Intel Corporation
Annual Report 1978




Investment in the Future

Ten years ago Intel was known

nly to a small group of employ-
Jes and investors who had the
dream of making large scale in-
tegrated circuits (LSI) a reality.
Today Intel and its products are
widely known, and are shaping
the future of not only the electron-
ics industry but many others
as well.

A key element of this success has
been the active pursuit of the fu-
ture by Intel people which has
pushed the company into leader-
ship in advanced electronics. This
has been accomplished by suc-
cessful investment in the research
and development of advanced
technology and in modern pro-
duction facilities. As a result, each
year our customers have been of-
fered products which do more and
cost less even in an inflationary
environment.

Because of the continuing trend
to lower and lower cost large
scale integrated circuits, electronic
techniques are finding progressively
wider areas of application. Famil-
iar examples are the electronic
calculator, digital watch and elec-
tronic game. More significant
perhaps, to our society, are the
applications in communications,
computers, and control, where LSI
is displacing mechanical or elec-
tro-mechanical techniques and
offering more capability at lower
cost. The results can be seen in the
ever widening use of distributed
data processing and information
handling, or in the use of the mi-
crocomputer to control the engine
in automobiles for increased effi-
ciency and lower pollution.

Although these results have
been evolutionary from the first
integrated circuit (IC) in 1960
through medium-scale (MSI) and
large-scale integrated circuits,
the overall effect has indeed been
revolutionary. A new term, very

large scale integration (VLSI) has
been used to describe current
developments, even though they
are a confirmation of the trend.
VLSI design and production tech-
niques are becoming even more
sophisticated, increasing design
costs, and requiring more expen-
sive equipment. Yet the final result
is a lower product cost.

Even though phenomenal tech-
nological advances have been
made in the last decade, the next
decade promises further ad-
vances. The fundamental physical
limits to improving semiconductor
components are far away, at
perhaps one hundred times the
complexity of today's products.
New techniques in lithography,
new techniques for managing
complexity and new market areas
are needed, but the development
of each is well underway:.
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Management Report

Intel's 1978 revenue and earnings
set new records. Revenue in-
creased by 42% to $401 million
while earnings increased by 40%
to $44 million or $3.24 per share.
The company's capital base ex-
panded dramatically as fixed as-
sets increased by 91% to $212 mil-
lion and total assets grew by 61%
to $357 million. This rapid growth
produced a need for funds in ex-
cess of those generated internally.
This resulted in short-term debt of
$44 million at year end. Expansion
and construction at several facili-
ties are continuing into 1979. Bar-
ring a major softening of the
world's economy, capital invest-
ment will remain high next year
and we will probably need addi-
tional external funding. Fortu-
nately our financial strength
should enable us to obtain these
funds.

Demand for our products was
very strong all year with bookings
far exceeding shipments. This
strength has continued through
the end of the year. To keep up, we
have added employees and facili-
ties at rates unprecedented in
Intel'’s ten-year history. Even so,
we have not been able to grow as
fast as the market demand in
some product areas. Our concen-
tration in the areas we pioneered
—semiconductor memories and
microcomputer components and
systems—has positioned us in one
of the fastest growing parts of the
electronics industry. We envision
the opportunity to continue to
grow rapidly for many years. Our
challenge is to channel and
control this growth so that Intel
remains strong and is able to
support the expanding needs of
our customers throughout
the world.

We expended much effort dur-
the year to diversify geographi-
cally. We feel that we have grown
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beyond the size where we should
remain concentrated in the San
Francisco Bay Area. During the '
year, we completed the move of
several groups including the
headquarters of the Memory
Components Division to Aloha,
Oregon. In 1979 we expect to es-
tablish major activities near
Phoenix, Arizona. Both these
moves should allow us consid-
erable opportunity for expansion.
Worldwide usage of semicon-
ductor memory continues to ex-
pand rapidly as costs decrease
and an increasingly broad range
of products becomes available.
For instance, 4K and 16K dynamic
RAMSs are providing memory for
many applications besides large
computers. Static RAMs have in-
creased in relative importance for
Intel as our HMOS line of high-
speed metal-oxide-semiconductor
memories serves an increasing
fraction of the requirements for
fast-access data storage. Customer-
programmable EPROMs, which
store information until erased by
exposure to ultraviolet light, hcve.



evolved from a prototyping com-
nent to full production usage

v many customers. This Intel in-
vention has been of considerable
importance in the growth of the
microcomputer market by offering
a simple method for the customer
to prepare and alter programs.
Intel recently added a 32K EPROM
to its product line.

Our family of microcomputers
was expanded significantly dur-
ing the year. Several additional
single chip microcomputers were
introduced offering a variety of
features such as additional on-
chip memory and the integrated
capability to convert analog sig-
nals to digital. In addition, Intel in-
troduced its first 16-bit word length
microprocessor, the 8086. This
advanced device extends the
performance of Intel’s family of
processors to ten times the capa-
bility of the 8080 and offers many
advanced architectural features
not previously available in micro-
processors. Several customers

ave already committed to equip-
nent designs that incorporate
the 8086 either directly or in the
86/12 single board computer
made by our Microcomputer
Systems Division.

