
INTC: Forging a Geopolitical Necessity into a High-Margin

Duopoly

1. Executive Summary

We recommend initiating a LONG position in Intel Corporation (INTC) with high conviction. At its current price of

$45.07, the market is pricing Intel as a high-risk, capital-intensive turnaround with a deeply uncertain outcome.

We believe this view, while understandable given a decade of missteps, fails to properly discount the powerful

confluence of  geopolitical  necessity  and a genuine technological  inflection point.  Intel  is  not  just  attempting a

corporate turnaround; it is executing a state-sponsored mandate to become the West's high-performance foundry, a

strategic imperative that dramatically de-risks the capital investment cycle.

Our  variant  view  is  that  the  market  is  mispricing  the  probability  and  magnitude  of  success.  While  correctly

identifying the execution risks, investors are anchored to Intel’s past failures and are undervaluing three critical

forces: 1) the strategic necessity of a non-Taiwanese leading-edge foundry, which creates immense customer pull

and government support; 2) the potential for the 18A process node, with its industry-first backside power delivery

(PowerVia), to be a "leapfrog" technology rather than just a "catch-up" node; and 3) the profound asymmetry in the

potential outcomes. A failure is largely priced in, but a success—creating a Western duopoly with TSMC in the most

critical  industry  of  the  21st  century—offers  a  multi-bagger  return  profile  that  is  not  reflected  in  the  current

$225.12B market capitalization.

We believe the immense capital expenditure, which weighs on near-term financials, is not a sign of weakness but

the necessary investment to build a durable, high-margin toll road for the entire Western technology ecosystem.

The partnership with Microsoft on the 18A node is the first major external validation of this strategy, and we believe

it is a leading indicator of further customer adoption. While the path will  be volatile,  our probability-weighted

valuation points to a fair value well  north of $80 per share, suggesting the risk/reward at the current price is

exceptionally compelling. This is a rare opportunity to invest in the creation of a strategic, wide-moat asset at a

price that still reflects deep skepticism.

TL;DR:

Recommendation + conviction level: LONG, High Conviction.

Key thesis driver: The market is underpricing the geopolitical imperative for a Western leading-edge foundry,
which provides a powerful tailwind for Intel's technologically differentiated 18A process node.

Primary risk or kill condition: Failure to announce a second top-5 fabless or hyperscaler customer for the
18A node by the end of Q4 2026 would invalidate the external validation thesis.

Valuation vs. current price: Our probability-weighted fair value is approximately $89, representing nearly
100% upside from the current price of $45.07.

2. Business Quality Assessment

Intel Corporation has historically been the dominant force in the semiconductor industry, pioneering the integrated

device  manufacturer  (IDM)  model  where  it  both  designed  and  manufactured  its  own  chips,  primarily  x86

microprocessors. This integration created a powerful moat, allowing its design advantages to be expressed through

superior  manufacturing,  and  vice  versa.  This  model,  however,  broke  down  over  the  last  decade  as  Intel's

manufacturing arm repeatedly failed to deliver new process nodes on schedule. This erosion of its manufacturing

leadership allowed competitors to seize the advantage: fabless designers like AMD and Nvidia could access superior

process technology from Taiwan Semiconductor Manufacturing Co. (TSMC), erasing Intel's core competitive edge.

The result was a significant loss of market share in its core Client Computing (PC) and Data Center & AI (server)

segments, a decline in profitability, and a crisis of identity. The company's current financial profile reflects this

struggle, with a trailing twelve-month EPS of  $-0.06 and a forward P/E of  44.71 that anticipates a significant

earnings recovery.
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Under CEO Pat Gelsinger, Intel has embarked on a radical strategic overhaul known as IDM 2.0. This strategy aims

to restore Intel's leadership by bifurcating the company and its operating model. The core of the strategy is to

separate the internal design teams (Intel Products) from the manufacturing arm, which is being reborn as Intel

Foundry Services (IFS). Intel Products will be free to use the best process technology available, whether from

IFS or an external foundry like TSMC. Simultaneously, IFS is being rebuilt to serve external customers, competing

directly with TSMC for the world's most advanced chip designs.

The linchpin of this entire strategy is an audacious technology roadmap dubbed "five nodes in four years" (5N4Y), a

compressed schedule designed to race through multiple process generations and reclaim manufacturing leadership

from TSMC. The culmination of this roadmap is the Intel 18A node, slated for high-volume manufacturing in 2026.

