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Approximate date of commencement of proposed sale to the public: As soon as practicable after the effective date of this Registration
Statement.

If the only securities being registered on this Form are being offered pursuant to dividend or interest reinvestment plans, please check the
following box. o

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, other than securities offered only in connection with dividend or interest reinvestment plans, check the following box. o

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. o

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. o

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

CALCULATION OF REGISTRATION FEE

Proposed Maximum Proposed Maximum
Title of Each Class of Amount to be Offering Price Aggregate Amount of Registration
Securities to be Registered Registered(1) Per Share(2) Offering Price(1)(2) Fee(4)
Common Stock(3) $0.001 par value 4,600,000 shares $7.18 $33,028,000 $4,185

(1) Includes 600,000 shares that the underwriters have the option to purchase to cover over-allotments, if any.

(2) Estimated solely for the purpose of computing the amount of the registration fee. The estimate is made pursuant to Rule 457(c) of the
Securities Act of 1933, as amended, based on $7.18, which is the average of the high and low sales prices as reported by The Nasdaq
National Market on June 10, 2004.

(3) Includes preferred stock purchase rights which prior to the occurrence of certain events will not be exercisable or evidenced separately from
the common stock.

(4) Previously paid.

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 Commission acting pursuant to said Section 8(a) may determine.
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The information in this preliminary prospectus is not complete and may be changed. We may not sell these securities until the registration
statement filed with the Securities and Exchange Commission is effective. This preliminary prospectus is not an offer to sell these securities
and we are not soliciting offers to buy these securities in any jurisdiction where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED JUNE 22, 2004

PRELIMINARY PROSPECTUS

4,000,000 Shares

Common Stock

We are offering 1,150,000 shares and Elex N.V. is offering 2,850,000 shares. We will not receive any proceeds from the sale of any
common shares sold by Elex N.V. Our common stock is quoted on the Nasdaq National Market under the symbol CATS. On June 21, 2004, the
reported last sale price of our common stock was $6.95 per share.

Investing in our common stock involves a high degree of risk. Before buying any shares, you should carefully consider the risk
factors described in Risk Factors beginning on page 5.

Per Share Total

Public offering price

Underwriting discounts and commissions
Proceeds, before expenses, to us
Proceeds, before expenses, to Elex N.V.

@ BB LB LB
©@ BB B

We and selling stockholders, excluding Elex N.V., have granted the underwriters an option for a period of 30 days to purchase up to
600,000 additional shares to cover over-allotments, if any.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these
securities or determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The underwriters are offering the common stock as set forth under Underwriting. Delivery of the shares will be made in New York, New
York on or about ,2004.

A.G. EDWARDS
NEEDHAM & COMPANY, INC.
C.E. UNTERBERG, TOWBIN

The date of this prospectus is , 2004

IMPORTANT NOTICE ABOUT INFORMATION IN THIS PROSPECTUS

You should rely only on information contained or incorporated by reference in this prospectus. We have not and the underwriters
have not authorized anyone to provide you with information that is different. We are offering to sell and seeking offers to buy shares of
common stock only in jurisdictions where offers and sales are permitted. The information contained in this prospectus is accurate only
as of the date of this prospectus, regardless of the time of delivery of this prospectus or of any sale of our common stock.
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PROSPECTUS SUMMARY

This prospectus summary highlights information contained elsewhere in this prospectus. It does not contain all of the information that you
should consider before buying our common stock in this offering. You should read the entire prospectus carefully.

Catalyst Semiconductor, Inc.

We design, develop and market a broad line of reprogrammable non-volatile memory products and analog and mixed-signal products. Our
products are used by manufacturers of electronic products in a wide range of consumer, computing, communications, industrial and automotive
applications. We target high volume markets for our cost effective, high quality semiconductor products. We have been a committed long term
supplier of memory products even through periods of tight manufacturing capacity and cyclical market downturns. We are leveraging our
extensive experience in high volume, reprogrammable memory products to develop complementary analog and mixed-signal products that offer
our customers a more complete system solution. On April 30, 2004, we completed our sixth consecutive fiscal year of profitability.

We outsource the fabrication of our products to third party foundries for a high quality, low cost and long term supply of our products. We
focus our internal efforts on product design, testing and sales. In fiscal 2003, we strengthened and expanded the expertise of our research and
development team by establishing our own development center in Bucharest, Romania and by hiring additional engineers in Bucharest and
Sunnyvale, California. We continue to make substantial investments in research and development to advance our non-volatile memory products,
as well as to broaden our product line of analog and mixed-signal products.

We supply semiconductor products in high volumes to our diverse customer base of more than 3,000 customers, and have shipped more
than 100 million units in each of the last three fiscal quarters. We are one of the largest suppliers of electrically erasable programmable read only
memory, or EEPROM, in the world. Through our direct sales force and distributors, we have relationships with many customers including large
original equipment manufacturers, or OEMs. Through our collaborations with OEM customers in an interactive product design and development
process, we have established long term relationships, solidified our customer base and defined future products. Consequently, we believe that we
are well positioned to increase the sales of our existing and future analog and mixed-signal products to these customers, which could use many
of these products in conjunction with our memory products.

