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About Intel

t has been 25 years since Intel introduced the worlds first microprocessor,

making technological history. The computer revolution that this technology
enabled has changed the world. Today, Intel supplies the computing industry
with the chips, boards, systems and software that are the “ingredients” of
computer architecture. These products are used by industry members to create
advanced computing systems. Intel’s mission is to be the preeminent building
block supplier to the new computing industry worldwide.

Processor products. Microprocessors, also called central processing units
(CPUs) or chips, are frequently described as the “brains” of a computer,
because they control the central processing of data in personal computers
(PCs) and other computers. Chipsets perform essential logic functions sur-
rounding the CPU in computers based on Intel architecture processors.
Motherboards combine Intel microprocessors and chipsets to form the basic
subsystem of a PC or server.

Networking and communications products cinhance the capabilities of
PC systems and networks, and make them easier to use and manage. These
products are sold through reseller, retail and original equipment manufacturer
(OEM) channels.

Computer enhancement products. //as/ memory provides easily repro-
grammable memory for computers, mobile phones and many other products.
Flash memory has the advantage of retaining data when the unit’s power is
turned off. Embedded control chips are designed to perform specific functions in
products such as automobile engine and braking systems, hard disk drives, laser
printers, input/output control modules, cellular phones and home appliances.

Original equipment manufacturers 0Of computer systems and peripherals.
Pc users, Who buy Intel’s PC enhancements, business communications
products and networking products through reseller, retail and OEM channels.
Other manufacturers, including makers of a wide range of industrial and
telecommunications equipment.
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Wc are pleased to report another
outstanding year at Intel. Revenues
totaled $20.8 billion, up 29 percent from
$16.2 billion in 1995, Earnings per share
rose 44 percent over last year, to S5.81.

Our performance in 1996 was driven
by strong demand for our Pentium’
and Pentium* Pro processors, which
provide the brains for computers from
servers to home PCs. We expanded the
Pentium processor family in 1996 with
a new 200-MHz Pentium processor
and shifted the entry-level chip to the
120- and 133-MHz Pentium processors,

We continued to invest heavily in the
manufacturing facilities that allow us
to deliver more powerful microproces-
sors while keeping
PC system costs
low. In 1996, we
announced plans
for two new man-
ufacturing sites: a
new state-of-the-
art wafer fab in
Fort Worth, Texas,
and an assembly and test facility in San
Jose, Costa Rica.

Driving connected PC
growth. About 70 million PCs
were sold around the world in 1996,
and a substantial majority of those
PCs contained Intel microprocessors,
This year, one trend in particular has
driven this PC market growth: the
spread of networked computing via the
popularity of the Internet and internal
corporate networks. In fact, 1996 was
the year in which PC manufacturers
and users around the world embraced
the concept that computing is, by defi-
nition, networked.

R&D lab to the computing
industry. We at Intel have long
known that our growth depends on the
continued expansion of the PC platform’s
capabilities. The more users demand of
PCs, the more power will be required to
drive them, and the more microproces-

Gordon E. Moore

Chairman

sors will be sold. In response, we have
expanded Intel’s role in the computing
industry over the last several years.
Acting as a sort of R&D lab and strategic
think tank to the industry, we work with
PC makers, software developers and PC
users to understand their future needs
and wishes, and work intensely with
industry leaders to develop products or
specifications that meet those needs,
In 1996, we focused on two key
initiatives that aim to solve persistent
problems in computing and embody
the cxciling pmcnliul of a world of

networked computers:
connected CD-ROMs and down-the-
wire manageability.

* Connected CD-ROMs: Users have
long been frustrated by the snail-like
bandwidth performance of today's
modem-and-phone-line Internet con-
nections. We have worked with soft-
ware developers to create a solution
connected CD-ROM software.

The bandwidth-hungry, multimedia
environment and content of the pro-
gram are delivered on a CD-ROM.
These “hybrid applications™ link to the
Internet to provide updated content and
real-time interaction with other users.
We believe that connected PC software
is the wave of the future for home PCs.

* Down-the-wire manageability:
Expansion of internal business PC net-
works has been hindered by the high
costs of establishing, maintaiing and
updating such networks. Indeed, net-
work management costs have raised
the total cost of ownership of a single
connected business PC to more than

C. S e
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$7,000 annually, according to Gartner
Group, a research and consulting firm.
To address this serious issue. we
launched our Wired for Management
initiative, aimed at reducing the total
cost of ownership of business PCs. We

and other industry leaders are delivering
immediate hardware and software solu-
tions to make it easier to install and
maintain PC networks without sacri-
ficing performance.

Taking responsibility for
our own growth. We know we
can’t wait for growth to come to us. We
are responsible for our own future and

it as successful
N as possible by
removing road-
blocks to PC
platform growth,
developing pref-
erence for the
Intel Inside’
brand among PC users and supporting
emerging PC markets around the
world. Together, these strategies build
value for our stockholders. which is,
after all, our most important goal.

This has been an outstanding year.
We have confidence in our strategies
and capabilities, and we are determined
to do what we can to continue expand-
ing developments in computing and
telecommunications,

As part of our continuous evolution
of Intel’s management team, in January
1997 we announced a realignment of
titles and responsibilities in the Exec-
utive Office. Effective May 21, 1997,
Craig Barrett becomes president and
continues as chief operating officer.
Andy Grove becomes chairman and
continues as chief executive officer.
Gordon Moore becomes chairman
ementus and continues, with Craig
and Andy, to be part of the Executive
Office. Together. we look forward to the
continuing opportunities and challenges
of our business in the coming year.

[' uM‘SE- ;S a_u,_"‘[‘t'

Craig R. Barrett
Executive Vice President and Chief Operating Officer




Highlights of 1996

A revolution in progress

T wenty-five years ago. we introduced the
world’s first commercial microprocessor,
the 4004. The microprocessor’s invention rev-
olutionized computing and changed forever
the way people work, learn and communicate.
We were proud this year when former Intel
engineers and microprocessor co-inventors
(left to right) Stan Mazor, Federico Faggin
and Ted Hoff were inducted into the Inventors
Hall of Fame for this remarkable contribution
to technology and society.

New territory for our smartest chip

Our powerhouse Pentium® Pro processors
were at the core of the growing PC server
market segment this year. In a new breed of
scalable servers, several Pentium Pro chips are
combined, providing power to connect desktop
systems or run large applications more effec-
tively than traditional single-chip servers. This
capability is moving the Intel architecture up
into the mid-range market segment for servers
and workstations, competing with traditionally
more expensive, proprietary systems.

The best of the Web—without the wait

In July, Intel gathered more than 1,000 soft-
ware, communications and entertainment
industry representatives to share our vision

of the most exciting new multimedia solution:
connected CD-ROMEs. For example, in Monopoly*
Interactive, a CD-ROM generates an exciting
animated 3D game world, while players from
around the globe challenge each other over the
program’s Internet link. This and other connected
CD-ROMs provide powerful solutions to the
bandwidth-clogging frustrations of the World
Wide Web.

Multimedia goes to Hollywood

n 1996 we worked with Creative Artists

Agency (CAA), one of Hollywood's lead-
ing literary and talent agencies. to expose
actors, directors, writers and musicians to the
potential of new media on networked PCs.
Our new CAA/Intel Media Lab in Beverly
Hills, California, is a state-of-the-art multi-
media facility designed to stimulate the devel-
opment of compelling new electronic content,
such as broadcast-quality entertainment and
interactive programs.




Highlights of 1996
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Business PC costs come tumbling down

To help drive down the costs of business

computing, we launched our Wired for
Management initiative in September. Leading
hardware and software suppliers joined us in
announcing a series of specifications and products
expected to make business PCs easier to upgrade,
diagnose and repair remotely. For example, a new
hardware monitoring chip tracks environmental
conditions such as temperature and voltage, and
reports to the central management software,
which responds promptly to abnormal conditions.

Manufacturing records

ur manufacturing performance continues
O!o improve, even as we add new facilities
and advances to increasingly complex produc-
tion processes. We built our newest factory,
Fab 12 in Chandler, Arizona, in record time,
going from ground breaking to production in
23 months. The plant also achieved record
product yields on ramp-up, trimming months
off time to market and validating our policy of
copying new manufacturing processes exactly
from development lab to production floor.

Improving tomorrow today

In 1996, we expanded our corporate giving
and community programs in response (o
enormous employee enthusiasm. “Intel Involved™
links employee volunteers with projects in their
interest areas: building homes with Habitat for
Humanity, teaching computing skills in schools,
protecting local wetlands, reading to children
and more. In 1996 Intel employees around the
world volunteered a total of 106,000 hours of
labor to help make our communities better
places to live and work.

Show grandma the kids’ latest artwork—over the phone

II sounds futuristic, but it's here: For the first
time, a simple low-cost, PC-based video
phone is available to home PC users (133-MHz
Pentium® processor minimum). The Intel Video
Phone with ProShare® technology, introduced to
market in 1996, delivers quality video commu-
nications over ordinary telephone lines. Major
PC OEMs have incorporated the technology
into their current PCs, and developers have
embraced the standards, ensuring compatibility
among various video phone products.




Facts and figures

nte orporation 1996

1996: the b

In 1996, PC users around the world continued to make the

Pentium® processor their chip of choice. Strong sales of this
processor family drove our 1996 results, returning our seventh
consecutive year of both record revenues and earnings. We hit a

new milestone with more than $20 billion in revenues in one year.
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or many years, we at Intel

have focused our efforts
around one touchstone belief:
that as the PC provides more
excitement and usefulness to

consumers. more PCs will be

sold and more Intel processors
will be needed. Recently, the
World Wide Web has been
driving PC growth, as this
easy-to-use, graphical Internet
interface continues to attract

Many booming
product areas
rely on intel
processors.
We encourage
the growth
with active
initiatives to
expand the
connected
PC’s potential.

Our Intel
Iinside® program
is growing
internationally,
continuing
to make
consumers
aware of the
benefits of
genuine Intel
technology.
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new users and investments in
PC communications. Intel’s
strategy for growth is twofold:
First, we deliver the high-per-
formance processors that drive
today’s connected PCs and
related products. Second, we
work with other industry lead-
ers to expand the PC’s role as
a consumer and business com-
munications device, driving
future PC sales.

Around the Results
world, people orientation
are waking is one of

up to the our central
power of the values. We
connected PC. stay focused
We are working on delivering
to educate performance
potential users for our cus-
and stimulate tomers and
demand in stockholders.
emerging

markets.
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The microprocessor

then and now
4004 hat a difference a quarter-
century makes. In 1971,
our 4004 was the world’s first
microprocessor, providing
astonishing performance for the
‘%ﬂ time. Today, the complexity and
performance of our chips have
increased exponentially, contin-

Pentium’ Pro processor

2,300 transistors uing to power new revolutions. 5.5 million transistors
60,000 instructions per second 300 million instructions per second
25 process steps to More than 200 major steps to
produce the 4004 chip produce the Pentium® Pro processor

o h_ﬁﬁ ‘—HC—, o0

driving product growth

The richest PC
experience

Based on Intel’s Media Bench-
mark, our new Pentium’
processor with MMX™ media
enhancement technology
boosts multimedia per-
formance by more than
60 percent, compared
to equivalent-speed
Pentium processors
without MMX technol-
ogy. The technology will
be incorporated into
Intel’s new microprocessors
beginning in 1997.
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The content

users want
Imel is committed to improving

the Internet experience for PC <
consumers. Among other efforts ( ""“
- - 1 ! ]
in 1996, we encouraged soft- r. ;,"
-4 1
T,

ware developers to create more
connected CD-ROM titles, giv-
ing PC users the best of both the
powerful desktop and the dynamic
Web. For instance, with Frommers
Interactive Travel Guide, users
can take a 3D multimedia
tour of San Francisco on
CD-ROM, and then use a
built-in Internet link to book
hotel rooms and event tickets.

nye)

More manageable

networking

Memories Our Wired for Management
iy th? e initiative aims to make net-
ntel’s flash-memory-based WOtk monagenseitt o or bl

Miniature Cards open exciting
doors for many digital consumer
appliances. A matchbook-sized
card can slip into a digital cam-
era in lieu of film, and then be "
plugged into a PC. Users can
easily edit their pictures and (
incorporate them into a family
newsletter or Web page.

and costly. Our new LANDesk"
Management Suite of software
allows remote monitoring and
control of networked PCs, and

; centralized distribution of
t! software updates, making
: business networks much

easier to manage and lowering
the total costs of business
computing.
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Brand value

worldwide
he Intel Inside’ branding
program, which educates PC
users about the benefits of Intel
microprocessors, has played a
critical role in our growth. In
1996, the journal Financial
, World desig-
nated the
Intel brand
the tenth
most valu-
| able brand
in the world.

