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Performance: Risk and Return of Intel Corporation 
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Abstract Investors and analysts have access to a lot of information about companies which helps them in making better investment decisions. 
Therefore, it is better to use all available information efficiently and apply different techniques to ensure the consistency of the results to base their 
decisions on a solid base. For example, financial information for Intel Corporation can be used in order to help investors in reaching their decisions more 
easily. Different methods will be explained to evaluate the performance of Intel Corporation. Therefore, investors will have a clear image about return 
and risk prior to buy the stock. 

                                               ——————————      —————————— 
 

Introduction 

Intel Corporation was founded in 1968 in Santa Clara, 
California by Robert Noyce and Gordon Moore. It is one of 
the world’s largest and highest valued semiconductor chip 
makers, based on revenue. It has five main units: PC Client 
Group, Data Center Group, Internet of Things Group, 
Mobile and Communications Group and Software and 
services operating segments. The revenue of Intel Corp. 
increased by 6% from $52.7 billion in 2013 to $55.9 billion in 
2014. Additionally, its net income rose to $11.7 billion in 
2014 compared to $9.6 in the previous year which 
represents an increase of 22%. Similarly, the earning per 
share increased by 22% from $1.89 to $2.31 over the same 
period. The stock price (as of Jan.30, 2015) is $ 33.04 (Intel 
Corporation). 

Theory 

In this part, the following theories will be discussed: The 
Rate of Return of the Stock (R), The Rate of Return of the 
Market (RDJIA), The Risk of INTC Stock, Capital Asset 
Pricing Model (CAPM), The Weighted Average Cost of 
Capital (KWACC) and The Dividend Effect. 

The Stock Rate of Return (R = DY + CG) 

The rate of return is the sum of two parts: dividend yield 
(DY) and capital gain (CG). Dividend Yield (

0/1 PDDY = ) means how much an investor can earn as 
a profit from buying a stock in the form of dividends. 
Capital Gain ( 0/)01( PPPCG −= ) means how much an 
investor can earn as a profit from buying a stock in the form 
of price appreciation. For example, the dividend yield of 
Intel stock on December, 2014 was 2.48% and capital gain 
(loss if negative) was -30.93%, so the rate of return was -
28.45%. The loss of 28.45% is due to the decrease in the 
stock price of Intel Corp. (see appendix 5). 

 
The Market Rate of Return (RDJIA) 

  RDJIA = (DJIA-DJIA (-1)) / DJIA (-1) 

Using E-views, the rate of return of the market (RDJIA) on 
December, 2014 was -0.35% compared to 30.20% on 
November, 2014 (see appendix 5). 

The Risk of INTC Stock (Beta) 

𝑅𝑠𝑡 = ∝ 𝑠 +  𝛽𝑠.𝑅𝑚𝑡 +  𝜀𝑡 

According to Investopedia, Beta (𝛽 ) is “a measure of the 
volatility, or systematic risk, of a security or a portfolio in 
comparison to the market as a whole. Beta is used in the 
capital asset pricing model (CAPM), a model that calculates 
the expected return of an asset based on its beta and 
expected market returns” (Investopedia). Using E-views, I 
find the beta (𝛽) of Intel. Corp. stock 1.143 and Alph (∝) is -
0.669 (see appendix 2). There are three situations for the 
beta of the stock: it may be equal to the beta of the market 
(=1), higher that the beta of the market (>1) or lower than 
the beta of the market (<1). For Intel corp., the beta of INTC 
stock (𝛽𝑠 = 1.143) is higher than the beta of the market 
(𝛽 𝑓𝑜𝑟 𝐷𝐽𝐼𝐴 = 1). 

The Capital Asset Pricing Model (CAPM) 

            E(Rs) = RRF + 𝛽𝑠 [E(Rm) - RRF] 

The formula of Capital Asset Pricing Model (CAPM) can be 
used to find the expected return on INTC Corp. stock. 
Where: RRF is the risk free rate, E(Rm) - RRF is the difference 
between the expected return on the market portfolio and 
the risk free rate (market risk premium) and 𝛽𝑠 is the beta 
of the stock that measures its risk. To calculate the expected 
return of INTC stock, we can use the above equation. Using 
E-views, I found beta of the stock (1.143), the expected 
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return on the market portfolio (RDJIA) is 8.529% (see 
appendix 3) and we used the rate of Treasury bills or bonds 
in the United States (Dec,31, 2014), the risk free rate is 3%. 

          E(Rs) = 0.03 + 1.143 [0.08529 – 0.03] 

As a result, the expected return of INTC stock is 0.0932 or 
9.32%. 

