CASE TEN

Evaluating Intel’s
1
Earnings Torpedo
On September 21, 2000, Intel Corporation, the world’s largest manufacturer of computer chips, issued an
earnings warning indicating that third-quarter revenue was anticipated to be below previous expectations.
This announcement prompted a huge sell-off in Intel’s stock, which drove the price down from $61.48 to
$47.94 over the course of the next 24 hours. This 22 percent stock price drop took place on daily volume of
300 million shares, a new record for the NASDAQ. In this case, you will build pro forma financial
statements for Intel based on both Wall Street’s expectations prior to Intel’s earnings warning and Wall
Street’s revised expectations after the warning. You will then evaluate whether Intel’s stock price decline
was justified by the information in the earnings warning.
Intel’s revenue growth was 11.9 percent in 1999 and had grown at an average annual rate of just over
12.5 percent for the five years ending in 1999. A surge in the worldwide demand for computer chips
resulted in strong revenue growth in the first two quarters of 2000, with year-over-year revenue growth for
the first and second quarter of 12.5 percent and 23.0 percent, respectively. In the press release
accompanying the announcement of the financial results for the second quarter, Craig Barrett, president and
CEO of Intel, stated that “looking forward, we expect to see strong demand continue into the second half.”
Based on this guidance, most Wall Street analysts were expecting Intel’s third-quarter revenue to be
between $8.8 million and $9.3 million, representing year-over-year quarterly growth of between 20 and 27
percent, and sequential quarterly growth of between 6 and 12 percent.
Intel released its earnings warning after the close of regular trading hours on September 21, 2000. The
full text of the press release is attached as Exhibit 1. In this press release, Intel indicated that it “now
expects revenue growth for the third quarter to be approximately 3 to 5 percent higher than second quarter
revenue of $8.3 billion.”
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Based on the information provided above and using the eVal software to facilitate your analysis, perform
the following tasks:
1. Import the data for this case into eVal. (Note: case data can be imported by going to the Case Data
sheet in eVal and selecting the yellow block of data for the company, and then pasting this block
of data into the yellow cells at the bottom of the Financial Statements sheet using Paste Special Values from the Edit menu.)
2. For the purpose of this case, you should set the valuation date to September 22, 2000, and the cost
of equity capital to 12 percent on the Valuation Parameters worksheet.
3. Based on Wall Street’s expectations immediately before Intel’s earnings warning, provide a set of
forecasting assumptions that (approximately) justify Intel’s $61.48 pre-warning stock price.
4. Based on Wall Street’s expectations immediately after Intel’s earnings warning, provide a set of
forecasting assumptions that (approximately) justify Intel’s $47.94 post-warning stock price.
5. Based on your analysis in questions one through three, evaluate whether the 22 percent stock price
drop was a reasonable response to the news about valuation fundamentals in Intel’s earnings
warning. To the extent that you do not think the stock price drop was justified, speculate as to why
it occurred.

