclosed in the Company s Annual Report on Form 10-K/A for the year ended December 30,
2006. The Company adopted the provisions of Financial Accounting Standards Board ( FASB ) Interpretation No. 48, Accounting for Uncertainty
in Income Taxes An Interpretation of FASB Statement No. 109, ( FIN 48 ) as of the first day of the first quarter of fiscal 2007. The Company
has not otherwise materially changed its significant accounting policies.

12
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Income Taxes

The Company adopted FIN 48 on December 31, 2006, the first day of the first quarter of fiscal 2007. FIN 48 prescribes a recognition threshold
and measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return
that results in a tax benefit. Additionally, FIN 48 provides guidance on derecognition, statement of operations classification of interest and
penalties, accounting in interim periods, disclosure, and transition. As a result of the implementation of FIN 48, the Company s tax assets and
liabilities did not differ from the assets and liabilities before adoption. Therefore, the Company did not record any cumulative effect adjustment
as of the adoption date. See Note 9 - Income Taxes for additional information.

Note 4 Departure of Executive Officer

On January 30, 2007, the Company entered into a Separation Agreement and General Release (the Separation Agreement ) with its former
President and member of Office of Chief Executive, Joseph R. Bronson, who resigned from the Company effective January 5, 2007.
Mr. Bronson also resigned from the Board of Directors of the Company effective January 5, 2007.

In the first quarter of fiscal 2007, in conjunction with the Separation Agreement, the Company recorded a charge of approximately $1.8 million
consisting primarily of a $400,000 severance payment and approximately $1.4 million in stock-based compensation resulting from the
accelerated vesting of a portion of his unvested stock options and all of his remaining unvested restricted stock units.

Note 5 Inventories

Inventories are stated at the lower of cost (principally standard cost which approximates actual cost on a first-in, first-out basis) or market value.
Adjustments for potential excess and obsolete inventory are made based on management s analysis of inventory levels and future sales forecasts.
Once the value is adjusted, the original cost of the Company s inventory less the related inventory write-down represents the new cost basis of
such products. Reversal of these write-downs is recognized only when the related inventory has been scrapped or sold.

Inventories consisted of the following:

September 29, December 30,
2007 2006
As Restated
(In thousands )
Raw materials $ 13,300 $ 7,354
Work-in-progress 12,827 9,566
Finished goods 6,441 2,006
$ 32,568 $ 18,926

Note 6 Warranty

The Company offers warranties on its products, other than certain evaluation and early adopter products that are sold without warranty, and
records a liability for the estimated future costs associated with customer warranty claims, which is based upon historical experience and the
Company s estimate of the level of future costs. Warranty costs are reflected in the consolidated income statement as a cost of revenues. A
reconciliation of the changes in the Company s warranty liability (included in accrued liabilities) for the three and nine months ended September
29, 2007 and September 30, 2006, respectively, follows:

Three Months Ended Nine Months Ended
September 29, September 30, September 29, September 30,
2007 2006 2007 2006
(In thousands )
Warranty accrual beginning balance $ 1,140 $ 1,012 $ 778 $ 511
Accrual for warranties issued during the period 1,867 227 4,500 1,051
Settlements made during the period (1,294) (533) (3,565) (856)
Warranty accrual ending balance $ 1,713 $ 706 $ 1,713 $ 706
9

13
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Note 7 Stock-Based Compensation

The Company recorded stock-based compensation for the three and nine months ended September 29, 2007 and September 30, 2006 as follows:

Three Months Ended Nine Months Ended
September 29, September 30, September 29, September 30,
2007 2006 2007 2006
As Restated As Restated
(In thousands)
Stock-based compensation expense by type of
award:
Employee stock options (1) $ 5,501 $ 5,195 $ 16,940 $ 13,672
Employee stock purchase plan 623 880 2,225 1,820
Restricted stock units (2) 32 92 880 276
Net change in amounts capitalized as inventory (36) 94) (85) (452)
Total stock-based compensation $ 6,120 $ 6,073 $ 19,960 $ 15,316

(1)  The nine months ended September 29, 2007 includes approximately $575,000 in stock-based compensation resulting from the
acceleration of the vesting of a portion of the Company s former President s stock options in conjunction with his Separation Agreement (See
Note 4 - Departure of Executive Officer).

(2)  The nine months ended September 29, 2007 includes approximately $798,000 in stock-based compensation resulting from the
acceleration of the Company s former President s remaining unvested restricted stock units in conjunction with his Separation Agreement (See
Note 4 - Departure of Executive Officer).

Equity Incentive Plans

The Company has four incentive plans: 1996 Stock Option Plan, Incentive Option Plan and Management Incentive Option Plan (collectively, the
Plans ) and 2002 Equity Incentive Plan ( 2002 Plan ), which became effective in June 2002. As a result of the effectiveness of the 2002 Plan, the
Company ceased granting any options under the Plans.