We believe the following are our key competitive strengths:
high quality design;
expertise in high volume, low cost manufacturing;
long term, established foundry relationships;
comprehensive EEPROM product line;
diverse end markets and applications; and
strong customer base.
We intend to continue to provide our customers with a reliable source of industry standard non-volatile memory products. We also intend to

further improve our non-volatile memory products and become a systems knowledgeable partner to our customers by providing a broad range of
standard and custom analog and mixed-signal products. Our strategy includes the following:

strengthen and expand EEPROM product offerings;
broaden industry standard analog and mixed-signal product offerings; and

expand proprietary analog and mixed-signal product offerings.
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We have introduced a range of proprietary analog products, which often integrate analog elements with reprogrammable non-volatile
memory, such as digital potentiometer products, or DPPs, and processor supervisors. Some of our non-volatile memory customers are also
beginning to purchase our standard analog products. We are now working with selected customers to develop more highly integrated, high value
added products customized for specific applications. We are targeting selected applications in growing markets, such as solid state illumination,
which is lighting for displays, consumer electronic devices, automotive and other purposes.

We incorporated in California in October 1985. In May 1993, we reincorporated in Delaware. Our principal executive offices are located at
1250 Borregas Avenue, Sunnyvale, California 94089, our telephone number is (408) 542-1000 and our website is
www.catalyst-semiconductor.com. Information contained on or accessible through our website does not constitute a part of this prospectus. Our
unregistered trademarks include Catalyst Semiconductor, DPP and our logo. All other trademarks, trade names and service marks appearing in
this prospectus are the property of their respective holders.

Our fiscal year ends on the Sunday closest to April 30 of each year. We refer to the fiscal year ended April 30, 2000 as fiscal 2000, the
fiscal year ended April 29, 2001 as fiscal 2001, the fiscal year ended April 28, 2002 as fiscal 2002, the fiscal year ended April 27, 2003 as fiscal
2003 and the fiscal year ended May 2, 2004 as fiscal 2004. Fiscal 2005 will end on May 1, 2005. For presentation purposes only, we refer in this
prospectus to April 30 as the end of each fiscal year.
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Common stock we are offering

Common stock being offered by
Elex N.V.

Total

Common stock to be outstanding after
the offering

Nasdaq National Market symbol

Use of proceeds after expenses

The Offering

1,150,000 shares

2,850,000 shares

4,000,000 shares

17,563,484 shares

CATS

We estimate that the net proceeds to us from the offering will be approximately $7.3 million, which
we intend to use for capital expenditures, working capital and other general corporate purposes. We
may use a portion of the net proceeds to make strategic investments in foundry suppliers or to acquire
complementary products, technologies or businesses, including foundry assets or capital equipment for
our test, product development and other manufacturing processes, when the opportunity arises.
However, we currently have no commitments or agreements and are not involved in any negotiations
with respect to any such transactions. We will not receive any of the proceeds of the sale of shares by
Elex N.V. or any other selling stockholder.

The number of shares of common stock to be outstanding after this offering is based on the number of shares of common stock outstanding

as of April 30, 2004 and excludes:

5,717,562 shares issuable upon the exercise of outstanding options as of April 30, 2004, at a weighted average exercise price of $3.58 per

share;

870,519 additional shares authorized and reserved for issuance upon the exercise of options that may be issued in the future pursuant to

stock option plans;

820,674 additional shares authorized and reserved for issuance under our option plans effective on the first day of fiscal 2005;

3,644,163 shares of our common stock held as treasury stock as of April 30, 2004; and

600,000 shares that may be purchased by the underwriters to cover over-allotments, if any.

Except as otherwise stated herein, all information in this prospectus assumes that the underwriters in this offering do not exercise their
over-allotment option. In addition, unless otherwise stated, the information in this prospectus assumes that we do not receive any of the proceeds
of the shares sold by Elex N.V. or any of the selling stockholders in the over-allotment option and that we and Elex N.V. (and the other selling
stockholders if the over-allotment option is exercised) share the expenses of this offering (other than underwriting discounts and commissions)
on the basis of how many shares we sell, on the one hand, and Elex N.V. and its affiliates (and the other selling stockholders if the
over-allotment option is exercised) sell, on the other. For purposes of preparing as adjusted data and estimated net proceeds of this offering, we
have assumed that our proportionate amount of expenses (other than underwriting discounts and commissions) is based solely on the sale of an
aggregate of 4,000,000 shares in this offering.
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Summary Consolidated Financial Data
(In thousands, except per share data)

The following summary of our consolidated financial data should be read together with, and is qualified in its entirety by reference to,

Selected Consolidated Financial Data, = Management s Discussion and Analysis of Financial Condition and Results of Operations and our audited
historical consolidated financial statements, including introductory paragraphs and related notes to these financial statements, incorporated by
reference in this prospectus. The consolidated financial data as of and for the year ended April 30, 2004 is derived from unaudited financial
statements which are not included in this prospectus and are presented as supplemental information.

