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PART I - FINANCIAL INFORMATION
ITEM 1.

FINANCIAL STATEMENTS

INTEL CORPORATION
CONSOLIDATED CONDENSED STATEMENTS OF INCOME (UNAUDITED)
(in millions, except per share amounts)
<TABLE>
<CAPTION>
THREE MONTHS ENDED

NINE MONTHS

------------------

---------------

ENDED
-Sept. 25,

Sept. 26,

Sept. 25,

Sept. 26,
1999

1998

1999

----

----

----

1998
---<S>
<C>
Net revenues

<C>
$7,328

<C>

<C>

$ 6,731

$21,177

$18,659
Costs and expenses:
Cost of sales
8,928
Research and development
1,835
Marketing, general and administrative
2,148
Amortization of goodwill and other acquisition-related
intangibles
40
Purchased in-process research and development
165

3,026

3,176

8,660

840

617

2,234

952

766

2,767

121

16

170

333

-

333

-------

-------

4,575

14,164

-------

-------

2,156

7,013

-------

--

----Operating costs and expenses
13,116

5,272
-------

--

----Operating income
5,543
Interest expense
(23)
Interest income and other, net
537

2,056
(8)
324
-------

(8)

(28)

178

981

-------

-------

--

----Income before taxes
6,057

2,372

2,326

7,966

Provision for taxes
2,053

914

767

2,760

-------

-------

-------

$1,458

$ 1,559

$5,206

-------

-------

-------

--

-------

-------

-------

--

$ 0.46

$ 1.57

$

-------

-------

-------

--

-------

-------

-------

--

$ 0.44

$ 1.50

$

-------

-------

-------

--

-------

-------

-------

--

$ 0.060

$ 0.035

$0.110

-------

-------

-------

--

-------

-------

-------

--

3,355

3,320

-------

-------

-------

--

-------

-------

-------

--

3,505

3,465

-------

-------

-------

--

-------

-------

-------

--

--

----Net income
$4,004
--------Basic earnings per common share
1.20

$ 0.44

--------Diluted earnings per common share
1.13

$ 0.42

--------Cash dividends declared per
common share
$0.050
--------Weighted average common shares outstanding
3,339

3,325

--------Weighted average common shares outstanding,
assuming dilution
3,530

3,472

--------</TABLE>
See Notes to Consolidated Condensed Financial Statements.
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ITEM 1.

FINANCIAL STATEMENTS (CONTINUED)

INTEL CORPORATION
CONSOLIDATED CONDENSED BALANCE SHEETS
(in millions)
<TABLE>
<CAPTION>
Sept. 25,
1999
---(unaudited)
<C>

<S>
ASSETS
Current assets:
Cash and cash equivalents
Short-term investments
Trading assets
Accounts receivable, net
Inventories:
Raw materials
Work in process
Finished goods

Deferred tax assets
Other current assets
Total current assets
Property, plant and equipment
Less accumulated depreciation
Property, plant and equipment, net
Long-term investments
Goodwill and other acquisition-related intangibles
Other assets
TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Short-term debt
Accounts payable
Accrued compensation and benefits
Deferred income on shipments to distributors
Accrued advertising
Other accrued liabilities
Income taxes payable
Total current liabilities
Long-term debt
Deferred tax liabilities
Put warrants
Stockholders' equity:
Preferred Stock
Common Stock and capital in excess
of par value
Retained earnings
Accumulated other comprehensive income
Total stockholders' equity
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY
</TABLE>
See Notes to Consolidated Condensed Financial Statements.
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ITEM 1.

FINANCIAL STATEMENTS (CONTINUED)

INTEL CORPORATION
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS (UNAUDITED)
(in millions)
<TABLE>
<CAPTION>

Dec. 26,
1998
---<C>

$ 3,512
8,032
347
3,494

$ 2,038
5,272
316
3,527

204
840
582
------1,626
------714
191
------17,916
-------

206
795
581
------1,582
------618
122
------13,475
-------

22,858
11,264
------11,594
4,959
3,114
1,355
------$38,938
-------------

21,068
9,459
------11,609
5,365
111
911
------$31,471
-------------

$

$

164
1,566
1,187
596
543
1,163
1,170
------6,389
------884
2,222
261

159
1,244
1,285
606
458
1,094
958
------5,804
------702
1,387
201

-

-

7,215
19,908
2,059
------29,182
------$38,938
-------------

4,822
17,952
603
------23,377
------$31,471
-------------

<S>
Cash flows provided by (used for) operating activities:
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:
Depreciation
Amortization of goodwill and other acquisition-related intangibles
Gain on sales of investments
Net loss on retirements of property, plant and equipment
Deferred taxes
Purchased in-process research and development
Changes in assets and liabilities:
Accounts receivable
Inventories
Accounts payable
Accrued compensation and benefits
Income taxes payable
Tax benefit from employee stock plans
Other assets and liabilities
Total adjustments
Net cash provided by operating activities
Cash flows provided by (used for) investing activities:
Additions to property, plant and equipment
Acquisitions, net of cash acquired
Purchases of available-for-sale investments
Sales of available-for-sale investments
Maturities and other changes in available-for-sale
investments
Net cash used for investing activities
Cash flows provided by (used for) financing activities:
Increase (decrease) in short-term debt, net
Additions to long-term debt
Proceeds from sales of shares through employee stock plans and other
Proceeds from exercise of 1998 Step-Up Warrants
Proceeds from sales of put warrants
Repurchase and retirement of Common Stock
Payment of dividends to stockholders
Net cash used for financing activities
Net increase (decrease) in cash and cash equivalents

Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest
Income taxes
</TABLE>
See Notes to Consolidated Condensed Financial Statements.
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ITEM 1.

FINANCIAL STATEMENTS (CONTINUED)

INTEL CORPORATION, NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS UNAUDITED
1.

The accompanying interim consolidated condensed financial statements of
Intel Corporation ("Intel," the "Company" or the "Registrant") have been
prepared in conformity with generally accepted accounting principles,
consistent in all material respects with those applied in the Company's
Annual Report on Form 10-K for the year ended December 26, 1998. The
interim financial information is unaudited, but reflects all normal
adjustments which are, in the opinion of management, necessary to provide a
fair statement of results for the interim periods presented. The interim
financial statements should be read in connection with the financial
statements in the Company's Annual Report on Form 10-K for the year ended
December 26, 1998. All share, per share and warrant amounts have been
restated to reflect the effect of the two-for-one stock split paid on April

NINE MONTHS ENDED
----------------Sept. 25,
Sept. 26,
1999
1998
------<C>
<C>
$ 5,206

$ 4,004

2,338
170
(556)
161
(216)
333

1,998
40
(79)
183
67
165

191
17
288
(140)
201
416
(499)
-------2,704
--------

(173)
171
(219)
(234)
(371)
258
(349)
-------1,457
--------

7,910
--------

5,461
--------

(2,423)
(1,039)
(6,199)
628

(2,928)
(946)
(6,347)
109

6,028
-------(3,005)
--------

6,774
-------(3,338)
--------

3
28
493
20
(3,709)
(266)
-------(3,431)
-------$ 1,474
---------------

(71)
63
421
1,620
40
(5,248)
(150)
-------(3,325)
-------$(1,202)
---------------

$
31
$ 2,348

$
28
$ 2,095

11, 1999. Certain amounts for prior periods have been reclassified to
conform to the current presentation.
2.

As of the second quarter of 1998, the Company adopted a new dividend
declaration schedule which results in the Board of Directors considering
two dividend declarations in the first and third quarters of the year and
no declarations in each of the second and fourth quarters of the year. The
new declaration schedule does not change the Company's historical quarterly
dividend payment schedule. In keeping with this new schedule, the Board of
Directors made two dividend declarations in the first and third quarters of
1999. During 1998, the Board of Directors made one dividend declaration in
the first quarter and two in the third quarter.

3.

A reconciliation of the shares used in the computation of the Company's
basic and diluted earnings per common share is as follows (in millions):
<TABLE>
<CAPTION>
THREE MONTHS ENDED
-----------------Sept. 25,
Sept. 26,
1999
1998
------<S>
<C>
<C>
Weighted average common shares
outstanding
3,325
3,355
Dilutive effect of:
Employee stock options
145
150
Convertible notes
2
1998 Step-Up Warrants
-----------Weighted average common shares
outstanding, assuming dilution
3,472
3,505
----------------------</TABLE>
Weighted average common shares outstanding, assuming dilution, includes the
incremental shares issuable upon the assumed exercise of stock options, the
assumed conversion of the convertible notes and the incremental shares for
the Step-Up Warrants. Put warrants outstanding had no dilutive effect on
diluted earnings per common share for the periods presented (see Note 7).
Net income for the purpose of computing diluted earnings per common share
is not materially affected by the assumed conversion of the convertible
notes (see Note 11).
4.
Interest income and other, net included (in millions):
<TABLE>
<CAPTION>
THREE MONTHS ENDED
-----------------Sept. 25,
Sept. 26,
1999
1998
------<S>
<C>
<C>
Interest income
$ 152
$ 141
Foreign currency gains
2
5
Other income, net
170
32
-----------Total
$ 324
$ 178
----------------------</TABLE>
Other income for all periods presented consisted primarily of gains on sales of
equity investments.
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NINE MONTHS ENDED
----------------Sept. 25,
Sept. 26,
1999
1998
------<C>
<C>
3,320

3,339

144
1
------

161
30
-------

3,465
-----------

3,530
-------------

NINE MONTHS ENDED
----------------Sept. 25,
Sept. 26,
1999
1998
------<C>
<C>
$ 456
$ 444
4
8
521
85
-----------$ 981
$ 537
-----------------------

FINANCIAL STATEMENTS (CONTINUED)

INTEL CORPORATION, NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS UNAUDITED (CONTINUED)
5.