This is not merely an incremental improvement; it is an architectural leap. 18A will be the first node in the industry

to combine two revolutionary technologies at scale:

RibbonFET: Intel's implementation of gate-all-around (GAA) transistor architecture, which offers superior
performance and power characteristics over the current FinFET standard.

PowerVia: A proprietary and potentially game-changing backside power delivery network. By moving the
power lines to the back of the silicon wafer, it frees up space on the front for more optimized signal
interconnects, enabling greater density and performance.

As one leading industry analyst noted, this technology could be a decisive differentiator:

"Intel’s backside power delivery network is a revolutionary process technology that will offer a major leap

in transistor density and performance... Whoever is first to this technology will have a huge advantage. If

Intel can bring it to high volume manufacturing first, they will have a clear process technology lead for the

first time in a decade." — Dylan Patel, Chief Analyst at SemiAnalysis

The success or failure of IDM 2.0 and the 18A node will determine the future of the company. A success transforms

Intel from a declining legacy giant into a critical, high-margin infrastructure provider for the entire Western world.

A failure would likely cement its status as a laggard and lead to permanent capital impairment.

3. Investment Thesis & Variant View

Our investment thesis is built on a clear variant perception: the market is anchored to Intel's past decade of failure

and is pricing its ambitious foundry turnaround as a low-probability, high-risk venture. We believe this view is

incomplete.  The  market  correctly  assesses  the  technical  execution  risk  but  fundamentally  misunderstands  the

strategic and geopolitical forces that create a powerful, asymmetric return profile.

What The Market Believes: The market sees a company spending over $100 billion in capital  to chase an

entrenched, best-in-class competitor (TSMC) from a position of weakness. The current $45.07 share price reflects

deep skepticism about the 5N4Y roadmap, assumes significant delays are likely, and assigns a low probability that

IFS can win major customers beyond a few captive government or strategic partners. The consensus "hold" rating

effectively prices in a scenario where Intel muddles through, perhaps becoming a secondary foundry source but

never reclaiming true leadership, with the massive CAPEX permanently depressing returns on capital.

Our Variant View: We believe the foundry pivot is not merely a corporate strategy but a geopolitical imperative.

The concentration of leading-edge semiconductor manufacturing in Taiwan represents a critical vulnerability for

the U.S. and its allies. The CHIPS Act and similar European initiatives are not just subsidies; they are a clear signal

of state-level commitment to building a resilient, geographically diverse supply chain. This provides Intel with two

overwhelming advantages the market is discounting:

De-risked Capital: Government funding and investment tax credits significantly cushion the immense capital
outlay, protecting the balance sheet from the worst-case scenarios and allowing Intel to invest counter-cyclically.

Customer Gravity: Hyperscalers, automotive giants, and defense contractors now have a strategic mandate to
diversify their supply chains away from Taiwan. This creates an unprecedented "pull" for IFS's services. Intel is
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no longer just pushing a product; it is offering a vital solution to a board-level risk for every major technology
company in the West.

Furthermore, we believe the market is mischaracterizing 18A as a "catch-up" node. The inclusion of PowerVia gives

Intel a credible shot at a "leapfrog" node, offering performance advantages that TSMC's N2 process will not have.

This technological differentiation, combined with the geopolitical tailwind, creates a compelling value proposition

for potential customers. The decision by Microsoft to build a custom chip on 18A is the first tangible evidence of

this, validating both the technology and the strategic rationale.

This  confluence  of  factors  creates  a  powerful  quantitative  asymmetry.  While  the  downside  is  significant,  it  is

arguably  more  contained  than  the  market  fears  due  to  the  government  backstop.  The  upside,  however,  is

transformative. We have modeled three distinct scenarios to quantify this asymmetry.

Scenario Price Target Our Probability Weighted Value Rationale

Bull: Foundry
Dominance

$152.15 30% $45.65 18A is a decisive leap; Intel becomes
a true co-leader with TSMC,
commanding premium margins.

Base: Successful
Pivot

$82.08 50% $41.04 18A is competitive; IFS becomes a
credible #2 foundry, winning several
major customers.

Bear: Balance
Sheet
Impairment

$13.01 20% $2.60 18A fails or is severely delayed;
massive CAPEX destroys value,
leading to a distressed valuation.

