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If any of the securities being registered on this Form are to be offered on a delayed or continuous basis
pursuant to Rule 415 under the Securities Act of 1933, check the following box. | X|

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the
Securities Act, please check the following box and list the Securities Act registration statement number of the
earlier effective registration statement for the same offering. | |

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the

following box and list the Securities Act registration statement number of the earlier effective registration
statement for the same offering. | |

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the
following box and list the Securities Act registration statement number of the earlier effective registration

statement for the same offering. | |

If delivery of the prospectus is expected to be made pursuant to Rule 434, please check the following box. | |

CALCULATION OF REGISTRATION FEE

Proposed maximum Proposed maximum Amount of

Title of each class of securities to be Agl)o;::t offering price per aggregate offering registration
registered registered share(1) price(1) fee(2)
Common Stock, $.0001 par value(2) 1032025 $8.92 $14,468,463 $1,834

(1) Estimated solely for the purpose of calculating the registration fee pursuant to Rule 457(c) based upon the
average of the high ($9.24) and low ($8.60) prices of our common stock on the Nasdaq National Market on May
24, 2004.

(2) Associated with the Common Stock are Series A Participating Preferred Stock Purchase Rights that will not be
exercisable or be evidenced separately from the common stock prior to the occurrence of certain events.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary
to delay its effective date until the Registrant shall file a further amendment which specifically states
that this Registration Statement shall thereafter become effective in accordance with Section 8(a) of
the Securities Act of 1933 or until the Registration Statement shall become effective on such date as
the Securities and Exchange Commission, acting pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. The selling shareholder may
not sell these securities until the registration statement filed with the Securities and Exchange
Commission is effective. This prospectus is not an offer to sell these securities and it is not soliciting
an offer to buy these securities in any state where the offer or sale is not permitted.

Subject to Completion, Dated May 27, 2004

PROSPECTUS

1,622,025 Shares

FIBERSTARS, INC.

Common Stock

This prospectus relates to the offer and sale from time to time by the selling shareholders identified herein of
up to 1,541,011 shares of common stock and up to 81,014 shares issuable upon the exercise of a warrant. The
warrant entitles the holder to purchase one share of common stock for $4.50.

Our common stock is traded on the Nasdaq National Market under the symbol [JFBST.[] The last reported sale
price of our common stock on the Nasdaq National Market on May 24, 2004 was $8.74 per share.

The selling shareholders may offer and sell their respective shares in transactions on the Nasdaq National
Market, in negotiated transactions, or both. These sales may occur at fixed prices that are subject to change, at
prices that are determined by prevailing market prices, or at negotiated prices.

The selling shareholders may sell shares to or through broker-dealers, who may receive compensation in the
form of discounts, concessions or commissions from the selling shareholders, the purchasers of the shares or
both. We will not receive any of the proceeds from the sale of shares by the selling shareholders.

Investing in our common stock involves a high degree of risk. You should
carefully read and consider the [|Risk Factors[] beginning on page 2.

Neither the Securities and Exchange Commission nor any state securities commission has approved
or disapproved of these securities or passed upon the accuracy or adequacy of this prospectus. Any
representation to the contrary is a criminal offense.

The date of this prospectus is , 2004
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FIBERSTARS, INC.

We are a leading supplier of fiber optic lighting. Our products are designed, manufactured and marketed in
the commercial lighting, sign and swimming pool and spa markets. Fiber optic lighting provides aesthetic, safety,
energy savings and maintenance cost benefits over conventional lighting. We have 40 patents on our technologies
for fiber optic lighting. Our customers include fast food restaurant chains, theme parks and casinos, hotels, retail
stores, swimming pool builders, spa manufacturers and many others.

We were incorporated in California in 1995. Our executive offices are located at 44259 Nobel Drive, Fremont,
California 94538 and our telephone number is (510) 490-0719. Our website address is located at
http://www fiberstars.com. The information contained in our website does not form any part of this prospectus or
the registration statement of which this prospectus is a part.

Fiberstars(R), BritePak(R), CPC(TM), Fiberstars EFO(TM), Fiberstars Spa Lights(TM), Fiberstars Underground
luminator(TM), FX Light(TM), FX Spa Lights(TM), JazzLight(TM), LightlyExpressed(R) and OptiCore(TM) are
our registered trademarks. We also refer to trademarks of other corporations and organizations in this
prospectus.

-1 -
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You should carefully consider the risks described below before making a decision to buy our common stock. If
any of the following risks actually occur, our business, financial condition and results of operations could be
harmed. In that case, the trading price of our common stock could decline and you might lose all or part of your
investment in our common stock. You should also refer to the other information set forth in this prospectus,
including our consolidated financial statements and the related notes. The risks and uncertainties describe below
are not the only ones we face. Additional risks and uncertainties not presently known to us or that we currently
deem immaterial may also negatively impact our business operations.

RISK FACTORS

Our operating results are subject to fluctuations caused by many factors that could result in
decreased revenues and a drop in the price of our common stock.

