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Item 2.02.  Results of Operations and Financial Condition.
 
The information in this Item 2.02 and its accompanying exhibits shall not be incorporated by reference into any filing of FormFactor, Inc. (the “Company”)
with the Securities and Exchange Commission, whether made before or after the date hereof, regardless of any general incorporation language in such filing,
unless expressly incorporated by specific reference in such filing. The information in this Item 2.02, including its accompanying exhibits, shall not be deemed
to be “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the liabilities of that section or
Sections 11 and 12(a)(2) of the Securities Act of 1933, as amended.
 
On April 27, 2016, the Company issued a press release announcing its financial results for the first quarter of fiscal 2016. A copy of the press release is
furnished as Exhibit 99.01 to this report and is incorporated herein by reference.
 
The Company had previously issued a press release announcing that its financial results for the first quarter of fiscal 2016 would be below previously
provided guidance and providing revised guidance for revenue, non-GAAP gross margin and non-GAAP loss per share. A copy of the press release and a
transcript of the related conference call are furnished as Exhibits 99.02 and 99.03 to this report and are incorporated herein by reference.
 
Item 5.02.  Compensatory Arrangements of Certain Officers
 
On April 25, 2016, the Company’s compensation committee of the Board of Directors (the “Committee”) approved new forms of Change of Control
Severance Agreement for the Company’s executive officers because the prior agreements had expired or were expiring. The terms are substantially similar to
those under the prior Change of Control Severance Agreements as described in the Company’s proxy statement. Upon an involuntary termination without
cause, or resignation for good reason, within one year following a change of control of the Company, the executive officer will receive the following, subject
to signing a release of claims: cash severance equal to one year's base salary and bonus, 12 months of health coverage premiums, and full accelerated vesting
of equity-based awards. “Good reason” includes a material reduction of duties or compensation or a material relocation. The agreements will have a three-
year term with a one-year renewal.
 
In addition, the Committee approved severance benefits outside of a change of control in the event the Company’s chief executive officer, Michael Slessor, is
terminated without cause or resigns for good reason. Consistent with the Company’s past practice for chief executive officer terms, Mr. Slessor’s severance
benefits would consist of one year’s base salary, a pro-rated bonus, 12 months of health coverage premiums, 12 months accelerated vesting of equity-based
awards and up to 12 months to exercise stock options.
 
Item 9.01.  Financial Statements and Exhibits.
 
(d) Exhibits.
 
   
Exhibit Number  Description
99.01  Press Release issued by FormFactor, Inc. dated April 27, 2016
99.02  Press Release issued by FormFactor, Inc. dated March 29, 2016
99.03  Transcript of conference call held on March 29, 2016
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SIGNATURES
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.
 
 FORMFACTOR, INC.  
   
   
Date:    April 27, 2016 By: /s/ Michael M. Ludwig  
  Name: Michael M. Ludwig  
  Title: Chief Financial Officer  
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Exhibit 99.01
 

 
 

News Release
 
 
Investor Contact: 
Stan Finkelstein
Investor Relations 
(925) 290-4321
ir@formfactor.com
 

FormFactor, Inc. Reports First Quarter Results in Line with Updated Guidance
 

Cascade Microtech Acquisition on Track to Close Mid-Year
 

LIVERMORE, Calif. — April 27, 2016 —FormFactor, Inc. (Nasdaq: FORM) today announced its financial results for the first quarter of fiscal 2016 ended
March 26, 2016. Results were in line with the Company’s updated guidance provided on March 29, 2016. Quarterly revenues were $53.6 million, down 25%
from $71.8 million in the fourth quarter of fiscal 2015, and down 24% from $70.8 million in the first quarter of fiscal 2015.
 
“As previously stated, our first quarter results were impacted by two factors. First, our slower than planned ramp of capacity to meet customer-specific SoC
probe card demand, which has been rectified, and second, the push-out of DRAM probe card deliveries by certain customers,” said Mike Slessor, CEO of
FormFactor, Inc. “While we are not pleased with our first quarter performance, we dealt with these issues swiftly, and they are now behind us. With continued
strong customer demand for our SoC products, and improving DRAM market conditions, we remain confident that FormFactor’s 2016 revenues will grow for
the fourth consecutive year.”
 
On a GAAP basis, net loss for the first quarter of fiscal 2016 was $(13.8) million, or $(0.24) per fully-diluted share, compared to a net loss for the fourth
quarter of fiscal 2015 of $(0.6) million, or $(0.01) per fully-diluted share, and a net income for the first quarter of fiscal 2015 of $0.8 million, or $0.01 per
fully-diluted share.
 
On a non-GAAP basis, net loss for the first quarter of fiscal 2016 was $(6.3) million, or $(0.11) per fully-diluted share, compared to a net income for the
fourth quarter of fiscal 2015 of $5.8 million, or $0.10 per fully-diluted share, and net income for the first quarter of fiscal 2015 of $5.9 million, or $0.10 per
fully-diluted share. A reconciliation of GAAP to non-GAAP net income (loss) and net income (loss) per share is provided in the schedules included below.
 
Cash usage in the first quarter of fiscal 2016 was $(0.4) million, compared to cash generation of $3.8 million for the fourth quarter of fiscal 2015 and cash
generation of $7.8 million for the first quarter of fiscal 2015.
 
Second Quarter 2016 Guidance
 
“FormFactor has a structurally profitable and resilient business model, and we currently anticipate significantly improved results in the current quarter,”
commented Mike Ludwig, CFO of FormFactor, Inc.
 
Second quarter revenue is currently forecasted to be in the range of $76 million to $80 million, non-GAAP gross margin to be in the range of 34% to 37% and
non-GAAP fully diluted earnings per share to be in the range of $0.10 - $0.14. Cash flow is forecasted to be positive $4 million to $6 million. Q2 guidance
excludes impact from Cascade Microtech acquisition.
 