The components of comprehensive income, net of tax, were as follows (in
millions):

<TABLE>
<CAPTION>

<S>
Net income
Change in net unrealized gain on
available-for-sale investments

THREE MONTHS ENDED
-----------------Sept. 25,
Sept. 26,
1999
1998
------<C>
<C>
$1,458
$1,559
929

(34)

NINE MONTHS ENDED
----------------Sept. 25,
Sept. 26,
1999
1998
-------<C>
<C>
$5,206
$ 4,004
1,456

124

Total

------$2,387
-------------

-----$1,525
-----------

-----$6,662
-----------

</TABLE>
Accumulated other comprehensive income presented in the accompanying
consolidated condensed balance sheets consisted of the accumulated net
unrealized gain on available-for-sale investments.
6.

During the first nine months of 1999, the Company repurchased 58.8 million
shares of Common Stock under the Company's authorized repurchase program at
a cost of $3.7 billion. As of September 25, 1999 approximately 108.6
million shares remained available for repurchase under the program.

7.

In a series of private placements during the 1991-1999 period, the Company
sold put warrants that entitle the holder of each warrant to sell to the
Company, by physical delivery, one share of Common Stock at a specified
price. Activity during the first nine months of 1999 is summarized as
follows:

<TABLE>
<CAPTION>

(IN MILLIONS)
------------<S>
December 26, 1998
Expirations
Sales
September 25, 1999

CUMULATIVE NET
PREMIUM RECEIVED
---------------<C>
$663
-20
---$683
-------

PUT WARRANTS OUTSTANDING
-----------------------NUMBER
POTENTIAL
OF WARRANTS
OBLIGATION
-------------------<C>
<C>
5.0
$201
(5.0)
(201)
4.0
261
-------4.0
$261
---------------

</TABLE>
A total of 4 million put warrants were sold to an investment bank during
July 1999. The put warrants expire on various dates between October 1999
and January 2000 and have exercise prices ranging from $65 to $66 per
share. The amount related to the Company's potential buyback obligation has
been reclassified from stockholders' equity and recorded as put warrants.
Subsequent to the end of the third quarter, 2 million put warrants expired
unexercised.
8.

Intel is organized into five product-line operating segments, the Intel
Architecture Business Group, the Computing Enhancement Group, the Network
Communications Group, the Communications Products Group, and the New
Business Group. The Communications Products Group was formed during the
third quarter of 1999.
During the second quarter of 1999, Intel changed the structure of its
internal organization, moving the chipset operation and the graphics chips
operation to the Intel Architecture Business Group from the Computing
Enhancement Group. This change was made to better align the product
planning and marketing strategies of the Company's component operations.
Although Intel had previously shown two reportable segments, as a result of
this reorganization, the Intel Architecture Business Group is the only
remaining reportable segment. Information for prior periods has been
restated. The Intel Architecture Business Group now includes
microprocessors, motherboards and other related board-level products,
chipsets, and graphics chips.

ITEM 1.
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FINANCIAL STATEMENTS (CONTINUED)

INTEL CORPORATION, NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS UNAUDITED (CONTINUED)
The "all other" category includes revenues and earnings or losses for all
operating segments other than the Intel Architecture Business Group. In
addition, "all other" includes certain corporate-level operating expenses
(primarily the amount by which profit-dependent bonus expenses differ from
a targeted level recorded by the operating segments) and the impact of
reserves for deferred income on shipments to distributors not allocated to
operating segments. The income recognized by the operating segments on
shipments to distributors is deferred and reserved at the corporate level
until the products are sold by the distributors.
Segment information is summarized as follows (in millions):

------$ 4,128
-------------

<TABLE>
<CAPTION>

<S>
INTEL ARCHITECTURE BUSINESS GROUP:
Revenues
Operating profit
ALL OTHER:
Revenues
Operating loss

NINE MONTHS ENDED
----------------Sept. 25,
Sept. 26,
1999
1998
------<C>
<C>

$
$

$ 18,319
$ 8,038

$ 16,888
$ 6,095

$ 2,858
$ (1,025)

$
$

$ 21,177
$ 7,013

$ 18,659
$ 5,543

$
$

TOTAL:
Revenues
Operating profit
</TABLE>
9.

THREE MONTHS ENDED
-----------------Sept. 25,
Sept. 26,
1999
1998
------<C>
<C>

$
$

6,331
2,789
997
(733)
7,328
2,056

$
$

6,233
2,586

$
$
$
$

498
(430)
6,731
2,156

During 1999, the Company completed a number of acquisitions that have been
accounted for using the purchase method of accounting.
In February 1999, the Company acquired Shiva Corporation ("Shiva") in a
cash transaction. Shiva's products include remote access and virtual
private networking solutions for the small to medium enterprise market
segment and the remote access needs of campuses and branch offices.
In July 1999, the Company acquired Dialogic Corporation ("Dialogic") in a
cash transaction. The acquisition is aimed at expanding the Company's
standard high-volume server business in the networking and
telecommunications market segments. Dialogic designs, manufactures and
markets computer hardware and software enabling technology for computer
telephony systems.
In July 1999, the Company acquired privately held Softcom Microsystems,
Inc. ("Softcom") in a cash transaction. Softcom develops and markets
semiconductor products for original equipment manufacturers in the
networking and communications market segments. Softcom's high-performance
components are designed for networking gear (access devices, routers, and
switches) used to direct voice and data across the Internet as well as
traditional enterprise networks.
In August 1999, the Company acquired Level One Communications, Inc. ("Level
One"), in a stock-for-stock transaction. Approximately 34 million shares of
Intel Common Stock were issued in connection with the purchase. In
addition, Intel assumed Level One's convertible debt with a fair value of
approximately $212 million. Level One provides silicon connectivity
solutions for high-speed telecom and networking applications.
In September 1999, the Company acquired privately held NetBoost Corporation
("NetBoost") in a cash transaction. NetBoost develops and markets hardware
and software solutions for communications equipment suppliers and
independent software vendors in the networking and communications market
segments.
7
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FINANCIAL STATEMENTS (CONTINUED)

INTEL CORPORATION, NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS UNAUDITED (CONTINUED)
For the first nine months of 1999, $333 million was allocated to purchased
in-process research and development and expensed upon acquisition of the
above companies, because the technological feasibility of products under
development had not been established and no future alternative uses
existed.
These purchase transactions are further described below (in millions):
<TABLE>
<CAPTION>
ENTITY
NAME
---<S>
Shiva
Dialogic
Softcom
Level One

CONSIDERATION
------------<C>
$
132
$
732
$
149
$
2,137

PURCHASED
IN-PROCESS RESEARCH
AND DEVELOPMENT
--------------<C>
$
$
83
$
9
231

GOODWILL
AND IDENTIFIED
INTANGIBLES
----------<C>
$
99
$
614
$
139
$
2,007

FORM OF CONSIDERATION
--------------------<C>
Cash and options assumed
Cash and options assumed
Cash and options assumed
Common Stock and options

1,771
(552)

NetBoost
</TABLE>

$

215

$

10

$

205

assumed
Cash and options assumed

Consideration includes the cash paid and the value of stock issued and
options assumed, less any cash acquired.
In addition to the transactions described above, Intel also purchased other
businesses in smaller transactions. The charge for purchased in-process
research and development related to these other acquisitions was not
significant and was included in research and development expenses during
the period. The total amount allocated to goodwill and identified
intangibles for these transactions was $109 million which represents a
substantial majority of the consideration for these transactions.
The consolidated condensed financial statements include the operating
results of acquired businesses from the dates of acquisition. The operating
results of Level One, Softcom and NetBoost since their acquisition have
been included in the operating results of the Network Communications Group
operating segment, and the operating results of Dialogic and Shiva have
been included in the operating results of the Communications Products Group
operating segment. Both of these groups have been included in the "all
other" category for segment reporting purposes.
The pro forma information below assumes that companies acquired in 1999 and
1998 had been acquired at the beginning of 1998 and includes the effect of
amortization of goodwill and other identified intangibles from that date.
However, the impact of charges for purchased in-process research and
development has been excluded. This is presented for informational purposes
only and is not necessarily indicative of the results of future operations
nor results that would have been achieved had the acquisitions taken place
at the beginning of 1998.
<TABLE>
<CAPTION>

(in millions, except per share)
<S>
Net revenues
Net income
Basic earnings per common share
Diluted earnings per common share
</TABLE>

THREE MONTHS ENDED
-----------------Sept. 25,
Sept. 26,
1999
1998
-------

NINE MONTHS ENDED
----------------Sept. 25,
Sept. 26,
1999
1998
-------

<C>

<C>
$21,545
$5,204
$1.55
$1.49

$ 7,356
$ 1,717
$0.51
$0.49

<C>
$ 6,906
$ 1,420
$0.42
$0.40

<C>
$19,167
$3,759
$1.11
$1.05
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FINANCIAL STATEMENTS (CONTINUED)

INTEL CORPORATION, NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS UNAUDITED (CONTINUED)
10.