Our operating results can vary significantly depending upon a number of factors. It is difficult to predict the
lighting market[Js acceptance of and demand for our products on a quarterly basis, and the level and timing of
orders received can fluctuate substantially. Our sales volumes fluctuate, as does the relative volume of sales of
our various products with significantly different product margins. Historically we have shipped a substantial
portion of our quarterly sales in the last month of each of the second and fourth quarters of the year. Our product
development and marketing expenditures may vary significantly from quarter to quarter and are made well in
advance of potential resulting revenue. Significant portions of our expenses are relatively fixed in advance based
upon our forecasts of future sales. If sales fall below our expectations in any given quarter, we will not be able to
make any significant adjustment in our operating expenses, and our operating results will be adversely affected.

Our sales are dependent upon new construction levels and are subject to seasonal and general
economic trends.

Sales of our pool and spa lighting products, which currently are available only with newly constructed pools
and spas, depend substantially upon the level of new construction of pools. Sales of commercial lighting products
also depend significantly upon the level of new building construction and renovation. Construction levels are
affected by housing market trends, interest rates and the weather. Because of the seasonality of construction, our
sales of swimming pool and commercial lighting products, and thus our overall revenues and income, have tended
to be significantly lower in the first and third quarter of each year. Various economic and other trends may alter
these seasonal trends from year to year, and we cannot predict the extent to which these seasonal trends will
continue. Recent and continued weakness in the U.S. economy may continue to affect construction and our
business. Additionally, some business segments, such as themed entertainment, remain weak as a result of
reduced air travel following the September 11, 2001 tragedy and the outbreak and spread of Severe Acute
Respiratory Syndrome, or SARS. Themed entertainment is a key source of revenues for our commercial lighting
segment and continued softness of this industry will potentially have a material negative effect on our future
commercial lighting sales.

If we are not able to timely and successfully develop, manufacture, market and sell our new
products, our operating results will decline.

We expect to introduce additional new products each year in the pool and spa lighting and commercial lighting
markets. Delivery of these products may cause us to incur additional unexpected research and development
expenses. We could have difficulties manufacturing these new products as a result of our inexperience with them
or the costs could be higher than expected. Any delays in the introduction of these new products could result in
lost sales, loss of customer confidence and loss of market share. Also, it is difficult to predict whether the market
will accept these new products. If any of these new products fails to meet expectations, our operating results will
be adversely affected.

We operate in markets that are intensely and increasingly competitive.

Competition is increasing in a number of our markets. A number of companies offer directly competitive
products, including fiber optic lighting products for downlighting, display case and water lighting, and neon and
other lighted signs. We are also experiencing competition from light emitting diode, or LED, products in water
lighting and in neon and other lighted signs. Our competitors include some very large and well-established
companies such as Philips, Schott, 3M, Bridgestone, Pentair, Mitsubishi and Osram/Siemens. All of these
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companies have substantially greater financial, technical and marketing resources than we do. We may not be
able to adequately respond to fluctuations in competitive pricing. We anticipate that any future growth in fiber
optic lighting will be accompanied by continuing increases in competition, which could adversely affect our
operating results if we cannot compete effectively.
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We rely on intellectual property and other proprietary information that may not be protected and
that may be expensive to protect.

We currently hold 40 patents. There can be no assurance, however, that our issued patents are valid or that
any patents applied for will be issued. We have a policy of seeking to protect our intellectual property through,
among other things, the prosecution of patents with respect to certain of our technologies. There are many issued
patents and pending patent applications in the field of fiber optic technology, and certain of our competitors hold
and have applied for patents related to fiber optic lighting. Although, to date, we have not been involved in
litigation challenging our intellectual property rights or asserting intellectual property rights of others, we have
in the past received communications from third parties asserting rights in our patents or that our technology
infringes intellectual property rights held by such third parties. Based on information currently available to us,
we do not believe that any such claims involving our technology or patents are meritorious. However, we may be
required to engage in litigation to protect our patent rights or to defend against the claims of others. In the event
of litigation to determine the validity of any third party claims or claims by us against any third party, such
litigation, whether or not determined in our favor, could result in significant expense and divert the efforts of our
technical and management personnel.

We rely on distributors for a significant portion of our sales, and terms and conditions of sales are
subject to change with very little notice.

Most of our products are sold through distributors, and we do not have long-term contracts with our
distributors. Some of these distributors are quite large, particularly in the pool products market. If these
distributors significantly change their terms with us or change their historical pattern of ordering products from
us, there could be a significant impact on our revenues and profits.

The loss of a key sales representative could have a negative impact on our net sales and operating
results.

We rely on key sales representatives for a significant portion of our sales. These sales representatives have
unique relationships with our customers and would be difficult to replace. The loss of a key sales representative
could interfere with our ability to maintain customer relationships and result in declines in our net sales and
operating results.

We depend on key employees in a competitive market for skilled personnel, and the loss of the
services of any of our key employees could materially affect our business.