 



 

Update on Pending Acquisition of Cascade Microtech
 
The Company also provided an update on its pending merger with Cascade Microtech. The two companies have cleared the Hart-Scott Rodino waiting period
and have filed the S-4 registration and proxy statement on April 1st. As previously communicated, the Company is on track to close the acquisition of
Cascade Microtech by mid-2016.
 
Dr. Slessor commented, “We are excited to be working with the Cascade team on integration planning in order to expand the opportunities for the combined
company. We are bringing together two market leaders across complementary semiconductor test and measurement applications – both of whom are growing
faster than their respective markets. We are creating significant scale, customer diversification and broadening our addressable market.”
 
On April 26th Cascade Microtech reported quarterly revenue of $34.8 million, record gross margin of 59.4%, and income from operations of $2.9 million.
Cascade Microtech also provided second quarter revenue guidance of $38 million to $42 million.
 
Cascade’s financial results can be found at http://www.cascademicrotech.com/investors
 
Further Information and Conference Call
 
The company has posted its revenue breakdown by region and market segment on the Investors section of its website at www.formfactor.com.
 
The public is invited to listen to a live webcast of FormFactor’s conference call at 1:30 p.m. PDT, or 4:30 p.m. EDT, today on the Investors section of the
company’s web site at www.formfactor.com. A telephone recording of the conference call will be available approximately two hours after the conclusion of
the call. The recording will be available by telephone through April 29, 2016, 8:30 p.m. PDT, and can be accessed by dialing (855) 859-2056 (domestic) or
(404) 537-3406 (international) and entering confirmation code 90803181. The recording will also be available on the Investors section of our website,
www.formfactor.com.
 
Use of Non-GAAP Financial Information:
 
To supplement our condensed consolidated financial results prepared under generally accepted accounting principles, or GAAP, we disclose certain non-
GAAP measures of non-GAAP net income (loss) and non-GAAP earnings per fully-diluted share that are adjusted from the nearest GAAP financial measure
to exclude certain costs, expenses and gains. Reconciliations of the adjustments to GAAP results for the three months ended March 26, 2016 are provided
below. Information regarding the ways in which management uses non-GAAP financial information to evaluate its business, management's reasons for using
this non-GAAP financial information, and limitations associated with the use of non-GAAP financial information, is included under “About our Non-GAAP
Net Income (Loss) and Adjustments” following the tables below.
 
 
About FormFactor:
 
FormFactor, Inc. (NASDAQ: FORM) helps semiconductor manufacturers test the integrated circuits (ICs) that power consumer mobile devices, as well as
computing, automotive and other applications. The company is one of the world’s leading providers of essential wafer test technologies and expertise, with an
extensive portfolio of high-performance probe cards for DRAM, Flash and SoC devices. Customers use FormFactor’s products and services to lower overall
production costs, improve their yields and enable complex next-generation ICs. Headquartered in Livermore, California, the company services its customers
from a network of facilities in Europe, Asia and North America. For more information, visit the company’s website at www.formfactor.com.
 
FormFactor, MicroProbe, and the FormFactor and MicroProbe logos are registered or unregistered trademarks of FormFactor, Inc. All other product,
trademark, company or service names mentioned herein are the property of their respective owners.
 

 



 

###
 

Forward-looking Statements:
 
Statements in this press release that are not strictly historical in nature are forward-looking statements within the meaning of the federal securities laws,
including statements regarding anticipated results, market conditions or trends, expectations and operating plans. These forward-looking statements are based
on current information and expectations that are inherently subject to change and involve a number of risks and uncertainties. Forward-looking statements
may contain words such as “may,” “anticipate,” “expect,” “believe,” and “continue,” the negative or plural of these words and similar expressions, and
include the assumptions that underlie such statements. Actual events or results might differ materially from those in any forward-looking statement due to
various factors, including, but not limited to: changes in demand for the company’s products; risks in technical execution and capacity expansion; changes in
expected seasonality; risks to the company’s ability to execute on its operational model; risks to the company’s ability to realize sustainable profitability to
achieve its growth objectives and to meet customer demand for its products; and changes in the market and macro-economic environments; the timing to
consummate the proposed acquisition of Cascade Microtech; the risks that one or more conditions to the closing of acquisition of Cascade Microtech may not
be satisfied; the challenges and costs of closing, integrating, restructuring and achieving anticipated synergies relating to such acquisition; the ability to retain
key employees, customers and suppliers; the diversion of management time on merger-related issues; and changes in FormFactor’s or Cascade Microtech’s
future cash requirements, capital requirements, results of operations, financial conditions and/or cash flows, and other factors. Additional information
concerning factors that could cause actual events or results to differ materially from those in any forward-looking statement is contained in the company’s
annual report on Form 10-K for the fiscal year ended fiscal year ended December 26, 2015, as filed with the U.S. Securities and Exchange Commission (the
“SEC”), and other reports filed with the SEC by FormFactor and Cascade Microtech, under the caption “Risk Factors” and elsewhere. Copies of these SEC
filings are available at http://investors.formfactor.com/sec.cfm or http://www.sec.gov/. Unless required by law, the company assumes no obligation to update
the information in this press release, to revise any forward-looking statements, or to update the reasons actual results could differ from those anticipated in
forward-looking statements.
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FORMFACTOR, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS 

(In thousands, except per share amounts) 
(Unaudited)

 
  Three Months Ended
  March 26, 2016  March 28, 2015
Revenues  $ 53,611  $ 70,829 
Cost of revenues   43,819   48,040 
Gross profit   9,792   22,789 
Operating expenses:         

Research and development   10,849   11,086 
Selling, general and administrative   12,516   11,882 
Restructuring charges, net   —   503 

Total operating expenses   23,365   23,471 
Operating loss   (13,573)   (682)
Interest income, net   117   85 
Other income (expense), net   (314)   1,501 
Income (loss) before income taxes   (13,770)   904 
Provision for income taxes   30   121 
Net income (loss)  $ (13,800)  $ 783 
Net income (loss) per share:         