Stock Options

The following weighted average assumptions were used in the estimated grant-date fair value calculations using the Black-Scholes option
pricing model for stock options for the three and nine months ended September 29, 2007 and September 30, 2006, respectively:

Three Months Ended Nine Months Ended
September 29, September 30,  September 29, September 30,
2007 2006 2007 2006

Stock Options:
Dividend yield
Expected volatility 45.0% 52.9% 44.4% 50.2%
Risk-free interest rate 4.44% 4.93% 4.62% 4.92%
Expected life (in years) 4.75 4.75 4.71 4.82

Stock option activity under the Plans and the 2002 Plan is set forth below:

Shares Options Weighted- Average
Available Outstanding Exercise Price

Balances, December 30, 2006 3,390,293 7,118,946 $ 24.39
Additional shares reserved 2,342,743

Options granted (1,468,668) 1,468,668 41.86
Options exercised (1,450,542) 18.16
Options forfeited 634,452 (634,452) 33.31
Balances, September 29, 2007 4,898,820 6,502,620 $ 28.86

15
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Restricted Stock Units

Restricted stock units are converted into shares of the Company s common stock upon vesting on a one-for-one basis. The vesting of restricted
stock units is subject to the employee s continuing service to the Company. The cost of these awards is determined using the fair value of the
Company s common stock on the date of the grant, and compensation cost is recognized over the vesting period. Restricted stock units generally
vest over four years.

Activity of the restricted stock units under the 2002 Plan during the nine months ended September 29, 2007 is set forth below:

Weighted
Average Grant
Units Date Fair Value
Restricted stock units at December 30, 2006 37,324 $ 25.46
Vested (1) (28,824) 26.02
Restricted stock units at September 29, 2007 8,500 $ 23.56

(1) In January 2007, 9,608 shares of the former President s restricted stock units vested. The remaining 19,216 shares of restricted stock units
vested on an accelerated basis under the Separation Agreement with the former President (See Note 4 - Departure of Executive Officer).

Employee Stock Purchase Plan

The 2002 Employee Stock Purchase Plan (the ESPP ) provides that eligible employees may contribute up to 15% of their eligible earnings
toward the semi-annual purchase of the Company s common stock. Under the ESPP, employees may purchase the Company s common stock
through payroll deductions at a price equal to 85% of the lower of the fair market value at the beginning of the applicable offering period or at
the end of each applicable purchase period. Each offering period has generally been two years in length, consisting of four six month purchase
periods. Effective from February 1, 2007, the new offering periods under the ESPP are a 12 month fixed offering period commencing on
February 1 of each calendar year and ending on January 31 of the subsequent calendar year, and a six month fixed offering period commencing
on August 1 of each calendar year and ending on January 31 of the subsequent calendar year. The 12 month offering period consists of two six
month purchase periods and the six month offering period consists of one six month purchase period. During the nine months ended September
29, 2007 and September 30, 2006, 253,253 shares and 209,789 shares, respectively, were issued under the ESPP. As of September 29, 2007, the
Company had $0.8 million of total unrecognized deferred stock-based compensation related to ESPP grants, which will be recognized over the
weighted average period of 0.5 years. Compensation expense is calculated using the fair value of the employees purchase rights under the
Black-Scholes model.

The following assumptions were used in the estimated fair value calculations for the employees purchase rights:

Three Months Ended Nine Months Ended
September 29, September 30,  September 29, September 30,
2007 2006 2007 2006

ESPP:
Dividend yield
Expected volatility 37.9% 49.1% 41.1% 48.0%
Risk-free interest rate 4.96% 4.34% 5.02% 4.19%
Expected life (in years) 0.5 1.43 73 1.39

Note 8 Net Income per Share

Basic net income per share is computed by dividing net income by the weighted-average number of common shares outstanding for the period.
Diluted net income per share is computed giving effect to all potential dilutive common stock, including stock options, restricted stock units and
common stock subject to repurchase.

17
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A reconciliation of the numerator and denominator used in the calculation of basic and diluted net income per share follows (in thousands):

Three Months Ended Nine Months Ended
September 29, September 30, September 29, September 30,
2007 2006 2007 2006
As Restated As Restated
Basic net income per share
Numerator:
Net income $ 22,223 $ 15,126 $ 58,539 $ 39,761
Denominator:
Weighted-average common stock outstanding 48,291 46,417 47,757 44,625
Diluted net income per share
Numerator:
Net income $ 22,223 $ 15,126 $ 58,539 $ 39,761
Denominator:
Weighted-average shares used in computing basic net
income per share 48,291 46,417 47,757 44,625
Add: Dilutive potential common shares used in
computing diluted net income per share 1,438 2,077 1,578 2,065
Weighted-average number of shares used in computing
diluted net income per share 49,729 48,494 49,335 46,690

The following outstanding options to purchase common stock were excluded from the computation of diluted net income per share as they had
an antidilutive effect (in thousands):

Three Months Ended Nine Months Ended
September 29, September 30, September 29, September 30,
2007 2006 2007 2006
Options to purchase common stock 2,947 1,932 2,635 1,986