Our future success will depend to a large extent on the continued contributions of certain employees, many of
whom would be difficult to replace. Our future success will also depend on our ability to attract and retain
qualified technical, sales, marketing and management personnel, for whom competition is intense. The loss of or
failure to attract and retain any such persons could delay product development cycles, disrupt our operations or
otherwise harm our business or results of operations.

We depend on a limited number of suppliers from whom we do not have a guarantee to adequate
supplies, increasing the risk that loss of or problems with a single supplier could result in impaired
margins, reduced production volumes, strained customer relations and loss of business.

Mitsubishi is the sole supplier of our stranded fiber, which is used extensively in our fiber pool and spa
lighting products. We also rely on a sole source for certain lamps, reflectors, remote control devices, power
supplies and thin film coatings. The loss of one or more of our suppliers could result in delays in the shipment of
products, additional expense associated with redesigning products, impaired margins, reduced production
volumes, strained customer relations and loss of business or otherwise harm our results of operations.

-3-
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We depend on Advanced Lighting Technologies, Inc., or ADLT, for a number of components for our
products.

ADLT supplies us with certain lamps, power supplies, reflectors and coatings. We have identified alternative
suppliers for these components, but there could be an interruption of supply and increased costs if a transition to
a new supplier were required. We could lose current or prospective customers as a result of supply interruptions.
Increased costs would negatively impact our gross profit margin and results of operations.

We are becoming increasingly dependent on foreign sources of supply for many of our components
and in some cases complete assemblies, which due to distance or political events may result in a lack
of timely deliveries.

In order to save costs, we are continually seeking off-shore supply of components and assemblies. This results
in longer lead times for deliveries which can mean less responsiveness to sudden changes in market demand for
the products involved. Some of the countries where components are sourced may be less stable politically than
the U.S., and this could lead to an interruption of the delivery of key components. Delays in the delivery of key
components could result in delays in product shipments, additional expenses associated with locating alternative
component sources or redesigning products, impaired margins, reduced production volumes, strained customer
relations and loss of customers, any of which could harm our results of operations.

We are subject to manufacturing risks, including fluctuations in the costs of purchased components
and raw materials due to market demand, shortages and other factors.

We depend on various components and raw materials for use in the manufacturing of our products. We may
not be able to successfully manage price fluctuations due to market demand or shortages. In addition to risks
associated with sole and foreign suppliers, significant increases in the costs of or sustained interruptions in our
receipt of adequate amounts of necessary components and raw materials could harm our margins, result in
manufacturing halts and negatively impact our results of operations.

We use plants in Mexico and India to manufacture and assemble many of our products. The supply
of these finished goods may be impacted by local political or social conditions as well as the financial
strength of the companies with which we do business.

As we attempt to reduce manufacturing expenses, we are becoming increasingly dependent upon offshore
companies for the manufacturing and final assembly of many of our products. To do so, we must advance certain
raw materials, inventory and production costs to these offshore manufacturers. The supply of finished goods from
these companies, and the raw materials, inventory and funds which we advance to them, may be at risk
depending upon the varying degrees of stability of the local political, economic and social environments in which
they operate, and the financial strength of the manufacturing companies themselves.

Because we depend on a limited number of significant customers for our net sales, the loss of a
significant customer, reduction in order size, or the effects of volume discounts granted to significant
customers from time to time could harm our operating results.

Our business is currently dependent on a limited number of significant customers, and we anticipate that we
will continue to rely on a limited number of customers. The loss of any significant customer would harm our net
sales and operating results. Customer purchase deferrals, cancellations, reduced order volumes or non-renewals
from any particular customer could cause our quarterly operating results to fluctuate or decline and harm our
business. In addition, volume discounts granted to significant customers from time to time could lead to reduced
profit margins and negatively impact our operating results.

-4 -




Edgar Filing: FIBERSTARS INC /CA/ - Form S-1

Our components and products could have design, defects or compatibility issues, which could be
costly to correct and could result in the rejection of our products and damage to our reputation, as
well as lost sales, diverted development resources and increased warranty reserves and manufacturing
costs.

We cannot be assured that we will not experience defects or compatibility issues in components or products in
the future. Errors or defects in our products may arise in the future, and, if significant or perceived to be
significant, could result in rejection of our products, product returns or recalls, damage to our reputation, lost
revenues, diverted development resources and increased customer service and support costs and warranty
claims. Errors or defects in our products could also result in product liability claims. We estimate warranty and
other returns and accrue reserves for such costs at the time of sale. Any estimates, reserves or accruals may be
insufficient to cover sharp increases in product returns, and such returns may harm our operating results. In
addition, customers may require design changes in our products in order to suit their needs. Losses, delays or
damage to our reputation due to design or defect issues would likely harm our business, financial condition and
results of operations.

If we are unable to predict market demand for our products and focus our inventories and
development efforts to meet market demand, we could lose sales opportunities and experience a
decline in sales.