The Weighted Average Cost of Capital (KWACC) 

              KWACC = Wd.Kd (1-T) + Wp.Kp + Ws.Ks 

According to Investopedia, “a calculation of a firm's cost of 
capital in which each category of capital is proportionately 
weighted. All capital sources - common stock, preferred 
stock, bonds and any other long-term debt - are included in 
a WACC calculation. All else equal, the WACC of a firm 
increases as the beta and rate of return on equity increases, 
as an increase in WACC notes a decrease in valuation and a 
higher risk” (Investopedia). 

As per Value Line Website, Intel Cop. has no preferred 
stocks and its weight of debt (Wd) is 18%. We can find the 
weight of equity which is common stock only by 
subtracting the weight of debt from 100% and we get 82%. 
The tax rate for Intel Corp. (T) is 28%, the cost of equity (Ks 
= 9.32%) is the expected return we found in the previous 
section (E(Rs)) from Capital Asset Pricing Model (CAPM) 
formula. The cost of debt (Kd = I/D) can be calculated by 
dividing LT-Interest which is $ 120 million over LT-Debt 
which is $ 12,103 million and we get 0.99% (Value Line). 

I will use these numbers to find (KWACC) for INTC that uses 
only 18% of debt and 82% of common stock with no 
preferred stock.  

KWACC = 18% (0.99%) (1- 0.28) + 82% (9.32%) 

After calculation, I found The Weighted Average Cost of 
Capital (KWACC) for Intel Corp. which is 7.77%.  

The Dividend Effect 

              Rst = = RRFt + 𝛽𝑠 [Rmt - RRFt] + ƛs (DYst – DYmt) + εt 

 The dividend effect or dividend yield equation can be used 
to find if there is a relationship between the distribution of 
dividends by a company and the risk, cost or the value of 
that firm. Also, there are three situations for the Lambda 
(ƛ): it might be equal to zero which means the distribution 
of dividend is irrelevant and it is called Modigliani Miller 
Dividend Theory. Lambda (ƛ) could be negative which 
means the distribution of dividends is relevant and it is 

called Gordon & Lintner Dividend Theory. The third 
situation is when we have a positive Lambda which means 
the higher the distribution of dividends, the higher taxes 
will be collected and many people do not like it because 
they have to pay high taxes. Using E-Views, I found a 
positive Lambda (ƛ) for INTC stock equal to 1.04 (see 
appendix 4). 

Empirical Results 

Using E-Views, we can analyze INTC Corp. from many 
aspects. First, the average return of the stock is higher than 
the average return of the market (RDJIA). The two average 
returns for INTC and DJIA are 9.25% and 8.53% 
respectively (see appendix 1 & 3).  Although the mean for 
INTC stock is higher, it is more risky than the market 
because its beta is 1.143 compared to the beta of DJIA which 
is only 1. An investor who requires a higher return on a 
stock, he must expect a higher percentage of risk which can 
be measured by its beta. In investment, it is recommended 
for investors to diversify their portfolio by buying stocks of 
different firms from different sectors, so the negative effect 
will be minimized if there is any loss in one company or 
one sector.  

From Capital Asset Pricing Model (CAPM), we can realize 
that Intel Corp. has only 18% of debt compared to 82% of 
equity. The company must find the optimal debt-equity 
ratio so its cost can be reduced to generate more profit if it 
uses the money to finance its operations and invest in new 
projects. The banks who offer loans for corporations look at 
the balance sheet carefully especially cash and collaterals to 
ensure that companies are able to pay back the loan plus 
interest which is tax deductible. For shareholders, they look 
at the income statement (net income in particular) and the 
ability of the company to pay dividends. Also, they want 
the company to invest efficiently so the stock price will 
increase.  

From Dividend Effect, the Lambda of INTC stock is 
positive (ƛs = 1.04) and it means that if the company 
distributes more and more dividends, the investor has to 
pay more taxes which a lot of people do not like. However, 
the probability is 0.81 (insignificant) which is higher than 
0.1, so we reject it and the result becomes there is no 
dividend effect which is the dividend theory of Modigliani 
Miller. The theory says that even if the company distributes 
more dividends, there will be no effect because the 
dividend is irrelevant.  
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Conclusion 

Summing up, the stock performance of Intel Corporation is 
very similar to the market. However, I believe that it is 
better to buy a basket of different stocks with a diversified 
portfolio so the risk can be reduced to a lower level instead 
of the current risk amount for INTC stock (𝛽𝑠 =1.143). For 
companies, the optimal amount of debt and equity is 
crucial because it reduces their costs and generate higher 
returns for them. Intel Corporation should reduce its risk 
and increase its return through more investments and find 
innovative ways to beat competitions and be the leader of 
its industry. 
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Appendix 

Appendix 1. RINTC 
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Appendix 2. The Beta 

 

Appendix 3. RDJIA 
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Appendix 4. Dividend Effect 

 

Appendix. 5 Summary Tables IJSER
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