—
building

C )

preference for

Prime time is

intel time
In 1996, we launched new TV
ad campaigns for the Pentium’
processor. They highlight the
processor’s ability to deliver the
best performance for local soft-
ware and Internet applications—
and for the connected CD-ROM
software that brings users
the best of both worlds.
The ads are helping to
convey the message that
the Pentium processor is the
chip of choice for the best PC
experience.

pentium
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international
advertising

Wc have worked to de-

velop advertising mes-
sages and visual styles thag
will work in markets around
the world. Our efforts are
aimed at building a consistent
image of Intel in the minds of
PC customers everywhere.

— —
- | | G
the Intel Inside’ brand

Growi

n

our brand
n 1996, more than 1,300
licensees worldwide
participated in the Intel
Inside program. Tele-
vision advertising sup-

port for customers
began in 1995 and has
grown to include more
than 60 OEMs, who use
the Intel Inside logo and
“bong” sound in ads for
their Pentium processor-
based PCS;

Iintel’'s

1996 rank
among the
world’s most
valuable
brands.

aNS8 2N ZRCT™
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woridwide

Aound the world, we are

working to stimulate de- .
mand in emerging markets
and educate potential PC users
about the power of networked
PCs. About 50 percent of Intel’s
advertising and promotion

dollars are spent in locations
outside the United States.

The fastest

growing user group
K)rea emerged as one of the
world’s most promising

consumer markets for PCs in
1996. With children being the
country’s fastest growing seg-
ment of users, Intel donated
Pentium® processor-based PCs
and a Web server to KidNet”
an online service dedicated to
Korean children.

e

reaching potential PC

intel Corporation 1996
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Brazilis not
ccording to market research
firm IDC, the Brazilian PC
market segment (largest in South
America) grew 42 percent in
units sold from 1994 to 1995.
Intel is focusing on the 70 percent
of Brazilians under age 30, a ¢
generation hungry for power-
ful PC technology. Our promo-
tional programs are having a
strong effect—distributors report
vigorous demand for Intel
processor-based PCs.

,_,.-i:-l‘
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customers worldwide

Toa‘lilrai;ﬁo‘tge streets
Exciling new technology was
on display in the People’s
Republic of China in the fall of
1996. Intel coordinated a series
of PC Demo Days in the coun-
try’s major cities, with one hun-
dred PC retailers holding special
events to demonstrate PC capa-
bilities to curious crowds. In
Beijing alone, more than 80,000
people joined in, getting a first-

e E =

hand experience of the world
of connected Intel processor-
based computing.

Intel Corporation 1996

The India

boom

ome to one-sixth of the

Earth’s population, India
enjoys a thriving economy, a
growing high-tech industry base
and a highly educated work
force. Intel is establishing busi-
ness and technology offices in
cities throughout the country
and is working directly with
local PC companies, distributors
and users. In 1996, to increase
computer literacy through
hands-on experience, we do-
nated equipment and software
for a new Intel Technology Lab
at the prestigious Indian Institute
of Technology in Bangalore.
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Why we do
what we do

Intel is committed to building
value for stockholders. We
maintain a vigilant, flexible and
highly strategic approach to
market opportunities in order to
maximize long-term results. We
are pleased that our efforts have
returned significant value for
our investors. In fiscal 1996,
Intel’s market capitalization in-
creased more than $64 billion,
and our fiscal year-end stock
price grew 139 percent.

-

| the bottom
Outstanding
Increase in fiscal earnings growth
year-end stock For fiscal 1996, our earn-
i ings per share were $5.81,

a 44 percent jump over 1995
earnings per share.

87 88

Note: Past performance does not guarantee future results. Share and per share amounts reported hervin have been adjusted for stock splits through 1996 only.
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Customers get Many happy
more for less returns
eturning value to stock- Intcl stock has split 10 times
holders is rooted in our through 1996. A purchase
ability to deliver results to our of 100 shares for $2.350
customers. We have consis- at the initial public offer-
. tently generated manufacturing ing in 1971 would have

advances to squeeze increasing G et ot grown to 15,188 shares

{ numbers of transistors onto MIPS in 1991. worth more than $2
each processor—leading to e million by the end of
more power on desktops for fiscal 1996.
less and less money. This trend
spurs creativity among hard-
ware and software companies,
continuing to drive growth in
the industry as a whole.

PC cost per
n—— . MIPS in 1996.

=l

- line for customers and stockholders

i, -

THE MOST ADMIRED 3
OoMPN oML R O MESTORS. |
e b | 10064 . § What Intel did for
 Coca-Cola 298% | 43.3% 5’3 stockholders
Mirage Resorts 219% | 254% ca Intcl ranked #1 in calendar
L Meck | T 221% | 240% year 1996 total return to
United Parcel Service NA NA. investors among the top 100

U.S. companies by market
capitalization. In addition, in
Fortune magazine’s annual
Corporate Reputations Survey,
Intel was named the seventh
most admired company in the
U.S. (see table at left).

88.3%

/g- Microsoft 5%




Consolidated statements of income

Three years ended December 28,1996

H’r:_ ﬂrh.’ﬁrm.\—".\': ept per share amounts) 1996 1995 / Q&J
Net revenues ... - WO ... ... ...}, " . | ... $ 20,847 $16,202 $11,521
Costof sales: 10 DN Pl AR AL _915 7,811 =3 5,576
Research and development - o _ 1,808 1,296 1,111
Marketing, general and administrative . 2,322 1,843 1,447
Operating costs and expenses 13,294 10,950 8,134
Operating income __ e 7,55—3 5,252 3.3&1
Interest expense (25) (29) (57)
Interest income and other, net 406 415 273
Income before taxes 7.934 ESB 3,603
Provision for taxes. B e . aiy 2,777 2,072 1,315
Net income . . i '$ 5157 S 3566 S 2,288
Earnings per common and common equivalent share . § 581 S 4.03 $ 262
Weighted average common and common equivalent shares outstanding 888 884 874

See accompanying notes




Consolidated balance sheets

December 28,1996 and December 30,1995

(In millions—except per share amounts) 1996 1995
Assels
Current assets:
Cash and cash equivalents $ 4165 § 1,463
Short-term investments 3,742 995
v Trading assets 87 -
Accounts receivable, net of allowance for doubtful accounts of $68 ($57 in 1995) 3,723 3,116
Inventories 1,293 2,004
» Deferred tax assets 570 408
Other current assets 104 11
Total current assets 13,684 8,097
Property, plant and equipment:
Land and buildings 4,372 3,145
Machinery and equipment 8,729 7,099
Construction in progress 1,161 1,548
14,262 11,792
Less accumulated depreciation 5,775 4,321
Property, plant and equipment, net 8,487 7,471
Long-term investments 1,353 1,653
Other assets 211 283
Total assets $23735 §17,504
Liabilities and stockholders’ equity
Current liabilities: @
Short-term debt § 3WQ9 § 346
Accounts payable 969 864 |
Deferred income on shipments to distributors 474 304 |
Accrued compensation and benefits 1,128 758
Accrued advertising 410 218
Other accrued liabilities 507 328
Income taxes payable 986 801
Total current liabilities 4,863 3,619
Long-term debt 728 400
Deferred tax liabilities 997 620
Put warrants 275 725

Commitments and contingencies
Stockholders’ equity:

Preferred Stock, $.001 par value, 50 shares authorized; none issued - —
Common Stock, $.001 par value, 1,400 shares authorized; 821 issued and outstanding
in 1996 and 1995, and capital in excess of par value 2,897 2,583
Retained earnings 13,975 9,557
Total stockholders’ equity 16,872 12,140
Total liabilities and stockholders’ equity $23,735 §17,504

See accompanying nofes
! 8




Three years ended December 28,1996

(In millions) 1906 1995 1994
Cash and cash equivalents, beginning of year $ 1463 S 1,180 S 1,659
Cash flows provided by (used for) operating activities:
Net income..........cc s i AT e s 5,157 3,566 2,288
Adjustments to reconcile net income to net cash provided by (used for) operating activities:
Depreciation 1,888 1,371 1,028
Net loss on retirements of property. plant and equipment g o 120 75 42
Amortization of debt discount R e e —_ 8 19
Change in deferred tax assets and liabilities = o 179 346 (150)
Changes in assets and liabilities:
(Increase) in accounts receivable (607) (1,138) (530)
Decrease (increase) in inventories o ; e 711 (835) (331)
(Increase) in other assets (7) (251) (57)
Increase in accounts payable 105 289 148
Tax benefit from employee stock plans 196 116 61
Purchase of trading assets z (75) —_ —
(Gain) on trading assets (12) — =
Increase in income taxes payable 185 372 38
Increase in accrued compensation and benefits 370 170 44
Increase (decrease) in other liabilities = ——2 533 (73) 337
Total adjustments - . 3,586 450 649
Net cash provided by operating activities 8,743 4,016 2,937
Cash flows provided by (used for) investing activities:
Additions to property, plant and equipment : o (3,024) (3,550) (2,441)
Purchases of available-for-sale investments (4,683) (685) (3,168)
Sales of available-for-sale investments 225 114 10
Maturities and other changes in available-for-sale investments 2,214 1,444 2,740
Net cash (used for) investing activities . (5,268) (2,677) (2,859)
Cash flows provided by (used for) financing activities:
Increase (decrease) in short-term debt, net 43 (179) (63)
Additions to long-term debt 317 — 128
Retirement of long-term debt " — (4) (98)
Proceeds from sales of shares through employee stock plans and other 261 192 150
Proceeds from sales of put warrants 56 85 76
Repurchase and retirement of Common Stock (1,302) (1,034) (658)
Payment of dividends to stockholders (148) (116) (92)
Net cash (used for) financing activities " (773) (1,058) (557)
Net increase (decrease) in cash and cash equivalents 2,702 283 (479)
Cash and cash equivalents, end of year S 4,165 $ 1,463 $ 1,180
Supplemental disclosures of cash flow information:
Cash paid during the year for:
Interest S 51 $ 182 § 76
Income taxes $ 2217 §$ 1209 S 1,366

Cash paid for interest in 1993 includes approximately $108 million of accumulated
imterest on Zero Coupon Notes that matured in 1995

Certain 1995 and 1994 amounts have been reclassified to conform to the 1996 presentation

ML i COMPAnyIng mles
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Three years ended December 28,1996

(In millions)

Balance at December 25, 1993

Proceeds from sales of shares through employee stock plans,

tax benefit of $61 and other
Proceeds from sales of put warrants
Reclassification of put warrant obligation, net
Repurchase and retirement of Common Stock
Redemption of Common Stock Purchase Rights
Cash dividends declared ($.115 per share)
Net income
Balance at December 31, 1994

Proceeds from sales of shares through employee stock plans,

tax benefit of $116 and other
Proceeds from sales of put warrants
Reclassification of put warrant obligation, net
Repurchase and retirement of Common Stock
Cash dividends declared (S.15 per share)
Unrealized gain on available-for-sale investments, net
Net income
Balance at December 30, 1995

Proceeds from sales of shares through employee stock plans,

tax benefit of $196 and other
Proceeds from sales of put warrants
Reclassification of put warrant obligation, net
Repurchase and retirement of Common Stock
Cash dividends declared ($.19 per share)
Unrealized gain on available-for-sale investments, net
Net income
Balance at December 28, 1996

See ace OMPAnVIing notes

Commion Stock
and capital inexcess

of par vali

Number
of shares

837

Amonnt

$ 2,194

215

76
(15)
(164)

2,306

310
85
61

(179)

2,583

457
56
70

(269)

§ 2,897

Retained
earnings

$ 5,306

(106)
(429)
(2)
(96)

2,288

6,961

(42)
(855)
(124)

51

3,566

9,557

272
(925)
(156)

70
5157

$ 13,975

Total

$ 7,500

215
76
(121)
(593)
(2)
(96)

__2._283

9,267

310

85

19
(1,034)
(124)

51

3,566

12,140

457
56
342
(1,194)
(156)
70
5157

$16,872




Notes to consolidated financial statements

Accounting policies

Fiscal year. Intel Corporation (“Intel” or *the Company™) has
a fiscal year that ends the last Saturday in December. Fiscal
years 1996 and 1995, each 52-week years, ended on December
28 and 30, respectively. Fiscal 1994 was a 53-week year and
ended on December 31, 1994, The next 53-week vear will end
on December 30, 2000.