Nowhere is the breadth of in-
terest in microcomputers easier
to discern than from the number

of the customers purchasing our
Intellec® microcomputer develop-
ment systems. The Intellec Series
II, introduced in early 1978, has
been purchased by many of the
world's largest corporations. In
addition the availability of the
Intellec products has enabled
many companies to get started

in the microcomputer field. The
capability and range of options on
these systems continues to expand
as we introduce microprocessors
of increasing sophistication. As
part of Intel's commitment to com-
plete support of our microcom-
puter products, development
systems are important in retain-
ing our leadership.

We have announced Intel’s
intention to acquire MRI Systems,
Inc., an Austin, Texas based sup-
plier of software systems for data-
base management. This merger
will add major software capability
to Intel and will establish a base
for growth in a new but related
field. MRI will operate as part of
the Commercial Systems Division.

The growth last year has been
most apparent in the new faces
appearing throughout Intel facili-
ties. Our total growth of 2,800 em-
ployees or 35% during the year
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tells only a portion of the story,
since nearly all that growth was in
the United States. Our overseas
assembly plants grew compara-
tively little as the installation of
automated assembly equipment
increased productivity to keep up
with the increased unit volume.
The growth in Intel's employment
put a special burden on our
longer-term employees to train the
newcomers and help them be-
come productive. We are proud
that even with this additional load,
our people have been able to
continue Intel’s growth while
maintaining our profitability.

7/

Gordon E. Moore
President and
Chief Executive Officer

O ey

Robert N. Noyce
Chairman of the Board



Intel Corporation

Financial Summary

For the five years ended December 31, 1978
(Thousands—Except Per Share Amounts)

1974 1975 1976 1977 1978

Net revenues $134,456 $136,788 $225,979 $282,549 $400.6 '
Cost of sales 67,909 67,649 117,193 143,979 196,376
Research and development costs 10,500 14,541 20,709 27,921 41,360
Marketing, general and administrative expenses 15,369 21,386 36,620 47,503 76,883
Taxes on income 20,902 16,938 26,243 31,430 42,237
Net income $ 19,776 $ 16,274 $ 25,214 $ 31,716 $ 44,314
Earnings per capital and capital equivalent share (D) $ 158 $ 125 $ 190 $ 238 $ 3.24
Capital and capital equivalent shares
used in per share calculations (D) 12,520 13,000 13,276 137317 13,694
Financial Information by Quarter
(Thousands—Except Per Share Amounts)

March 31 June 30 Sept. 30 Dec. 31
1978
Net revenues $80,256 $93,682 $106,864 $119,818
Cost of sales 39,410 45,954 52,864 58,148
Research and development costs 8,640 9,803 11017 11,900
Marketing, general and administrative expenses 15,057 17,057 20,760 23,459
Taxes on income 8,367 10,185 10,845 12,840
Net income $ 8,782 $10.683 $ 11,378 $ 13,471
Earnings per capital and capital equivalent share (D) $ .66 $ .78 $ .82 $ .98
1977 -
Net revenues $65,726 $69,222(A) $ 73.349(B) $ 74,252
Cost of sales (C) 34,122 35,001 38,816 36,040
Research and development costs 6,170 6,587 7,310 7,854
Marketing, general and administrative expenses 10,856 70 11,794 13,081
Taxes on income 7,255 7,899 7,681 8,595
Net income $ 7,323 $ 7.963 $ 7.748 $ 8,682
Earnings per capital and capital equivalent share (D) $ .55 $ .60 $ .58 $ .65

(A) Second quarter 1977 includes $850,000 net proceeds from business interruption insurance.

(B) Third quarter 1977 includes $1,520,000 net proceeds from the sale of marketable securities.

(C) Cost of sales includes a charge of $2,000,000 in the third quarter of 1977, which was reduced by $700,000 in the fourth quarter of 1977,
in connection with the discontinuance of Intel's digital watch manufacturing subsidiary.

(D) Amounts prior to August, 1978 have been restated to reflect a five-for-four stock split in August, 1978.




Management’s Discussion and Analysis of
the Financial Summary

The following is Management's discussion and
’malysis of certain significant factors which have
affected the Company's earnings during the years
1976 through 1978.
A summary of the period-to-period increases is
shown below:

Increase from prior period

(Thousands)

1978 1977
Net Revenues $118,071 41.8% $56,570 25.0%
Cost of Sales 52,397 36.4 26,786  22.9
Research &
Development 13,439 48.1 2,212 34.8
Marketing, General
& Administrative 28,830 60.7 10,883 29.7
Provision for Taxes 10,807 34.4 5,187 19.8
Net Income 12,598 39.7 6,502 25.8

Net Revenues in 1978 were at record levels. The ac-
celeration in revenue growth resulted from strong
demand for Intel's products and our increasing capac-
ity to produce them as well as from new products.
Intel's growth in 1978 has been limited by our ability
to expand production rather than by the available
market for products.
Cost of Sales as a percentage of Net Revenues was
49.0% in 1978, compared to 51.0% and 51.9% in 1977
and 1976, respectively. The continued slight decline in

978 results from decreased manufacturing costs

hich are mostly offset by large price decreases for

a number of products. Additionally, product mix
changed significantly as new products were intro-
duced which sometimes rendered older lower margin
products obsolete. The recent changes cannot be
taken as a trend, but should rather be viewed as
normal fluctuations that can be expected.