Probability-
Weighted EV

100% $89.29

Our probability-weighted expected value of $89.29 represents nearly 100% upside from the current price. This is

the core of our thesis. The market is pricing a coin flip; we see a skewed distribution where the potential reward far

outweighs the risk. The time to act is now, while the outcome is still debated and the full value of this emerging

strategic asset is not yet reflected in the stock.

4. Valuation

Our valuation approach is centered on a probability-weighted Sum-of-the-Parts (SOTP) model that reflects the

high-variance  nature  of  Intel's  transformation.  The  key  driver  of  value  is  the  future  success  of  Intel  Foundry

Services (IFS), which we model explicitly under different scenarios.

Base Case: Successful Pivot (50% Probability) — Fair Value $82.08

This scenario assumes Intel successfully executes its roadmap, 18A is a competitive node, and IFS establishes itself

as the clear #2 global foundry.
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Segment 2028E Revenue Multiple Rationale Value (USD B)

Intel
Products

$70B 3.0x P/S A stable, mature business with modest growth.
Multiple is in line with peers like Qualcomm.

$210B

Intel
Foundry
Services

$25B 8.0x P/
S

A high-growth, strategic asset. Multiple is a
discount to TSMC (~10x) but a premium to
specialty foundries, contingent on achieving
~50-55% gross margins.

$200B

Mobileye &
Other

- - Valued at current market price/book value. $30B

Total
Enterprise
Value

$440B

Less: Net
Debt

($30B) Projected net debt after CAPEX cycle. ($30B)

Equity Value $410B

Price Per
Share

Using 4,995M shares outstanding. $82.08
(+82%)

The lynchpin of this valuation is our bottoms-up revenue build for IFS, which we believe is achievable by 2028.

Customer Segment (Wafer Volume) x (Avg. Wafer Price) Exp. Revenue (2028E) Rationale / Driver

Anchor
Hyperscaler

(500k wafers/yr) x
($12,000/wafer)

$6.0B Microsoft partnership
ramps to full volume.

Second
Hyperscaler

(400k wafers/yr) x
($12,500/wafer)

$5.0B Wins one of Amazon/
Google for supply
diversity on an AI
accelerator.

Fabless Giants (150k wafers/yr) x
($13,333/wafer)

$2.0B Wins a high-volume I/O
die or chipset from
Nvidia/AMD/
Qualcomm.

Automotive (400k wafers/yr) x
($15,000/wafer)

$6.0B Multiple design wins
driven by strong
onshoring demand.

Defense &
Aerospace

(200k wafers/yr) x
($20,000/wafer)

$4.0B Captive, high-margin
DoD business.

Adv. Packaging/
Other

(Lump Sum) $2.0B Standalone revenue
from Foveros/EMIB
packaging services.

Total Expected
Revenue

$25.0B
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Bull Case: Foundry Dominance (30% Probability) — Fair Value $152.15

This  scenario  assumes  18A  with  PowerVia  is  a  decisive  technological  leap,  allowing  Intel  to  regain  process

leadership and command premium pricing and margins.

Intel Products: $80B revenue at a 3.5x P/S multiple, as having the best in-house process allows it to regain
market share. Value: $280B.

Intel Foundry Services: $40B revenue at a 12.0x P/S multiple, reflecting clear technology leadership and
60%+ gross margins, approaching TSMC's valuation. Value: $480B.

Total Equity Value: $760B, or $152.15 per share (+238%).

Bear Case: Balance Sheet Impairment (20% Probability) — Fair Value $13.01

This scenario assumes a catastrophic failure of the 18A node, stalling IFS and causing the massive CAPEX cycle to

destroy shareholder value.

Consolidated Revenue: $55B ($50B Products, $5B IFS).

Financial Profile: Negative free cash flow, gross margins below 40% due to underutilized fabs.

Valuation Multiple: A punitive 1.0x P/S on the consolidated, distressed entity.

Total Equity Value: $65B (after debt), or $13.01 per share (-71%).

Valuation Sensitivity

The key drivers of our valuation are the 2028 revenue achieved by IFS and the sales multiple the market assigns to

it. The following table shows the sensitivity of our base case price per share to these two variables. Our base case is

highlighted in bold.