Basis of presentation. The consolidated financial statements
include the accounts of Intel and its wholly owned subsidiaries.
Significant intercompany accounts and transactions have been
eliminated. Accounts denominated in foreign currencies have
been remeasured into the functional currency in accordance
with Statement of Financial Accounting Standards (SFAS) No.
52, “Foreign Currency Translation,” using the U.S. dollar as the
functional currency.

The preparation of financial statements in conformity with
generally accepted accounting principles requires management
to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes.
Actual results could differ from those estimates.

Investments. Highly liquid investments with insignificant
interest rate risk and with original maturities of three months or
less are classified as cash and cash equivalents. Investments with
maturities greater than three months and less than one year are
classified as short-term investments. Investments with maturities
greater than one year are classified as long-term investments,

The Company accounts for investments in accordance with
SFAS No. 115, *“Accounting for Certain Investments in Debt
and Equity Securities.” The Company’s policy is to protect the
value of its investment portfolio and to minimize principal risk
by earning returns based on current interest rates. A substantial
majority of the Company’s marketable investments are classified
as available-for-sale as of the balance sheet date and are reported
at fair value, with unrealized gains and losses, net of tax, recorded
in stockholders® equity. The cost of securities sold is based on
the specific identification method. Realized gains or losses and
declines in value, if any, judged to be other than temporary on
available-for-sale securities are reported in other income or
expense, Investments in non-marketable instruments are record-
ed at the lower of cost or market and included in other assets.

Trading assets. During 1996, the Company purchased secu-
rities classified as trading assets. The Company maintains its
trading asset portfolio to generate returns that offset changes
in certain liabilities related to deferred compensation arrange-
ments. The trading assets consist of marketable equity securities
and are stated at fair value, Both realized and unrealized gains
and losses are included in other income or expense and generally
offset the change in the deferred compensation liability, which is
also included in other income or expense.

Fair values of financial instruments. Fair values of cash
and cash equivalents approximate cost due to the short period
of time to maturity. Fair values of long-term investments, long-
term debt, short-term investments, short-term debt, trading
assets, non-marketable instruments, swaps, currency forward
contracts, currency options, options hedging marketable instru-
ments and options hedging non-marketable instruments are
based on quoted market prices or pricing models using current

market rates. No consideration is given to liquidity issues in
valuing debt.

Derivative financial instruments, The Company utilizes
derivative financial instruments to reduce financial market risks.
These instruments are used to hedge foreign currency, equity
and interest rate market exposures of underlying assets, liabili-
ties and other obligations. The Company does not use derivative
financial instruments for speculative or trading purposes. The
Company’s accounting policies for these instruments are based
on the Company’s designation of such instruments as hedging
transactions. The criteria the Company uses for designating an
instrument as a hedge include the instrument’s effectiveness in
risk reduction and one-to-one matching of derivative instru-
ments to underlying transactions. Gains and losses on currency
forward contracts, and options that are designated and effective
as hedges of anticipated transactions, for which a firm commit-
ment has been attained, are deferred and recognized in income
in the same period that the underlying transactions are settled.
Gains and losses on currency forward contracts, options and
swaps that are designated and effective as hedges of existing
transactions are recognized in income in the same period as
losses and gains on the underlying transactions are recognized
and generally offset. Gains and losses on any instruments not
meeting the above criteria would be recognized in income in
the current period. Income or expense on swaps is accrued as
an adjustment to the yield of the related investments or debt
they hedge.

Inventories. Inventories are stated at the lower of cost or mar-
ket. Cost is computed on a currently adjusted standard basis
(which approximates actual cost on a current average or first-in,
first-out basis). Inventories at fiscal year-ends were as follows:

{In millions) 1996 1995
Materials and purchased parts $ 280 S 674
Work in process 672 707
Finished goods 341 623
Total $1,203 §2,004

Property, plant and equipment. Property, plant and equip-
ment are stated at cost. Depreciation is computed for financial
reporting purposes principally by use of the straight-line method
over the following estimated useful lives: machinery and equip-
ment, 2—-4 years; land and buildings, 445 years,

The Company adopted SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to
Be Disposed Of." effective as of the beginning of fiscal 1995.
This adoption had no material effect on the Company’s financial
statements.

Deferred income on shipments to distributors. Certain of
the Company's sales are made to distributors under agreements

allowing price protection and/or right of retumn on merchandise
unsold by the distributors. Because of frequent sales price reduc-
tions and rapid technological obsolescence in the industry, Intel
defers recognition of such sales until the merchandise is sold by
the distributors.
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Adbvertising. Cooperative advertising obligations are accrued
and the costs expensed at the same time the related revenue is
recognized, All other advertising costs are expensed as incurred.
The Company does not incur any direct-response advertising
costs. Advertising expense was $974 million, $654 million and
$459 million in 1996, 1995 and 1994, respectively.

Interest. Interest as well as gains and losses related to con-
tractual agreements to hedge certain investment positions and
debt (see “Derivative financial instruments”) are recorded as net
interest income or expense on a monthly basis. Interest expense
capitalized as a component of construction costs was $33 mil-
lion, $46 million and $27 million for 1996, 1995 and 1994,
respectively.

Earnings per common and common equivalent share.
Earnings per common and common equivalent share are com-
puted using the weighted average number of common and
dilutive common equivalent shares outstanding. Fully diluted
earnings per share have not been presented as part of the con-
solidated statements of income because the differences are
insignificant.

Stock distributions. On June 16, 1995, the Company effected
a two-for-one stock split in the form of a special stock distribu-
tion to stockholders of record as of May 19, 1995. Share, per
share, Common Stock, capital in excess of par value, stock
option and warrant amounts herein have been restated to reflect
the effect of this split.

On January 13, 1997, the Board of Directors of the Company
approved a two-for-one stock split (the *1997 stock split™) to be
effected as a special stock distribution of one share of Common
Stock for each share of the Companys Common Stock outstand-
ing, subject to stockholder approval of an increase in authorized
shares at the Company’s Annual Meeting on May 21, 1997.
Because the 1997 stock split cannot be effected until there is
an increase in authorized shares, none of the share, per share,
Common Stock, capital in excess of par value, stock option or
warrant amounts herein has been restated to reflect the effect
of the 1997 stock split.

Common Stock

1998 Step-Up Warrants. In 1993, the Company issued 40
million 1998 Step-Up Warrants to purchase 40 million shares
of Common Stock. This transaction resulted in an increase of
$287 million in Common Stock and capital in excess of par
value, representing net proceeds from the offering. The Warrants
became exercisable in May 1993 at an effective price of $35.75
per share of Common Stock, subject to annual increases to a
maximum price of $41.75 per share effective in March 1997. As
of December 28, 1996, approximately 40 million Warrants were
exercisable at a price of $40.25 and expire on March 14, 1998 if
not previously exercised. For 1996 and 1995, the Warrants had
a dilutive effect on earnings per share and represented approxi-
mately 19 million and 11 million common equivalent shares,
respectively. The Warrants did not have a dilutive effect on earn-
ings per share in 1994,

Stock repurchase program. The Company has an authoriza-
tion from the Board of Directors to repurchase up to 110 million

shares of Intel's Common Stock in open market or negotiated
transactions. During 1996 the company repurchased 16.8 mil-
lion shares at a cost of $1.3 billion, including $108 million for
exercised put warrants. As of December 28, 1996, the Company
had repurchased and retired approximately 84.9 million shares
at a cost of $3.5 billion since the program began in 1990. As
of December 28, 1996, after reserving 4.5 million shares to
cover outstanding put warrants, 20.6 million shares remained
available under the repurchase authorization.

Put warrants

In a series of private placements from 1991 through 1996, the
Company sold put warrants that entitle the holder of each war-
rant to sell one share of Common Stock to the Company at a
specified price. Activity during the past three years is summa-
rized as follows:

Put warrants
Ciomiliting outstanding
premium  Number of  Potential
fIn millions) received warrants  obligation
December 25, 1993 $ 118 206 S 688
Sales 76 25.0 744
Exercises — (2.0) (65)
Expirations —_ (27.6) (623)
December 31,1994 194 25.0 744
Sales 85 17.5 925
Repurchases — (5.5) (201)
Expirations - (25.0) (743)
December 30, 1995 279 12.0 725
Sales 56 9.0 603
Exercises — (1.8) (108)
Expirations - (14.7) (945)
December 28, 1996 § 335 45 S 275

The amount related to Intel's potential repurchase obligation
has been reclassified from stockholders’ equity to put warrants,
The 4.5 million put warrants outstanding at December 28, 1996
expire on various dates between February 1997 and April 1997
and have exercise prices ranging from $56 to $69 per share, with
an average exercise price of $61 per share. There is no significant
dilutive effect on earnings per share for the periods presented.

Borrowings
Short-term debt. Short-term debt and weighted average
interest rates at fiscal year-ends were as follows:

1996 1995

Weighted Weighted
average averuge
Balance interest rate Balance interest rate

fIn millfons)

Borrowed under

lines of credit $ 30 N/A $ & 3.2%
Reverse repurchase

agreements payable

in non-U.S. currencies 263 6.4% 124 9.2%
Notes payable 3 0.7% 2 4.7%
Drafis payable 93 N/A 163 N/A
Total s 389 s 346




At December 28, 1996, the Company had established foreign
and domestic lines of credit of approximately S1.1 billion, a por-
tion of which is uncommitted. The Company generally renegoti-
ates these lines annually. Compensating balance requirements
are not material.

The Company also borrows under commercial paper programs.

Maximum borrowings reached $306 million during 1996 and
$700 million during 1995. This debt is rated A1+ by Standard
and Poor’s and P1 by Moody’s. Proceeds are used to fund short-
term working capital needs.

Long-term debt. Long-term debt at fiscal year-ends was as
follows:

EE- _nn'M'wl,n'r L - 1996 1995
Payable in U.S. dollars:
AFICA Bonds due 2013 at 4% $§ 110 § 110
Reverse repurchase arrangement due 2001 300 —
Other U.S, dollar debt 4 4
Payable in other currencies:
Irish punt due 20082024 at 6%-12% 268 240
Greek drachma due 2001 46 48
Total s 728 _5__4070

The Company has guaranteed repayment of principal and inter-
est on the AFICA Bonds issued by the Puerto Rico Industrial,
Medical and Environmental Pollution Control Facilities Finan-
cing Authority (AFICA). The bonds are adjustable and redeem-
able at the option of either the Company or the bondholder every
five years through 2013 and are next adjustable and redeemable
in 1998, The Irish punt borrowings were made in connection
with the financing of a factory in Ireland, and Intel has invested
the proceeds in Irish punt denominated instruments of similar
maturity to hedge foreign currency and interest rate exposures.
The Greek drachma borrowings were made under a tax incen-
tive program in Ireland, and the proceeds and cash flows have
been swapped to U.S. dollars. The $300 million reverse repur-
chase arrangement payable in 2001 has a current borrowing
rate of 5.9%. The funds received under this arrangement are
available for general corporate purposes. This debt may be
redeemed or repaid under certain circumstances at the option
of either the lender or Intel.