Goodwill is recorded when the consideration paid for acquisitions exceeds
the fair value of net tangible and intangible assets acquired. Goodwill and
other acquisition-related intangibles are amortized on a straight-line
basis over the periods indicated below. Reviews are regularly performed to
determine whether facts or circumstances exist which indicate that the
carrying value of the asset is impaired. The Company assesses the
recoverability of its assets by comparing the projected undiscounted net
cash flows associated with those assets against their respective carrying
amounts. Impairment, if any, is based on the excess of the carrying amount
over the fair value of those assets. No impairment has been indicated to
date.
Goodwill and other acquisition-related intangibles consisted of the
following (in millions):

<TABLE>
<CAPTION>

<S>
Goodwill
Developed technology
Other intangibles

</TABLE>

LIFE IN YEARS
------------<C>
2-6
3-6
2-6

SEPT. 25,
1999
---<C>
$ 2,477
486
151
------$ 3,114
-------------

DEC. 26,
1998
---<C>
$ 52
33
26
----$ 111
---------

Other intangibles include items such as trademarks, workforce-in-place and
customer lists. The balances presented above are net of total accumulated
amortization of $230 million and $60 million at September 25, 1999 and
December 26, 1998, respectively.
Amortization of goodwill and other acquisition-related intangibles of $170
million for the first nine months of 1999 consisted of $113 million of
amortization of goodwill and $57 million of amortization of other
acquisition-related intangibles, a majority of which was related to
developed technology.
11.

The Company assumed 4% convertible subordinated notes with a principal
amount of $115 million as a result of the Level One acquisition. The value
assigned to the notes was approximately $212 million. Amortization of the
premium substantially offsets the interest expense on the notes. The notes
will mature on September 1, 2004 and are convertible into Common Stock of
the Company at a conversion price of $31.01 per share. After September
2000, the notes are redeemable at the option of the Company.

12.

Subsequent to the end of the third quarter, the Company acquired privately
held IPivot, Inc. ("IPivot") in a cash transaction. The total purchase
price was approximately $500 million. IPivot designs and manufactures
Internet commerce equipment.
Also subsequent to the end of the third quarter, the Company announced that
it had entered into a definitive agreement to acquire DSP Communications,
Inc. ("DSPC") in a cash tender offer valued at approximately $1.6 billion.
DSPC is a leading supplier of solutions for digital cellular communications
products, including chipsets, reference design, software and other key
technologies for lightweight wireless handsets. Completion of this
transaction is subject to compliance with regulatory requirements,
acceptance of the offer by holders of a majority of the outstanding shares
of DSPC, and other customary conditions. Unless extended, the tender offer
expires on November 17, 1999.
Both of these acquisitions will be accounted for using the purchase method
of accounting.
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FINANCIAL STATEMENTS (CONTINUED)

INTEL CORPORATION, NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS UNAUDITED (CONTINUED)
13.

In November 1997, Intergraph Corporation ("Intergraph") filed suit in
Federal District Court in Alabama generally alleging that Intel attempted
to coerce Intergraph into relinquishing certain patent rights. The suit
alleges that Intel infringes five Intergraph microprocessor-related patents
and includes alleged violations of antitrust laws and various state law
claims. The suit seeks injunctive relief, damages, and prejudgment interest
and further alleges that Intel's infringement is willful and that any
damages awarded should be trebled. Intergraph's expert witness has claimed
that Intergraph is entitled to damages of approximately $2.2 billion for
Intel's alleged patent infringement, $500 million for the alleged antitrust
violations and an undetermined amount for the alleged state law violations.
The Company disputes Intergraph's claims and intends to defend the lawsuit
vigorously. Intel has also counterclaimed that the Intergraph patents are
invalid, and alleges infringement of seven Intel patents, breach of
contract and misappropriation of trade secrets. In October 1999, the Court
reconsidered an earlier adverse ruling and granted Intel's motion for
summary judgement that the patents asserted by Intergraph are licensed to
Intel, and dismissed all of Intergraph's patent infringement claims with
prejudice. Intergraph has appealed this ruling. In November 1999 the
Federal Circuit reversed the District Court's April 1998 order requiring
Intel to continue to deal with Intergraph on the same terms as it treats
allegedly similarly situated customers with respect to confidential
information and product supply.
In June 1998, TechSearch L.L.P. ("TechSearch") filed suit against Intel in
the United States District Court for the Northern District of Illinois
alleging that Intel's microprocessors based on the P6 microarchitecture
infringe a patent related to emulation technology. The suit seeks damages
and an injunction. This case has since been transferred to the United
States District Court for the Northern District of California. In October
1999, TechSearch's expert witness claimed that TechSearch is entitled to
damages ranging from $2 billion to $8 billion. The Company disputes
TechSearch's claims and intends to defend the lawsuit vigorously.
Although litigation is subject to inherent uncertainties and the ultimate
outcome of these proceedings cannot be determined at this time, management,
including internal counsel, does not believe that the ultimate outcome will
have a material adverse effect on Intel's financial position or overall