Fiscal Years Ended April 30,

2004 2003 2002 2001 2000 1999
(Unaudited)

Consolidated Statements of
Operations Data:
Net revenues $63,538 $48,221 $42,791 $98,015 $49,527 $31,987
Gross profit 26,163 19,825 15,633 47,152 22,690 11,078
Research and development 7,130 5,223 4,380 4,543 2,846 2,335
Selling, general and administrative 11,453 10,020 10,652 13,490 9,042 7,718
Income from operations 7,580 4,582 601 29,119 10,802 1,025
Net income(1) $ 9,367 $ 6,318 $ 770 $27,352 $10,010 $ 223
Net income per share:

Basic $ 057 $ 038 $ 004 $ 1.63 $ 0.69 $ 0.02

Diluted $ 0438 $ 034 $ 004 $ 136 $ 050 $ 0.02
Weighted average common shares:

Basic 16,567 16,721 17,829 16,744 14,552 12,189

Diluted 19,411 18,339 20,439 20,169 19,974 13,678

(1) Infiscal 2004 and fiscal 2003, our net income was favorably impacted by $4.7 million and $1.9 million, respectively, due to the
reversal of our tax valuation allowance.

As of April 30, 2004
Actual As adjusted
(Unaudited)

Consolidated Balance Sheet Data:

Cash, cash equivalents and short-term investments $33,809 $41,121
Working capital 46,338 53,650
Total assets 66,865 74,177
Total long-term liabilities and capital lease obligations

Total stockholders equity 53,988 61,300

Our summary consolidated balance sheet data is presented as of April 30, 2004. The as adjusted data gives effect to the sale of
1,150,000 shares of common stock that we are offering under this prospectus at an assumed public offering price of $6.95 per share, generating
estimated net proceeds of $7.3 million, after deducting estimated underwriting discounts and commissions and estimated offering expenses
payable by us.
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RISK FACTORS

Before you invest in any of our securities, you should be aware of various risks to which we may be subject, including those described
below. The following risks and uncertainties may have a material and adverse effect on our business, financial condition or results of
operations. You should carefully consider these risks and uncertainties, together with all of the other information included or incorporated by
reference in this prospectus before you decide whether to purchase any of our common stock. If any of the risks or uncertainties we face were to
occur, the trading price of our securities could decline, and you may lose all or part of your investment.

Risks Related to Our Business

Our quarterly operating results may fluctuate due to many factors and are difficult to forecast, which may cause the trading price of
our common stock to decline substantially.

Our operating results have historically been and in the future may be adversely affected or otherwise fluctuate due to factors such as:

fluctuations in customer demand for the electronic devices into which our products are incorporated;

volatility in supply and demand affecting semiconductor prices generally, such as the increases in supply of competitive products and
significant declines in average selling prices we experienced most recently in fiscal 2002;

establishment of additional inventory reserves if sales of our inventory fall below our expected sales, or the anticipated selling prices of our
products fall below the amounts paid to produce and sell certain parts;

changes in our product mix including product category, density, package type or voltage;
inadequate visibility of future demand for our products;
timing of new product introductions and orders of our products;
increases in expenses associated with new product introductions and promotions, process changes and/or expansion of our sales channels;
increases in wafer prices due to increased market demand and other factors;
increases in prices charged by our suppliers due to increased costs, decreased competition and other factors;
gains or losses of significant OEM customers or indirect channel sellers, such as manufacturers representatives, distributors or resellers;
fluctuations in manufacturing yields;
charges to bad debt expense caused by accounts receivable we deem unlikely to be collected in a reasonable amount of time, if ever; and
general economic conditions.
Our net revenues and operating results are difficult to forecast. We base our expense levels, in significant part, on our expectations of future

net revenues and our expenses are therefore relatively fixed in the short term. If our net revenues fall below our forecasts, our operating results
are likely to be disproportionately adversely affected because our costs are relatively fixed in the short term.
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We may never realize a material portion of our net revenues from our analog and mixed-signal products, despite our expenditure of a
disproportionate amount of our research and development resources on these products.

Analog and mixed-signal products accounted for 2.1% of net revenues for fiscal 2004, 1.5% of net revenues for fiscal 2003 and 1.0% of net
revenues for fiscal 2002. We believe that the growth in our analog and mixed-signal product revenues has been limited due to the small number
of products we offer, extended product design cycles and a sales force that has limited experience selling these products. Despite limited product
acceptance to date, we continue to invest in and devote research and development and marketing resources to analog and mixed-signal products
with the expectation that our standard analog and mixed-signal products will be accepted by many of our current customers and that we will
eventually qualify and sell custom analog and mixed-signal products. Competition is intense as we have initially offered a limited range of
products while our more established competitors are offering a much broader array of analog and mixed-signal products. If we are unable to
realize more revenues from these products, our total revenues may not grow. In addition, if we devote a disproportionate amount of our research
and development resources to analog and mixed-signal products, our development of new non-volatile memory products may suffer and
operating results may be harmed.