Basic  $ (0.24)  $ 0.01 
Diluted  $ (0.24)  $ 0.01 

Weighted-average number of shares used in per share calculations:         
Basic   58,431   56,954 
Diluted   58,431   58,838 

 

 



 

FORMFACTOR, INC.
RECONCILIATION OF NON-GAAP NET INCOME (LOSS) 

(In thousands, except per share amounts) 
(Unaudited)

 
  Three Months Ended
  March 26, 2016  March 28, 2015
GAAP net income (loss)  $ (13,800)  $ 783 
Stock-based compensation   2,734   2,909 
Restructuring charges, net   —   503 
Acquisition and integration related expenses (recoveries)   2,001   (90)
Amortization of intangibles, inventory and fixed assets fair value adjustment due to acquisition   2,770   3,291 
Business interruption insurance claim recovery   —   (1,484)
Non-GAAP net income (loss)  $ (6,295)  $ 5,912 
         
Non-GAAP net income (loss) per share:         
Basic  $ (0.11)  $ 0.10 
Diluted  $ (0.11)  $ 0.10 
         
Weighted-average number of shares used in per share calculations:         
Basic   58,431   56,954 
Diluted   58,431   58,838 

 



 

FORMFACTOR, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands)
(Unaudited)

 

  
March 26,

 2016  
December 26,

2015
ASSETS     
Current assets:     

Cash and cash equivalents  $ 151,913  $ 146,264 
Marketable securities   35,270   41,325 
Accounts receivable, net   35,743   36,725 
Inventories, net   30,993   27,223 
Prepaid expenses and other current assets   4,417   6,481 

Total current assets   258,336   258,018 
Restricted cash   435   435 
Property, plant and equipment, net   23,707   23,853 
Goodwill   30,731   30,731 
Intangibles, net   22,823   25,552 
Deferred tax assets   3,339   3,281 
Other assets   1,157   853 

Total assets  $ 340,528  $ 342,723 
LIABILITIES AND STOCKHOLDERS’ EQUITY         
Current liabilities:         

Accounts payable  $ 28,611  $ 18,072 
Accrued liabilities   17,477   21,507 
Income taxes payable   153   110 
Deferred revenue   3,406   3,892 

Total current liabilities   49,647   43,581 
Long-term income taxes payable   1,026   1,069 
Deferred rent and other liabilities   3,644   3,392 

Total liabilities   54,317   48,042 
Commitments and contingencies         
Stockholders’ equity:         

Common stock and capital in excess of par value   723,651   718,962 
Accumulated other comprehensive loss   (1,581)   (2,222)
Accumulated deficit   (435,859)   (422,059)

Total stockholders’ equity   286,211   294,681 
Total liabilities and stockholders’ equity  $ 340,528  $ 342,723 

 



 

About our Non-GAAP Net Income (Loss) and Adjustments:
 
We believe that the presentation of non-GAAP net income (loss) and non-GAAP earnings per fully-diluted share provides supplemental information that we
believe are important to understanding financial and business trends relating to our financial condition and results of operations. Non-GAAP net income (loss)
and non-GAAP earnings per fully-diluted share are among the primary indicators used by management as a basis for planning and forecasting future periods,
and by management and our board of directors to determine whether our operating performance has met certain targets and thresholds. Management uses non-
GAAP net income (loss) and non-GAAP earnings per fully-diluted share when evaluating operating performance because it believes that the exclusion of the
items indicated herein, for which the amounts or timing may vary significantly depending upon the Company’s activities and other factors, facilitates
comparability of the Company’s operating performance from period to period. We have chosen to provide this information to investors so they can analyze
our operating results closer to the way that management does, and use this information in their assessment of our business and the valuation of our Company.
We compute non-GAAP net income (loss) and non-GAAP fully-diluted earnings per share by adjusting GAAP net income (loss) and GAAP earnings per
fully-diluted share to remove the impact of certain adjustments and the tax effect of those adjustments. These non-GAAP measures are not in accordance
with, or an alternative to, GAAP and may be materially different from other non-GAAP measures, including similarly titled non-GAAP measures used by
other companies. The presentation of this additional information should not be considered in isolation from, as a substitute for, or superior to, net income
(loss) or earnings per fully-diluted share prepared in accordance with GAAP. Non-GAAP financial measures have limitations in that they do not reflect
certain items that may have a material impact upon our reported financial results. We may expect to continue to incur expenses of a nature similar to the non-
GAAP adjustments described above, and exclusion of these items from our non-GAAP net income (loss) and non-GAAP earnings per fully-diluted share
should not be construed as an inference that these costs are unusual, infrequent or non-recurring. For more information on the non-GAAP adjustments, please
see the table captioned “Reconciliation of non-GAAP Net Income (Loss)" included in this press release.

 

 



 
 

Exhibit 99.02
 

 
 

News Release
 
Investor Contact: 
Stan Finkelstein
Investor Relations 
(925) 290-4321
ir@formfactor.com

  
FormFactor, Inc. Provides Update to Q1’16 Guidance

 
LIVERMORE, CA — (Marketwired) — 03/29/16 — FormFactor, Inc. (NASDAQ: FORM) today announced that its first-quarter 2016 results will be below
prior guidance. The company expects revenue of between $53 million to $54 million, non-GAAP gross margin of 22% to 24%, and non-GAAP loss per share
of $0.10 to $0.12.
 
This revision is the result of two timing-related factors. First and primarily, to meet a doubling in demand for SoC probe cards by a key customer, the
company increased capacity, although at a rate slower than originally planned. The company holds record backlog for this product line, and expects to
continue to produce at record levels through the remainder of 2016. Second, the company experienced push-outs of DRAM probe card deliveries by certain
customers from the first quarter to the early part of the second quarter. This SoC and DRAM demand is secured by firm customer purchase orders.
 