trends in results of operations.
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OF OPERATIONS
RESULTS OF OPERATIONS - THIRD QUARTER OF 1999 COMPARED TO THIRD QUARTER OF 1998
Intel's net revenues for Q3 1999 increased by 9% compared to Q3 1998. Excluding
post-acquisition revenues of companies acquired in Q3 1999, net revenues
increased by 7% compared to Q3 1998. Net revenues for the Intel Architecture
Business Group operating segment increased 2% in Q3 1999 compared to Q3 1998.
The increase in net revenues for the Intel Architecture Business Group was
primarily due to higher unit volumes of microprocessors, partially offset by
lower prices. Within the "all other" category for operating segment reporting,
revenues from sales of flash memory and embedded products grew significantly
between these periods. Revenues from networking and communications products also
grew, primarily due to the impact of acquisitions.
For Q3 1999, sales of microprocessors and related board-level products based on
the P6 microarchitecture, which are included in the Intel Architecture Business
Group's operations, comprised a substantial majority of Intel's consolidated net
revenues and gross margin. For Q3 1998, these products represented a majority of
the Company's net revenues and a substantial majority of its gross margin.
The Company has reclassified the amortization of goodwill and other
acquisition-related intangibles out of cost of sales and into a separate line
item for all periods presented. Cost of sales decreased by 5% in Q3 1999
compared to Q3 1998 primarily due to lower unit costs for microprocessors in Q3
1999 partially offset by higher unit sales volumes of microprocessors. The lower
unit costs in Q3 1999 were achieved primarily through redesigned microprocessor
products with lower-cost packaging, including packaging using fewer purchased
components, as well as factory efficiencies and lower purchase prices on the
purchased components. The Company's gross margin percentage increased to 59% in
Q3 1999, up from 53% in Q3 1998. The improvement in gross margin was primarily a
result of lower unit costs of microprocessors in the Intel Architecture Business
Group operating segment partially offset by the impact of lower prices for
microprocessors. In addition, improved demand and higher prices for flash memory
in Q3 1999 also contributed to the improvement in gross margin. See "Outlook"
for a discussion of gross margin expectations.
Excluding charges of $333 million for purchased in-process research and
development ("IPRD") related to the current quarter's acquisitions, research
and development spending increased $223 million, or 36%, in Q3 1999 compared
to Q3 1998, primarily due to increased spending on product development
programs including product development of companies recently acquired.
Marketing, general and administrative expenses increased $186 million, or
24%, in Q3 1999 compared to Q3 1998, primarily due to increases for the Intel
Inside-Registered Trademark- cooperative advertising program, merchandising
spending relating to new product launches and profit-dependent bonus
expenses. Excluding the charges for IPRD and the amortization of goodwill and
other acquisition-related intangibles, operating expenses were 24.5% of net
revenues in Q3 1999 and 20.5% of net revenues in Q3 1998.
The fair value of the IPRD for each of the acquisitions was determined using the
income approach, which discounts expected future cash flows from each of the
projects or product families ("projects") under development to their net present
value at an appropriate risk-adjusted rate of return. Each project was analyzed
to determine the technological innovations included in the project; the
existence and utilization of core technology; the complexity, cost and time to
complete the remaining development efforts; the existence of any alternative
future use or current technological feasibility; and the stage of completion in
development. Future cash flows for each project were estimated based on
forecasted revenues and costs, taking into account the expected life cycles of
the products and the underlying technology, relevant market sizes and industry
trends.
The projects were then classified as developed technology, IPRD completed, IPRD
to-be-completed, or future development. The estimated future cash flows for each
were discounted to approximate fair value. Discount rates were derived from a
weighted average cost of capital analysis, adjusted upward to reflect additional
risks inherent in the development process, including the probability of
achieving technological success and market acceptance. The IPRD charge includes
only the fair value of IPRD completed. The fair value assigned to developed
technology is included in identifiable intangible assets, and the fair values
assigned to IPRD to-be-completed and future
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development are included in goodwill. Intel believes the amounts determined for
IPRD, as well as developed technology, are representative of fair value and do
not exceed the amounts an independent party would pay for these projects.
Failure to deliver new projects to the market timely, or to achieve expected
market acceptance or revenue and expense forecasts could have a significant
impact on the financial results and operations of the acquired businesses.
The total charge for IPRD for the Dialogic Corporation ("Dialogic") acquisition,
completed in July 1999, was approximately $83 million. Dialogic designs,
manufactures and markets computer hardware and software enabling technology for
computer telephony systems. Twelve IPRD projects were identified and valued,
with two projects under the Springware and CT Server product groups accounting
for 65% of the value assigned to IPRD. Springware is a line of voice and
intelligent network interface boards based on common source code embedded
software architecture that provides signal processing features that can be
reconfigured by developers for special applications. These boards connect
directly to telephone lines, automatically answer inbound calls, detect
touchtones, playback voice messages, digitize, compress and record voice, make
outbound calls and report the results of outbound calls. The next-generation
Springware project was estimated to be approximately 60% complete, with
estimated costs to complete of $3 million. The CT Server project is designed to
converge voice, media, and packet communications within enterprise or public
network systems by providing a single platform for telecommunications switching,
media processing, and other communication services. This is an open standards
based communications server that will give businesses the ability to select
various communications applications and technologies that run as interoperable
applications on a single server. The CT Server project was estimated to be
approximately 55% complete, with estimated costs to complete of $11.5 million.
Both projects had an estimated completion date of the first quarter of 2000.
Dialogic's other IPRD projects, which individually were not significant, ranged
from 10% to 90% complete and averaged approximately 60% complete. Total
estimated costs to complete all other projects were $17.5 million, and expected
completion dates ranged from the third quarter of 1999 through the first quarter
of 2000. The average discount rates used were 22% for IPRD projects, and 14% for
developed technology. Dialogic's weighted average cost of capital was 17%.
The total charge for IPRD for the Level One Communications, Inc. ("Level One")
acquisition, completed in August 1999, was approximately $231 million. Level One
provides silicon connectivity, switching and access solutions for high-speed
telecom and networking applications. Eight IPRD projects were identified and
valued, with each project representing from 5% to 18% of the total IPRD value
for this acquisition. Current Level One products provide silicon connectivity,
local area network ("LAN") switching and wide area network ("WAN") access
solutions for high-speed telecommunications and networking applications.
Networking products include transceivers, hardware that both transmits and
receives signals, which incorporate analog and digital functions into
single-chip LAN networking connectivity solutions. Level One's
telecommunications products provide high-speed digital signal transmission using
industry-wide specifications, with integrated single-chip transceivers targeted
at the WAN equipment segment, and a two-chip chipset for high-speed digital
subscriber line ("HDSL") products. In-process projects include transceivers,
routers and switch chipsets using current and emerging technologies for the
network and telecommunications markets. These projects ranged from 39% to 86%
complete, with total remaining costs to complete of $19.1 million. Expected
project completion dates ranged from the third quarter of 1999 through the third
quarter of 2000. The discount rates used were 30% for the Level One IPRD
projects, and 20% for developed technology. Level One's weighted average cost of
capital was 23%.
Amortization of goodwill and other acquisition-related intangibles increased to
$121 million in Q3 1999 compared to $16 million in Q3 1998, primarily due to the
impact of the acquisitions made in Q3 1999 including Level One and Dialogic.
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Interest and other income increased to $324 million in Q3 1999 compared to $178
million in Q3 1998, primarily due to higher gains on sales of equity
investments.
The Company's effective income tax rate was 38.5% in Q3 1999 and 33% in Q3 1998.
Excluding the impact of the non-deductible charges for IPRD and the amortization
of goodwill, the Company's effective income tax rate was approximately 33% for
Q3 1999 and Q3 1998.

RESULTS OF OPERATIONS - FIRST NINE MONTHS OF 1999 COMPARED TO FIRST NINE MONTHS
OF 1998
Intel's net revenues for the first nine months of 1999 increased by 13% compared
to the first nine months of 1998. Net revenues for the Intel Architecture
Business Group operating segment increased 8% in the first nine months of 1999
compared to the first nine months of 1998. The increase in net revenues for the
Intel Architecture Business Group was primarily due to higher unit volumes of
microprocessors partially offset by lower prices for microprocessors. Within the
"all other" category for operating segment reporting, revenues from sales of
flash memory, embedded products, and networking and communications products grew
significantly between these periods.
For the first nine months of 1999, sales of microprocessors and related
board-level products based on the P6 microarchitecture, which are included in
the Intel Architecture Business Group's operations, comprised a substantial
majority of Intel's consolidated net revenues and gross margin. For the first
nine months of 1998, these products represented a majority of the Company's net
revenues and a substantial majority of its gross margin. Sales of
Pentium-Registered Trademark- microprocessor family products were not
significant in the first nine months of 1999, but represented a significant
although declining portion of Intel's net revenues and gross margins in the
first nine months of 1998.
Cost of sales decreased by 3% in the first nine months of 1999 compared to the
first nine months of 1998. In the Intel Architecture Business Group operating
segment, lower unit costs for microprocessors in the first nine months of 1999
and the absence in 1999 of the unusually high inventory write-downs recognized
in the first nine months of 1998, were partially offset by higher unit sales
volumes in the first nine months of 1999. The gross margin percentage increased
to 59% in the first nine months of 1999 from 52% in the first nine months of
1998 primarily due to lower unit costs in the Intel Architecture Business Group
operating segment partially offset by lower prices, and the absence in 1999 of
the higher inventory write-downs recognized in the first nine months of 1998.
See "Outlook" for a discussion of gross margin expectations.
Excluding charges of $333 million for IPRD related to the current quarter's
acquisitions and $165 million in the first quarter of 1998, research and
development spending increased $399 million, or 22%, in the first nine months of
1999 compared to the first nine months of 1998. This increase was primarily due
to increased spending on product development programs. Marketing, general and
administrative expenses increased $619 million, or 29%, in the first nine months
of 1999 compared to the first nine months of 1998, primarily due to increases
for the Intel Inside cooperative advertising program, merchandising spending
relating to new product launches and profit-dependent bonus expenses. Excluding
the charges for IPRD and the amortization of goodwill and other
acquisition-related intangibles, operating expenses were 23.6% of net revenues
in the first nine months of 1999 and 21.3% of net revenues in the first nine
months of 1998.
Amortization of goodwill and other acquisition-related intangibles increased to
$170 million in the first nine months of 1999 compared to $40 million in the
first nine months of 1998, primarily due to the impact of acquisitions made in
Q3 1999 including Level One and Dialogic.
Interest and other income for the first nine months of 1999 increased by $444
million over the prior year primarily due to higher gains on sales of equity
investments in the first nine months of 1999 compared to the first nine months
of 1998.
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The Company's effective income tax rate was 34.6% in the first nine months of
1999 and 33.9% in the first nine months of 1998. Excluding the impact of the
non-deductible charges for IPRD and the amortization of goodwill, the Company's
effective income tax rate was approximately 33% for the first nine months of
1999 and the first nine months of 1998.
FINANCIAL CONDITION
The Company's financial condition remains very strong. At September 25, 1999,
total cash, trading assets, and short- and long-term investments totaled $16.9
billion, up from $13 billion at December 26, 1998.
The major source of cash during the first nine months of 1999 was cash provided
by operating activities of $7.9 billion. Major uses of cash during the period