We may be unable to fulfill all our customers orders according to the schedule originally requested due to the constraints in our wafer
supply and processing time from die bank to finished goods, which could result in reduced revenues or higher expenses.

Due to the lead time constraints in our wafer supply, foundry activities and other manufacturing processes, from time to time we have been
unable to fulfill all our customers orders on the schedule originally requested. Although we attempt to anticipate pending orders and maintain an
adequate supply of wafers and communicate to our customers delivery dates that we believe we can reasonably expect to meet, our customers
may not accept the alternative delivery date or may cancel their outstanding orders. Reductions in orders received or cancellation of outstanding
orders would result in lower net revenues and reduced operating results, excess inventories and increased inventory reserves. We may also be
required to pay substantially higher wafer prices to replenish our die bank, which could harm our gross margins. If we were requested to pay
rush charges to our manufacturing or foundry partners to meet a customer s requested delivery date, our expenses may increase and harm our
operating results.

Due to the lack of adequate product sales history and limited visibility in forecasting future demand, we do not have the same inventory
levels of wafers and die bank for our newer products compared to our established products. As a result, we may be unable to meet demand for
those newer products if demand exceeds our expectations and we do not have adequate time or capacity to make the additional products.

We may forecast incorrectly and produce excess or insufficient inventories of particular products, which may adversely affect our
results of operations.

Since we must order products and build inventory substantially in advance of product shipments, we may forecast incorrectly and produce
excess or insufficient inventories of particular products. The ability of our customers to reschedule or cancel orders without significant penalty
could adversely affect our liquidity, as we may be unable to adjust our purchases from our wafer suppliers to match any customer changes and
cancellations. As part of our business strategy, we maintain a substantial inventory of sorted wafers in a die bank but limit our investment in
finished goods. We may have adequate wafer inventory to meet customer needs but may be unable to finish the manufacturing process prior to
the delivery date specified by the customer. Demand for our products is volatile and customers often place orders with short lead times. Our
inventory may not be reduced by the fulfillment of customer orders and in the future we may produce excess quantities of our products.

It is our policy to fully write down all inventories that we do not expect to be sold in a reasonable period of time. During recent fiscal years,
as a result of reductions in estimated demand for our various products, we have taken charges for write down of inventories for certain products,
primarily our flash and
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EEPROM products. For example, we took inventory write down charges of $5.0 million in fiscal 2001, which were partially offset by a benefit
of $2.3 million relating to products that were written off in prior years and sold during fiscal 2001. We may suffer reductions in values of our
inventories in the future and we may be unable to liquidate our inventory at acceptable prices. To the extent we have excess inventories of
particular products, our operating results could be adversely affected by charges to cost of revenues that we would be required to recognize due
to significant reductions in demand for our products or rapid declines in the market value of inventory, resulting in inventory write downs or
other related factors.

We depend on a small number of suppliers for the supply of wafers and we may be unable to meet customer demand due to our inability
to obtain wafers.

We do not manufacture or process the semiconductor wafers used for our products. In 1985, we began a relationship with Oki Electric
Industry Co., Ltd., or Oki, in Japan. Since 1987, Oki has supplied wafers to us and has been our principal foundry source. At the end of fiscal
2000, an additional foundry, X-FAB Texas, Inc., or X-FAB, began to provide products to us. We primarily use Oki for fabricating our memory
products and X-FAB for fabricating our analog and mixed-signal products. We do not presently have a wafer supply agreement with Oki or
X-FAB and instead purchase wafers on a purchase order and acceptance basis. Our reliance on these independent foundries involves a number of
risks, including:

inadequate wafer supplies to meet our production needs;
increased prices charged by these independent foundries;
unavailability of or interruption in access to required or more cost-effective process technologies; and

reduced control over delivery schedules, manufacturing yields and costs.

We have been unable and in the future we may be unable to obtain sufficient quantities of wafers from Oki and X-FAB to fulfill customer
demand.

To address our wafer supply concerns, we plan to continue expanding our primary foundry capability at Oki by qualifying our products in
multiple fabrication plants owned by Oki and to expand our foundry capability with X-FAB. However, we cannot be certain that these efforts
will provide us with access to adequate capacity in the future at costs which enable us to remain profitable. Even if such capacity is available
from another manufacturer, the qualification process and time required to make the foundry fully operational for us could take many months or
longer and be subject to other factors described below and the prices could be materially higher. Our business, financial condition and results of
operations could be materially adversely affected by:

the loss of Oki or X-FAB as a supplier;

our inability to obtain additional capacity at Oki or X-FAB;

our inability to qualify Oki or X-FAB for additional products;

our inability to locate and qualify other wafer manufacturers for desired foundry capacity; or

any other circumstances causing a significant interruption in our supply of semiconductor wafers.

We rely on manufacturers representatives, distributors and resellers for a substantial portion of our net revenues and if our
relationships with one or more of those manufacturers representatives, distributors or resellers were to terminate, our operating results
may be harmed.