In addition, the company provided preliminary second quarter revenue guidance of $72 million to $80 million.
 
“With the strong demand acceleration for the company’s SoC probe cards, and the gradual increase in DRAM new-design activity, we remain confident that
we will grow annual revenues for the fourth consecutive year,” commented Mike Slessor, FormFactor’s Chief Executive Officer.
 
The company also confirmed that it anticipates closing its acquisition of Cascade Microtech by mid-2016 as previously announced.
 
Conference Call and Webcast Details
 
The public is invited to a listen-only live webcast of the conference call at 5:00 p.m. Eastern (2:00 p.m. Pacific). The conference call can be joined by dialing
(877) 331-4217, Conference ID 80069448, within the U.S. and (224) 633-1404 for all other locations. To access the webcast, visit the Investors section of
FormFactor’s web site at http://www.formfactor.com and click on the Events & Presentations section to view the details. A webcast replay will be available
on the FormFactor web site approximately three hours after the conference call concludes. The recording will be available by telephone through Tuesday,
April 5, 2016 2:00 PM Pacific, and can be accessed by dialing (855) 859-2056 (domestic) or (404) 537-3406(international) and entering confirmation code
80069448.
 
Forward-Looking Statements
Statements in this press release that are not strictly historical in nature are forward-looking statements within the meaning of the federal securities laws,
including statements regarding anticipated results, market conditions or trends, expectations and operating plans. These forward-looking statements are based
on current information and expectations that are inherently subject to change and involve a number of risks and uncertainties. Forward-looking statements
may contain words such as “may,” “anticipate,” “expect,” “believe,” “planned” and “continue,” the negative or plural of these words and similar expressions,
and include the assumptions that underlie such statements. Actual events or results might differ materially from those in any forward-looking statement due to
various factors, including, but not limited to: changes in demand for the company’s products; risks in technical execution and capacity expansion; changes in
expected seasonality; risks to the company’s ability to execute on its operational model; risks to the company’s ability to realize sustainable profitability to
achieve its growth objectives and to meet customer demand for its products; and changes in the market and macro-economic environments; the timing to
consummate the proposed acquisition of Cascade Microtech; the risks that one or more conditions to the closing of acquisition of Cascade Microtech may not
be satisfied; the challenges and costs of closing, integrating, restructuring and achieving anticipated synergies relating to such acquisition; the ability to retain
key employees, customers and suppliers; the diversion of management time on merger-related issues; and changes in FormFactor’s or Cascade Microtech’s
future cash requirements, capital requirements, results of operations, financial conditions and/or cash flows, and other factors. Additional information
concerning factors that could cause actual events or results to differ materially from those in any forward-looking statement is contained in the company’s
annual report on Form 10-K for the fiscal year ended fiscal year ended December 26, 2015, as filed with the U.S. Securities and Exchange Commission (the
“SEC”), and other reports filed with the SEC by FormFactor and Cascade Microtech, under the caption “Risk Factors” and elsewhere. Copies of these SEC
filings are available at http://investors.formfactor.com/sec.cfm or http://www.sec.gov/. Unless required by law, the company assumes no obligation to update
the information in this press release, to revise any forward-looking statements, or to update the reasons actual results could differ from those anticipated in
forward-looking statements.
 

 



 

This press release contains non-GAAP financial measures. We believe that the presentation of non-GAAP gross margin and non-GAAP earnings per fully-
diluted share provides supplemental information that is important to understanding financial and business trends relating to our financial condition and results
of operations. These non-GAAP measures are among the primary indicators used by management as a basis for planning and forecasting future periods, and
by management and our board of directors to determine whether our operating performance has met certain targets and thresholds. Management uses non-
GAAP net income and non-GAAP earnings per fully-diluted share when evaluating operating performance because it believes that the exclusion of applicable
items, for which the amounts or timing may vary significantly depending upon the Company’s activities and other factors, facilitates comparability of the
Company’s operating performance from period to period. We have chosen to provide this information to investors so they can analyze our operating results
closer to the way that management does, and use this information in their assessment of our business and the valuation of our Company. We compute non-
GAAP gross margin and non-GAAP fully-diluted earnings per share by adjusting GAAP net income and GAAP earnings per fully-diluted share to remove
the impact of certain adjustments and the tax effect of those adjustments. These non-GAAP measures are not in accordance with, or an alternative to, GAAP
and may be materially different from other non-GAAP measures, including similarly titled non-GAAP measures used by other companies. The presentation
of this additional information should not be considered in isolation from, as a substitute for, or superior to, gross margin or earnings per fully-diluted share
prepared in accordance with GAAP. Non-GAAP financial measures have limitations in that they do not reflect certain items that may have a material impact
upon our reported financial results. We may expect to continue to incur expenses of a nature similar to the non-GAAP adjustments described above, and
exclusion of these items from our non-GAAP gross margin and non-GAAP earnings per fully-diluted share should not be construed as an inference that these
costs are unusual, infrequent or non-recurring.
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Exhibit 99.03
 

FormFactor Pre-Announcement Q1 2016 Earnings Call March 29, 2016

  
Corporate Speakers

 
· Jason Cohen; FormFactor; VP, General Counsel
 
· Mike Slessor; FormFactor; President, CEO

 
· Mike Ludwig; FormFactor; CFO Participants
 
· Craig Ellis; B. Riley & Company; Analyst

 
· Edwin Mok; Needham & Company; Analyst

 
· Tom Diffely; D.A. Davidson & Company; Analyst

 
· Patrick Ho; Stifel Nicolaus; Analyst

 
· Chris Longiaru; Sidoti & Company; Analyst

 

PRESENTATION

Operator: Thank you and welcome everyone to FormFactor's Conference Call this afternoon. On today's call is our Chief Executive Officer, Mike
Slessor, and Chief Financial Officer, Mike Ludwig.
 
Before we begin, here is Jason Cohen, the Company's General Counsel, to remind you of some important information.
 