included $3.7 billion to repurchase 58.8 million shares of common stock and
capital spending of $2.4 billion for property, plant and equipment, primarily
for microprocessor manufacturing capacity. The Company also paid $1.0 billion in
net cash for acquisitions, including the purchases of Dialogic, Shiva
Corporation, Softcom Microsystems, Inc., and NetBoost Corporation. In addition,
the Company issued approximately 34 million shares of Common Stock for the
purchase of Level One. See "Outlook" for a discussion of capital expenditure
expectations in 1999.
The Company's five largest customers accounted for approximately 44% of net
revenues for the first nine months of 1999. At September 25, 1999, the five
largest customers accounted for approximately 35% of net accounts receivable.
Subsequent to the end of the third quarter, the Company acquired IPivot, Inc. in
a cash transaction. The total purchase price was approximately $500 million.
Also subsequent to the end of the quarter, the Company announced that it had
entered into a definitive agreement to acquire DSP Communications, Inc ("DSPC")
for $36 a share in a cash tender offer valued at approximately $1.6 billion.
Completion of this transaction is subject to compliance with regulatory
requirements, acceptance of the offer by holders of a majority of the
outstanding shares of DSPC, and other customary conditions.
The Company believes that it has the financial resources needed to meet business
requirements for the next twelve months, including potential future acquisitions
or strategic investments, capital expenditures for the expansion or upgrading of
worldwide manufacturing capacity, working capital requirements and the dividend
program.
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This outlook section contains a number of forward-looking statements, all of
which are based on current expectations. Actual results may differ materially.
These statements do not reflect the potential impact of any mergers or
acquisitions that had not closed as of the end of the third quarter of 1999.
Intel's goal is to be the preeminent building block supplier to the worldwide
Internet economy. The Company's primary focus areas are the client platform,
server platform, network infrastructure and solutions and services. Intel's
strategy for client and server platforms is to introduce ever higher performance
microprocessors and chipsets, tailored for the different market segments of the
worldwide computing market, using a tiered branding approach. In line with this
strategy, during the third quarter of 1999, the Company introduced faster
microprocessors for each major market segment: the Pentium-Registered
Trademark- III processor for home and business applications, the
Intel-Registered Trademark- Celeron-TM- processor for the value segment, and
the Pentium-Registered Trademark- III Xeon-TM- processor for the workstation
and server market segments. In addition, in October 1999, the Company
introduced new Pentium III and Pentium III Xeon processors at processor
speeds of up to 733 MHz manufactured on the 0.18-micron process technology.
Intel plans to continue to work with the computing industry to expand Internet
capabilities and product offerings and develop compelling software applications
that can take advantage of higher performance microprocessors and chipsets, thus
driving demand toward Intel's newer products in each computing market segment.
The Company may continue to take various steps, including reducing
microprocessor prices at such times as it deems appropriate, in order to
increase acceptance of its latest technology and to remain competitive within
each relevant market segment.
In the network infrastructure area, Intel's strategy is to deliver the silicon
building blocks for networks, communications systems and complete networking
solutions for the home and small and medium-sized businesses. In the third
quarter, Intel unveiled its Internet Exchange Architecture (IXA). In addition,
Intel has made acquisitions and expects to make additional acquisitions to
grow new networking and communications areas.
Intel also intends to build new service businesses around the Internet. In the
third quarter, Intel launched Intel Online Services, which provides Web hosting
for customers. Intel intends to deliver a worldwide consistent platform for
developing and delivering e-business solutions.
Intel's expectations regarding growth in the networking and communications areas
and in new service businesses are subject to the Company's ability to acquire
businesses and integrate and operate them successfully, and to grow new
businesses internally.
The Company expects revenue for the fourth quarter of 1999 to be up from third
quarter revenue of $7.3 billion. Revenue is partly a function of the mix of
microprocessor types and speeds, motherboards and purchased components, and

other semiconductor products sold, all of which are difficult to forecast.
Because of the large price difference between types of microprocessors, this mix
affects the average price Intel will realize and has a large impact on Intel's
net revenues. Revenue is also subject to the impact of economic conditions in
various geographic regions.
The Company expects the gross margin percentage in the fourth quarter to be up a
couple of points from 59% in the third quarter. Intel's gross margin percentage
in any period varies depending on the mix of types and speeds of processors sold
as well as the mix of microprocessors and related motherboards and purchased
components. The Company has been implementing new packaging formats that have
reduced costs on certain microprocessor products and they are expected to
continue to have a positive impact on costs as the transition continues. Various
other factors (including unit volumes, yield issues associated with production
at factories, ramp of new technologies, the reusability of factory equipment,
excess or obsolete inventory, variations in inventory valuation and mix of
shipments of other semiconductors) will also continue to affect the amount of
cost of sales and the variability of gross margin percentages.
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The Company has expanded semiconductor manufacturing and assembly and test
capacity over the last few years, and continues to plan capacity based on the
assumed continued success of its strategy and the acceptance of its products in
specific market segments. The Company currently expects that capital spending
will be approximately $3.3 billion in 1999, up slightly from previous guidance
of $3 billion, due primarily to capital spending of the companies Intel acquired
during the third quarter and the earlier than expected capital spending of Intel
Online Services. This spending plan is dependent upon expectations regarding
production efficiencies and delivery times of various machinery and equipment.
Depreciation for the fourth quarter of 1999 is expected to be approximately $830
million. Amortization of goodwill and other acquisition-related intangibles is
expected to be approximately $185 million in the fourth quarter.
Spending on research and development, excluding IPRD, and marketing, general and
administrative expenses in the fourth quarter is expected to be approximately
nine to twelve percent higher than third quarter expenses of $1.8 billion.
Expense projections for the fourth quarter incorporate expected higher seasonal
spending on advertising and marketing and a full quarter of expenses from
companies acquired during the third quarter. Expenses are dependent in part on
the level of revenue.
Research and development spending, excluding IPRD, for all of 1999 is expected
to be approximately $3.1 billion, up slightly from previous guidance of $3
billion primarily due to research and development spending of companies Intel
acquired during the third quarter.
The Company expects interest and other income to be approximately $280 million
in the fourth quarter depending on cash balances, interest rates, the Company's
ability to realize expected gains on investments and assuming no unanticipated
items.
The Company currently expects the tax rate for the fourth quarter of 1999 to be
approximately 33%, excluding the impact of any IPRD and the amortization of
goodwill from both prior and potential future mergers or acquisitions. This
estimate is based on current tax law and the current estimate of earnings, and
is subject to change.
Like many other companies, Intel is subject to risks from the year 2000 computer
programming issue. If internal systems do not correctly recognize and process
date information beyond the year 1999, there could be an adverse impact on the
Company's operations. The fact that the year 2000 is a leap year could also lead
to incorrect calculations or failures.
Intel established a comprehensive program with dedicated program management and
executive-level sponsorship to deal with year 2000 issues. The Company addressed
its most essential internal systems first and categorized as "critical" or
"priority" those systems whose failure would cause an extended shutdown of all
or part of a factory, could cause personal injury or would have a sustained and
significant detrimental financial impact. The Company's semiconductor
manufacturing and assembly and test ("manufacturing") equipment and systems are
highly automated, incorporating PCs, embedded processors and related software to
control scheduling, inventory tracking, statistical analysis and automated
manufacturing. A significant portion of the Company's year 2000 efforts on
internal systems has been focused on preventing disruption to manufacturing
operations. Intel has also been working with customers and suppliers to test
systems that interface with the Company's internal systems. These activities
have encompassed all major categories of systems in use by the Company,
including network and communications infrastructure, manufacturing, facilities