Under shelf registration statements filed with the Securities
and Exchange Commission (SEC), Intel has the authority to
issue up to $3.3 billion in the aggregate of Common Stock,
Preferred Stock, depositary shares, debt securities and warrants
to purchase the Company’s or other issuers’ Common Stock,
Preferred Stock and debt securities, and. subject to certain
limits, stock index warrants and foreign currency exchange
units. In 1993, Intel completed an offering of Step-Up Warrants
(see 1998 Step-Up Warrants™). The Company may issue up to
S1.4 billion in additional securities under effective registration
statements.

As of December 28, 1996, aggregate debt maturities were as
follows: 1997-none; 1998-S110 million; 1999—none; 2000-

none; 2001-$346 million; and thereafier—$272 million.

investments

The stated returns on a majority of the Company’s marketable
investments in long-term fixed rate debt and equity securities are
swapped to U.S. dollar LIBOR-based returns. The currency risks
of investments denominated in foreign currencies are hedged
with foreign currency borrowings, currency forward contracts or
currency interest rate swaps (see “Derivative financial instru-
ments’” under “Accounting policies”™).

Investments with maturities of greater than six months consist
primarily of A and A2 or better rated financial instruments and
counterparties. Investments with maturities of up to six months
consist primarily of Al and P1 or better rated financial instru-
ments and counterparties. Foreign government regulations
imposed upon investment alternatives of foreign subsidiaries,
or the absence of A and A2 rated counterparties in certain
countries, result in some minor exceptions. Intel’s practice is to
obtain and secure available collateral from counterparties against
obligations whenever Intel deems appropriate. At December
28, 1996, investments were placed with approximately 200 dif-
ferent counterparties.

Investments at December 28, 1996 were as follows:

Grross Gross  Estimated
unrealized  unrealized fair
(T millions) Cosr gains losses vt
Commercial paper $ 2,386 $ = S (1) S238
Bank deposits 1,846 — (2) 1,844
Repurchase agreements 931 —_ (1) 930
Loan participations 691 — — 691
Corporate bonds 657 10 (6) 661
Floating rate notes 366 — - 366
Securities of foreign
governments 265 14 (2) n
Fixed rate notes 262 — - 262
Other debt securities 284 — (2) 282
Total debt securities 7.688 24 (14) 7,698
Hedged equity B9 7 (15) 047
Preferred stock and
other equity 270 174 (3) 441
Total equity securities 1,161 245 (18) 1,388
Swaps hedging
investments in
debt securities — 5 (17) {(12)

Swaps hedging

investments in

equity securities — 15 (42) (27
Options hedging

investments in

equity securitics (9) — (16) (25)
Currency forwurd

contracts hedging

investments in

debt securities — 3 _— 5
Total available-for-sale

securities 8,840 204 (107) 9,027
Less amounts classified

as cash equivalents {3,932) - —_ (3,932)
Total investmenis $4908 S 294 S (107) §5005

—
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Investments at December 30, 1995 were as follows:

Derivative financial instruments
Outstanding notional amounts for derivative financial instru-

ments at fiscal year-ends were as follows:

Gross Gmss  Estimated
unrealized  unrealized fair
(In milltons) Cost  gains losses value
Commercial paper $ 576 $ — § -— $ 576
Repurchase agreements 474 - — 474
Securities of foreign
governments 456 1 (1) 456
Corporate bonds 375 5 —_ 380
Bank time deposits 360 - o 360
Loan participations 278 - o 278
Floating rate notes 224 —_ —_ 224
Fixed rate notes 159 1 (1) 159
Collateralized mortgage
obligations 129 — (1) 128
Other debt sccurities 119 — (1) 118
Total debt securities 3,150 7 (4) 3,153
Hedged equity 431 45 - 476
Preferred stock and
other equity 309 ] (11) 389
Total equity securities 740 136 (11) 865
Swaps hedging investments
in debt securities — 2 (9) (7)
Swaps hedging investments
in equity securities — 5 (47) (42)
Currency forward contracts
hedging investments
in debt securities — 3 — 3

Total available-for-sale
securities 3,890 153 (71) 3,972

Less amounts classified

as cash equivalents (1,324) — —_

$2566 S$ 153 S (T1)

(1,324)

Total investments E.M

In 1996 and 1995, debt and marketable securities with a fair
value at the date of sale of $225 million and $114 million, respec-
tively, were sold. The gross realized gains on such sales totaled
$7 million and $60 million, respectively. There were no material
proceeds, gross realized gains or gross realized losses from sales
of securities in 1994,

The amortized cost and estimated fair value of investments in
debt securities at December 28, 1996, by contractual maturity,

were as follows:
Estimated

Jair
{In millions) ! Cost — mh_n-
Due in | year or less § 7,005 $ 7,007
Due in 1-2 years 320 327
Due in 2--5 years 86 88
Due after 5 years 277 276
Total investments in debt securities § 7,688 $ 7,698

(In miflions) 1996 1995
Swaps hedging investments in debt securitics $ 900 S 824
Swaps hedging investments in equity sccurities $ 918 § 567
Swaps hedging debt $ 456 S 156
Currency forward contracts $1499 $§1,310
Currency options S 94 S 28
Options hedging investments

in marketable equity securities $ 82 § —
Options hedging investments in

non-marketable instruments s — § 82

While the contract or notional amounts provide one measure
of the volume of these transactions, they do not represent the
amount of the Company’s exposure to credit risk. The amounts
potentially subject to credit risk (arising from the possible inabil-
ity of counterparties to meet the terms of their contracts) are
generally limited to the amounts, if any, by which the counter-
parties’ obligations exceed the obligations of the Company. The
Company controls credit risk through credit approvals, limits
and monitoring procedures. Credit rating criteria for off-balance-
sheet transactions are similar to those for investments.

Swap agreements. The Company utilizes swap agreements 1o
exchange the foreign currency, equity and interest rate returns of
its investment and debt portfolios for a floating U.S. dollar inter-
est rate based return. The floating rates on swaps are based pri-
marily on U.S. dollar LIBOR and reset on a monthly, quarterly
or semiannual basis. Income or expense on swaps is accrued
as an adjustment to the yield of the related investments or debt
they hedge.

Pay rates on swaps hedging investments in debt securities
match the yields on the underlying investments they hedge.
Payments on swaps hedging investments in equity securities
match the equity returns on the underlying investments they
hedge. Receive rates on swaps hedging debt match the expense
on the underlying debt they hedge. Maturity dates of swaps
match those of the underlying investment or the debt they hedge.
There is approximately a one-to-one matching of swaps to invest-
ments and debt. Swap agreements remain in effect until expira-
tion. If a contract remains outstanding after the termination of a
hedged relationship, subsequent changes in the market value of
the contract would be recognized in earnings.




Weighted average pay and receive rates, average maturities
and range of maturities on swaps at December 28.1996 were
as follows:

Weighted
Weighted average  Weighted
averuge receive average Range of
e pay nate mte maturity  maturities
Swaps hedging
investments in U.S.
dollar debt securities 63% 57% .Tyears (-2years

Swaps hedging

investments in foreign

currency debt securitics 8.7% 7.4% Byears 0-3years
Swaps hedging

investments in

equity securitics N/A  56% A4 years 0- years

Swaps hedging debt 5.6% 6.9% 39years 2-5years
Note: Pay and receive rates are based on the reset rates that were in effect at
December 28, 1996,

Other foreign currency instruments. Intel transacts busi-
ness in various foreign currencies, primarily Japanese yen and
certain European currencies. The Company has established
revenue and balance sheet hedging programs to protect against
reductions in value and volatility of future cash flows caused by
changes in foreign exchange rates. The Company utilizes cur-
rency forward contracts and currency options in these hedging
programs. The maturities on these instruments are less than 12
months. Deferred gains or losses atiributable to foreign currency
instruments are not material.

Fair values of financial instruments

The estimated fair values of financial instruments outstanding
at fiscal year-ends were as follows:

1996 19935
Estimared Estimated
Carrying Jair  Carrying fair
{In millions) amount value amotini value

Cash and cash equivalents  $ 4,165 § 4,165 S 1,463 $ 1,463
Short-term investments $ 3,736 $ 3,736 $ 995 $ 995
Trading assets $ 8 § 87 $ — § -
Long-term investmenis $1418 §1418 $ 1,699 §1,699
Non-marketable

instruments $ 19 S 194 S 239 S 259
Swaps hedging invest-

ments in debt securities $ 12y S 1] 5 (7 5 (N
Swaps hedging

investments in

equity securities $ (27) S (27) S (42) S (42)
Options hedging invest-

ments in marketable

equity securities S0y S (290 & — § —
Options hedging

investments in non-

marketable instruments $ — 8§ — s (99 s (13
Short-term debt S (389) S (389) S (346) S (346)
Long-term debt §$ (728) S (731) S (400) S (399)
Swaps hedging debt $ — § 13, § — § )
Currency forward

contracts S 5 $ 18 $ 3 S B
Currency options $§ — § —| 8§ — 8§ —

Concentrations of credit risk
Financial instruments that potentially subject the Company to
concentrations of credit risk consist principally of investments

and trade receivables. Intel places its investments with high-
credit-quality counterparties and, by policy. limits the amount
of credit exposure to any one counterparty. A substantial major-
ity of the Company’s trade receivables are derived from sales to
manufacturers of microcomputer systems, with the remainder
spread across various other industries.

During 1995, the Company experienced an increase in its con-
centration of credit risk due to increasing trade receivables from
sales to manufacturers of microcomputer systems. Although the
financial exposure to individual customers increased in 1996, the
concentration of credit among the largest customers decreased
slightly during the year. The Company’s five largest customers
accounted for approximately 30% of net revenues for 1996. At
December 28, 1996, these customers accounted for approxi-
mately 25% of net accounts receivable.

The Company endeavors to keep pace with the evolving com-
puter industry and has adopted credit policies and standards
intended to accommodate industry growth and inherent risk.
Management believes that credit risks are moderated by the
diversity of its end customers and geographic sales areas. Intel
performs ongoing credit evaluations of its customers’ financial
condition and requires collateral as deemed necessary.

Interest income and other

(In millions) e | J'fo_'_ = !U‘f.‘ ] !U&l-'
Interest income S 364 S 212 $ 235
Foreign currency gains 26 29 15
Other income 16 114 23
Total S 406 S 415 S 213

Other income for 1995 included approximately $358 million
from the settlement of ongoing litigation and $60 million from
sales of a portion of the Company's investment in marketable
equity securities. Other income for 1994 included non-recurring
gains from the settlement of various insurance claims,
Provision for taxes

The provision for taxes consisted of the following:

{In millions) 1906 1995 1094

Income before taxes:

u.s. $ 5,515 $ 3,427 S 2,460
Foreign 2418 221 1,143
Total income before taxes $7.934 $ 5,638 $ 3,803

Provision for taxes:

Federal:

Current $2046 S1,169 §1168
Deferred 8 307 (178)
2,054 1,476 oo
State:

Current 286 203 162

Foreign:
Current 266 354 134
Deferred 17 39 28
437 303 162
Total provision for taxes s$2,7717 -S 2,072 -8 1,315
Effective tax rate 35.0% 36.8% 36.5%

(L ey S e O TS 3 8



The tax benefit associated with dispositions from employee
stock plans reduced taxes currently payable for 1996 by $196
million ($116 million and $61 million for 1995 and 1994, respec-
tively).

The provision for taxes reconciles to the amount computed
by applying the statutory federal rate of 35% to income before
taxes as follows:

E’i!‘_l‘t!_f i’_.-'i ons) 1996 1995 1994
Computed expected tax $2777 $1973 §1261
State taxes, net of federal benefits 186 132 105
Other (186) (33) (51)
Provision for taxes $2,717 $2,072 $1,315

Deferred income taxes reflect the net tax effects of temporary
differences between the carrying amount of assets and liabilities
for financial reporting purposes and the amounts used for income
tax purposes.