Jason Cohen: Thank you. Today, the Company will be updating its previously released first quarter 2016 guidance. This information is also available in
the press release issued today by the Company.
 
Today's discussion also contains forward-looking statements within the meaning of the Federal Securities Laws. Examples of such forward-looking
statements include financial and business performance projections, statements regarding future macroeconomic condition, business momentum, seasonal
business trends, the anticipated demand for our products and technologies, our future ability to produce and sell products, the successful development of
future products and technologies, and the assumptions upon which such statements are based.
 
These statements are subject to known and unknown risks and uncertainties that could cause actual results to differ materially from those expressed
during this call. The information on risk factors and uncertainties is contained in our most recent filing on Form-10K with the SEC for the fiscal year
ended 2015 and other SEC filings which are available on the SEC's website at www.sec.gov and in our press release issued today.
 
Forward-looking statements are made as of today, March 29, 2016, and we assume no obligation to update them. Today's call will also refer to our
anticipated non-GAAP gross margin and non-GAAP earnings per share, which are non-GAAP financial measures. Please refer to the descriptions of our
views of non-GAAP financial measures contained in our most recent earnings release filed with the SEC on Form-8K on February 4, 2016.
 
With that, we will now turn the call over to our CEO, Mike Slessor.
 
Mike Slessor: Thanks, Jason. As you have seen from our press release earlier today, we are revising our first quarter 2016 guidance. We are now
anticipating first quarter revenues of $53 million to $54 million, non-GAAP, gross margins of 22% to 24%, and a non-GAAP loss per share of $0.10 to
$0.12.
 

 



 

We want to take the opportunity on this call to provide reasons behind this revision and to update you on the fundamental underlying demand for
FormFactor probe cards that set the stage for strong 2016 results.
 
The first quarter revenue shortfall, which results in corresponding gross margin and earnings-per-share shortfalls comes from two timing related root causes;
one, a slower-than-planned increase in our SoC probe card capacity to meet dramatically increased customer demand, and two, push-outs of DRAM probe
card demand by certain customers from the first quarter into the early part of the second quarter.
 
As we discussed in the last earnings call, we are experiencing rapid acceleration in demand for our SoC probe cards. Working closely with one of our key
customers, we have been aggressively expanding and manufacturing capacity for our VXMP product for both 14 nanometer and 10 nanometer chip designs.
 
This increase approximately doubles our capacity for this product compared to 2015. We received firm purchase orders to support the investments required
for this capacity increase which results in a current record backlog for the VXMP product. This backlog is 50% higher than 2016 beginning backlog.
 
We have now made the required investments and demonstrated the increase target output level, but unfortunately this level was achieved later than
originally planned. To meet the sustained increasing customer demand, we plan to continue to operate at this doubled output level throughout the balance of
2016.
 
In addition, certain DRAM customers shifted their shipments of previously ordered probe cards from the first quarter to the second quarter. We expect to
ship these units in April against firm customer purchase orders.
 
Our overall outlook for DRAM probe card demand remains unchanged from our previous earnings call, and we can report increasing probe card design
activity from new DDR4 and the LT-DDR4 customer designs at both the 20 nanometer and sub-20 nanometer nodes. This activity continues to support our
view of the second half increase in probe card investment by our DRAM customers.
 
We currently estimates second quarter revenues in the range of $72 million to $80 million and we will update second quarter guidance on our earnings call
to be held towards the end of April.
 
The revised first quarter revenues and the resulting gross margins and earnings-per-share revision are disappointing. However, the fundamental causes for
the revision have been addressed, and with the significant increase in SoC probe card demand coupled with the anticipated second half increase in DRAM
probe card demand, we expect to achieve our original annual projections and deliver our fourth consecutive year of revenue growth, even excluding the
benefits of the planned Cascade Microtech acquisition.
 
Finally, with respect to the Cascade Microtech acquisition, we remain on track to close this transaction in the middle of 2016. The HSR Act waiting
period expired last week removing one of the closing conditions. As we expressed in our February 4 announcement, we are very excited about the
expected financial accretion and strategic benefits of this combination.
 
With that, we’ll turn the call over to Q&A. Operator?
 

QUESTION AND ANSWER

 Operator: (Operator's instruction) Craig Ellis with B. Riley.
 

 



 

Craig Ellis: The first question is on the second quarter guidance what it was like, there's about $14 million variance in the updated guidance for first quarter
versus the original guidance.
 
How much of that $14 million variance is recaptured in the second quarter guidance? In the extent it is not captured there, do you expect it to come back
into the model in the back half of the year?
 
Mike Slessor: The shortfall, with respect to the midpoint of the original guidance, as you said, is around $14 million. To give you some more context on the
shortfall and the two primary effects we talked about is it's about 2/3 related to the SoC ramp and 1/3 related to the DRAM push-outs.
 
If we think about recapturing that demand or recognizing the revenue in such demand, again, both components of this are secured by firm customer
purchase orders and so we consider this to be a delay in shipping the product and recognizing the revenue.
 
Because of increased demand associated with the SoC ramp and the doubling of capacity, we're not going to recapture all of that revenue in the second
quarter. It will take us partially, again, operating at this doubled output level partially through the third quarter to recapture all of it, but we're confident now
that we're operating at these doubled capacity levels that we're going to be able to recapture that demand.
 
On the DRAM side, it gets recaptured very quickly. Again, these were push-outs of shipments that we had scheduled in the first quarter, are originally and
continued to be secured by firm customer purchase orders and so that element of the demand will be recaptured. As we said in the prepared remarks, we
expect to ship these cards in the month of April.
 
Craig Ellis: And then the follow-up question is kind of the nature of the issues that you encountered with the SoC ramp. Can you go into more details with
(inaudible) slower than originally planned and it seems like what information you have operationally that there wouldn't be any similar such issues that you
could advise as you're trying to operate a doubled output in 2Q and beyond.
 