management, sales, finance and human resources.
By the end of the second quarter of 1999, all of the Company's critical and
priority manufacturing and non-manufacturing systems were determined to be year
2000 capable. At the end of the third quarter of 1999, remediation work on
internal systems that were not categorized as critical or priority was 100%
complete for manufacturing systems and 99% complete for non-manufacturing
systems.
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Intel has acquired a number of companies in the past two years. Year 2000
capability of internal systems for companies acquired early in 1999 or in 1998
has been addressed as part of Intel's year 2000 program. For more recent
acquisitions, any internal systems categorized by Intel as critical or priority
have been determined to be year 2000 capable; however, remediation work on
systems not categorized as critical or priority is at various stages of
completion.
Intel expects to make additional acquisitions and will evaluate and address any
potential Year 2000 issues related to those acquisitions as part of the
acquisition and integration process.
The Company began a comprehensive program of integrated testing of internal
systems in the third quarter of 1998. Integrated systems testing was
substantially complete at the end of the second quarter of 1999; however,
testing is continuing through 1999 to ensure continued year 2000 capability as
other changes are made to internal systems and as Intel integrates acquisitions.
Intel has also been actively working with suppliers of products and services to
determine the extent to which the suppliers' operations and the products and
services they provide are year 2000 capable, and to monitor their progress
toward year 2000 capability. The Company has made inquiries of its major
suppliers and has received responses to its initial inquiries from 100% of
critical suppliers. Follow-up activities seek to determine whether the supplier
is taking all appropriate steps to fix year 2000 problems and to be prepared to
continue functioning effectively as a supplier in accordance with Intel's
standards and requirements. Contingency plans are being developed to address
issues related to suppliers that are not considered to be making sufficient
progress in becoming year 2000 capable.
The Company is also developing contingency plans to address possible changes in
customer order patterns due to year 2000 issues. As with Intel's suppliers, the
readiness of customers, and their suppliers, to deal with year 2000 issues may
affect their operations and their ability to order and pay for products. Intel
has surveyed its major direct customers about their year 2000 readiness in
critical areas of their operations. The results identified certain key areas to
be addressed by the customers, primarily related to supplier readiness,
including external infrastructure providers, and contingency planning. Intel has
also been communicating information about its own readiness to customers and has
conducted seminars for customers to help communicate the methodologies and
processes used in Intel's year 2000 programs. Communications with customers for
the remainder of 1999 will be primarily aimed at focusing customer attention on
contingency planning.
Intel believes that its most reasonably likely worst-case year 2000 scenarios
would relate to problems with the systems of third parties rather than with the
Company's internal systems or its products. Because the Company has less control
over assessing and remediating the year 2000 problems of third parties, the
Company believes the risks are greatest with infrastructure (e.g., electricity
supply and water and sewer service), telecommunications, transportation supply
channels and critical suppliers of materials and services.
The Company's microprocessor production is conducted in a network of domestic
and foreign facilities. Each location relies on local private and governmental
suppliers for electricity, water, sewer and other needed supplies. Failure of an
electricity grid or an uneven supply of power, for example, would be a
worst-case scenario that would completely shut down the affected facilities.
Electrical failure could also shut down airports and other transportation
facilities.
Although most sites have some back-up electrical power, the Company does not
generally maintain its own generating facilities that would be sufficient for
full operations. To the extent possible, the Company is working with
infrastructure suppliers for its manufacturing sites, major subcontractor sites
and relevant transportation hubs to seek to better ensure continuity of
services. Contingency planning regarding major infrastructure failure may
include considering increases in inventory levels above normal reserve stocks or
evaluating the need to relocate inventory geographically. The Company currently

believes that it will not be necessary, and therefore does not intend to
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maintain a buffer of additional finished goods inventory. In addition, multiple
plants engage in similar tasks in the Intel system, and although overall
capacity would be reduced, it is not expected that the entire production system
would halt due to the unavailability of one or two facilities.
A worst-case scenario involving a critical supplier of materials would be the
partial or complete shutdown of the supplier and its resulting inability to
provide critical supplies to the Company on a timely basis. The Company does not
maintain the capability to replace most third-party supplies with internal
production. Where efforts to work with critical suppliers to ensure year 2000
capability have not been successful, contingency planning generally emphasizes
the identification of substitute and second-source suppliers, and in certain
situations may include a planned increase in the level of inventory carried. In
an industry characterized by rapid technological change, higher levels of
inventories would involve increased risk of inventory obsolescence and the
potential for write-downs in the value of inventory.
The Company is not in a position to identify or to avoid all possible scenarios;
however, the Company has been assessing scenarios and taking steps to mitigate
the impacts of various scenarios if they were to occur. Preliminary contingency
plans for critical business operations were in place by the end of the second
quarter of 1999 and further refined in the third quarter. Plans were tested and
validated in the third quarter and are being continually refined. Final testing,
validation and training will take place in the fourth quarter in preparation for
the century transition. Contingency planning at recently acquired companies is
in various stages of completion. Due to the large number of variables involved,
the Company cannot provide an estimate of the damage it might suffer if any of
these scenarios, or a combination of scenarios, were to occur.
The Company also has a program to assess the capability of its products to
handle the year 2000 date. To assist customers in evaluating their year 2000
issues, the Company has developed a web-enabled database that indicates the
capability of Intel's current branded products, and certain branded products no
longer being produced, to handle the year 2000 date. The capabilities of
non-Intel branded products of certain subsidiaries are posted on the Web sites
of those entities. An Intel product, when used in accordance with its associated
documentation, is "Year 2000 Capable" when, upon installation, it accurately
stores, displays, processes, provides and/or receives data from, into and
between 1999 and 2000, and the twentieth and twenty-first centuries, including
leap-year calculations, provided that all other technology used in combination
with the Intel product properly exchanges date data with it. The database is
located on the Company's year 2000 support Web site and is periodically updated
as new products are added to the Company's inventory.
All Intel processors are "Year 2000 Capable." All Intel micro-controllers
(embedded processors) are also "Year 2000 Capable," with the exception of two
custom microcontroller products sold to a limited number of customers. However,
the assessment of whether a complete system will operate correctly depends on
firmware (BIOS) capability and software design and integration, and for many end
users this will include firmware and software provided by companies other than
Intel.
As described more fully on the Company's Web sites, Intel offers limited
warranties relating to year 2000 capability on certain of its current, and some
discontinued, products. Except as specifically provided for in the limited
warranties, the Company does not believe it is legally or otherwise responsible
for costs incurred by customers related to ensuring their year 2000 capability.
Nevertheless, the Company is incurring various costs to provide customer support
and customer satisfaction services regarding year 2000 issues, and it is
anticipated that these expenditures will continue through 1999 and thereafter.
Various of the Company's disclosures and announcements concerning its products
and year 2000 programs are intended to constitute "Year 2000 Readiness
Disclosures" as defined in the Year 2000 Information and Readiness Disclosure
Act. This Act provides added protection from liability for certain public and
private statements concerning an entity's year 2000 readiness and the year 2000
readiness of its products and services. It also potentially provides added
protection from liability for certain types of year 2000 disclosures made after
January 1, 1996 and before the date of enactment of the Act.
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The Company's year 2000 efforts have been undertaken largely with its existing
personnel. In some instances, consultants have been engaged to provide specific
assessment, remediation or other services. Activities with suppliers and
customers have also involved their staffs and consultants. The Company engaged a
third-party firm to assist with planning and taking the inventory of internal
systems, and engaged another firm to perform an assessment of the overall scope
and schedule of Intel's year 2000 efforts.
The Company currently expects that the total cost of these programs, including
both incremental spending and redeployed resources, will be approximately $105
million. Approximately $86 million has been spent to date, of which
approximately $44 million was incurred in the first nine months of 1999. A
majority of the costs incurred to date have been included in cost of sales and
in the calculation of gross margin. The costs remaining to be spent are expected
to be incurred for contingency planning, continued testing, customer service,
supplier monitoring and program office management. Spending is expected to
continue, at a declining rate, into the year 2000. Year 2000 costs for
manufacturing and non-manufacturing internal systems are expected to be less
than 10% of the total information technology budget for 1999.
No significant internal systems projects are being deferred due to the year 2000
program efforts. In some instances, the installation schedule of new software
and hardware in the normal course of business is being accelerated to also
afford a solution to year 2000 capability issues. The Company expects that costs
related to accelerated systems replacements will be approximately $15 million in
addition to the total costs noted above. In addition, the estimated costs do not
include any potential costs related to customer or other claims, or potential
amounts related to executing contingency plans, such as costs incurred as a
result of an infrastructure or supplier failure. All expected costs are based on
the current assessment of the programs and are subject to change as the programs
progress.
Based on currently available information, management does not believe that the
year 2000 matters discussed above related to internal systems or products sold
to customers will have a material adverse impact on the Company's financial
condition or overall trends in results of operations; however, it is uncertain
to what extent the Company may be affected by such matters. In addition, there
can be no assurance that the failure to ensure year 2000 capability by a
supplier, customer or another party would not have a material adverse effect on
the Company's financial condition or overall trends in results of operations.
In June 1998, the FTC filed an administrative complaint against Intel before an
FTC Administrative Law Judge. In March 1999, the FTC tentatively approved a
settlement agreement (the "Consent Order") jointly developed by Intel and the
FTC's Bureau of Competition. Under the terms of the Consent Order, if an
intellectual property dispute arises and the customer chooses to waive their
right to seek an injunction to block the manufacture and sale of Intel's
processor products, Intel would continue to share certain advance technical
information and product samples with that customer. Among other things, the
Consent Order also allows Intel to continue to seek value for its intellectual
property; make product and information supply decisions based on business
justifications other than the existence of the intellectual property dispute;
and include use restrictions on the use of its intellectual property. Following
the end of the public comment period and the Commission's final approval, the
Consent Order became effective in August 1999, and will be in effect for ten
years from that date. Intel continues to cooperate with the staff of the FTC in
the ongoing investigation authorized by the commission in September 1997.
The Company is currently party to various legal proceedings. Although litigation
is subject to inherent uncertainties, management, including internal counsel,
does not believe that the ultimate outcome of these legal proceedings will have
a material adverse effect on the Company's financial position or overall trends
in results of operations. However, were an unfavorable ruling to occur in any
specific period, there exists the possibility of a material adverse impact on
the results of operations of that period. Management believes, given the
Company's current liquidity and cash and investments balances, that even an
adverse judgment would not have a material impact on cash and investments or
liquidity.
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The Company's future results of operations and the other forward-looking
statements contained in this outlook--in particular the statements regarding
Intel's goals and strategies, expectations regarding future acquisitions,
revenues, pricing, gross margin, costs and continued productivity improvements,
capital spending, depreciation and amortization, research and development