In order to arrange for the manufacture of sufficient quantities of products and avoid excess inventory we
need to accurately predict market demand for each of our products. Significant unanticipated fluctuations in
demand could cause problems in our operations. We may not be able to accurately predict market demand in
order to properly allocate our manufacturing and distribution resources among our products. As a result we may
experience declines in sales and lose, or fail to gain, market share.

We depend on collaboration with third parties, who are not subject to material contractual
commitments, to augment our research and development efforts.

Our research and development efforts include collaboration with third parties. Many of these third parties are
not bound by any material contractual commitment leaving them free to end their collaborative efforts at will.
Loss of these collaborative efforts would adversely affect our research and development efforts and could have a
negative effect on our competitive position in the market. In addition, arrangements for joint development efforts
may require us to make royalty payments on sales of resultant products or enter into licensing agreements for the
technology developed, which could increase our costs and negatively impact our results of operations.

The accounting standards boards[] proposal to expense employee and director stock options could
result in increased costs associated with these options.

The accounting standards boards is considering a proposal that would require companies to expense employee
and director stock options. If this proposal is adopted, we may have increased costs associated with employee and
director stock options on a forward-looking and backward-looking basis. At this time it is not possible to predict
the magnitude of these costs and the impact our financial statements.

We have experienced negative cash flow from operations and may continue to do so in the future.
We may need to raise additional capital in the near future, but our ability to do so may be limited.

While we have historically been able to fund cash needs from operations, from bank lines of credit or from
capital markets, due to competitive, economic or other factors there can be no assurance that we will continue to
be able to do so. If our capital resources are insufficient to satisfy our liquidity requirements and overall business
objectives we may seek to sell additional equity securities or obtain debt financing. Adverse business conditions
due to a continued weak economic environment or a weak market for our products have led to and may lead to
continued negative cash flow from operations, which may require us to raise additional financing, including
equity financing. Any equity financing may be dilutive to shareholders, and debt financing, if available, will
increase expenses and may involve restrictive covenants. We may be required to raise additional capital, at times
and in amounts, which are uncertain, especially under the current capital market conditions. Under these
circumstances, if we are unable to acquire additional capital or are required to raise it on terms that are less
satisfactory than desired, it may have a material adverse effect on our financial condition, which could require us

10
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to curtail our operations significantly, sell significant assets, seek arrangements with strategic partners or other
parties that may require us to relinquish significant rights to products, technologies or markets, or explore other
strategic alternatives including a merger or sale of our company.
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Our stock price has been and will likely continue to be volatile and you may be unable to resell your
shares at or above the price you paid.

Our stock price has been and is likely to be highly volatile, particularly due to our relatively limited trading
volume. Our stock price could fluctuate significantly due to a number of factors, including:

® variations in our anticipated or actual operating results;

® sales of substantial amounts of our stock;

e dilution as a result of additional equity financing by us;

e announcements about us or about our competitors, including technological innovation or new products or
services;

® conditions in the fiber optic lighting industry;

® governmental regulation and legislation; and

® changes in securities analysts[] estimates of our performance, or our failure to meet analysts[] expectations.

Many of these factors are beyond our control.

In addition, the stock markets in general, and the Nasdaq National Market and the market for fiber optic
lighting and technology companies in particular, have experienced extreme price and volume fluctuations
recently. These fluctuations often have been unrelated or disproportionate to the operating performance of these
companies. These broad market and industry factors may adversely affect the market price of our common stock,
regardless of our actual operating performance.

In the past, companies that have experienced volatility in the market prices of their stock have been the object
of securities class action litigation. If we were the object of securities class action litigation, it could result in
substantial costs and a diversion of management[]s attention and resources.

-6 -
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements that involve risks and uncertainties. Many of these
statements appear, in particular, in the sections entitled [JRisk Factors,[] [[Management([]s Discussion and Analysis of
Financial Condition and Results of Operations[] and [JBusiness.[] Forward-looking statements include, but are not
limited to, statements about:

e our expectations regarding our cash flows, future operations, net sales growth, capital and other
expenditures;

® growth in our operations and adequacy of capital resources;

® our liquidity and strategy;

® our strategy with regard to dividends;

® expected realization of the value of deferred tax assets;

® our accounting policies and the effect of recent accounting pronouncements;

® development and marketing of future products and expected shipment dated;

® product development and enhancements;

® our intellectual property;

® our competitive position and the benefits and performance of our lighting products;

e future growth of fiber optic lighting and trends in the price and performance of fiber optic lighting
products;

® our relationships with customer, distributors, suppliers and our ability to obtain components;

e our relationship and future technologies expected to result from our relationship with Advanced Lighting
Technologies, Inc.;

® adequacy of our facilities;

® plans for and expected benefits of outsourcing manufacturing;

® our ability to retain qualified employees; and

® seasonal fluctuations.