Mike Slessor: Yes. So you broke up a little bit, but I think we got the basic gist of the question. Maybe if you could repeat the second part of the question a
little bit. You seemed to cut out there.
 
Craig Ellis: Sorry about that, guys. So the second part of the question was what gives you confidence that there won't be similar such operational issues as
you're operating at a higher capacity utilization level later this year?
 
Mike Slessor: Well, so to take the second part first. I think what gives us confidence is we've now demonstrated the target output level. Obviously, we got to
that level later than we originally planned, but we are building sort of the confidence as we operate at that increased level that we're going to be able to
continue to operate at that increased level because we've made, as we said in the prepared remarks, some significant investments in people, in processes, in
capital equipment to make sure that we can meet the significantly increased demand and continue to operate at this level for the balance of the year.
 
If we look at the speed of the ramp, this one is pretty remarkable. At least by FormFactor standards and probe card standards. We are doubling capacity and
essentially the space of less than a quarter and doubling output in the space of less than a quarter. That’s a ramp that’s required multiple different things to
fundamentally change in our operation and obviously some of the underlying assumptions we made and how fast we're going to be able to execute their
ramp or at the core of the Q1 shortfall here.
 
But again, as I said, the good news is we have demonstrated output at this double level and are excited about capturing that demand as we move through
the rest of 2016 and making up the Q1 shortfall on the revenue line.
 

 



 

Operator: Edwin Mok with Needham.
 
Edwin Mok: First question I have is on the capacity side, how much of that impact with those margins in the first quarter? And as you finished doubling of
the overcapacity, [does the] business comes back in the second quarter and beyond, how do you think about gross margin as we get through second quarter
and beyond?
 
Mike Ludwig: On the first quarter, as Mike said, the investments that we made with respect to people, training processes, CapEx, so that investment had an
impact of costing us 4% on gross margin in the first quarter.
 
The reason for that is we made the investments but the revenue levels and the production levels really were not supportive of that level of investment.
Therefore, the first quarter, had the impact of 4%.
 
But as we said, now that we are demonstrating the ability to manufacture at the much higher production levels, we don’t expect to see that impact in the
second quarter. So I would expect that that impact might be closer to 1% if anything in the second quarter versus what it was in the (inaudible).
 
Edwin Mok: So, in terms of the DRAM business, you mentioned that some of the shipment that was got pushed out you expect to come in the month of
April. I was wondering how do you kind of think about sustainability on those businesses, I mean, given that it got delayed.
 
Any risk that in the second half you might see more additional delays given the weakness in the DRAM space? And your comment about the DRAM will
grow in the second half, is it just second half over first half or is it that year-over-year over second half of last year?
 
Mike Slessor: I think our view with DRAM from a broader sense remains consistent with the way we talked about it on our previous earnings call and the
way we put together our plan for 2016.
 
Obviously, the DRAM customers are going through a period of capacity digestion and some tough pricing in the market. In the interactions we've had with
each of the three major DRAM manufacturers as we plan for the second half, they are articulating the need for significantly higher investments in the
second half over the first half.
 
Obviously, in response to both node shrinks for some customers to significant tooling up at 20 nanometers for other customers beginning to drop down
below 20 nanometers but most of them really revolved around DDR4 and low power or mobile DDR4.
 
And as we've seen in the past, the DDR4 designs are primarily driven by server applications. The low power or mobile DDR4 are driven by major handset
release cycle. And so if you look at the timing of both of those things I think it's reasonable to expect some significant increase in the DRAM business in the
second half of the year.
 
And as we said in the prepared remarks, we're seeing the design activity, the ramp preparations, the forecasting and negotiations to go with our customers in
preparation for that.
 
For the units that were pushed out of the first quarter into the second quarter, we have as I said firm purchase orders against those. There have been no
indications that those purchase orders will be cancelled and the delivery date have been re-planned for hard dates in the month of April so they're not, if you
like, holes that don’t have an end to them. There are specific reschedules that we are executing against.
 
Edwin Mok: Lastly on the SoC side just to kind of circle back on product capacity expansion so with the challenges there, what does a customer do?
 

 



 

I mean, they need the probe card – do they go to some of your competitors that you’ve seen potential risks of competitor coming in and take advantage of
some of the issues you guys have sort of the capacity around, where do you think you guys do pretty strong in competitor front?
 
Mike Slessor: Well, I think there's a couple of pieces of data or color around the way we've been working with our customer and managing through this
very rapid and significant capacity expansion.
 
One of the things as this demand began to materialize, we began to work with them very, very closely on the scheduling and prioritization of individual
shipments so that we were not in a position where we were, if you like, compromising their wafer outs because of our ability to supply probe cards.
 
We continue to work with them very closely as we ramped up and now achieved the output level. Obviously, there is – in running at the increased output
levels at increased capacity of this factory, there's continued management attention on it but we're working very, very closely with the customer in making
sure that we're scheduling individual delivery than individual priorities to meet their highest priority needs.
 
This is obviously a capacity increase that is significant for both us and the key customer. And the way we've together chosen to approach it is to work very,
very closely to make sure we're managing a very dynamic situation and making sure that we don't put the customers out for the risk.
 
Operator: Tom Diffely with D.A. Davidson.
 
Tom Diffely: So I guess first just a clarification, did you say that margins would be 24% to 26%?
 
Mike Slessor: Tom, we said 22% to 24%. And I believe these things are also restated for the rest of you in the press release.
 
Tom Diffely: And then just to clarify again, you said you're still expecting year-over-year growth, but has your internal expectation changed at all over
the last month or so since you initially gave your guidance for the year?
 
Mike Slessor: Our view of the year in aggregate remains very, very similar. In fact, I can say the same as it was when put our plan together and when we
began talking to you about 2016 on our February 4 earnings call.
 