Research and Development expenses in 1978 were a
higher percentage of Net Revenues, 10.3% as com-
pared to 9.9% in 1977 and 9.2% in 1976. This higher
level in 1978 is attributable to Management's continued
commitment of sizeable portions of Intel’s resources to
develop new products necessary to remain competi-
tive. Such new products are increasing in complexity
and as a result greater research and development
efforts are required to bring the products to market.
No assurance can be given that such research and
development expenditures will result in marketable
products, nor that such products, if marketed, will be
profitable.

The Company's increased expenditures resulted
principally from an increase in the staff of engineers
and scientists engaged in research and development.
Marketing, General and Administrative expenses
for 1978 were 19.1% compared to 16.8% in 1977 and
16.2% in 1976. The year-by-year increases have been
deemed necessary by Management to respond to
increased competition in some areas and additional
marketing and sales effort, including after sales
support, required for Intel’s customers because of the
increasing complexity and sophistication of Intel's
products. In addition, administrative costs have
increased as the Company has grown and diversified
geographically.

Provision for Taxes have declined over the last
several years. Tax expense in 1978 was 48.8% of
income before taxes on income, 49.8% in 1977 and
51.0% in 1976. This decrease is principally attributable
to increasing amounts of foreign income and amortiza-
tion of investment tax credits.
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Intel Corporation

Consolidated Statement of Income
Years ended December 31, 1978 and 1977
(Thousands—Except Per Share Amounts)

1978 1977
Net revenues (Note 1) $400,620 szsz,s‘
Costs and expenses (Note 1):
Cost of sales 196,376 143,979
Research and development 41,360 27,921
Marketing, general and administrative 76,333 47,503
314,069 219,403
Income before taxes on income 86,551 63,146
Taxes on income (Note 2) 42,237 31,430
Net income $ 44,314 $ 31,716
Earnings per capital and capital equivalent share (Note 1) $ 3.24 $ 238
See accompanying notes.
Consolidated Statement of Shareholders’ Equity
Years ended December 31, 1978 and 1977
Capital Stock
Number of Retained
Shares Amount Earnings Total
(Thousands)

Balance at December 31, 1976 (Note 1) 12,634 $50,845 $ 58.615 $109.460
Proceeds from sales of shares through employee stock
participation plan and upon exercise of employee
stock options and tax benetfit thereof (Notes 1, 2 and 4) 263 7,766 — 7,766
Net income — — 31,716 31,716
Balance at December 31, 1977 (Note 1) 12,897 58,611 90,331 148,94
Repurchase and retirement of outstanding )
capital stock (5) (18) (201) (219)
Proceeds from sales of shares through employee stock
participation plan and upon exercise of employee
stock options and tax benefit thereof (Notes 1, 2 and 4) 385 12,025 — 12,025
Net income — — 44,314 44,314
Balance at December 31, 1978 13.277 $70,618 $134,444 $205,062
See accompanying notes.
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Intel Corporation

Consolidated Balance Sheet
December 31, 1978 and 1977

1978 1977
‘ (Thousands)
Assets
Current assets:
Cash $ 12,278 $ 5,991
Short-term marketable interest-bearing investments,
at cost which approximates market 15,995 33,472
Accounts receivable, net of allowance for doubtful
accounts of $3,091,000 ($1,710,000 in 1977) 98,183 56,451
Inventories (Note 1):
Materials 19,212 12,819
Work in process 25,424 16,133
Finished goods 7,079 4,725
51,715 33,677
Prepaid taxes on income (Note 2) 15,524 9,968
Other assets 2,730 1,570
Total current assets 196,425 141,129
Property. plant and equipment (Note 1):
Land and buildings 54,419 33,725
Machinery and equipment 114,740 65,261
Equipment leased to others 9,946 6,933
Construction in progress 32,411 4,964
211,516 110,883
Less accumulated depreciation and amortization 51,376 30,766
Net property, plant and equipment 160,140 80,117
$356,565 $221,246
Qiabilities and Shareholders’ Equity
Current liabilities:
Notes payable (Note 3) $ 43,638 $ —
Accounts payable 22,001 12,438
Deferred income on shipments to distributors (Note 1) 26,045 14,335
Accrued liabilities 19,203 15,221
Income taxes payable (Note 2) 18,298 17,659
Total current liabilities 129,275 59,653
Deferred taxes on income (Note 2) 14,328 8,713
Unamortized investment tax credit (Note 2) 7,900 3,938
Commitments and contingencies (Notes 2 and 5)
Shareholders’ equity (Notes 1, 2 and 4):
Capital stock, no par value, 25,000,000 shares authorized;
shares issued and outstanding—13,277,000
(12,897,000 at December 31, 1977) 70,618 58,611
Retained earnings 134,444 90,331
Total shareholders’ equity 205,062 148,942
$356,565 $221,246