IFS 2028E Revenue 6.0x P/S Multiple 8.0x P/S Multiple 10.0x P/S Multiple

$15B $62.06 $68.07 $74.07

$20B $72.07 $78.08 $86.09

$25B $82.08 $88.09 $98.09

$30B $92.09 $102.10 $112.11

This analysis demonstrates that even under more conservative assumptions than our base case, significant upside

exists from the current share price of $45.07.

5. Key Analytical Tensions

Our conviction in this thesis was forged through rigorous debate over three central questions. Our resolution of

these tensions underpins our variant view.

1. The Tension: Can Intel replicate TSMC's vast foundry ecosystem?

The Case Against (The Bear View): The strongest argument against Intel is that a foundry's moat is not just
its process technology, but its ecosystem. TSMC has spent decades building its Open Innovation Platform (OIP),
a network of thousands of validated IP blocks, EDA tool partners, and advanced packaging solutions. A fabless
designer can tap into this ecosystem to dramatically lower risk and accelerate time-to-market. Intel is starting
from a near-zero base. As one of our internal analyses argued, "This isn't something you build overnight. The
market is mistaking a promising process recipe for a functioning, at-scale foundry business."

The Case For (The Bull View): The bull case rests on the idea that ecosystems follow leadership. If Intel
delivers a demonstrably superior process with 18A, the ecosystem partners (IP providers, EDA companies) will
be economically compelled to support it. Furthermore, the geopolitical mandate for supply chain diversification
acts as a powerful catalyst. Major customers like Microsoft, Amazon, and Google will force the ecosystem to
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coalesce around IFS because they simply cannot afford to have their entire hardware roadmaps dependent on a
single company in a single location.

Our Resolution: We conclude that while the ecosystem gap is a formidable hurdle, it is not insurmountable.
The bears correctly identify the scale of the challenge, but they underestimate the gravitational pull of a leading-
edge node combined with immense geopolitical and customer demand. The ecosystem will not be replicated
overnight, but its development will be dramatically accelerated by these non-technical forces. The Microsoft
partnership is the first proof point; as IFS demonstrates technical capability, key customers will bring their
ecosystem partners with them, creating a virtuous cycle.

2. The Tension: How likely is the foundry strategy to succeed?

The Case Against (The Skeptic's View): This argument, articulated powerfully by our quality-focused
research, anchors on the historical "base rate" of failure for technology megaprojects. The "five nodes in four
years" plan is a project of unprecedented scale and complexity. Academic research on such projects shows a
failure or significant delay rate exceeding 50%. From this perspective, the market is not being overly pessimistic;
it is being rational. As Commerce Secretary Gina Raimondo has stated, CHIPS Act money is not a "blank check,"
implying that government support does not eliminate execution risk.

The Case For (The Bull View): Proponents argue that applying a generic base rate is inappropriate because
it ignores two unique, overriding factors. First, the level of national commitment via the CHIPS Act provides a
capital backstop that is absent in typical corporate megaprojects. This allows for a level of investment and risk-
taking that would otherwise be impossible. Second, the potential for a true technological leap with PowerVia
changes the dynamic from a catch-up race to a potential paradigm shift. Success is not guaranteed, but the
probability is far higher than the historical average suggests.

Our Resolution: We find the bull case more compelling. The base rate argument is a crucial and sobering
piece of context, but it is not dispositive. The combination of a government-de-risked capital structure and a
potentially revolutionary technology creates a unique situation. We believe the probability of success is closer to
the 60-70% range, as opposed to the sub-50% implied by historical precedent. The government's goal is supply
chain resilience, and it will ensure the fabs get built; Intel's job is to make them profitable, a task made much
easier by the PowerVia advantage.

3. The Tension: Is Intel's core business a "melting ice cube" that will starve the foundry?

The Case Against (The Bear View): This view holds that relentless pressure from AMD in the data center
and the rise of ARM-based chips in client computing will continue to erode the profitability of Intel's legacy
businesses. This "melting ice cube" will fail to generate sufficient cash flow to fund the multi-hundred-billion-
dollar foundry investment, leading to a death spiral of rising debt and value destruction.