We market and distribute our products primarily through manufacturers representatives, independent distributors and resellers, which
typically offer competing products. These distribution channels have been characterized by rapid change, including consolidations and financial
difficulties.

Manufacturers representatives, distributors and resellers have accounted for a significant portion of our net revenues in the past. For fiscal
2004, sales to ALR Company Limited, a reseller in China,

Table of Contents 12



Edgar Filing: CATALYST SEMICONDUCTOR INC - Form S-3/A

7

Table of Contents

13



Edgar Filing: CATALYST SEMICONDUCTOR INC - Form S-3/A

Table of Contents

represented 11% of our net revenues. For fiscal 2003, none of our direct or indirect customers represented more than 10% of net revenues. In
fiscal 2002, sales to Future Electronics, Inc., a distributor, represented 11% of our net revenues.

In addition, we have experienced and may continue to experience lower margins on sales to manufacturers representatives, distributors and
resellers as a result of volume pricing arrangements. We also do not typically enter into long-term arrangements with our manufacturers
representatives, distributors and resellers and we cannot be certain as to future order levels from our distributors and resellers. When we do enter
into long-term arrangements, the contracts are generally terminable at the convenience of the manufacturers representatives, distributors and
resellers and it may be difficult to replace that source of revenues in the short-term upon cancellation.

Our business depends on these third parties to sell our products. As a result, our operating results and financial condition could be materially
adversely affected by the loss of one or more of our current manufacturers representatives, distributors and resellers, additional volume pricing
arrangements, order cancellations, delay in shipment by one of our major manufacturers representatives, distributors or resellers or the failure of
our manufacturer s representatives, distributors or sellers to successfully sell our products.

If we are required to expense share-based payments to our employees, our financial statements will have a significant material adverse
charge.

If we are required to expense stock options and other share-based payments to employees and directors, we will record a significant charge
to earnings. On March 31, 2004, the Financial Accounting Standards Board, or FASB, issued an exposure draft No. 1102-100, Proposed
Statement of Financial Accounting Standards  Share-Based Payment, effective for fiscal periods beginning after December 15, 2004. This
exposure draft outlines a methodology for the accounting treatment of stock options and certain other share-based payments. It requires these
payments to be recorded as an operating expense. It will supersede Statement of Financial Accounting Standards No. 123, or SFAS 123, which
allows for disclosure of this expense on a pro forma basis in notes to consolidated financial statements. Our pro forma stock compensation
expense was $2.8 million for fiscal 2004. Adoption of this accounting standard will have a material adverse impact on our consolidated financial
statements. We are currently evaluating our stock-based compensation programs to determine what our alternatives may be to reduce this
potential charge if this exposure draft is enacted. If we choose not to issue stock options at the levels we have in the past, we believe we will face
a more difficult time in attracting and retaining employees.

We face risks from failures in our manufacturing processes and the processes of our foundries and vendors.

The fabrication of semiconductors, particularly EEPROM, is a highly complex and precise process. Our products are currently
manufactured by two outside foundries and a number of other vendors participate in testing, packaging and other processes. During
manufacturing, each wafer is processed to contain numerous EEPROM, flash, analog or mixed-signal products. We may reject or be unable to
sell a substantial percentage of wafers or the components on a given wafer because of:

minute impurities;

difficulties in the fabrication process, such as failure of special equipment, operator error or power outages;
defects in the masks used to print circuits on a wafer;

nonconforming electrical and/or optical performance;

breakage in wafers; or

other factors.
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We refer to the proportion of final components that have been processed, assembled and tested relative to the gross number of components
that could be constructed from the raw materials as our manufacturing yield. We have in the past experienced lower than expected
manufacturing yields, which have delayed product shipments and negatively impacted our results of operations. We may experience difficulty
maintaining acceptable manufacturing yields in the future.

In addition, the maintenance of our outsourced fabrication, manufacturing and assembly model is subject to risks, including:

the demands of managing and coordinating workflow between geographically separate production facilities;
disruption of production in one facility as a result of a slowdown or shutdown in another facility; and

higher operating costs from managing geographically separate manufacturing facilities.

We depend on certain vendors for foundry services, materials, test and assembly. We maintain stringent policies regarding qualification of
these vendors. However, if these vendors processes vary in reliability or quality, they could negatively affect our products and our results of
operations.

We rely on third party subcontractors to sort, assemble, test and ship our products to customers, which reduces our control over
quality, delivery schedules and capacity.

We outsource all or a portion of our production planning, assembly, test and finish work for our products, as well as our inventory
management function to subcontractors who are primarily located in Thailand and the Philippines. We do not have long-term contractual
arrangements with these subcontractors. Our reliance on third parties subjects us to risks such as reduced control over delivery schedules and
quality, a potential lack of adequate capacity during periods when demand is high and potential increases in product costs due to factors outside
our control such as capacity shortages and pricing changes. Our outsourcing model could lead to delays in product deliveries, lost sales and
increased costs which could harm our relationships with OEM customers and indirect sales channels and result in lower operating results.
Because we utilize the services of a group of assembly and test providers, this makes our operation highly complex, requiring a high degree of
diligence in managing the costs of production and overall logistics of our manufacturing operations.