See accompanying notes.
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Intel Corporation

Consolidated Statement of Changes in Financial Position
Years ended December 31, 1978 and 1977

1978 1977
(Thousands) '
Working capital provided by operations:
Net income $ 44,314 $31,716
Charges to income not involving the current use of working capital:
Depreciation 24,134 15,833
Noncurrent portion of deferred taxes on income and
deferred investment tax credits 9,577 0928
78,025 49,777
Working capital provided by proceeds from sales of shares through employee
stock participation plans and upon exercise of employee stock options
and tax benefits thereof, net of repurchased shares 11,806 7,766
89,831 57,543
Working capital used for additions to property, plant and equipment 104,157 44,881
Increase (decrease) in working capital $(14,326) $12,662
Changes in components of working capital:
Current assets increase (decrease):
Cash and short-term investments $(11,190) $13,080
Accounts receivable 41,732 12,185
Inventories 18,038 6,148
Prepaid taxes on income and other assets 6,716 4,267
55,296 35,630
Current liabilities (increase):
Notes payable (43,638) —
Accounts payable (9,653) (8,051)
Deferred income on shipments to distributors (11,710) (6,689)
Accrued liabilities (3,982) (4,31 ,
Income taxes payable (639) (8,91
(69,622) (22,968)
Increase (decrease) in working capital (14,326) 12,662
Working capital at beginning of year 81,476 68,814
Working capital at end of year $ 67,150 $81,476

See accompanying notes.



Intel Corporation
Notes to Consolidated Financial Statements
December 31, 1978 and 1977

1 HAccounting Policies

asis of presentation The consolidated financial
statements include the accounts of Intel and all of
Intel's subsidiaries after elimination of intercompany
transactions. For information regarding Intel's foreign
operations see Note 6.
Inventories Inventories are stated at the lower of
cost or market. Cost is computed on a currently ad-
justed standard basis (which approximates average
or first-in, first-out cost) for work in process and fin-
ished goods and on « first-in, first-out basis for mate-
rials. Market is based upon estimated realizable
value reduced by normal gross margin.
Property, plant and equipment Property, plant and
equipment are stated at cost. Depreciation is provided
principally by use of the straight-line method over the
estimated useful lives of the assets for financial report-
ing purposes (accelerated methods for tax purposes).
Deferred income on shipments to distributors
Certain of Intel's sales are made to distributors under
agreements allowing right of return and price protec-
tion on merchandise unsold by the distributors. Be-
cause of the rapid technological obsolescence in the
industry, Intel defers recognition of such sales until
the merchandise is sold by the distributors.
Earnings per capital and capital equivalent share
Earnings per share are computed using the weighted
average number of capital and capital equivalent

hares outstanding. Capital equivalent shares consist

f shares issuable under employee stock option plans
(Note 4) computed on the treasury stock method.
Capital stock In August, 1978, Intel increased its
authorized shares from 20,000,000 to 25,000,000 and
declared a five-for-four stock split. Number of shares
and per share amounts for periods prior to August,
1978 have been restated to reflect the effects of the
stock split.

2 Taxeson income The provision for taxes on
income is made up of the following components:

1978 1977
(Thousands)
Federal:
Current $21,131 $22,372
Investment tax credits
deferred—net 3,962 1,958
Deferred (prepaid) 2,200 (2,848)
27,293 21,482
State:
Current 6,532 4,996
Deferred (prepaid) (827) (482)
5,705 4,514
Foreign:
Current 10,822 6,007
Deferred (prepaid) (1,583) (573)
9,239 5,434
$42,237 $31,430

Intel accounts for investment tax credits using the
deferral method, wherein the credits are accounted
for as a reduction of the federal provision for taxes
ratably over the useful lives of the related assets.
$1,522,000 and $745,000 of investment tax credits were
amortized in 1978 and 1977, respectively. Investment
tax credits deferred—net' represents the difference
between the amount of investment tax credit used to
reduce current federal income taxes and the amount
amortized for financial statement purposes.

Deferred and prepaid taxes on income result from
timing differences in the recognition of certain revenue
and expense items for tax and financial reporting pur-
poses. Timing differences relate primarily to franchise
tax accruals, deferred income on shipments to distrib-
butors and undistributed income of Domestic Interna-
tional Sales Corporations and foreign subsidiaries.

Income taxes payable were reduced by $4,576,000
in 1978 ($3,379,000 in 1977) as a result of tax deductions
arising out of the exercise of nonqualified stock options
and disqualifying dispositions of stock acquired under
the Company's qualified plans (Note 4).

The Company's income tax returns for 1972, 1973,
and 1974 are presently under examination by the
Internal Revenue Service. Management does not an-
ticipate any material effect upon the results of opera-
tions or the financial position of the Company as a re-
sult of these examinations. The Company's cost data
supplied to the U.S. Customs Service for 1975 has
been examined with no significant adjustments.
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3 Notes payable Notes payable at December 31,
1978 include $29,051,000 which are borrowings under
established lines of credit (both foreign and domestic)
totaling $75,000,000 at December 31, 1978. The unused
portions of lines of credit generally are subject to
withdrawal at the bank's option.