In some cases, you can identify forward-looking statements by terms such as [Jmay,[] Jmight,[] Jwill,[] Jobjective,[]
fintend,[] Oshould,[] [Jcould,[] [can,[] Owould,[J Jexpect,[] Obelieve,[] [Jestimate,[] [Ipredict,[] Jpotential,[] (Jplan,[] [Jis designec
of these terms, and similar expressions intended to identify forward-looking statements. These statements reflect
our current views with respect to future events and are based on assumptions and subject to known and unknown
risks and uncertainties. Given these uncertainties, you should not place undue reliance on these forward-looking
statements. We discuss many of these risks in this prospectus in greater detail under the heading [JRisk Factors.[]

Also, these forward-looking statements represent our estimates and assumptions only as of the date of this
prospectus. Unless required by U.S. federal securities laws, we do not intend to update any of these
forward-looking statements to reflect circumstances or events that occur after the statement is made.

-7 -
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You should read this prospectus and the documents that we reference in this prospectus and have filed as
exhibits to the registration statement, of which this prospectus is a part, completely and with the understanding
that our actual future results may be materially different from any future expressed or implied by forward-looking
statements. We qualify all of our forward-looking statements by these cautionary statements.

PROCEEDS FROM THE OFFERING

We will not receive any proceeds from the sale of the shares by the selling shareholders. However, we will
receive the exercise price if a selling shareholder exercises its warrant. We cannot be certain as to when and if
this warrant will be exercised and as to the amount of the proceeds we will actually receive from the exercise
because of the net issuance exercise provisions of the warrant. All proceeds from the sale of the shares will be for
the account of the selling shareholders, as described below. See [JPrincipal and Selling Shareholders[] and [JPlan of
Distribution.[]

MARKET FOR COMMON EQUITY AND RELATED SHAREHOLDER MATTERS

Our common stock trades on the Nasdaqg National Market tier of the Nasdaq Stock Market under the symbol
OFBST.[] The following table sets forth the high and low sale prices for our common stock, as reported on the
Nasdaq National Market for the periods indicated. These reported prices reflect interdealer prices without
adjustments for retail markups, markdowns or commissions.

High Low
First quarter 2002 $ 3.65 $ 2.85
Second quarter 2002 5.00 3.26
Third quarter 2002 443 2.43
Fourth quarter 2002 4.69 2.51
First quarter 2003 4.40 2.66
Second quarter 2003 4.00 2.85
Third quarter 2003 4.20 3.13
Fourth quarter 2003 8.25 3.71
First quarter 2004 10.75 6.15

There were approximately 225 holders of record of our common stock as of April 30, 2004, and the Company
estimates that at that date there were approximately 800 additional beneficial owners.

The Company has not declared or paid any cash dividends and does not anticipate paying cash dividends in the
foreseeable future.

-8-

14



Edgar Filing: FIBERSTARS INC /CA/ - Form S-1
SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated statement of operations data for the fiscal years ended December 31,
2003, 2002 and 2001 and the selected consolidated balance sheet data as of December 31, 2003 and 2002 have
been derived from our audited consolidated financial statements that are included elsewhere in this prospectus.
The selected consolidated statements of operations data for the three-month periods ended March 31, 2004 and
2003 and the selected consolidated balance sheet data as of March 31, 2004 are derived from our unaudited
consolidated financial statements included elsewhere in this prospectus. The selected consolidated statements of
operations data for the fiscal years ended December 31, 2000 and 1999 and the selected consolidated balance
sheet data as of December 31, 2001, 2000 and 1999 are derived from our audited consolidated financial
statements not included in this prospectus. The selected consolidated balance sheet data as of March 31, 2003 is
derived from our unaudited financial statements not included in this prospectus. It should be read in conjunction
with the information appearing under the heading [[Management[]Js Discussion and Analysis of Financial Condition
and Results of Operations[] and the consolidated financial statements and related notes included elsewhere in this
prospectus.

SELECTED CONSOLIDATED FINANCIAL DATA
(IN THOUSANDS, EXCEPT PER SHARE DATA)

Three Months Ended

YEARS ENDED DECEMBER 31, March 31,
1999 2000 2001 2002 2003 2003 2004
OPERATIONS DATA
Net sales $ 33,311 $ 36,921 $ 29,053 $ 30,960 $ 27,238 $ 5879 $ 6,008
Gross profit 14,333 15,019 11,447 11,474 10,341 2,046 2,101
As a percent of net sales 43.0 % 40.7 % 39.4 % 37.1 % 38.0 % 34.8% 35.0%
LESERCE Cmd 1,484 1,673 2,764 2,290 1,279 200 270
development expenses
As a percent of net sales 4.5 % 4.5 % 9.5 % 7.4 % 4.7 % 3.4% 4.5%
SR I e A 8,044 9,038 8,371 7,907 7,188 1,748 1,977
expenses
As a percent of net sales 24.2 % 24.5 % 28.8 % 25.5 % 26.4 % 29.7% 32.9%
(Sieimerel] Ll 2,558 4,023 R 2,709 2,435 664 624
administrative expenses
As a percent of net sales 7.7 % 10.9 % 12.5 % 8.8 % 8.9 % 11.3% 10.4%
Write-off in-process
technology
acquired O 938 O O O 0 O
As a percent of net sales 0% 2.5% 0% 0% 0 % 0% 0 %
Income (loss) before tax 2,255 (711) (3,381) (1,441) (594) (598) (763)
As a percent of net sales 6.8 % (1.9) % (11.6) % (4.7) % (2.2) % (10.2)% (12.7)%
Net income (loss) 1,413 (454) (2,128) (3,519) (608) (622) (764)
As a percent of net sales 4.2 % (1.2) % (7.3) % (11.4) % (2.2) % (10.6)% (12.7)%
Net income (loss) per
share
Basic $ 0.35 $ (0.10) $ (045) $ (0.70) $ (0.10) (0.12) (0.10)
Diluted $ 0.35 $ (0.10) $ (045) $ (0.70) $ (0.10) (0.12) (0.10)
Shares used in per share
calculation:
Basic 3,986 4,572 4,756 5,028 5,993 5,112 7,280
Diluted 4,080 4,572 4,756 5,028 5,993 5,112 7,280