The Case For (The Bull View): The bull case acknowledges the competitive pressures but reframes the
situation. The legacy businesses do not need to thrive; they simply need to survive and generate enough cash to
bridge the company to the point where IFS becomes self-sustaining. The cash flow from the Products division is
being deliberately harvested and reinvested from a mature, low-growth business into a potential high-growth
engine. The success of the investment hinges not on the old business returning to glory, but on the new business
achieving escape velocity.

Our Resolution: We resolve that the "melting ice cube" concern is valid but secondary to the foundry's
success. The fate of Intel is no longer tied to the x86 duopoly; it is tied to the success of IDM 2.0. The core
business is indeed under pressure, but it remains large and profitable enough to fund the transition, especially
when supplemented by CHIPS Act funding. The investment thesis works even if the Products division merely
manages a slow decline, so long as IFS succeeds. The risk is real, but it is a known factor that is more than offset
by the potential of the foundry.

6. Catalysts

Our investment thesis is not dependent on a specific timeline but on a series of observable, milestone-based events

that will force the market to re-evaluate the probability of Intel's success.

Second Major 18A Customer Announcement (By Q4 2026): The Microsoft deal was the first critical
validation. The announcement of a second top-5 fabless company (e.g., Qualcomm, Nvidia, AMD) or hyperscaler
(e.g., Amazon, Google) committing to high-volume production on 18A would be an undeniable signal that the
technology is competitive and the ecosystem is forming.
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IFS Revenue Inflection (H2 2026 - H1 2027): As IFS begins shipping products in volume and its revenue
contribution crosses a $5 billion annual run-rate, sell-side models will be forced to assign a distinct, high-growth
multiple to the segment, unlocking significant value in SOTP analyses.

Gross Margin Recovery Trajectory (Q1 2027 Onwards): The clearest financial signal of success will be a
sustained improvement in consolidated non-GAAP gross margins back towards 50%. This will indicate that the
new fabs are ramping with healthy utilization and yields, proving the economic viability of the foundry model.

7. Risks & Kill Conditions

The primary risk to our thesis is a failure of execution. We have identified specific, verifiable kill conditions that

would invalidate our core assumptions and trigger an exit from the position.

18A Fails to Win: Intel fails to announce a second top-5 fabless/hyperscaler customer for the 18A node by the
end of Q4 2026. This is the most critical kill condition. A lack of external adoption by this point would signal
that the technology is not competitive enough to overcome the friction of switching from TSMC.

Margins Do Not Materialize: The company fails to demonstrate a clear trajectory towards 50% non-GAAP
gross margins by the end of 2027. If margins remain stuck below 45%, it would suggest that even if Intel is
winning business, it is doing so at value-destructive prices, invalidating the "high-margin duopoly" thesis.

Uncontrolled Cash Burn: Free cash flow remains deeply negative through the end of 2027 without a
corresponding acceleration in IFS revenue. This would indicate that the massive capital investment is failing to
generate returns, turning the company into a capital-destroying "value trap."

8. Position Sizing Rationale

We  recommend  initiating  a  full-sized  position in  INTC.  The  conviction  level  is  high  due  to  the  powerful

asymmetry of the potential outcomes and the strategic, government-backed nature of the turnaround. While the

risk of failure is non-trivial, our analysis suggests the current price of $45.07 offers a substantial margin of safety

against our probability-weighted fair value of nearly $90.

This is not a low-volatility investment. The stock will be highly sensitive to news flow regarding the 5N4Y roadmap,

customer announcements, and competitive developments at TSMC. However, we believe the long-term strategic

forces underpinning our thesis are durable.

We will closely monitor progress against our defined catalysts and kill conditions. A successful announcement of a

second major customer would be a signal to consider adding to the position. Conversely, a breach of any of our kill

conditions, particularly the failure to secure that customer by the end of 2026, would trigger an immediate and full

exit.

9. Bottom Line

We recommend a  LONG position in Intel Corp. at the current market price of  $45.07, establishing a full-sized

position. Our thesis rests on the variant view that the market is under-appreciating the confluence of a genuine

technological inflection point (18A/PowerVia) and a powerful geopolitical mandate that de-risks capital and creates

immense customer pull.  The resulting asymmetry between a  contained downside and a  transformative,  multi-

bagger upside offers a highly compelling investment case. We would be forced to reconsider our thesis if Intel fails

to secure a second major external foundry customer for its 18A process by the end of 2026, as this would invalidate

the core premise of external validation and technological competitiveness.
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