Obviously, a lot of dynamics in the early part of the year with DRAM remaining weak, with the very significant increase in demand and capacity in the SoC
market, and as we see SoC progressing during the year, we're looking forward to a couple of the key mobile application process or designed cycles that
we're now beginning to ship the initial pre-production cards for.
 
I think our view of the year from where we sit now remains substantially the same as it did a few months ago and when we put our annual plan together. As
we get further out of the year, clearly, we're depending in a pretty significant way on increasing DRAM activity as I talked about but we see again very, very
strong increase in overall SoC demand both associated with the doubling of our capacity for this one customer but also a mobile application process or cycle
which is consistent with what we began the year looking for.
 
Tom Diffely: And just to dig in a little bit on doubling the capacity, is that specifically doubling SoC capacity for just the 14 and 10 nanometer technology
node or is that overall capacity for SoC?
 
Mike Slessor: You can think of it given the products and the investments we made, although they are fungible across several other elements of our SoC
business. The rationale for the investment and the initial targeting of the investment was made primarily for our products that are used at the 14-nanometer
and 10-nanometer nodes.
 

 



 

Tom Diffely: I guess what I'm getting at is if you had $41 million, $42 million worth of SoC business in the December quarter and you're doubling capacity,
how that does not catch up in the second calendar quarter?
 
Mike Slessor: Again, the capacity additions we've made associated with the doubling of capacity are pretty targeted towards initially a single customer and a
single set of business. So we want to make sure that people understand this is not a doubling in aggregate of the FormFactor SoC demand in the very short
term and that doubling of SoC capacity in the short term is really targeted to one customer in the short term.
 
Now, if you look at this as a leading indicator which our SoC business has always followed our key driver customers in a pretty sequential way, it's one of
the reasons why we're fairly optimistic for SoC for the balance of 2016 and beyond. But the simple math is not just double our SoC business in total, it's in
the short term really focused on a single customer.
 
Tom Diffely: Okay. And so that particular customer is still going to be capacity constrained in the second quarter then or is it just the timing of when they
need the product that drives the amount of revenue drive from them?
 
Mike Slessor: One of the things that we said in the prepared remarks that I'll reiterate is that we've asked this customer to support the increased demand not
just through forecasts but through firm purchase orders. And so the lead times associated with some of those purchase orders have need dates that – need
dates that are outside the second quarter and then the third quarter.
 
Obviously, we'd like to be able to operate at above the target capacity level and we'll see whether we can flex it. But right now even the rapid ramp we've
gone through and the investments we've made, we want to make sure that we continue to produce at that level in a consistent and profitable way.
 
Tom Diffely: Okay. That makes sense. Do you have the hard numbers for the segmentation of your three main businesses for the quarter?
 
Mike Ludwig: We're we're still closing the books but in general it's going to be about 70% SoC, probably 25% DRAM, maybe 27% DRAM and the
remainder is flash, with that ballpark.
 
Tom Diffely: And then you talked about the second half ramp on the DRAM side, what is the first half, second half business trend look like on the SoC part
of your business?
 
Mike Slessor: SoC is going to be less of a trend at first half, second half as we currently see it and more of the adding of – one customer running now is
doubled capacity level for the balance of 2016. And then adding to that, the typical cycles you’ve seen from us on some of the application process or
[tuning] cycles that are typically a third quarter last year became also a fourth quarter event given some of our customers' design release and ramp cycle.
 
So I think you're going to see certainly the SoC second half be stronger as we currently see it because we'll have ramp this incremental capacity that we put
in place to double – to meet the double demand from one customer and then you're going to see then – if you like the midyear design and release cycle
associated with the typical mobile handset releases and the application processors targeted for those.
 
Tom Diffely: And then finally, when you look at the proposed acquisition, is there any potential impact that you could see from just evolved full stock price
that might slow down that impact the acquisition at any point, any collars or things like that based on the acquisition terms?
 

 



 

Mike Slessor: So, yes, no collars. We refer you back to the merger agreement which was published. If we look at milestones we need to get through, we
told you that last week we received HSR or US Antitrust Approval for the waiting period expired and we now need to go through the SEC comment
process and then a Cascade shareholder vote.
 
I think a realistic estimate of this timing keeps us in the mid-2016 timeframe that we'd originally articulated but we don't see any specific delays associated
with any of the any of the things that are currently happening and we view the mid-2016 closing as essentially proceeding on plan.
 
Tom Diffely: Okay. So you wouldn’t anticipate a weakness in your FormFactor stock price as being an issue with the shareholder vote for Cascade?
 
Mike Slessor: Yes. I'm not sure I'm in the position to comment there, Tom. I mean, realistically, right, it can’t help certainly. But if we look at the deal and
the benefits from the combination of FormFactor and Cascade, we think as we've discussed I think during our February 4th announcement that these are
compelling benefits for both sets of shareholders as well as the customers and employees of the combined company.
 
And we certainly want to provide people with the visibility to our business so that they understand although we've had sort of a short-term timing issue
associated with the heavy ramp in SoC capacity, the fundamentals of FormFactor business that led us and Cascade to pursue this merger are still
fundamentally sound and intact and we're excited about putting the companies together.
 
Operator: (Operator's instruction) Patrick Ho with Stifel Nicolaus.
 
Patrick Ho: Mike, first of, maybe a two-part question in terms of the SoC business, one, were there any yield issues on your part that required you to quote
double the capacity to ensure that your customer gets the product?
 
And secondly, if it wasn't a yield issue, just what happened in the forecasting because typically when you have key customers like that they give you
forecast and usually you can gauge your capacity based off to this type of demand. I guess just what happened in terms of that front?
 
Mike Slessor: Yes. So to be clear, the doubling of capacity is coupled to meeting a doubling of the demand, right, from this customer. So the four-point
gross margin gap that Mike Ludwig talked about is associated with the investment you have to make in training people, some yield loss in the activity of
introducing a whole bunch of new operators, new structures to the line, that kind of thing.
 