BALANCE SHEET DATA
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Total assets $ 20,392 $ 24,619 $ 21,434 $ 20,101 $ 24,343 $ 24,119

Cash, cash equivalents
and short-term

investments 1,904
Working capital 8,948
Short-term borrowings 8
Long-term borrowings 626
Shareholders[] equity 14,668
Commqn shares 4,004

outstanding

1,230
10,602
8

482
18,560

4,288

584
8,498
101
419
16,431

4,328

231
7,417
593
449
14,240

4,667

4,254
12,449
30

521
19,174

6,317

188
7,188
3,767

450

13,772

4,667

$

24,163

1,648
12,773
163
458
19,443

6,527

In accordance with SFAS 142 we ceased amortizing goodwill as of December 31, 2001. Refer to note 5 of the
notes to consolidated financial statements for the year ended December 31, 2003. There are no other major

changes affecting comparability of the years.

-9-
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MANAGEMENTT]S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with [JSelected Consolidated Financial Data[] and the consolidated financial statements and related
notes on pages F-1 through F-35 of this prospectus. Our actual results could differ materially from those
anticipated in these forward-looking statements as a result of a number of factors, including those discussed in
(JRisk Factors[] and elsewhere in this prospectus. See [[Special Note Regarding Forward-Looking Statements.[]

Results of Operations

Three Months Ended March 31, 2004 and 2003
Net Sales

Net sales increased 2% to $6,008,000 for the three months ended March 31, 2004, as compared to $5,879,000
for the three months ended March 31, 2003. This increase resulted primarily from a 6% increase in pool and spa
lighting sales partially offset by a 2% decrease in commercial lighting sales. The increase in pool and spa lighting
sales was largely due to increased sales of fiber optic lighting systems and Jazz light systems for swimming pools
partially offset by decreased sales of spa products. The decrease in sales of spa products primarily reflects
increased competition in the spa market. The 2% reduction in commercial lighting sales primarily reflects soft
demand in the United States themed-entertainment and light bars market, which was partially offset by an
increase in commercial lighting sales in Europe as compared to the same period a year ago. Due to anticipated
improvements in the pool and spa lighting market and increased sales of EFO TM systems in commercial lighting
markets, we believe our net sales will increase in 2004.

Gross Profit

Gross profit was $2,101,000 for the three months ended March 31, 2004, a 3% increase in the dollar amount
when compared to $2,046,000 for the three months ended March 31, 2003. The gross profit margin percentage of
35% for the three months ended March 31, 2004 was equal to the gross profit margin achieved in the same
period in 2003. During the first quarter of 2004 an increase in the pool and spa gross profit margin was offset by
a decrease in the gross profit margin for the commercial lighting markets. The increase in the dollar amount of
gross profit was due to the increase in sales. If net sales remain flat or increase, we believe overall gross profit
will increase in 2004, as we expect our cost of sales to decrease as we increase our offshore manufacturing in
Mexico and India.

Operating Expenses

Research and development expenses were $270,000 for the three months ended March 31, 2004, an increase
of $70,000 compared to the three months ended March 31, 2003. This increase was primarily due to increased
research and development efforts on commercial lighting projects during the first quarter of 2004 compared to
the same period of 2003. During the first quarter of 2004, we accrued $587,000 in net credits for funds to be
received from the Defense Advanced Research Projects Agency, or DARPA, under a contract awarded to us in
February 2003. This compares to $342,000 in net credits accrued in connection with the DARPA contract and an
additional $106,000 under an award from the National Institute of Science, or NIST, during the first quarter of
2003. We expect research and development expenses to increase in 2004 as we plan to increase our development
of commercial lighting products, primarily EFO, along with additional DARPA work.