Significant components of the Company’s deferred tax assets
and liabilities at fiscal year-ends were as follows:

(In millions) 1996 1995
Deferred tax assets
Accrued compensation and benefits s N s 6
Deferred income 147 127
Inventory valuation and related reserves 187 104
Interest and taxes 54 61
Other, net 111 55
570 408
Deferred tax liabilities
Depreciation (573) (475)
Unremitted earnings of certain subsidiaries (359) (116)
Other, net (65) (29)
(997) (620)
Net deferred tax (liability) S (427) S (212)

U.S. income taxes were not provided for on a cumulative total
of approximately $992 million of undistributed earnings for cer-
tain non-U.S. subsidiaries. The Company intends to reinvest these
earnings indefinitely in operations outside the United States,

During 1996, Intel reached resolution on all outstanding
issues related to income tax returns for the vears 1978-1987.
Final adjustments were also received from the Internal Revenue
Service (IRS) for the years 1988-1990. Neither event had a
material effect on the Company’s 1996 financial statements.

The Company’s U.S, income tax returns for the years 1991-
1993 are presently under examination by the IRS. Final pro-
posed adjustments have not yet been received for these years.
Management believes that adequate amounts of tax and related
interest and penalties, if any, have been provided for any adjust-
ments that may result for the years under examination.

Employee benefit plans

Stock option plans. Intel has a stock option plan (hereafter
referred to as the EOP Plan) under which officers, key employ-
ees and non-employee directors may be granted options to pur-

chase shares of the Company’s authorized but unissued Common
Stock. The Company also has an Executive Long-Term Stock
Option Plan (ELTSOP) under which certain employees. includ-
ing officers, may be granted options to purchase shares of the
Company’s authorized but unissued Common Stock. In January
1997 the Board of Directors approved the 1997 Stock Option
Plan, which made an additional 65 million shares available for
employees other than officers and directors. Under all plans, the
option purchase price is equal to fair market value at the date
of grant.

Options currently expire no later than ten years from the grant
date and generally vest after five years. Proceeds received by the
Company from exercises are credited to Common Stock and
capital in excess of par value. Additional information with
respect to the EOP and the ELTSOP activity was as follows:

Outstanding options

Weighted
Shares average
available Number exercise
(In miflions) for options  of shares price
December 25, 1993 64.8 B3.6 $11.90
Cirants (12.0) 12.0 $ 33.08
Exercises —_ (88) S 659
Cancellations 16 (1.6) $S20.63
December 31, 1994 54.4 852 $15.28
Grants (14.0) 14.0 S$48.22
Exercises _— (10.7) S B.14
Cancellations 3.0 (3.0) S 25.66
December 30, 1995 43.4 B5.5 §21.20
Grants (13.3) 133 $69.12
Exercises —_ (11.9) S 9.86
Cancellations 25 (25) $S34.10
December 28, 1996 326 84.4 $20.96
Options exercisable at:
December 31, 1994 28.8 S 7.54
December 30, 1995 291 $ 9.10
December 28, 1996 28.6 $11.44

The range of exercise prices for options outstanding at
December 28, 1996 was $4.79 to $131.19. The range of exercise
prices for options is wide due primarily to the increasing price
of the Company’s stock over the period of the grants.

The following tables summarize information about options
outstanding at December 28, 1996:

Ouitstanding options

Weighted
average  Weighted
Numberof  contract- averuge
shares (in wal life exercise
Range of exereise prices millions) fm_war\-_i 1 N __J’i'g"_
$4.79-513.41 34.0 a7 $10.26
$13.63-536.13 25.3 6.7 $27.29
S3891-513L19 251 B.9 $59.12
Total 84.4 6.1 $29.96




Exercisable options

Weighted

Nuanber of average

shares fin exercise

Range of excreise prices millions) price
$4.79-813.41 2586 $ 9.34
$13.63-536.13 2.6 $24.92
$38.91-S131.19 4 $55.21
Total 28.6 $11.44

These options will expire if not exercised at specific dates
ranging from January 1997 to December 2006. Prices for options
exercised during the three-year period ended December 28, 1996
ranged from $3.04 to $69.43.

Stock Participation Plan. Under this plan, eligible employ-
ees may purchase shares of Intel's Common Stock at 85% of
fair market value at specific, predetermined dates. Of the 118
million shares authorized to be issued under the plan, 23.8 mil-
lion shares were available for issuance at December 28, 1996.
Employees purchased 3.5 million shares in 1996 (3.5 million
and 4.0 million in 1995 and 1994, respectively) for $140 million
($110 million and $94 million in 1995 and 1994, respectively).

Pro forma information. The Company has elected to follow
APB Opinion No. 25, “Accounting for Stock Issued to Employ-
ees,” in accounting for its employee stock options because. as dis-
cussed below, the alternative fair value accounting provided for
under SFAS No. 123, “Accounting for Stock-Based Compensa-
tion,” requires the use of option valuation models that were not
developed for use in valuing employee stock options. Under
APB No. 25, because the exercise price of the Company’s
employee stock options equals the market price of the under-
lying stock on the date of grant, no compensation expense is
recognized in the Company’s financial statements.

Pro forma information regarding net income and earnings per
share is required by SFAS No. 123. This information is required
to be determined as if the Company had accounted for its em-
ployee stock options (including shares issued under the Stock
Participation Plan, collectively called “options™) granted sub-
sequent to December 31, 1994 under the fair value method of
that statement. The fair value of options granted in 1995 and
1996 reported below has been estimated at the date of grant
using a Black-Scholes option pricing model with the following
weighted average assumptions:

Emplovee Stock Participation
stock options Plan shares
1996 1995 1996 1995
Expected life (in years) 6.5 6.5 5 5
Risk-free interest rate 6.5% 6.8% 5.3% 6.0%
Volatility .36 .36 .36 .36
Dividend vield 2% 3% 2% 3%

The Black-Scholes option valuation model was developed for
use in estimating the fair value of traded options that have no
vesting restrictions and are fully transferable. In addition, option
valuation models require the input of highly subjective assump-
tions. including the expected stock price volatility. Because the
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Company’s options have characteristics significantly different
from those of traded options, and because changes in the subjec-
tive input assumptions can materially affect the fair value esti-
mate, in the opinion of management, the existing models do not
necessarily provide a reliable single measure of the fair value
of its options. The weighted average estimated fair value of em-
ployee stock options granted during 1996 and 1995 was $32.69
and $23.26 per share, respectively. The weighted average esti-
mated fair value of shares granted under the Stock Participation
Plan during 1996 and 1995 was $16.22 and $12.25, respectively,

For purposes of pro forma disclosures, the estimated fair value
of the options is amortized to expense over the options” vesting
period. The Company's pro forma information follows (in mil-
lions except for earnings per share information):

1996 1908
$5046 $3,506
S 568 S 39

Pro forma net income
Pro forma earnings per share

The effects on pro forma disclosures of applying SFAS No
123 are not likely to be representative of the effects on pro
forma disclosures of future years. Because SFAS No. 123 is
applicable only to options granted subsequent to December 31,
1994, the pro forma effect will not be fully reflected unnl 1999

Retirement plans. The Company provides tax-qualified
profit-sharing retirement plans (the “Qualified Plans™) for the
benefit of eligible employees in the U.S. and Puerto Rico and
certain foreign countries. The plans are designed to provide
employees with an accumulation of funds for retirement on a
tax-deferred basis and provide for annual discretionary conin-
butions to trust funds.

The Company also provides a non-qualified profit-sharing
retirement plan (the “Non-Qualified Plan™) for the benefit of eli-
gible employees in the U.S. This plan is designed to permit cer-
tain discretionary employer contributions in excess of the tax
limits applicable to the Qualified Plans and to permit employce
deferrals in excess of certain tax limits, This plan is unfunded

The Company accrued $209 million for the Qualified Plans
and the Non-Qualified Plan in 1996 (S188 million in 1995 and
$152 million in 1994). Of the $209 million accrued in 1996, the
Company expects to fund approximately $181 million for the
1996 contribution to the Qualified Plans and to allocate approxi-
mately $10 million for the Non-Qualified Plan. The remainder.
plus approximately $177 million carried forward from prior
years, is expected to be contributed to these plans when allow-
able under IRS regulations and plan rules.

Contributions made by the Company vest based on the
employee’s years of service. Vesting begins after three years of
service in 20% annual increments until the employee is 100%
vested after seven vears,

The Company provides tax-qualified defined-benefit pension
plans for the benefit of eligible employees in the U.S. and Puerto
Rico. Each plan provides for minimum pension benefits that are
determined by a participant’s years of service, final average
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compensation (taking into account the participant’s social secu-
rity wage base) and the value of the Company’s contributions,
plus earnings, in the Qualified Plan. If the participant’s balance
in the Qualified Plan exceeds the pension guarantee, the partici-
pant will receive benefits from the Qualified Plan only. Intel’s
funding policy is consistent with the funding requirements of
federal laws and regulations.

Pension expense for 1996, 1995 and 1994 for the U.S. and
Puerto Rico plans was less than $1 million per vear, and no
component of expense exceeded $3 million.

The funded status of these plans as of December 28, 1996 and
December 30, 1995 was as follows:

r':"ri_ mi."ﬁon.-;) = - L [ 1996 1995
Vested benefit obligation $ (3 8 (3
Accumulated benefit obligation S (4 s (4)
Projected benefit obligation $§ (5 § (6)
Fair market value of plan assets 1 8
Projected benefit obligation less than plan assets 6 2
Unrecognized net (gain) (15) (12)
Unrecognized prior service cost 3 3
Accrued pension costs s (6) s (7)

At fiscal year-ends, the weighted average discount rates and
long-term rates for compensation increases used for estimating
the benefit obligations and the expected return on plan assets
were as follows:

1996 1995 1994

Discount rate 7.0% 7.0% 8.5%
Rate of increase in

compensation levels 5.0% 5.0% 5.5%

Expected long-term return on assets 8.5% 8.5% 8.5%

Plan assets of the U.S. and Puerto Rico plans consist primar-
ily of listed stocks and bonds, repurchase agreements, money
market securities, U.S, government securities and stock index
derivatives,

The Company provides defined-benefit pension plans in cer-
tain foreign countries where required by statute. The Company’s
funding policy for foreign defined-benefit plans is consistent
with the local requirements in each country.

Pension expense for 1996, 1995 and 1994 for the foreign
plans included the following:

(Tn millions) 19946 1995 1994
Service cost-benefits earned

during the year S 10 S 9 S 5
Interest cost of projected

benefit obligation 7 6 5
Actual investment (return)

on plan assets (14) (4) (8)
Net amortization and deferral 14 2) 3
Net pension expense B 713 9 3 5

The funded status of the foreign defined-benefit plans as of
December 28, 1996 and December 30, 1995 is summarized
below:

Assets Accu-

exceed mulated

accu- benefits

1996 nudated exceed
(In millions) benefits assels
Vested benefit obligation $ (43) S (9)
Accumulated benefit obligation $ (46) s (15)
Projected benefit obligation S (62) $ (23)
Fair market value of plan assets 68 3

Projected benefit obligation less than

(in excess of) plan assets 6 (20)
Unrecognized net loss 3 3
Unrecognized net transition obligation 2 1
Prepaid (acerued) pension costs i 11 s (16)

decu-
mudated
accu- benefits

1995 mulated exceed
(In millions) benefits assets
Vested benefit obligation $ (44) s (8)
Accumulated benefit obligation S (46) S (14)
Projected benefit obligation $ (62) S (22)
Fair market value of plan assets 67 4
Projected benefit obligation

Jess than (in excess of) plan assets 5 {18)
Unrecognized net loss 4 5
Unrecognized net transition obligation 2 —
Prepaid (accrued) pension costs $ 11 s (13)

At fiscal year-ends, the weighted average discount rates and
long-term rates for compensation increases used for estimating
the benefit obligations and the expected return on plan assets
were as follows:

1996 1995 1994
5.5%-14% 5.5%-14% 5.5%-14%

Discount rate

Rate of increase in

compensation levels 4.5%~-11% 4.5%-11% 4.5%-11%

Expected long-term
return on asscts

5.5%~14% 5.5%~14% 55%-14%
Plan assets of the foreign plans consist primarily of listed
stocks, bonds and cash surrender value life insurance policies.