So there is some yield loss you see reflected in the Q1 results but we're doubling capacity to double output, not to make up for a yield gap. So that’s the
first point.
 
I think the second point is associated with kind of the – what happened on the forecasting and planning process, this has been, as I said, a very rapid set of
investments and ramps. Certainly, there were indications of some increase in the demand from this customer but there was also a process where we had to
go through and validate to make sure we wanted to incur the costs and that there was firm backlog in place so this was a sound business decision.
 
You can imagine doubling the capacity is not a business decision that you're going to make on the basis purely of a forecast. There need to be some
significant discussions and significant commitments put behind that.
 
In retrospect, certainly, it would have been preferable to get those things done faster and capture all of the demand we had planned for Q1 but the situation
was that we were a lot behind in the beginning of the ramp and then the trajectory of the ramp was slower than we had planned.
 

 



 

Again, doubling capacity is a fairly significant undertaking that involves the addition of a lot of direct labor, some tools and some fundamental changes in
the operational structure for one of our factories.
 
Patrick Ho: Fair enough. And then maybe as a follow-up to the comments of doubling the capacity, I understand the next couple of quarters you'll be able
to, quote, utilize that doubling of capacity as you ramp up for this customer given the, quote, delays that you had, but at some future point, this probably
going to be roll-off in the demand of those products that you mentioned 14 and 10-nanometers, just what happens to that capacity, how are you going to be
able to utilize it down the road once this initial ramp I guess subsides?
 
Mike Slessor: Yes. There's a couple of different ways we thought our way through that, Patrick. First of all, I don’t remember who's question was but
someone asked the similar question associated with where the investments were targeted and whether they were targeted at all of SoC or a specific
customer.
 
We're trying to make these investments as reusable as possible both from a training perspective and from a tooling perspective across different products and
different demand streams. But one of the things behind this fundamental demand increase is again the difference between probe cards which are a device
specific or a design specific piece of tooling and capital equipment.
 
Again, we see a continued set of design especially in the SoC space, they continue to be released across 28-nanometer, 20-nanometer, 14-nanometer and
now 10-nanometer across our SoC customer space and those designs continued to drive probe card demand even as the fundamental capital equipment for
the node is essentially fixed and start to die off.
 
We see those trends continuing in our SoC business where a large number of designs which drive a diversity of individual probe card demand continued to
be something that gives us optimism for the long-term demand cycle to utilize both the investments we're making today and investment we're making
across our SoC business.
 
Operator: Chris Longiaru with Sidoti & Company.
 
Chris Longiaru: So with the expanded capacity, historically you made comments as to what cash would breakeven expectations are and EPS breakeven
expectations are in terms of revenue. Is there any change in terms of your overall modeling for that with the expanded capacity?
 
Mike Ludwig: No. At this point in time, Chris, we haven't changed the model and in fact, if you kind of look at the 4% hit and you add that back in and
then you look at the difference versus our breakeven, you would see that the model still remains intact.
 
So at this point in time, we're not making any changes to the model. Once we complete the acquisition of Cascade Microtech then I think we'll look at what
the business model looks like as a combined company and communicate out the different model. But at this point in time, there no change in the business
model.
 
Chris Longiaru: And just kind of going through where you mix is now and kind of backdrop into some of previous quarters where you had revenue of about
$70 million. If you kickback the 4%, it looks like your gross margin should end up somewhere in the low 30-ish range in the June quarter and that 4% goes
away. So is that kind of an accurate way of looking at it going forward?
 
Mike Ludwig: I would suggest that the 4% goes away again in the range that we have communicated I think I'd refer back to the business model that we've
talked about in terms of once we get above the $61 million to $63 million breakeven that revenues then fall to the gross margin line, non-GAAP gross
margin line at about 60% fall through and I think that’s still a model that we're comfortable with and I would look at that I think at this point in
 

 



 

time as we look at the second quarter and, of course, we - as we said, we'll update our guidance in about three to four weeks with respect to that second
quarter.
 
Chris Longiaru: And just with respect to how operating expenses have trended historically and what your guide is out and I don’t think you’ve changed
your operating expense net also for March. But with the added capacity, is there any change in what the operating expense levels will look like relatively?
 
Mike Ludwig: If you're talking about OpEx below the gross margin line, the answer is no. We would expect the OpEx expenses to be consistent with what
we had talked about in our previous guide with respect to EPS. So if you'd back into those, I think those would be consistent with how we're looking at
OpEx expenses as we close Q1 and certainly as we go forward into Q2.
 
Chris Longiaru: Okay. And the last thing I have is just in terms of the Cascade integration. I don’t want you to get ahead of yourself because there still
works to be done to closing the deal. But is there any areas where their capacity might be constrained where you can kind of foresee a need to do some type
of expansion like you're doing now with SoC?
 
Mike Slessor: Chris, it's Mike Slessor again. The plan we’ve reviewed with Cascade and their need to make some capacity investments and increase the
capacity to support their growth plan are things they're currently doing now in the course of running their business and hitting their plan.
 
If you remember our integration plan especially operationally is to continue to run the business as distinct operating units. So there's not going to be lot of
cross use of tools or people or factories until we get several years down the road and are able to bring together the product roadmaps in substantially the
same way we brought together the FormFactor and MicroProbe product roadmaps and then managed to get a common set of investments.
 
But out of the gate, I don't expect to see any significant operational synergies out of this and Cascade is running their business as they should be to grow
and meet customer demand against the plan and the forecast they've articulated.
 
Operator: And there are no further questions. I'll return the call back to Mike Slessor for final comments.
 
Mike Slessor: Thank you all for attending the call this afternoon on such short notice. We look forward to updating our progress on both FormFactor second
quarter and the Cascade Microtech acquisition at our regularly scheduled earnings call toward the end of April. Thanks again for joining us.
 
Operator: Ladies and gentlemen, thank you for your participation in today's conference. This concludes the program and you may now disconnect.
Everyone, have a great day.
 

 