International sales comprise a significant portion of our product sales, which exposes us to foreign political and economic risks.

For fiscal 2004, sales outside the United States comprised 88% of our net revenues. Additionally, for fiscal 2003 and fiscal 2002, sales
outside of the United States accounted for approximately 80% and 71%, respectively, of our net revenues. The increase in percentage of
international revenues in fiscal 2004 was primarily attributable to our increased sales in all markets outside the United States while demand in
the United States continued to be weak due to the trend towards outsourcing of electronic systems manufacturing, primarily to Asia. We expect
that sales outside of the United States will continue to represent a significant portion of our net revenues in the future. However, our
international operations may be adversely affected by the following factors:

greater fluctuations in demand for our products due to the increased sensitivity to pricing changes in certain markets, particularly Asia;
fluctuations in exchange rates;

longer payment cycles;

imposition of government controls;

political, socioeconomic and financial instability, such as the military actions in Afghanistan and Iraq;
9
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trade restrictions;
the impact of communicable diseases, such as severe acute respiratory syndrome;
changes in regulatory requirements; and

difficulties in staffing international operations.
Our business is also subject to other risks because of our design center in Romania and our relationships with foreign subcontractors including,
but not limited to, foreign government regulations and political and financial unrest which may cause disruptions or delays in shipments to our
customers or access to our inventories. We do not currently hedge against any foreign currency exchange rate risks.

We may face increased management costs and other risks due to the establishment of our design group in Romania.

In January 2003, we formed a wholly owned subsidiary in Romania to perform engineering design services. In November 2003, we entered
into a Sale-Purchase Promissory Agreement to purchase a building in Bucharest for use by our Romanian design group at an estimated cost of
$2.2 million. We have no prior experience in establishing or operating engineering services outside of our headquarters in Sunnyvale, California.
Our expansion of engineering design operations to remotely situated offices presents a number of substantial risks that could increase our
operating expenses and adversely affect our operating results, financial condition and ability to deliver our products and grow our business,
including:

difficulties in staffing and managing foreign operations, in particular attracting and retaining personnel qualified to provide high quality
engineering design services;

difficulties in coordinating our engineering operations in Romania with those in California;
diversion of management attention;

difficulties in maintaining uniform standards, controls, procedures and policies with our Romanian subsidiary relative to those of our other
locations, including product development management and financial consolidation;

difficulties in owning and operating real property in Romania;

political and economic instability, which may have an adverse impact on foreign exchange rates of the Romanian leu relative to the
U.S. dollar and could impair our ability to conduct our business in Romania; and

inadequacy of the local infrastructure to support our needs.
Our low density flash memory products may become obsolete.

A substantial portion of our net revenues have been and continue to be derived from sales of low density flash memory products. Flash
memory products represented 9.4% of our net revenues in fiscal 2004, 12.0% in fiscal 2003 and 16.1% in fiscal 2002. In general, the market for
flash memory products has been characterized by intense price competition, long production cycles, inconsistent yields, competing technologies,
migration of demand to larger memory sizes and intense overall competition. Other flash memory vendors continue to design, develop and sell
flash memory devices with larger memory in reaction to market demand. This transition to larger flash memory sizes is resulting in a limited and
shrinking market for the low density flash memory products that we currently offer. We have decided not to develop any of the higher density
flash memory devices due to the extreme competition in the medium and high density flash memory market. Due to these and other factors, we
are likely to experience declining net revenues from our low density flash memory products, which could harm our operating results.
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Our ability to operate successfully depends upon the continued service of certain key employees and the continued ability to attract and
retain additional highly qualified personnel.

Our ability to operate successfully will depend, to a large extent, upon the continued service of certain key employees and the continued
ability to attract and retain additional highly qualified personnel. Competition for these personnel, particularly for highly skilled design, process
and test engineers, is intense and we may not be able to retain these personnel or attract other highly qualified personnel. Our business, financial
condition and results of operations could be materially adversely affected by the loss of or failure to attract and retain highly qualified personnel.

We may need to raise additional capital in the future and if we are unable to secure adequate funds on terms acceptable to us, we may
be unable to support our business requirements or build our business.

We currently anticipate that the net proceeds of this offering, together with our current cash, cash equivalents and available-for-sale
securities, will be sufficient to meet our anticipated operating and capital requirements for at least the next year. We have no current plans, nor
are we currently negotiating, to obtain additional financing following the closing of this offering. Our long term plan is to finance our core
business operations with cash we generate from operations. We may raise additional capital through a variety of sources, including the public
equity market, private financings and debt. If we raise additional capital through the issuance of equity or securities convertible into equity, our
stockholders may experience dilution. Those securities may have rights, preferences or privileges senior to those of the holders of the common
stock. Additional financing may not be available to us on favorable terms, if at all. If we are unable to obtain financing, or to obtain it on
acceptable terms, we may be unable to successfully support our business requirements or build our business.