The following information relates to the aggregate
of bank borrowings during 1978:

The Company's Qualified Stock Option Plan was
terminated in 1978. No options were outstanding
under this plan at December 31, 1977. In November ‘
1978, an additional 2,000,000 shares were reserved
by the Board of Directors (subject to shareholders
approval) for issuance under a new Non-Qualified
Stock Option Plan. Additional information with re-
spect to employee stock options is as follows:

Maximum outstanding at any month end $43,638,000
Average daily borrowings outstanding $11,297,000
Weighted average interest rate at year end 9.49%
Weighted average interest rate during

the year (actual interest expense divided

by average daily borrowings outstanding) 7.33%

The Company complies with compensating balance
requirements equal to 10% of certain of these lines of
credit. Such compensating balance requirements do
not legally restrict the use of cash.

4 Employee stock option and

stock participation plans

Employee stock option plans Under Intel’'s Non-
Quualified Stock Option Plan, officers and key employ-
ees may be granted options to purchase shares of
Intel's authorized but unissued capital stock at not less
than 85% of the fair market value at date of grant.
Generally, options become exercisable at the rate of
25% per year commencing one to two years from the
date of grant. The options expire ten years from the
date of grant. No material charges have been made
to income in accounting for options. Proceeds and
income tax benetfits realized by Intel as a result of
transactions in these plans have been credited to
capital stock (Note 2).

Outstanding Options

Options
Available Aggregate Price Per
for Grant Number Value Share

(Thousands—Except Per Share Amounts)

Balance at

December 31, 1976 1,085 1,476 $40,287 % 3.73 - $61.60

Options granted (a) (1,226) 1,226 40,807  $30.00 - $44.40

Options exercised —_ (201) (2,146) % 3.73 - $42.50

Options cancelled (a) 864 (864) (36,965) $ 3.73-$61.60

Reduction for

termination of

Qualified Plan (243) — — —

Balance at

December 31, 1977 480 1,637 $41,983  $ 3.73-$54.94

Options granted (754) 754 35,135  $31.20 - $60.00

Options exercised — (302) (5,055) $ 3.73-$43.20

Options cancelled 419 (419) (17,800) $ 3.73 - $60.00

Additional shares reserved

for granting under

Non-Qualified Plan 2,000 - — —

Balance at

December 31, 1978 2,145 1,670 $54,263  $ 3.73 - $58.00

Options exercisable

at December 31: 1978 456 $ 9,512 $ 3.73 - $58.00
1977 471 $ 6,292 $ 3.73-$54.94

@

(o) Includes in 1977 the cancellation and reissuance of op-
tions to officers and key employees at the then lower fair
market value. Such cancellations and reissuance had no
material effect on earnings per share.

Intel has reserved 110,000 shares of capital stock
which represents Management's best estimate of the
approximate number of shares that may be issued in
connection with a stock compensation plan for certain
key employees. Nothing has been earned or charged
to income to date under this plan.

Employee Stock Participation Plan Under this plan
substantially all employees are entitled to purchase
shares of Intel's capital stock at 85% of the fair market
value at certain specified dates. Of the 562,500 shares
authorized to be issued under this plan, 418,500 shares
are available for issuance at December 31, 1978. Em-
ployees purchased 83,000 shares in 1978 (61,000 in
1977) for $2,394,000 ($2,241,000 in 1977).




5 Commitments I[ntel leases a portion of its

apital equipment and certain of its manufacturing
'f:acilities under leases which expire at various
dates through 2033.

Rental expense was $4,538,000 and $3,092,000 in
1978 and 1977, respectively. The minimum rental
commitments under all noncancelable leases with
an initial term of one year or more are payable
as follows: 1979—$2,426,000; 1980—$1,836,000;
1981—$1,346,000; 1982—$941,000; 1983—$800,000;
1984 and beyond $2,199,000.

Commitments for construction or purchase of
property, plant and equipment total $51,200,000 at
December 31, 1978.

In November, 1978, Intel signed an agreement
to acquire all of the outstanding common shares of
MR]I, Inc., a supplier of software products for data
base management, in exchange for approximately
100,000 Intel capital shares. The transaction must be
approved by the MRI, Inc. shareholders.

6 Industry segment reporting Intel Corpora-

tion and its subsidiaries operate in a dominant indus-
try segment and are engaged primarily in designing,
developing, manufacturing and marketing advanced

semiconductor large scale integrated circuit compo-
nents, commonly referred to in the industry as LSI
components, and computer systems incorporating

these components.
' Intel's operations outside the United States are
involved in assembly, testing and sales. Assembly
and test facilities are maintained in Malaysia, the
Philippines, and Barbados. Sales subsidiaries are
located throughout Western Europe and in Japan.
Only the operations of the United States and Western
European geographic areas account individually for
more than 10% of consolidated sales to unaffiliated
customers or total assets.