expenses, marketing and general and administrative expenses, net interest and
other, the tax rate, the year 2000 issue and pending legal proceedings--involve
a number of risks and uncertainties. In addition to the factors discussed above,
among the other factors that could cause actual results to differ materially are
the following: the impact of the recent earthquakes in Taiwan, primarily on the
availability of components to PC manufacturers; changes in customer order
patterns, including changes in customer and channel inventory levels and changes
due to year 2000 issues; competitive factors such as rival chip architectures
and manufacturing technologies, competing software-compatible microprocessors
and acceptance of new products in specific market segments; timing of
introduction and production ramp of platform components; pricing pressures;
continued success in technological advances, including development and
implementation of new processes and strategic products for specific market
segments; execution of the manufacturing ramp, including the transition to the
0.18-micron process technology; effects of excess or shortage of manufacturing
capacity; unanticipated costs or other adverse effects associated with
processors and other products containing errata (deviations from published
specifications); impact on the Company's business due to internal systems or
systems of suppliers, infrastructure providers and other third parties adversely
affected by year 2000 problems; claims due to year 2000 issues allegedly related
to the Company's products or year 2000 remediation efforts; and litigation
involving antitrust, intellectual property, consumer and other issues.
Intel believes that it has the product offerings, facilities, personnel, and
competitive and financial resources for continued business success, but future
net revenues, costs, margins and profits are all influenced by a number of
factors, including those discussed above, all of which are inherently difficult
to forecast.
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ITEM 3.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

For financial market risks related to changes in interest rates and foreign
currency exchange rates, reference is made to Part II, Item 7A, Quantitative and
Qualitative Disclosures About Market Risk, in the Registrant's Annual Report on
Form 10-K for the year ended December 26, 1998 and to the subheading "Financial
Market Risks" under the heading "Management's Discussion and Analysis of
Financial Condition and Results of Operations" on page 32 of the Registrant's
1998 Annual Report to Stockholders.
The Company is exposed to equity price risk on the marketable portion of equity
securities included in its portfolio of investments entered into for the
promotion of business and strategic objectives. The Company typically does not
attempt to reduce or eliminate its market exposure on these equity securities.
These investments are generally in companies in the high-technology industry,
and a substantial majority of the market value of the portfolio is in three
sectors: Internet, semiconductor and networking. As of September 25, 1999, five
equity positions constituted approximately 62% of the market value of the
portfolio, of which approximately $1.3 billion, or 31% of the market value of
the portfolio, consisted of an investment in Micron Technology, Inc.
The Company analyzed the historical movements over the past several years of
high-technology stock indices that the Company considered appropriate. Based on
this analysis, the Company estimated that it was reasonably possible that the
prices of the stocks in the Company's portfolio could experience a 30% adverse
change in the near term. Assuming a 30% adverse change, the Company's
available-for-sale securities would decrease in value by approximately $1.2
billion, based on the value of the Company's portfolio as of September 25, 1999.
The portfolio's concentrations in specific companies or sectors may vary over
time and may be different from the compositions of the indices analyzed, and
these factors may affect the portfolio's price volatility. This estimate is not
necessarily indicative of future performance and actual results may differ
materially.
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PART II - OTHER INFORMATION
ITEM 1.

LEGAL PROCEEDINGS

Intergraph Corporation v. Intel
U.S. DISTRICT COURT, NORTHERN DISTRICT OF ALABAMA, NORTHEASTERN DIVISION
(CV-97-N-3023-NE)
In November 1997, Intergraph Corporation ("Intergraph") filed suit in Federal
District Court in Alabama generally alleging that Intel attempted to coerce
Intergraph into relinquishing certain patent rights. The suit alleges that Intel
infringes five Intergraph microprocessor-related patents and includes alleged
violations of antitrust laws and various state law claims. The suit seeks
injunctive relief, damages, and prejudgment interest and further alleges that
Intel's infringement is willful and that any damages awarded should be trebled.

Intergraph's expert witness has claimed that Intergraph is entitled to damages
of approximately $2.2 billion for Intel's alleged patent infringement, $500
million for the alleged antitrust violations and an undetermined amount for the
alleged state law violations. The Company disputes Intergraph's claims and
intends to defend the lawsuit vigorously. Intel has also counterclaimed that the
Intergraph patents are invalid, and alleges infringement of seven Intel patents,
breach of contract and misappropriation of trade secrets. In October 1999, the
Court reconsidered an earlier adverse ruling and granted Intel's motion for
summary judgement that the patents asserted by Intergraph are licensed to Intel,
and dismissed all of Intergraph's patent infringement claims with prejudice.
Intergraph has appealed this ruling. In November 1999 the Federal Circuit
reversed the District Court's April 1998 order requiring Intel to continue to
deal with Intergraph on the same terms as it treats allegedly similarly situated
customers with respect to confidential information and products supply. Although
litigation is subject to inherent uncertainties and the ultimate outcome of this
lawsuit cannot be determined at this time, management, including internal
counsel, does not believe that the ultimate outcome will have a material adverse
effect on Intel's financial position or overall trends in results of operations.
TechSearch L.L.P. v. Intel
U.S. DISTRICT COURT FOR THE NORTHERN DISTRICT OF CALIFORNIA (C98-0348WHO)
In June 1998, TechSearch L.L.P. ("TechSearch") filed suit against Intel in the
United States District Court for the Northern District of Illinois alleging that
Intel's microprocessors based on the P6 microarchitecture infringe a patent
related to emulation technology. The suit seeks damages and an injunction. This
case has since been transferred to the United States District Court for the
Northern District of California. In October 1999, TechSearch's expert witness
claimed that TechSearch is entitled to damages ranging from $2 billion to $8
billion. The Company disputes TechSearch's claims and intends to defend the
lawsuit vigorously. Although litigation is subject to inherent uncertainties and
the ultimate outcome of this lawsuit cannot be determined at this time,
management, including internal counsel, does not believe that the ultimate
outcome will have a material adverse effect on Intel's financial position or
overall trends in results of operations.
ITEM 2.
(c)

CHANGES IN SECURITIES

Unregistered sales of equity securities.

Reference is made to the information on sales of put warrants appearing in Note
7 under the heading "Intel Corporation, Notes to Consolidated Condensed
Financial Statements" in Part I, Item 1 hereof. All such transactions are exempt
from registration under Section 4(2) of the Securities Act of 1933. Each
transaction was privately negotiated with the same offeree and purchaser, who
was an accredited investor/qualified institutional buyer. No public offering or
public solicitation was used by the registrant in the placement of these
securities.
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ITEM 6.
(a)

EXHIBITS AND REPORTS ON FORM 8-K
Exhibits
12.1 Statement setting forth the computation of ratios of earnings to
fixed charges.
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(b)

Financial Data Schedule.

Reports on Form 8-K
1)

On July 8, 1999, Intel filed a report on Form 8-K relating to a
press release issued on July 7, 1999 announcing a cash-for-stock
merger agreement to acquire Softcom Microsystems, Inc.

2)

On July 14, 1999, Intel filed a report on Form 8-K relating to
financial information for Intel Corporation for the quarter ended
June 26, 1999 and forward-looking statements relating to 1999 and
the third quarter of 1999, as presented in a press release of
July 13, 1999.

3)

On August 10, 1999, Intel
a press release issued on
of the acquisition of all
Level One Communications,
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filed a report on Form 8-K relating to
August 10, 1999 announcing the closing
of the outstanding capital stock of
Inc.

SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.
INTEL CORPORATION
(REGISTRANT)

Date:

November 8, 1999

By: /s/ Andy D. Bryant
-----------------------------Andy D. Bryant
Senior Vice President,
Chief Financial Officer and
Principal Accounting Officer
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Exhibit 12.1
INTEL CORPORATION
STATEMENT SETTING FORTH THE COMPUTATION
OF RATIOS OF EARNINGS TO FIXED CHARGES
(in millions)
<TABLE>
<CAPTION>
Nine Months Ended
Sept. 25,
Sept. 26,
1999
1998
-------------------------<S>
Income before taxes
Add fixed charges net of
capitalized interest
Income before taxes and fixed
charges (net of capitalized
interest)

<C>
$7,966

<C>
$6,057

47
---------

35
--------

$8,013
-----------------

$6,092
---------------

Fixed charges:
Interest
Capitalized interest
Estimated interest component
of rental expense
Total