Sales and marketing expenses increased by 13% to $1,977,000 for the three months ended March 31, 2004 as
compared to $1,748,000 for the same period in 2003. This increase was due in part to our decision in October
2003 to no longer use internal sales representatives for our pool and spa products. This change resulted in a
$72,000 increase in commissions paid to outside sales representatives partially offset by head-count reductions in
our pool and spa group, with associated reductions in travel expenses, arising from our decision to use an outside
sales representatives. In addition, we incurred a $90,000 as a result of an increased headcount and travel
associated with the increased head-count in our commercial lighting group and increased travel expenses arising
from increased attention paid to our national customers and prospects, and an $80,000 increase in European
sales and marketing costs due to changes in exchange rates. We expect sales and marketing expenses to increase
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for 2004 as we anticipate increasing our sales and marketing efforts for our new products.
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General and administrative expense decreased 6% to $624,000 for the three months ended March 31, 2004
from $664,000 for the three months ended March 31, 2003. This decrease was primarily due to a reduction in
personnel costs and lower accounting fees, including the head-count reduction in our pool and spa group. We
expect general and administrative expenses to be relatively flat for 2004.

Net Loss

We recorded a net loss of $764,000 for the three months ended March 31, 2004 as compared to a net loss of
$622,000 for the three months ended March 31, 2003. The increase in net loss largely reflects an increase in
operating expenses compared to the corresponding period of 2003.

Years Ended December 31, 2003, 2002 and 2001
Net Sales

Net sales decreased 12% to $27,238,000 in 2003 as compared to 2002. The decrease was primarily a result of
a decrease in the sales of pool products of 17% or $3,037,000 combined with a decline in sales of commercial
lighting products of 5% or $685,000. The decline in pool lighting sales was primarily due to a decrease of
$2,046,000 in sales of spa products and in-ground pool lighting products. This reduction in sales was attributable
to the soft pool market in the first half of the year and increased competition. The decrease in commercial
lighting sales was due to a decline in U.S. domestic lighting sales of 16% or $905,000 partially offset by an
increase in international sales of $262,000. Of the decrease in U.S. domestic lighting sales, $300,000 was due to
a drop in resort and casino business. We expect net sales to increase in 2004 due to an improved market for our
pool products, which is dependent on general economic conditions.

Net sales increased 7% to $30,960,000 in 2002 as compared to 2001. The increase was a result of an increase
in the sales of pool products of 25% or $3,631,000 offset by a decline in sales of commercial lighting products of
12% or $1,724,000. The rise in pool lighting sales was largely due to increases from sales of the new Jazz,
in-ground pool lighting product and spa products of $3,966,000 partially offset by a decline in other products of
$305,000. The decrease in commercial lighting sales was due to a decline in U.S. domestic lighting sales of 24%
or $1,801,000 partially offset by an increase in international sales of $175,000. Of the decrease in U.S. domestic
lighting sales, $1,227,000 of the decline was due to a drop in resort and casino business, largely as an after-effect
of the September 11, 2001 tragedy.

International sales accounted for approximately 28% of net sales in 2003 as compared to 26% of net sales in
2002 and 27% in 2001. The relative increase in international sales from 2002 to 2003 was due to growth in
European sales compared to a decline in domestic sales. The increase in International sales was a result of higher
sales from our German operation. The relative decrease in international sales from 2001 to 2002 was a result of
the increase in domestic pool lighting sales in 2002.

Gross Profit

Gross profit of $10,341,000 in 2003 declined by 10% compared to gross profit of $11,474,000 achieved in
2002. However, gross profit as a percent of sales increased to 38% in 2003 compared to 37% in 2002. This
increase was primarily due to a reduction in direct product costs in the second half of the year as a result of
moving some of our manufacturing to offshore locations. We continue to take measures intended to improve
margins in future periods by redesigning products for cost reductions and by balancing production between U.S.
and offshore locations. We expect gross profit margin to improve slightly in 2004 dependent upon general
economic conditions.

-11 -
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Gross profit of $11,474,000 in 2002 remained essentially flat with gross profit of $11,447,000 achieved in
2001. However, gross profit margin decreased to 37% in 2002 compared to 39% in 2001 primarily due to higher
freight costs in 2002, up $632,000 or 2%, along with lower than normal gross margins on the new Jazz product,
contributing $425,000 or 1% off prior year pool margins, partially offset by higher International margins, up 1%.

Operating Expenses

Research and development expenses were $1,279,000 in 2003, a 44% decrease from research and
development expenses in 2002 of $2,290,000. The decrease was largely due to the increase in expense credits in
2003 under the Defense Advanced Research Projects Agency, or DARPA, contracts awarded to us in February and
April of 2003. Funds to be received from the DARPA for milestones achieved during the fiscal year are recorded
as a credit to research and development expense. Net of payments to subcontractors, this amounted to
$1,463,000 in 2003. In addition, we had additional research and development credits from National Institute of
Standards and Technology, or NIST, of $583,000 in 2003, a decrease of $291,000 over NIST credits realized in
2002. The NIST project was completed in 2003 and as a result we will not realize further credits from this award
in future years. The additional decrease in research and development expense in 2003 came as a result of lower
personnel and project costs in non-government funded projects due to reductions in personnel. Research and
development expenses were 5% of sales in 2003 compared to 7% of sales in 2002. We expect research and
development expenses to increase in 2004.