Other postemployment benefits. The Company has adopted
SFAS No. 106, “Employers’ Accounting for Postretirement
Benefits Other Than Pensions,” and SFAS No. 112, “Employers’
Accounting for Postemployment Benefits.” There was no mater-
ial impact on the Company’s financial statements for the periods

presented.




Commitments

The Company leases a portion of its capital equipment and
certain of its facilities under operating leases that expire at vari-
ous dates through 2011. Rental expense was $57 million in
1996. $38 million in 1995 and $38 million in 1994. Minimum
rental commitments under all non-cancelable leases with an ini-
tial term in excess of one year are payable as follows: 1997-523
million; 1998-$18 million: 1999-S14 million: 2000-S11 mil-
lion: 200189 million: 2002 and beyond-$25 million. Com-
mitments for construction or purchase of property. plant and
equipment approximated $1.6 billion at December 28. 1996. In
connection with certain manufacturing arrangements, Intel had
minimum purchase commitments of approximately $333 million
at December 28, 1996 for flash memories and other memory
components and for production capacity of board-level products.

Contingencies

In March 1995, EMI Group. N.A. (formerly known as Thorn
EMI North America Inc.) brought suit in Federal Court in
Delaware against Intel, alleging that certain Intel manufacturing
processes infringe a U.S. patent. In May 1996, the Court granted
Intel’s motion for summary judgment on some of the processes
in issue. In November 1996, the Court granted Intel's motion
for summary judgment on the remaining processes in issue and
entered judgment in favor of Intel and against EMI on the claims
in EMI’s complaint. EMI has filed a Notice of Appeal with re-
spect to the Court’s decision. Although the ultimate outcome of
this lawsuit cannot be determined at this time, management,
including internal counsel, does not believe that the outcome of
this litigation will have a material adverse effect on the Company’s
financial position or overall trends in results of operations.

Intel has been named to the California and U.S. Superfund
lists for three of its sites and has completed. along with two other
companies, a Remedial Investigation/Feasibility study with the
U.S. Environmental Protection Agency (EPA) to evaluate the
groundwater in areas adjacent to one of its former sites. The EPA
has issued a Record of Decision with respect to a groundwater
cleanup plan at that site, including expected costs to complete.
Under the California and U.S. Superfund statutes, liability for
cleanup of this site and the adjacent area is joint and several. The
Company, however, has reached agreement with those same two
companies which significantly limits the Company’s liabilities
under the proposed cleanup plan. Also. the Company has com-
pleted extensive studies at its other sites and is engaged in
cleanup at several of these sites. In the opinion of management,
including internal counsel, the potential losses to the Company
in excess of amounts already accrued arising out of these matters
will not have a material adverse effect on the Company’s finan-
cial position or overall trends in results of operations, even if
joint and several liability were to be assessed.

The Company is party to various other legal proceedings.
In the opinion of management. including internal counsel,
these proceedings will not have a material adverse effect on
the financial position or overall trends in results of operations
of the Company.

The estimate of the potential impact on the Company's finan-
cial position or overall results of operations for the above legal
proceedings could change in the future.

Industry segment reporting

Intel operates predominantly in one industry segment. The
Company designs, develops, manufactures and markets micro-
computer components and related products at various levels of
integration. The Company sells its products directly to original
equipment manufacturers (OEMs) and also to a network of
industrial and retail distributors throughout the world. The
Company’s principal markets are in the United States, Europe,
Asia-Pacific and Japan, with the U.S. and Europe being the lar-
gest based on revenues. The Company’s major products include
microprocessors and related board-level products, chipsets,
embedded processors and microcontrollers, flash memory chips,
and network and communications products. Microprocessors
and related board-level products account for a substantial major-
ity of the Company’s net revenues. No customer exceeded 10%
of revenues in 1996, 1995 or 1994. Summary balance sheet
information for operations outside the United States at fiscal
year-ends is as follows:

(In millions) 1996 fo9s
Assets S 4,784 S 4,404
Total liabilities S 1,694 $ 1,661
Net property, plant and equipment $1615 S$S1414
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Geographic information for the three years ended December
28, 1996 is presented in the following tables. Transfers between
geographic areas are accounted for at amounts that are generally
above cost and consistent with rules and regulations of governing
tax authorities. Such transfers are eliminated in the consolidated
financial statements. Operating income by geographic segment

(in millions)
1996

United States
Europe

Japan
Asia-Pacific
Other
Eliminations
Corporate
Consolidated

) 5-!'_‘)5

United States
Europe

Japan
Asia-Pacific
Other
Eliminations
Corporate
Consolidated

1994

United States
Europe
Japan
Asia-Pacific
Other
Eliminations
Corporate

Consolidated

Supplemental information (unaudited)

does not include an allocation of general corporate expenses.
Identifiable assets are those that can be directly associated with
a particular geographic area. Corporate assets include cash and
cash equivalents, short-term investments, trading assets, deferred
tax assets. long-term investments and certain other assets.

Transfers
Sales to berween

unaffiliated geographic Net Operating Identifiahle
customers areas revenues i _inmmc assets
$ 8,668 $ 9,846 $18,514 $ 5,255 $12,982
5,876 917 6,793 1,118 2,405
2,459 20 2,479 340 659
3,844 2,004 5,848 509 1,361
—_ 865 865 529 359

—_ (13,652) (13,652) 453 (3,439)
R = — (651) 9,408
$ 20,847 S — $ 20,847 $ 7,553 $ 23,735
$ 7,922 $ 6,339 S 14,261 $ 3,315 $12,603
4,560 1,190 5,750 1,383 2,517
1,737 28 1,765 353 665
1,983 1,566 3,549 2m 893
—_— 684 684 410 329

— (9,807) (9,807) 124 (3,651)
—_ — — (604) 4,148
$ 16,202 s — $ 16,202 $ 5,252 $17,504
$ 5,826 $ 4,561 $10,387 $2,742 $7,771
3,158 380 3,538 418 1,733
944 61 1,005 125 343
1,593 1,021 2,614 154 540
— 639 639 378 324

— (6,662) (6,662) 179 (1,878)
—— _ —_ (609) 4,983
§11,521 s _— $ 11,521 § 3,387 $13,816

Quarterly information for the two years ended December 28, 1996 is presented on page 37.




The Board of Directors and the overall financial statement presentation. We believe that

Stockholders, Intel Corporation our audits provide a reasonable basis for our opinion.

We have audited the accompanying consolidated balance sheets In our opinion, the consolidated financial statements referred
of Intel Corporation as of December 28. 1996 and December to above present fairly, in all material respects, the consolidated
30, 1995, and the related consolidated statements of income. financial position of Intel Corporation at December 28, 1996
stockholders® equity, and cash flows for each of the three years and December 30, 1995, and the consolidated results of its
in the period ended December 28, 1996. These financial state- operations and its cash flows for each of the three years in the
ments are the responsibility of the Company’s management. period ended December 28,1996, in conformity with generally
Our responsibility is to express an opinion on these financial accepted accounting principles.

statements based on our audits.

We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and per- 4 MLLP

form the audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement. An audit San Jose, California
includes examining, on a test basis, evidence supporting the January 13, 1997
amounts and disclosures in the financial statements. An audit

also includes assessing the accounting principles used and sig-

nificant estimates made by management, as well as evaluating




Financial summary

Ten Years Ended December 28, 1996

Ner imvestment Additions

in property, Long-term Stock- o property,

plant & Total debt & put holders plant &

(In millions) equipment assets warranis equity equipment
1996 $ 8,487 $ 23,735 $ 1,003 $ 16,872 S 3,024

1995 $ 74N $ 17,504 $ 1,125 $12,140 $ 3,550
1994 S 5,367 $ 13,816 $ 1,136 S 9,267 $ 2,441
1993 $ 3,996 $ 11,344 S 1,114 $ 7,500 $ 1,933
1992 $ 2,816 $ 8,089 $ 622 $ 5,445 S 1,228
1997 $ 2,163 $ 6,292 $ 503 S 4418 § 948
1990 $ 1,658 $ 5,376 § 345 $ 3,592 $ 680
1989 $ 1,284 $ 3,994 $ 412 $ 2,549 § 422
1988 $ 1122 $ 3,550 $ 479 $ 2,080 $ 477
1987 $ 891 $ 2,499 $ 208 $ 1,276 $ 302
Research Dividends

Net Cast of & devel- Operating Net Earnings declared

(Tn millions—except per share amounts) revenues sales apment income income per .\.-'::_;E- _ pershare
1996 $ 20,847 $ 9,164 S 1,808 $ 7,553 $ 5,157 $ 581 $ .19
1995 $ 16,202 s 7,811 S 1,296 $ 5,252 § 3,566 $ 4.03 S 15

1994 $ 11,521 $ 5,576 $ 1,1 $ 3,387 $ 2,288 $ 262 S a15
1993 $ 8,782 $ 3,252 $§ 970 $ 3,392 S 2,295 $ 260 $ .10
1992 $ 5844 $ 2,557 S 780 $ 1,490 $ 1,067 S 124 S .05
1991 S 4779 $ 2,316 S 618 $ 1,080 S 819 s .98 —
1990 $ 3921 $ 1,930 $§ 6517 $ 858 S 650 S .80 —_—
19859 $ 3127 S 1,721 $ 365 $ 557 s 39 S 52 —_
1988 S 2875 $ 1,506 S 318 $ 594 S 453 S .63 —
1987 $ 1,907 $ 1,044 § 260 $ 246 S 248 $ .34 —_
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Management’s discussion and analysis and results of operations

Results of operations
Imc] posted record net revenues in 1996, for the tenth conse-

cutive year, rising by 29% from 1995 to 1996 and by 41%
from 1994 to 1995. Higher volumes of the rapidly ramping
Pentium* microprocessor family, partially offset by lower
processor prices and decreased revenues from sales of related
board-level products, were responsible for most of the growth
in revenues from 1995 to 1996. The Pentium* Pro micropro-
cessor family, introduced in late 1995, also contributed to the
growth in revenues from 1995 to 1996. The growth in revenues
from 1994 to 1995 was driven primarily by higher volumes
of the Pentium processor family and related board-level
products, which surpassed sales of the Intel486™ micropro-
cessor family in the third quarter of 1995. Revenues from the
Intel486 microprocessor family declined substantially in 1995
and 1996, primarily due to this shift in market demand toward
the Companys more advanced microprocessors.

Higher volumes of flash memory and chipset products also
contributed toward the increase in revenues from 1994 to 1996
and also helped enable the successful Pentium and Pentium
Pro microprocessor ramps. Revenues from embedded control
products and networking and communications products also
grew over this period.

Cost of sales increased by 17% from 1995 to 1996 and by
40% from 1994 to 1995. The overall growth in cost of sales
from 1994 to 1996 was driven by unit volume growth in
Pentium microprocessor and related board-level products, new
factories commencing production, manufacturing process con-
versions and shifts in product mix. While revenues increased
substantially from 1995 to 1996, growth in cost of sales was
significantly less. Cost of sales in the first half of 1996 and the
fourth quarter of 1995 were negatively impacted by unusually
high reserves related to inventories of certain purchased com-
ponents, The second half of 1996 was favorably impacted by
factory efficiencies from higher volumes, as well as relatively
lower new factory startup costs. In addition, in the second
half of 1996 the Company sold significantly more processor
products than in the second half of 1995.

Nat revonues

Ne! incoma

Revenues and income
(Dallars in billions)

The gross margin percentage was 56% in 1996, compared
to 52% in 1995 and 1994. However, as a result of all of the
revenue and cost factors discussed above, the gross margin per-
centage in the second half of 1996 was 60% (63% in the fourth
quarter), compared to 50% in the second haif of 1995 (48% in
the fourth quarter). Gross margin for the fourth quarter of 1994
included the impact of a $475 million charge, primarily to cost
of sales, related to a divide problem in the floating point unit of
the Pentium microprocessor. See “Outlook™ for a discussion of
Zross margin expectations.