Information about the Company’s operations
in different geographic areas for the years ended
December 31, 1978 and 1977 is as follows:

1978 1977
(Thousands)
Sales and other revenue:
Unaffiliated customers:
United States
Domestic $258,206 $186,665
Export
Western Europe 43,247 40,072
Canada 6,414 4,757
Other 6,309 2,966
Total export 55,970 47,795
Western Europe 59,107 27,999
Other foreign 26,495 16,645
Other income 842 3,445
400,620 282,549
Within Intel:
United States 52,641 25,389
Western Europe 3,497 3,099
Other foreign 17,193 12,274
Eliminations (73,83L) (40,762)
Net revenues $400,620 $282,549
Operating profits:
United States $ 73,999 $ 54,394
Western Europe 14,924 9,345
Other foreign 7,703 3,062
General corporate expenses (8,624) (7,187)
Unallocated (1,451) 3,032
Income before taxes on income $ 86,551 $ 63.146
Identifiable assets:
United States $270,851 $145,967
Western Europe 29,463 14,831
Other foreign 35,038 24,760
Corporate assets 23,968 35,984
Eliminations (2,755) (296)
Total assets $356,565 $221,246
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Transfers between geographic areas are accounted
for at amounts which are generally above cost and
are consistent with rules and regulations of domestic
and foreign taxing authorities. Operating profit is total
revenue less operating expenses. In computing oper-
ating profit by geographic area the following items
have not been deducted: general corporate expenses,
interest and income taxes.

Identifiable assets are those assets of the Company
that are identifiable with the operations in each geo-
graphic area. Corporate assets are principally cash,
short-term investments, and prepaid taxes on income.
Additional combined financial information as to
Intel's foreign operations is as follows:

1978 1977
(Thousands)
Current assets $52,938 $31,670
Current liabilities 28,887 18,225
Net property, plant
and equipment 11,559 7,877

7 Replacement cost information (uncudited)
As required by the Securities and Exchange Com-
mission, the Company will present unaudited replace- .
ment cost information in its annual report on Form
10-K, a copy of which will be available upon request.
The information indicates that the replacement cost of
productive capacity would exceed the amounts origi-
nally incurred to acquire such assets. The estimated
amounts of depreciation based on average current
replacement cost of productive capacity exceeded by
an immaterial amount the related amounts based on
historical cost. Supplementary information in the
financial statements section of the Form 10-K will
include a more comprehensive discussion of replace-
ment cost information.

The amounts disclosed in the unaudited replace-
ment cost information in the Form 10-K are based on
hypothetical assumptions and substantial subjective
judgements and may be affected by errors inherent
in estimations. As discussed more completely in the
Form 10-K, the replacement cost information should
not be interpreted as indicative of the actual cost to
be incurred in the future to replace the Company's
productive capacity, nor should it be interpreted as
indicative of the manner in which such capacity will
actually be replaced. For the foregoing reasons, the
Company makes no representation that the replace-
ment cost information is useful.

8 Quarterly information The unaudited ‘
quarterly information for the years ended December

31, 1978 and 1977 is presented on page 4 of this

Annual Report.




Report of Certified Public Accountants

he Board of Directors and Shareholders
Intel Corporation

We have examined the accompanying consolidated
balance sheet of Intel Corporation at December 31,
1978 and 1977, and the related consolidated statements
of income, shareholders’ equity and changes in finan-
cial position for the years then ended. Our examina-
tions were made in accordance with generally ac-
cepted auditing standards and, accordingly, included
such tests of the accounting records and such other
auditing procedures as we considered necessary in
the circumstances.

In our opinion, the statements mentioned above
present fairly the consolidated financial position of
Intel Corporation at December 31, 1978 and 1977, and
the consolidated results of operations and changes in
financial position for the years then ended, in con-
formity with generally accepted accounting principles
applied on a consistent basis during the period.

Arthur Young & Company

San Jose, California
January 12, 1979

Company’s Stock

Intel stock is traded in the over-the-counter market
and is quoted on NASDAQ and in the Wall Street
Journal and other newspapers. Intel has never paid
cash dividends and has no present plans to do so.
The quarterly bid price ranges for the years 1977 and
1978 are shown below.*
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* All prices are adjusted for
the 5-for-4 stock split on
August 4, 1978
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Striving for excellence

The driving forces behind the
accomplishments of the last ten
years are, of course, Intel people.
Change presents a challenge.
Whether that change comes from
technology, from growth or from
new product areas, it requires an
ever-increasing degree of capabil-
ity from Intel people. We are dedi-
cated to excelling in all activities we
undertake.

Our guiding principle is that if
Intel is to grow, its people must
grow in capabilities. A growth
company must be, among other
things, an educational institution.

The entire Intel workforce—-1970.

Training occurs at all levels of the
company, from the executive staff
to the new hire, and in all activi-
ties from technology to manage-
ment. A corollary of that principle
is that most of our future manage-
ment will come from promotions
within the company.