Research and development expenses were $2,290,000 in 2002, a 17% decrease from research and
development expenses in 2001 of $2,764,000. The decrease was largely due to the increase in expense credits in
2002 of $331,000 as compared to 2001 from the NIST award. Total NIST payments of $874,000 were credited
against research and development expenses in 2002. The additional decrease in research and development
expense in 2002 came as a result of lower personnel and project costs. Research and development expenses were
7% of sales in 2002 compared to 10% of sales in 2001.

Sales and marketing expenses were $7,188,000 in 2003, a 9% decrease as compared to the $7,907,000 in
sales and marketing expenses for 2002. The decrease in sales and marketing expenses was due in part to lower
commissions expenses of $239,000 from the discontinuance of the Waterpik agency agreement in the middle of
2002. These savings were combined with decreases in personnel and travel expenses in both pool and spa
lighting and commercial lighting due to headcount reductions. Sales and marketing expenses were 26% of sales
in both 2003 and 2002. We expect sales and marketing expenses to increase in 2004.

Sales and marketing expenses were $7,907,000 in 2002, a 5% decrease as compared to the $8,371,000 in
sales and marketing expenses for 2001. The decrease in sales and marketing expenses was due to lower
commissions expenses of $662,000 from the mid-year discontinuance of the Waterpik agency agreement. These
savings were partially offset by increases in personnel and travel expenses related to hiring sales representatives
to replace the Waterpik agents. Sales and marketing expenses were 26% of sales in 2002, compared to 29% of
sales in 2001.

General and administrative expenses were $2,435,000 in 2003, a 10% decrease as compared to $2,709,000 in
2002. The decrease in general and administrative expenses was largely due to a decrease in personnel expense
due to headcount reductions, reduced bad debt expense, investor relations and computer costs in 2003 of
$190,000. General and administrative expenses were 9% of sales in 2003 and 2002 and 12% of sales in 2001. We
expect general and administrative expenses to increase slightly in 2004.

General and administrative expenses were $2,709,000 in 2002, a 25% decrease as compared to $3,627,000 in
2001. The decrease in general and administrative expenses was largely due to a decrease of $444,000 in
amortization of goodwill due to a change in accounting method. Prior to 2002, goodwill was amortized over the
life of the acquired assets, whereas in 2002 goodwill was no longer amortized but became subject to an annual
impairment test according to Financial Accounting Standards Board, or FASB, 142. The balance of the decrease
in general and administrative expense in 2002 was due to lower personnel, legal and other general and
administrative expenses of $474,000.

-12 -

20



Edgar Filing: FIBERSTARS INC /CA/ - Form S-1

Other Income and Expenses

Interest expense, which consists of expense for bank interest, was $119,000 in 2003 as compared to $66,000
in 2002. The increase in interest expense was a result of more borrowings against our bank line of credit in 2003
as compared to 2002. The higher borrowings were used to fund operations. Net interest expense in 2002
decreased compared to net interest expense of $122,000 in 2001 due to a decrease in interest rates in 2002.

Total interest and other income includes interest income and other non-operating income. This was $80,000 in
2003, compared to $41,000 in 2002 and in 2001. Income from our joint venture is recognized under the equity
method. This was $6,000 in 2003 compared to $16,000 in 2002 and $15,000 in 2001.

We have certain long-term leases. Payments due under these leases are disclosed in note 8 of the consolidated
financial statements included elsewhere in this prospectus.

Income Taxes

We have a full valuation allowance against our deferred tax assets. There is no operating statement tax
expense or benefit for U.S. operations in 2003 since the benefit expected is offset by an increase in the valuation
allowance. We took a non-cash charge of $2,405,000 to record an initial valuation allowance against our deferred
tax asset in the third fiscal quarter of 2002, in accordance with FASB 109. After an offset for tax benefits taken in
2002, the net tax provision including the charge was $2,078,000. The income tax benefit (provision) rate was
(2)% in 2003 as compared to (144)% in 2002 and 37% in 2001.

Net Income

Due to the decrease in expenses in 2003, the amount of loss before income taxes decreased by $847,000
compared to 2002. After including taxes from international operations the loss was $608,000, an improvement of
$2,911,000 over 2002. Because of the valuation allowance for deferred tax taken in 2002, the net loss increased
to $3,519,000 in 2002 compared to a loss of $2,128,000 in 2001.

Liquidity and Capital Resources
Cash and Cash Equivalents

At March 31, 2004, our cash and cash equivalents were $1,648,000 as compared to $4,254,000 at December
31, 2003, a net cash decrease of $2,606,000 during the first quarter of 2004. This compares to a net cash
decrease of $43,000 for the same period in 2003, and an ending cash balance of $188,000 as of March 31, 2003.

We had no bank borrowings against our U.S. line of credit at March 31, 2004 and at December 31, 2003.

At December 31, 2003, our