Ratio of earnings before taxes and
fixed charges, to fixed charges
</TABLE>

$

28
3

$

23
5

19
---------

12
--------

$
50
-----------------

$
40
---------------

160

152

<TABLE> <S> <C>
<ARTICLE> 5
<LEGEND>
THIS SCHEDULE CONTAINS SUMMARY INFORMATION EXTRACTED FROM INTEL CORPORATION'S
CONSOLIDATED CONDENSED STATEMENTS OF INCOME AND CONSOLIDATED BALANCE SHEETS
AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.
</LEGEND>
<MULTIPLIER> 1,000,000
<S>
<C>
<PERIOD-TYPE>
9-MOS
<FISCAL-YEAR-END>
DEC-25-1999
<PERIOD-END>
SEP-25-1999
<CASH>
3512
<SECURITIES>
8379
<RECEIVABLES>
3494<F2>
<ALLOWANCES>
0
<INVENTORY>
1626
<CURRENT-ASSETS>
17916
<PP&E>
22858
<DEPRECIATION>
11264
<TOTAL-ASSETS>
38938
<CURRENT-LIABILITIES>
6389
<BONDS>
884
<PREFERRED-MANDATORY>
261<F3>
<PREFERRED>
0
<COMMON>
7215
<OTHER-SE>
21967
<TOTAL-LIABILITY-AND-EQUITY>
38938
<SALES>
21177
<TOTAL-REVENUES>
21177
<CGS>
8660
<TOTAL-COSTS>
8660
<OTHER-EXPENSES>
2737<F1>
<LOSS-PROVISION>
0
<INTEREST-EXPENSE>
28
<INCOME-PRETAX>
7966
<INCOME-TAX>
2760
<INCOME-CONTINUING>
5206
<DISCONTINUED>
0
<EXTRAORDINARY>
0
<CHANGES>
0
<NET-INCOME>
5206
<EPS-BASIC>
1.57
<EPS-DILUTED>
1.50
<FN>
<F1>Item consists of research and development, including purchased in-process
research and development, and amortization of goodwill and other
acquisition-related intangibles.
<F2>Item shown net of allowance, consistent with the balance sheet presentation.
<F3>Item consists of put warrants.
</FN>
</TABLE>

<TABLE> <S> <C>
<ARTICLE> 5
<LEGEND>
THIS SCHEDULE CONTAINS SUMMARY INFORMATION EXTRACTED FROM INTEL CORPORATION'S
CONSOLIDATED CONDENSED STATEMENTS OF INCOME AND CONSOLIDATED CONDENSED BALANCE
SHEETS AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL
STATEMENTS.
</LEGEND>
<RESTATED>
<MULTIPLIER> 1,000,000
<S>
<C>
<C>
<PERIOD-TYPE>
6-MOS
3-MOS
<FISCAL-YEAR-END>
DEC-25-1999
DEC-25-1999
<PERIOD-END>
JUN-26-1999
MAR-27-1999
<CASH>
3599
2503
<SECURITIES>
7010
8086
<RECEIVABLES>
3265<F2>
3319<F2>
<ALLOWANCES>
0
0
<INVENTORY>
1763
1708
<CURRENT-ASSETS>
16473
16449
<PP&E>
21998
21520
<DEPRECIATION>
10586
10028
<TOTAL-ASSETS>
32801
33093
<CURRENT-LIABILITIES>
5117
6216
<BONDS>
666
699
<PREFERRED-MANDATORY>
0
0
<PREFERRED>
0
0
<COMMON>
4819
5025
<OTHER-SE>
20653
19701
<TOTAL-LIABILITY-AND-EQUITY>
32801
33093
<SALES>
13849
7103
<TOTAL-REVENUES>
13849
7103
<CGS>
5634
2894
<TOTAL-COSTS>
5634
2894
<OTHER-EXPENSES>
1443<F1>
681<F1>
<LOSS-PROVISION>
0
0
<INTEREST-EXPENSE>
20
9
<INCOME-PRETAX>
5594
2984
<INCOME-TAX>
1846
985
<INCOME-CONTINUING>
3748
1999
<DISCONTINUED>
0
0
<EXTRAORDINARY>
0
0
<CHANGES>
0
0
<NET-INCOME>
3748
1999
<EPS-BASIC>
1.13
.60
<EPS-DILUTED>
1.08
.57
<FN>
<F1>Item consists of research and development and amortization of goodwill and
other acquisition-related intangibles. This amortization has been reclassified
from cost of sales. This reclassification is a restatement of amounts
previously reported.
<F2>Item shown net of allowance, consistent with the balance sheet presentation.
</FN>
</TABLE>

<TABLE> <S> <C>
<ARTICLE> 5
<LEGEND>
THIS SCHEDULE CONTAINS SUMMARY INFORMATION EXTRACTED FROM INTEL CORPORATION'S
CONSOLIDATED CONDENSED STATEMENTS OF INCOME AND CONSOLIDATED CONDENSED BALANCE
SHEETS AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL
STATEMENTS.
</LEGEND>
<RESTATED>
<MULTIPLIER> 1,000,000
<S>
<C>
<C>
<C>
<PERIOD-TYPE>
9-MOS
6-MOS
3-MOS
<FISCAL-YEAR-END>
DEC-26-1998
DEC-26-1998
<PERIOD-END>
SEP-26-1998
JUN-27-1998
<CASH>
2900
1887
<SECURITIES>
5787
5811
<RECEIVABLES>
3636<F2>
3126<F2>
<ALLOWANCES>
0
0
<INVENTORY>
1578
1703
<CURRENT-ASSETS>
14713
13368
<PP&E>
20748
20303
<DEPRECIATION>
8885
8300
<TOTAL-ASSETS>
29388
28418
<CURRENT-LIABILITIES>
5256
4254
<BONDS>
583
472
<PREFERRED-MANDATORY>
588<F3>
711<F3>
<PREFERRED>
0
0
<COMMON>
4775
4853
<OTHER-SE>
17024
16880
<TOTAL-LIABILITY-AND-EQUITY>
29388
28418
<SALES>
18659
11928
<TOTAL-REVENUES>
18659
11928
<CGS>
8928
5752
<TOTAL-COSTS>
8928
5752
<OTHER-EXPENSES>
2040<F1>
1407<F1>
<LOSS-PROVISION>
0
0
<INTEREST-EXPENSE>
23
15
<INCOME-PRETAX>
6057
3731
<INCOME-TAX>
2053
1286
<INCOME-CONTINUING>
4004
2445
<DISCONTINUED>
0
0
<EXTRAORDINARY>
0
0
<CHANGES>
0
0
<NET-INCOME>
4004
2445
<EPS-BASIC>
1.20
.73
<EPS-DILUTED>
1.13
.69
<FN>
<F1>Item consists of research and development, including purchased in-process
research and development, and amortization of goodwill and other
acquisition-related intangibles. This amortization has been reclassified from
cost of sales. This reclassification is a restatement of amounts previously
reported.
<F2>Item shown net of allowance, consistent with that balance sheet presentation.
<F3>Item consists of put warrants.
</FN>
</TABLE>

DEC-26-1998
MAR-28-1998
5073
5536
3092<F2>
0
1821
16272
19013
7876
30229
5854
441
1185<F3>
0
4955
16630
30229
6001
6001
2740
2740
769<F1>
0
7
1981
708
1273
0
0
0
1273
.39
.36

<TABLE> <S> <C>
<ARTICLE> 5
<LEGEND>
THIS SCHEDULE CONTAINS SUMMARY INFORMATION EXTRACTED FROM INTEL CORPORATION'S
CONSOLIDATED STATEMENTS OF INCOME AND CONSOLIDATED BALANCE SHEETS AND IS
QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.
</LEGEND>
<RESTATED>
<MULTIPLIER> 1,000,000
<S>
<C>
<PERIOD-TYPE>
12-MOS
<FISCAL-YEAR-END>
DEC-26-1998
<PERIOD-END>
DEC-26-1998
<CASH>
2038
<SECURITIES>
5588
<RECEIVABLES>
3589
<ALLOWANCES>
62
<INVENTORY>
1582
<CURRENT-ASSETS>
13475
<PP&E>
21068
<DEPRECIATION>
9459
<TOTAL-ASSETS>
31471
<CURRENT-LIABILITIES>
5804
<BONDS>
702
<PREFERRED-MANDATORY>
201<F2>
<PREFERRED>
0
<COMMON>
4822
<OTHER-SE>
18555
<TOTAL-LIABILITY-AND-EQUITY>
31471
<SALES>
26273
<TOTAL-REVENUES>
26273
<CGS>
12088
<TOTAL-COSTS>
12088
<OTHER-EXPENSES>
2730<F1>
<LOSS-PROVISION>
0
<INTEREST-EXPENSE>
34
<INCOME-PRETAX>
9137
<INCOME-TAX>
3069
<INCOME-CONTINUING>
6068
<DISCONTINUED>
0
<EXTRAORDINARY>
0
<CHANGES>
0
<NET-INCOME>
6068
<EPS-BASIC>
1.82
<EPS-DILUTED>
1.73
<FN>
<F1>Item consists of research and development, including purchased in-process
research and development, and amortization of goodwill and other
acquisition-related intangibles. This amortization has been reclassified from
cost of sales. This reclassification is a restatement of amounts previously
reported.
<F2>Item consists of put warrants.
</FN>
</TABLE>