Risks Related to Our Industry and Competition

The semiconductor industry is highly cyclical in nature, which may cause our operating results to fluctuate.

We operate in a highly cyclical industry that has been subject to significant economic downturns often in connection with, or in anticipation
of, maturing product cycles and declines in general economic conditions. These types of downturns occurred in calendar 1996, 1997, 1998 and
2001. In the future, during such downturns, we may experience reduced product demand, accelerated erosion of average selling prices and gross
margins and production overcapacity. These downturns may occur for extended periods. Accordingly, we may experience substantial period to
period fluctuations in future operating results.

For example, we experienced accelerated erosion of average selling prices caused by adverse industry wide conditions during fiscal 1998,
fiscal 1999 and the first half of fiscal 2000 and incurred substantial losses in fiscal 1998. In addition, during the second half of fiscal 2001 and
the first half of fiscal 2002, the market for our products became more competitive as a result of increased availability of products when demand
was decreasing. During fiscal 2001, fiscal 2002 and most of fiscal 2003, we experienced lower OEM customer and distributor orders and we had
to lower our selling prices to remain competitive in the market.

Our continued success depends in large part on the continued growth of various electronics industries that use semiconductors. We attempt
to identify changes in market conditions as soon as possible; however, market dynamics make our prediction of and timely reaction to such
events difficult. Our business could be harmed in the future by additional cyclical downturns in the semiconductor industry or by slower growth
by any of the markets served by our OEM customers products.
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If our products fail to keep pace with the rapid changes in the semiconductor industry, we could lose OEM customers and revenues.

The markets for our products are characterized by rapidly changing customer demand, over or under utilization of manufacturing capacity
and price fluctuations. To compete successfully, we must introduce in a timely manner new products at competitive prices, quality and
performance levels. In particular, our future success will depend on our ability to develop and implement new design and process technologies
which enable us to reduce product costs. For example, most of our products are currently designed and manufactured using 0.8 micron
EEPROM processes or a 0.6 micron flash memory process. We expect to transition a portion of our EEPROM products to the 0.5 micron and
0.35 micron process geometries and may not do so successfully or cost effectively. Our business, financial condition and results of operations
could be materially adversely affected by delays in developing new products, achievement of volume production and market acceptance of new
products, successful completion of technology transitions of our existing products to new process geometries or foundries with acceptable yields
and reliability.

Competition in our markets may lead to reduced average selling prices of our products, reduced sales of our products or gross margins.

The non-volatile memory market is competitive and has been characterized by rapid price erosion, manufacturing capacity constraints and
limited product availability. Average selling prices in the non-volatile memory market generally, and for our products in particular, have
fluctuated significantly over the life of each product and, over the long term, the average selling price of each product has tended to decline.
Declines in average selling prices for our products, if not offset by reductions in the cost of producing those products or by sales of new products
with higher gross margins, would decrease our overall gross margins, could cause a negative adjustment to the value of our inventories and
could materially and adversely affect our operating results.

We compete with major domestic and international semiconductor companies, many of which have substantially greater financial, technical,
marketing, distribution and other resources. We may not be able to compete successfully in the future. Our more mature products, such as serial
and parallel EEPROM devices, compete on the basis of product performance, price, product availability and customer service. Principal
competitors for our EEPROM products currently include Atmel, STMicroelectronics and Microchip Technology. Principal competitors for our
low density flash products include Silicon Storage Technology and Integrated Silicon Solution. Principal competitors for our analog and
mixed-signal products include Maxim Integrated Products, Linear Technology, Intersil, Fairchild Semiconductor, National Semiconductor and
Texas Instruments.

Risks Related to Our Intellectual Property

Our business may be harmed if we fail to protect our proprietary technology.

We rely on a combination of patents, trademarks, copyrights, trade secret laws, confidentiality procedures and licensing arrangements to
protect our intellectual property rights. We currently have patents granted and pending in the United States and intend to seek further United
States and international patents on our technology. We cannot be certain that patents will be issued from any of our pending applications, that
patents will be issued in all countries where our products can be sold or that any issued patents will be of sufficient scope or strength to provide
meaningful protection or any commercial advantage. Our competitors may also be able to design around our patents. The laws of some countries
in which our products are or may be developed, manufactured or sold, may not protect our products or intellectual property rights to the same
extent as do the laws of the United States, increasing the possibility of piracy of our technology and products. Although we intend to vigorously
defend our intellectual property rights, we may not be able to prevent misappropriation of our technology. Our competitors may also
independently develop technologies that are substantially equivalent or superior to our technology.

12

Table of Contents 18



Edgar Filing: CATALYST SEMICONDUCTOR INC - Form S-3/A

Table of Contents

Our ability to produce our products may suffer if someone claims we infringe on their intellectual property.