Employees
(At Year End/In Thousands)
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Educational activities include

programs designed and taught by ‘

Intel people, classes conducted

for us by outside educators, and
provision for access to programs of
the local educational institutions
wherever we operate. The typical
Intel employee spends several
days each year either in teaching
or attending classes.

In addition to formal training
sessions, department operations
review meetings are held regu-
larly to inform Intel people of the
department's progress and the
problems faced in their own group
or with other parts of the company.
We view these meetings as essen-
tial not only to broaden our hori-
zons but also to build Intel people
into a team. Intel is proud of the
accomplishments of its people over
the last decade. Yet we strive to be
our own worst critics so that others
will not have to take that role.

‘z

2912 Telecommunication Filter Wafer







Facilities

Intel started in the San Fran-
cisco Bay Area and contributed to
the area’s nickname of 'Silicon
Valley.’ The growth of the com-
pany and the growth of the area
has made it increasingly apparent
that a major part of our future
growth must occur elsewhere.
Our first steps in this direction
were taken several years ago with
the establishment of the Liver-
more, California wafer process-
ing facility and our assembly
plant in Penang, Malaysia. As
growth accelerated, however,
these steps were inadequate to
accommodate our expansion, and
the establishment of major new
centers seemed advisable. The
first of these new centers opened

‘ M
Our original building in Mountain View,
California-1968.

in Aloha and Hillsboro, Oregon,
near Portland. In 1978, much of
our total expansion occurred in
Oregon, and nearly a quarter of
our U.S.-based employees are
now in this area. A third center
is now being established near
Phoenix, Arizona, with facilities
planned in both Deer Valley and
Chandler.

Growth in Silicon Valley has
not stopped, however, and the
construction of a new wafer pro-
cessing and technology develop-

Capital Investment
(Additions to Property,
Plant and Equipment)
(Millions)
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ment center is in progress in Santa
Clara. Thus, we plan to grow in th
three major geographic regions
simultaneously.

The change to VLSI technol-
ogy has impacted our facilities
and employment in two essential
ways. First, as the circuits become
more complex, the assembly pro-
cess becomes a small proportion of
the total circuit-making activity,
and much of it can be automated.
The result has been a decline in
the growth of our offshore assem-
bly facilities. Second, the growing
level of process sophistication is
significantly increasing the cost of
our necessary capital equipment.
This trend toward more capital in-
tensity and more employees in
highly-skilled jobs is expected to
continue.

4

8085 8-bit Microprocessor Wafer
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Memory Compomnents
and Systems

Intel's pioneering development
of semiconductor memory com-
ponents has continued with the
development of higher density,
higher speed memory components
sold into a rapidly expanding mar-
ket. Memory components have
typically served as the vehicle for
proving and refining new technol-
ogy used later for other products.
Last year saw the establishment
of the HMOS (high-speed metal-
oxide-semiconductor) technology
in the high-volume production of
the 2147, a high-speed 4K static
memory offering access and cycle
times of 55 nanoseconds. This
product has been the key to large
contracts with several computer
manufacturers.

The Intel-developed erasable
programmable read-only mem-
ories (EPROM) have kept pace with
the overall growth of the semicon-
ductor market as higher density,
more cost-effective EPROMs have
been developed. In 1978 the 32K

The 1103 random access memory,
introduced in 1970, made magnetic core
memory obsolete.

EPROM was introduced, enhanc-
ing Intel’s position as the leading
supplier of these components.

Building on our strength as a
producer of memory components,
we established a capability to
produce memory systems for digi-
tal equipment. Originally serving
only the computer equipment
manufacturers, this activity now
accommodates end users of com-
puters as well. This market is
served by our Commercial Sys-
tems Division which is expand-
ing into other memory-related
computer equipment.

Intel Memory
Bit Shipments
(Billions of Bits)

1975 p s s s | )

1977 N 123

1969 0
1970/0.3

As can be seen by the phenom-
enal growth of the number of

memory bits shipped, the market ‘

for memory seems nearly unlim-
ited. This growth has been fueled
by the continuing decline in the
cost of memory as the number of
bits-per-circuit has increased a
thousandfold and cost per bit
has decreased a thousandfold in
the last decade. The next decade
will see continuing advances

in the technology which should
continue to result in substantial
growth in sales of semiconductor
memories.

In 1977 we established Intel
Magnetics to develop magnetic
bubble memories. Development is
progressing on schedule. Should
it prove successtul, bubble mem-
ories will provide another growth
opportunity for Intel.

2732 32K EPROM Wafer
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Microcomputer Components
and Systems

The descriptions, ‘the most signifi-
cant development since the tran-
sistor’ and 'miracle chip’, have
been used to characterize the
microcomputer, a product and
concept developed by Intel. Since
its development and introduction
only seven years ago, the micro-
computer has revolutionized the
way computers are designed and
applied. New ideas for its use
are still evolving. Intel has main-
tained its leading position in micro-
computers from the beginning,
offering the industry’s broadest
selection of standardized micro-
processor families.