Sales of Pentium microprocessors and related board-level
products comprised a majority of the Company’s revenues and
a substantial majority of its gross margin during 1995 and 1996,
During 1996 Pentium Pro microprocessors and related board-
level products became an increasing portion of the Company’s
revenues and gross margin. The Intel486 microprocessor family
contributed negligible revenues and gross margin during 1996,
During 1995, the Intel486 microprocessor family represented
a significant but rapidly declining portion of the Company’s
revenues and gross margin, while it comprised a majority of
the Company’s revenues and a substantial majority of its gross
margin during 1994,

Research and development spending grew by 40% from 1995
to 1996 and 17% from 1994 to 1995, as the Company substan-
tially increased its investments over this time period in strategic
programs, particularly for the internal development of micropro-
cessor products and related manufacturing technology. Increased
spending for marketing programs, including media merchan-
dising and the Company’s Intel Inside® cooperative advertising
program, and other revenue-dependent expenses drove the 26%
and 27% increases in marketing, general and administrative
expenses from 1995 to 1996 and from 1994 to 1995, respectively.

The $4 million decrease in interest expense from 1995 to
1996 was mainly due to lower average borrowing balances and
interest rates in 1996, partially offset by lower interest capital-
ization. The decrease in interest expense from 1994 1o 1995
was primarily due to lower average borrowing balances in 1995
in addition to higher interest capitalization resulting from
increased facility construction programs.
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Management’s discussion and analysis .4 esuits of operations

Although the Company had higher average investment balan-
ces in 1996, interest and other income decreased by $9 million
from 1995 to 1996, primarily due to the offsetting effect of $118
million in unusual gains in 1995. Interest and other income
increased by $142 million from 1994 to 1995, mainly due to
the previously noted gains in 1995, in addition to higher average
interest rates on investments in 1995,

The Company utilizes investments and corresponding interest
rate swaps to preserve principal while enhancing the yield on its
investment portfolio without significantly increasing risk. and uses
forward contracts, options and swaps to hedge foreign currency,
equity and interest rate market exposures of underlying assets,
liabilities and other obligations. Gains and losses on these instru-
ments are generally offset by those on the underlying hedged
transactions: as a result, there was no material net impact on
the Company’s financial results during the 1994 to 1996 period.

The Company’ effective income tax rate decreased to 35.0% in
1996 compared to 36.8% and 36.5% in 1995 and 1994, respectively.

Financial condition
he Company’s financial condition remains very strong. As
of December 28, 1996, total cash and short- and long-term
investments totaled $9.3 billion, up from $4.1 billion at Decem-
ber 30, 1995. Cash generated from operating activities rose to
$8.7 billion in 1996, compared to $4.0 billion and $2.9 billion
in 1995 and 1994, respectively.

Investing activities consumed $5.3 billion in cash during 1996,
compared to $2.7 billion during 1995 and $2.9 billion during
1994, as operating activities generated significantly more cash
during 1996. Capital expenditures totaled $3.0 billion in 1996,
as the Company continued to invest in property, plant and equip-
ment, primarily for microprocessor manufacturing capacity.
The Company had committed approximately $1.6 billion for
the construction or purchase of property, plant and equipment
as of December 28, 1996. See “*Outlook™ for a discussion of
capital expenditure expectations in 1997,

Inventory levels, particularly raw materials and finished goods,
decreased significantly in 1996. This decrease was primarily
attributable to the sell-through of purchased parts inventory and
lower costs of manufacturing. The increase in accounts receivable
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Other income and expense
fDollars in millions)

in 1996 was mainly due to revenue growth, offset somewhat by
improved receivable collections. During 1995, the Company
experienced an increase in its concentration of credit risk due
to increasing trade receivables from sales to manufacturers of
microcomputer systems. Although the financial exposure to
individual customers has increased with the growth in revenues,
the concentration of credit among the largest customers has
decreased slightly in 1996. The Company’s five largest customers
accounted for approximately 30% of net revenues for 1996, At
December 28, 1996, these customers accounted for approxi-
mately 25% of net accounts receivable.

The Company used $773 million for financing activities in
1996, compared to $1.1 billion and $557 million in 1995 and
1994, respectively. The major financing applications of cash in
1996 and 1995 were for stock repurchases totaling $1.3 billion
for 16.8 million shares (including $108 million for exercised
put warrants) and $1.0 billion for 18.9 million shares, respec-
tively. Financing applications of cash in 1994 included stock
repurchases of $658 million and the early retirement of the
Company’s 8':% debt. Financing sources of cash during 1996
included $300 million under a private reverse repurchase
arrangement and $261 million in proceeds from the sale of
shares primarily pursuant to employee stock plans ($192 million
in 1995 and $150 million in 1994).

As part of its authorized stock repurchase program, the
Company had outstanding put warrants at the end of 1996,
with the potential obligation to buy back 4.5 million shares of
its Common Stock at an aggregate price of $275 million. The
exercise price of these warrants ranged from $56 to $69 per
share. with an average exercise price of $61 per share as of
December 28, 1996.

Other sources of liquidity include combined credit lines and
authorized commercial paper borrowings of $1.8 billion, $30
million of which was outstanding at December 28, 1996. The
Company also maintains the ability to issue an aggregate of
approximately $1.4 billion in debt, equity and other securities
under Securities and Exchange Commission (SEC) shelf
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registration statements. The Company believes that it has the
financial resources needed to meet business requirements in
the foreseeable future, including capital expenditures for the
expansion of worldwide manufacturing capacity, working
capital requirements, the potential put warrant obligation
and the dividend program.

Outlook
he outlook section contains a number of forward-looking
statements, all of which are based on current expectations.
Actual results may differ materially.

Intel expects that the total number of personal computers
using Intel’s Pentium and Pentium Pro microprocessors and
other semiconductor components sold worldwide will continue
to grow in 1997, Intel has expanded manufacturing capacity
over the last few years and continues to expand capacity. Intel’s
financial results are substantially dependent on this market seg-
ment. Revenue is also a function of the mix of microprocessors
and related motherboards and the mix of microprocessor types
and speed, 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 revenues.

Intel’s strategy has been, and continues to be, to introduce ever
higher performance microprocessors. To implement this strategy,
the Company plans to cultivate new businesses and continue to
work with the software industry to develop compelling applica-
tions that can take advantage of this higher performance, thus
driving demand toward the newer products. In line with this
strategy, the Company has recently announced higher perfor-
mance members of the Pentium microprocessor family. including
the Pentium processor with MMX™ technology. Capacity has
been planned based on the assumed continued success of the
Company’s strategy. If the market demand does not continue to
grow and move rapidly toward higher performance products,
revenues and gross margin may be impacted, the manufacturing
capacity installed might be under-utilized and capital spending
may be slowed. The Company may continue to reduce micro-
processor prices aggressively and systematically to bring
its technology to market.

The Company’s gross margin percentage is a sensitive function
of the product mixes sold in any period. Because the percentage
of motherboards that Intel’s customers purchase changes with
the maturity of the product cycle, and motherboards generally
have lower gross margin percentages than microprocessors,
Intel's gross margin percentage varies depending on the mix
of microprocessors and related motherboards within a product
family and the mix of types of microprocessors. Various other
factors, including unit volumes and costs, and yield issues asso-
ciated with production at factories, processor speed mix 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 in future quarters. The Company’s goal con-
tinues to be to grow gross margin dollars. Intel's current gross
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margin expectation for 1997 is 60% plus or minus a few points,
However, the Company believes that over the long-term the
gross margin percentage will be 50% plus or minus a few points,
as the Company introduces higher performance products and
costs continue to increase. In addition, from time to time the
Company may forecast a range of gross margin percentages for
the coming quarter. Actual results may differ from these estimates,

To implement its strategy, Intel continues to build capacity 1o
produce high-performance microprocessors and other products,
The Company expects that capital spending will increase to
approximately $4.5 billion in 1997 to support significant expan-
sion of worldwide manufacturing capacity. This spending plan is
dependent upon changes in manufacturing efficiencies, delivery
times of various machines and construction schedules for new
facilities. Depreciation for 1997 is expected to be approximately
$2.5 billion, an increase of approximately $600 million from
1996. Most of this increased depreciation would be included
in cost of sales and research and development spending.

The industry in which Intel operates is characterized by very
short product life cycles. Intel considers it imperative to main-
tain a strong research and development program to continue to
succeed. The Company will also continue spending to promote
its products and to increase the value of its product brands,
Based on current forecasts, spending for marketing and general
and administrative expenses is expected to increase in 1997

The Company currently expects its 1ax rate to increase (o
35.5% for 1997. This estimate is based on current tax law and
current estimate of earnings. and is subject to change.

The Company's future results of operations and the other
forward-looking statements contained in this outlook, in particular
the statements regarding growth in the personal computer indus-
try. gross margin, capital spending, depreciation, research and
development, and marketing and general and administrative
expenses, involve a number of risks and uncertainties. In addi-
tion to the factors discussed above, among the other factors that
could cause actual results to differ matenally are the following:
business conditions and growth in the computing industry and
in the general economy; changes in customer order patterns,
including timing of delivery and changes in seasonal fluctua-
tions in PC buying patterns; competitive factors, such as rival
chip architectures, competing software-compatible micropro-
cessors, acceptance of new products and price pressures; risk
of inventory obsolescence due to shifts in market demand:
variations in inventory valuation: timing of software industry
product introductions; continued success in technological
advances and their implementation. including the manufactuning
ramp; shortage of manufacturing capacity; risks assoctated with
foreign operations; changes in product mixes; and litigation
involving intellectual property and consumer issues.

Intel believes that it has the product offerings. facilities, per-
sonnel, and competitive and financial resources for continued
business success, but future revenues, costs, margins and profits
are all influenced by a number of factors, including those dis-
cussed above, all of which are inherently difficult to forecast



Financial information by quarter (uaudited)

{In millions—except per share data)

1996 for quarter ended December 28 September 28 June 29 March 30
Net revenues $ 6,440 $ 5142 $ 4,621 S 4,644
Cost of sales $ 2,392 $ 2,201 $ 2,150 $ 2421
Net income $ 1,910 $ 1,312 $ 1,041 $ 894
Earnings per share $ 213 $ 148 $ 117 $ 102
Dividends per share' Declared $ .05 § .05 $ .05 § .04
Paid S .05 $ .05 S .04 S .04

Market price range Common Stock™ High $137.50 § 97.38 $ 76.88 $§ 61.00
Low $ 95.44 $ 69.00 $ 56.88 $ 50.00

Market price range Step-Up Warrants™ High $ 98.38 $ 58.88 S 39.31 $ 28.50
Low $ 5675 $ 3175 S 24.00 S 2163

(Tn millions—except per share data)

19985 for quarter ended December 30 September 30 July 1 tpril |
Net revenues $ 4,580 $ 4171 $ 3,894 $ 3,557
Cost of sales $ 2,389 $ 2,008 $ 1,805 $ 1,609
Net income S 867 S 931 $ 879 $ 889
Earnings per share S .98 $ 105 $§ 99 § 1.02
Dividends per share Declared S .04 $ .04 S .04 $ .03
Paid S .04 $ .04 $ .03 S .03
Market price range Common Stock™ High S 72.88 $ 76.44 $ 65.63 S 44,25
Low $ 5675 $ 58.63 S 4275 $ 3181
Market price range Step-Up Warrants™ High $ 39.00 $ 43.63 § 3188 § 19
Low S 26.756 $ 30.44 $ 1.3 $ 6.97

Intel plans to continue its dividend program. However, dividends are dependent on futire earmings, capital requurements and financial condition

Intel 5 Commuon Stock (symbol INTC) and 1998 Step-Up Warrants (symbol INTCW) trade on The Nasdag Stock Marker® and are quoted in the Wall Street Journal and
other newspapers. Intels Common Stock also trades on the Zurich, Basel and Geneva, Switzerland exchanges. At December 28, 1996, there were appraximartely 105,000
registered holders of Common Stock. All stock and warrant prices are closing prices per The Nasdag Stock Market




Board of
directors
Gordon E, Moore -
Chairman of the Board

Andrew S. Grove *
President and
Chief Executive Officer

Craig R. Barrett
Executive Vice President
and Chief Operating
Officer

John P. Browne
Group Chief Executive
The British Petroleum
Company p.l.c.