The semiconductor industry is characterized by vigorous protection and pursuit of intellectual property rights or positions, which have
resulted in significant and often protracted and expensive litigation. In addition, it is typical for companies in the industry to receive notices from
time to time that allege infringement of patents or other intellectual property rights. For example, in April 2001, Xicor, Inc. filed a complaint
alleging that some of our DPPs infringed on one of its patents, which complaint we settled in June 2002. We may receive other notices or
become a party to other proceedings alleging our infringement of patents or intellectual property rights in the future. If it is necessary or
desirable, we may seek licenses under such patents or other intellectual property rights. However, we cannot be certain that licenses will be
offered or that we would find the terms of licenses that are offered acceptable or commercially reasonable. Our failure to obtain a license from a
third party for technology used by us could cause us to incur substantial liabilities and to suspend the manufacture of products. Furthermore, we
may initiate claims or litigation against third parties for infringement of our proprietary rights or to establish the validity of our proprietary
rights. Litigation by or against us could result in significant expense and divert the efforts of our technical personnel and management, whether
or not the litigation results in a favorable determination. In the event of an adverse result in any litigation, we could be required to:

pay substantial damages;

pay amounts to indemnify our customers;

stop the manufacture, use and sale of the infringing products;
expend significant resources to develop non-infringing technology;
discontinue the use of certain processes; or

obtain licenses to the technology.

We may be unsuccessful in developing non-infringing products or negotiating licenses upon reasonable terms, or at all. These problems
might not be resolved in time to avoid harming our results of operations. If any third party makes a successful claim against our customers or us
and a license is not made available to us on commercially reasonable terms, our business could be harmed.

We may be subject to damages resulting from claims that we have wrongfully used the alleged trade secrets of our employees former
employers.

Many of our employees were previously employed at other companies, including our competitors or potential competitors. Although we
have no current or pending claims against us, we may be subject to claims that we have relied on information that these employees have
inadvertently or otherwise disclosed that represent the trade secrets or other proprietary information of their former employers. Litigation may be
necessary to defend against these claims. If we fail in defending such claims, in addition to paying monetary damages, we may lose valuable
intellectual property rights or personnel. A loss of key research personnel or their work product could hamper or prevent our ability to develop
new products, which could severely harm our business. Even if we are successful, litigation could result in substantial costs and be a distraction
to management.

We may not be able to expand our proprietary technology if we do not acquire rights to use key technologies, consummate potential
acquisitions or investments or successfully integrate them with our business.

To expand our proprietary technologies, we may acquire or make investments in complementary businesses, technologies or products if
appropriate opportunities arise. We may be unable to identify suitable acquisition or investment candidates at reasonable prices or on reasonable
terms or consummate transactions with such candidates, the failure of which could slow our growth. We may also have difficulty in acquiring
licenses to use proprietary technologies of third parties to expand our product lines. We may
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have difficulty integrating the acquired products, personnel or technologies of any acquisition we might make. These difficulties could disrupt
our ongoing business, limit our future growth, distract our management and employees and increase our expenses.

Risks Related to Our Stock and the Offering

Our stock is subject to substantial price and volume fluctuations due to a number of factors, many of which are beyond our control, and
those fluctuations may prevent our stockholders from reselling our common stock at a profit.

The trading price of our common stock has in the past been and could in the future be subject to significant fluctuations in response to:

quarterly variations in our results of operations;

international political, socioeconomic and financial instability, including instability associated with military action in Afghanistan and Iraq
or other conflicts;

announcements of technological innovations or new products by us, our customers or competitors;
our failure to achieve the operating results anticipated by analysts or investors;

sales or the perception in the market of possible sales of a large number of shares of our common stock by our directors, officers,
employees or principal stockholders;

releases or reports by or changes in security analysts recommendations; and

developments or disputes concerning patents or proprietary rights or other events.

For example, during fiscal 2004 and to date in fiscal 2005, the trading price of our common stock on the Nasdaq National Market and the
Nasdaq SmallCap Market has ranged from a high of $9.75 to a low of $2.51. If our net revenues and results of operations are below the
expectations of investors, significant fluctuations in the market price of our common stock could occur. In addition, the securities markets have,
from time to time, experienced significant price and volume fluctuations, which have particularly affected the market prices for high technology
companies and often are unrelated and disproportionate to the operating performance of particular companies. These broad market fluctuations,
as well as general economic, political and market conditions, may negatively affect the market price of our common stock.

If securities or industry analysts do not publish research reports about our business, or if they make adverse recommendations
regarding an investment in our stock, our stock price and trading volume may decline.

The trading market for our common stock will be influenced by the research and reports that industry or securities analysts publish about
our business. We do not currently have and may never obtain research coverage by industry or securities analysts. If no industry or securities
analysts commence coverage of our company, the trading price of our stock could be negatively impacted. In the event we obtain industry or
security analyst coverage, if one or more of the analysts downgrades our stock or comments negatively on our prospects, our stock price would
likely decline. If one or more of these analysts cease to cover us or our industry or fails to publish reports about our company regularly, our
common stock cou