Microcomputer components are
expanding in several directions.
The most obvious is the ever-
increasing capability of the micro-
processor as characterized by the
8086, a high-speed 16-bit processor
we introduced in 1978, complete with
software and design aids. We also

The world's first advertisement for a
microcomputer—1971.

developed and introduced periph-
eral chips for the microprocessor
to control memory transfer, com-
munications, and input/output
devices, thus taking the load from
the central processor and increas-
ing the total system capability.
In addition, the trend to a higher
level of integration resulted in
single chip microcomputers with a
wide range of options in memory
size and input/output capability,
characterized by our MCS-48®
family. New technology has per-
mitted the incorporation of
analog-to-digital converters with
the microcomputer on a single
chip of silicon.

Microcomputer components are
thus becoming families of devices

Bvailable Intel
Microcomputer Products

1977 R 3
e ——t

offering the equipment designer
nearly ideal solutions for each
design problem, with each new
product introduction enhancing
the utility of other members of the
family.

Our Intellec® microcomputer
systems, originally built to aid cus-
tomers in their own design ac-
tivities, have become an important
adjunct to components sales. As
design activities have concen-
trated more on microprocessors,
microcomputer development sys-
tems have become as standard an
instrument for the designer as was
the oscilloscope earlier. Again,
Intel pioneered this field, develop-
ing the original concept, and ex-
tending that concept through en-
hancements such as in-circuit
emulation (ICE™), which permit the
designer to debug both hardware
and software simultaneously.

Building on the experience
gained in microcomputer systems
design, the group now offers a
wide selection of microcomputer
boards to equipment manufac-
turers as well as complete micro- O
computer systems.

4

8086 16-bit HMOS Microprocessor Wafer
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Customer Applications

The significance of Intel’s con-
tribution can best be seen in its
impact on the equipment manufac-
tured by our customers. The most
universal impact has been the con-
tinuing decline in the cost of data
processing and digital control
equipment.

For large data processing appli-
cations, the cost of memory has
been reduced drastically, allow-
ing more memory to be used with
the concomitant increase in per-
formance. Terminals have become
widespread and are now familiar
to most of us as a result of cost
reductions from using the micro-
processor. The cash register has
become another data input device
controlled by the microprocessor.
Even the scales used to weigh
produce in the checkout line at the
supermarket use a microcomputer.

In telephone communications
the microprocessor is providing
the switching control, not only
in private exchanges but in cen-
tral offices as well. With the intro-
duction of low-cost LSI coder-de-
coders (CODEC) to digitize voice,
the integration of voice and data

' communications is being

simplified.

1. HONEYWELL'S MICRO SWITCH
intelligent keyboard is 8048-based.

2. ROHDE & SCHWARZ RF vector
analyzer uses the 8080. 3. 8080A-based
BIZERBA electronic scale. 4. DIGITEC
Datalogger 3000 uses the iSBC 80/10™
single board microcomputer.

5. JUNGMANS AUTOMAT Gas Pump is
based on the iSBC 80/10 single board
microcomputer. 6. HUGIN Model 150
Electronic Cash Register uses MCS-80™
microprocessor family. 7. WESTERN
ELECTRIC HORIZON® communication
system and 8080A-Based Controller.

Industrial control and automa-
tion is expanding its use of digital
techniques to achieve lower cost
through the use of microcompu-
ters, enhancing the productivity
of that industrial sector.

Research
& Development
(Millions)

1976 IR S| 3414

1974 [ 510.5

1975 I $14.5

1976 I 520.7

1977 I 579

1969 | $1.3
1971 |l $1.6
1972 [l $3.4
1973 [l $4.6

1970 [ $1.3

A similar microprocessor
controller is being designed ‘
into new automobiles to improve
drive train efficiency while meet-
ing the new, more stringent
pollution requirements,

The microprocessor is reaching
the consumer in other ways as
well. Microprocessors are being
used in appliance controls, games,
educational toys, heating sys-
tems, burglar alarm systems
and telephone dialers, among
others. The home computer offers
more capability by far than the
first giant computers, and is priced
to reach the hobbyist.

Even so, the widespread use of
low-cost digital electronics is just
beginning. Any activity in which
information is to be transmitted or
acted upon is a potential applica-
tion. Routine decisions can be
handled automatically. The sec-
ond industrial revolution of en-
hancing information handling as
contrasted with enhancing muscle
power, is upon us.

We are proud of the contribu- .
tions Intel has made during the
last ten years of this revolution,
and we expect to remain at the
forefront through the next decade.

8022 One Chip Microcomputer (with integral
A/D converter) Wafer
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Form 10-K

If you would like to receive,
without charge a copy” of the
Corporation’s ‘Form 10-K’' which -
will be filed with the Securities

and Exchange Commission prior
to March 31, 1979 for the 1978 year,
please send your request to:
Roger S. Borovoy, Secretary

Intel Corporation

3065 Bowers Ave.

Santa Clara, Ca. 95051.

*No exhibits will be sent unless
specifically requested. (There will be a
nominal charge for exhibits.)

Annual Meeting

The Intel Annual Meeting of
Shareholders will be held at 4:00 PM.
April 18, 1979 at the Mediterranean
Center of the San Jose Hyatt

House, 1740 N. First Street, San

Jose, California.
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