An integrated ofl company

Winston H. Chen/
Chairman
Yaramitas Foundation

A private foundation

D. James Guzy ¢
Chairman
Arbor Corporation

A limited partnership

Max Palevsky < ¢/
Industrialist

Arthur Rock /'~ "¢
Principal of Arthur Rock
and Company

{ venture capitul firm

Jane E. Shaw /-
Founder,
The Stable Network

A biopharmacentical
(44 J”.\'Il‘h mng ('l‘.lf"'”””_l'

Leslie L, Vadasz
Senior Vice President
Director, Corporate
Business Development

David B. Yoffie * ¢

Max and Doris Starr
Professor of International
Business Administration
Harvard Business School

Corporate directory

Charles E. Young /
Chancellor

University of California
at Los Angeles

' Member of the Audit &
Finance Commiitee
‘ Member of the
Compensation Commitiee
' Member of the
Executive Commitiee
‘Member of the
Nominating Committee

*Commitiee Chairman

Directors
emeriti
Richard Hodgson
Industrialist

Sanford Kaplan
Retired corporate
executive

Corporate
officers

Gordon E. Moore
Chairman of the Board

Andrew S. Grove
President and
Chief Executive Officer

Craig R. Barrett
Executive Vice President
and Chief Operating
Officer

Frank C. Gill

Executive Vice President
General Manager,
Internet and
Communications Group

Paul 8. Otellini
Executive Vice President
Director, Sales and
Marketing Group

Gerhard H. Parker
Executive Vice President
General Manager.
Technology and
Manufacturing Group

Leslie L. Vadasz
Senior Vice President
Director, Corporate
Business Development

Ronald J. Whittier
Senior Vice President
General Manager,
Content Group

Albert Y. C. Yu
Senior Vice President
General Manager,
Microprocessor
Products Group

Michael A. Aymar

Vice President

General Manager,
Desktop Products Group

Andy D. Bryant
Vice President
Chief Financial Officer

Dennis L. Carter
Vice President
Director, Sales and
Marketing Group

Sunlin Chou

Vice President

Director, Components
Technology Development

F. Thomas Dunlap, Jr.
Vice President

General Counsel and
Secretary

Kirby A. Dyess

Vice President

Director, Internet and
Communications Group
New Business
Development

Carlene M. Ellis
Vice President
Director, Information
Technology

Patrick P. Gelsinger
Vice President

General Manager,
Desktop Products Group

Hans G. Geyer

Vice President
General Manager,
European Operations

Thomas L. Hogue
Vice President
Director, Materials

Harold E. Hughes, Jr.
Vice President
Director, Planning and
Logistics

Robert T. Jenkins
Vice President
Director,

Corporate Licensing

D. Craig Kinnie

Vice President

Assistant General
Manager, Internet and
Communications Group

Edward A, Masi
Vice President
Enterprise Server Group

Avram C. Miller
Vice President
Director, Business
Development

John H. F. Miner

Vice President

General Manager,
Enterprise Server Group

Stephen P. Nachtsheim
Vice President

General Manager,
Mobile/Handheld
Products Group

Ronald J. Smith
Vice President
General Manager,
Computing
Enhancement Group

Arvind Sodhani
Vice President
Treasurer

Michael R. Splinter
Vice President

Assistant General
Manager, Technology and
Manufacturing Group

Appointed
officers

Frank Alvarez

Vice President
Technology and
Manufacturing Group
General Manager,
Strategic Components
Manufacturing

Robert J. Baker
Vice President
Technology and
Manufacturing Group
General Manager,
Microprocessor
Components
Manufacturing

orporation

Edwin G. Bauer
Vice President
Sales and
Marketing Group
Director, Americas
Sales and Marketing

Louis J. Burns

Vice President
Information Technology
Director, Information
Technology

Mark A. Christensen
Vice President

Internet and
Communications Group
General Manager,
Network Products
Division

John E. Davies

Vice President

Desktop Products Group
Director, Consumer
Desktop Marketing

Richard A. DeLateur
Vice President

Finance

Intel Architecture Groups

Nobuyuki Denda

Vice President

Sales and

Marketing Group
Executive Vice President,
Japan Operations

Luther G. Disney
Vice President
Technology and
Manufacturing Group
Director,

Corporate Services

Edward D. Ekstrom
Vice President

Internet and
Communications Group
General Manager,
Systems Management
Division

Youssef A. EFMansy
Vice President
Technology and
Manufacturing Group
Director, Portland
Technology Development




Michael J. Fister

Vice President
Microprocessor

Products Group

General Manager,
Microprocessor Division 6

Dov Frohman
Vice President
Microprocessor
Products Group
General Manager,
Israel Operations

William O. Howe
Vice President
Computing
Enhancement Group
General Manager,
Memory Components
Division

James W, Jarrett
President
Intel PRC Corporation

Robert M. Jeemen
Vice President
Technology and
Manufacturing Group
Director. California
Technology and
Manufacturing

James B, Johnson
Vice President

Internet and
Communications Group
General Manager,
Internet Services
Operation

Patrick S. Jones
Vice Presidemt
Finance

Corporate Controller

Claude M. Leglise
Vice President
Content Group
Director, Entertainment
Education Developer
Relations

Bruce H. Leising
Vice President
Technology and
Manufacturing Group
General Manager,
Peripheral Components
Manufacturing

Corporate directory

Michael C. Maibach
Vice President
Government Affairs

Sean M. Maloney
Vice President

Sales and

Marketing Group
General Manager,
Asia-Pacific Operations

David B. Marsing
Vice President
Technology and
Manufacturing Group
Gieneral Manager,
Assembly/Test
Manufacturing

Frank A. MecCabe
Vice President
Technology and
Manufacturing Group
Gieneral Manager,
Ireland Operations

Steven D. MeGeady
Vice President

Internet and
Communications Group
Director, Strategy

Patricia Murray
Vice President
Human Resources
Director,

Human Resources

Ikuo Nishioka
Vice President
Sales and
Marketing Group
President,

Japan Operations

Boon Chye Ooi

Vice President
Technology and
Manufacturing Group
General Manager,
Systems Manufacturing

Jacob A. Peia, Jr.
Vice President
Technology and
Manufacturing Group
General Manager,
Philippine Operations

Robert H. Perlman
Vice President
Finance

Director, Tax,

Customs and Licensing

David Perlmutter

Vice President
Microprocessor
Products Group
General Manager, Israel
Development Center

William B. Pohlman
Vice President
Computing
Enhancement Group
General Manager, Central
Logic Engineering

Pamela L. Pollace
Vice President
Sales and
Marketing Group
Director, Worldwide
Press Relations

William M. Siu

Vice President
Technology and
Manufacturing Group
Director, Assembly
Technology Development

Jon F. Slusser

Vice President
Technology and
Manufacturing Group
Director, Corporate
Quality Network

Stephen L. Smith
Vice President
Microprocessor
Products Group
General Manager,
Santa Clara Processor
Division

William A, Swope

Vice President

Desktop Products Group
Director, Business
Desktop Marketing

Kenneth M. Thompson
Vice President
Technology and
Manufacturing Group
General Manager,
Technology
Manufacturing
Engineering

Keith L. Thomson
Vice President
Technology and
Manufacturing Group
Oregon Site Manager

Earl L. Whetstone
Vice President

Sales and

Marketing Group
General Manager,
European Operations

James H. Yasso

Vice President

Desktop Products Group
General Manager,
Reseller Products
Division

Fellows

Gregory E. Atwood
Technology and
Manufacturing Group
Director, Flash
Memory Architecture

Mark T. Bohr
Technology and
Manufacturing Group
Director, Process
Architecture and
Integration

Robert P. Colwell
Microprocessor
Products Group
Director, 1A-32
Architecture

Richard L, Coulson
Desktop Products Group
Director, 1/0 Architecture

John H. Crawford
Microprocessor
Products Group
Director, Microprocessor
Architecture

Paolo A, Gargini
lechnology and
Manufacturing Group
Director,

Technology Strategy

Kevin C, Kahn
Internet and
Communications Group
Director,
Communications
Infrastructure Lab

Ellen R. Konar
Sales and
Marketing Group
Director, Corporate
Strategic Marketing

orporation

Peter D. MacWilliams
Desktop Products Group
Director, Platform
Architecture

Paul D. Madland
Microprocessor
Products Group
Director, Circuit
Technology

Eugene S. Meieran
Technology and
Manufacturing Group
Director, Manufacturing
Strategic Support

Frederick J. Pollack
Microprocessor

Products Group

Director, Measurement,
Architecture and Planning

Justin R. Rattner
Enterprise Server Group
Director, Server
Architecture Lab

Uri C. Weiser
Microprocessor
Products Group
Director, Israel
Development Center
Architecture

Richard B. Wirt
Microprocessor
Products Group
Director,
Microcomputer Labs

Leo D. Yau
Technology and
Manufacturing Group
Director. Innovative
Technology Modules

lan A.Young
Technology and
Manufacturing Group
Director, Advanced
Circuit and Technology
Integration

o)




Investor information

Investor materials

For investor information, including additional annual reports.
10-Ks, 10-Qs or any other financial literature, please contact
Harris Trust & Savings Bank in the U.S. at (800) 298-0146 or
(312) 461-5545; or the Company in Europe: (44) 1793 403 000:
in Hong Kong: (852) 2844-4555; and in Japan: (81) 298-47-8511.

intel on Nasdaq

Intel’s Common Stock and 1998 Step-Up Warrants trade
on The Nasdaq Stock Market® under the symbols INTC and
INTCW, respectively.

Intel on the Internet

Intel’s home page on the World Wide Web contains back-
ground on the Company and its products, financial information,
job listings and our animated online annual report, as well as
other useful information, Specific information of interest to
investors can be found at www.intc.com.

Dividend reinvestment program

Intel’s Dividend Reinvestment Program allows stockholders
to reinvest dividends and contribute additional cash to purchase
Intel Common Stock on an occasional or monthly basis.
For more information, call Intel’s transfer agent. Harris Trust
& Savings Bank, at (800) 298-0146 or (312) 461-5545.

Transfer agent and registrar

Harris Trust & Savings Bank. 311 West Monroe. PO. Box
A3504, Chicago. IL 60690-3504. Stockholders and warrant-
holders may call (800) 298-0146 or (312) 461-3309 with any
questions regarding transfer of ownership of Intel stock and
warrants,

Iindependent auditors
Ernst & Young LLP. San Jose, California.

Environmental, health and safety

This was an outstanding year for Intel in reducing injuries
to employees in the workplace. Over the past three years, Intel
has reduced the recordable injury rate 68 percent and the lost-
day case rate 75 percent. Injury rates for new-construction con-
tractors during the same period have been reduced by 80 percent,

Intel’s Craig Barrett and Carol Browner. administrator of the
U.S. Environmental Protection Agency, signed an agreement
for Intel’s Project XL (eXcellence and Leadership) for Fab 12 in
Chandler, Arizona. Project XL is a key component of President
Clinton’s vision of “regulatory reinvention™ to promote supe-
rior environmental performance with more community parti-
cipation and lower administrative costs.

Please see our Environmental, Health and Safety at Intel
report at www.intel.com/intel/other/ehs/index.htm. For a printed
copy. call (800) 753-9754 extension 348, or (847) 296-9333
extension 348,

Workplace of choice

We strive to be a workplace of choice in which people of
diverse backgrounds are valued, challenged, acknowledged and
rewarded, leading to increasingly higher levels of fulfillment
and productivity. For more information, see our Horkplace of
Choice report at www.intel.com/intel/community/workplace.
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USA
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