Note 9 Income Taxes

On December 31, 2006, the Company adopted FIN 48. As a result of the implementation of FIN 48, the Company s tax assets and liabilities did
not differ from the assets and liabilities before adoption, therefore, the Company did not record any adjustments as of the adoption date. In
addition, consistent with the provisions of FIN 48, the Company reclassified $9.8 million of income tax liabilities from current to non-current
liabilities because payment of cash is not anticipated within one year of the balance sheet date and the Company is unable to make a reasonably
reliable estimate when cash settlement with a taxing authority will occur. At the adoption date of December 31, 2006, the Company had $16.7
million of total gross unrecognized tax benefits. Of this total, $14.0 million (net of the federal benefit on state issues) of unrecognized tax
benefits would impact our effective tax rate if recognized and the remaining $2.7 million would impact the valuation allowance. At September
29, 2007, we added an additional $2.7 million gross unrecognized tax benefit of which $2.3 million of unrecognized tax benefits would impact
our effective tax rate if recognized. During the quarter ended September 29, 2007 we released $1.9 million liability due to the expiration of the
statute of limitations.

The Company continues to recognize interest and penalties related to uncertain tax positions in income tax expense. Upon adoption the
Company had approximately $545,000 of accrued interest and $0 of penalties related to uncertain tax positions. As of September 29, 2007 the
Company had approximately $729,000 of accrued interest and $0 of penalties related to uncertain tax positions.

The Company and its subsidiaries file income tax returns in the U.S. federal jurisdiction, various states and non-U.S. jurisdictions. The Company
is no longer subject to U.S. federal, state and local, or non-U.S. income tax examinations by tax authorities for years prior to 2001.

The Company does not expect that the amounts of unrecognized tax benefits will change significantly within the next 12 months. Changes to the
estimate would be the result of audits or statute of limitation expirations, which are due to expire but not anticipated to occur because we are
scheduled for or currently under audit by the relevant tax authorities in the U.S. and California.

18
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Note 10 Commitments and Contingencies
Environmental Matters

The Company is 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. The Company believes that it complies in all material
respects with the environmental laws and regulations that apply to the Company. In fiscal 2006 and January 2007, the Company received a total
of three notices from the City of Livermore regarding violation of certain applicable discharge limits. For each notice received, the Company
promptly took appropriate steps to address the violations noted. The Company is also implementing certain corrective measures in consultation
with the City of Livermore. In addition, the Company and the City of Livermore are discussing the Company s purchase of additional waste
water discharge capacity, which the Company requires as a result of its increased manufacturing capacity. No provision has been made for loss
from environmental remediation liabilities associated with the Livermore sites, because the Company believes that it is not probable that a
liability has been incurred as of September 29, 2007.

While the Company believes it is in compliance in all material respects with the environmental laws and regulations that apply to the Company,

in the future the Company may receive additional environmental violation notices, and if received, final resolution of the violations identified by
these notices could impact the Company s operations, which may adversely impact the Company s operating results and cash flows. New laws
and regulations, stricter enforcement of existing laws and regulations, the discovery of previously unknown contamination at the Company s or
others sites or the imposition of new cleanup requirements could also adversely impact the Company s operations, which may adversely impact
its operating results and cash flows.

Legal Matters

From time to time, the Company may be subject to legal proceedings and claims in the ordinary course of business. The Company was not
involved in any material legal proceedings, other than the patent litigation summarized below. In the future, the Company may become a party to
additional legal proceedings, including proceedings designed to protect its intellectual property rights, that require the Company to spend
significant resources.

The Company is currently involved in certain patent-related litigation as part of its ongoing efforts to protect the intellectual property embodied

in its proprietary technology, including its MicroSpring interconnect technology. These litigations include two actions the Company filed in

2004 in Seoul Southern District Court, located in Seoul, South Korea, against Phicom Corporation, a Korean corporation, alleging infringement

of the Company s Korean Patent Nos. 252,457, entitled Method of Fabricating Interconnections Using Cantilever Elements and Sacrificial
Substrates, 324,064, entitled Contact Tip Structures for Microelectronic Interconnection Elements and Methods of Making Same , 278,342,
entitled Method of Altering the Orientation of Probe Elements in a Probe Card Assembly, and 399,210, entitled Probe Card Assembly ; as well as
two actions the Company filed in 2006 in Seoul Central District Court against Phicom alleging infringement of certain claims of the Company s
Korean Patent No. 252,457, entitled Method of Fabricating Interconnections Using Cantilever Elements and Sacrificial Substrates. These

actions are all pending, except that the Seoul Central District Court has denied the Company s request for the issuance of preliminary injunctive

relief in the Company s 2006 injunction action.

In response to the Company s infringement actions Phicom filed in the Korean Intellectual Property Office, or KIPO, invalidity actions
challenging the validity of some or all of the claims of each of the Company s four patents at issue in the Seoul infringement actions. KIPO
dismissed Phicom s challenges against all four of the patents-at-issue. Phicom appealed the dismissals of the challenges to the Korean Patent
Court. The Korean Patent Court has issued rulings holding invalid certain claims of the Company s Korean Patent Nos. 278,342, 399,210, and
324,064, and also issued a ruling up