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Abstract:
Intel said Friday it scrapped a new chip it code-named the Timna, which was to be a low-cost replacement for the Celeron chip that powers many low-end PCs, because of excessive delays in fixing a faulty part. Intel already had pushed its schedule for selling the Timna back from the end of this year to the first quarter of 2001. Intel said it would have needed to delay the chip another month to fix a glitch in the way it works with memory chips.

Meanwhile, officials at three PC makers said Friday that Intel told them it will delay introduction of the Pentium 4 by three weeks because of a malfunction in the way the chipset interacts with graphics cards. Intel says it will delay the rollout of the Pentium 4 -- the replacement for its flagship Pentium III -- from the end of this month to at least the week of Nov. 20 and perhaps later, these PC-company officials said. They said Intel told them it has fixed the problem, but delayed the launch to get new chipsets ready.
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Intel Corp., adding to a string of embarrassing product delays and a revenue shortfall that have beset it this year, said it canceled plans for a new low-cost computer chip. And computer makers said Intel also is delaying the introduction of its next-generation processor, the Pentium 4.

The two microchip problems add to a growing cloud of concern shadowing Intel and its stock price, which has tumbled 46% during the past five weeks. The world's largest chip maker, Intel is a technology-industry bellwether that until recently was lauded for its impeccable manufacturing and rigid adherence to testing and quality control. But the Santa Clara, Calif., company has delayed several chip rollouts and has had to recall others because of design flaws and problems in the group of semiconductors called the "chipset" that surrounds the processor.

The latest two setbacks show "their internal system has broken down," said analyst Rick Whittington of BancAmerica Securities. "They are now going for total quality control. They aren't taking any chances."

Intel said Friday it scrapped a new chip it code-named the Timna, which was to be a low-cost replacement for the Celeron chip that powers many low-end PCs, because of excessive delays in fixing a faulty part. Intel already had pushed its schedule for selling the Timna back from the end of this year to the first quarter of 2001. Intel said it would have needed to delay the chip another month to fix a glitch in the way it works with memory chips.

Meanwhile, officials at three PC makers said Friday that Intel told them it will delay introduction of the Pentium 4 by three weeks because of a malfunction in the way the chipset interacts with graphics cards. Intel says it will delay the rollout of the Pentium 4 -- the replacement for its flagship Pentium III -- from the end of this month to at least the week of Nov. 20 and perhaps later, these PC-company officials said. They said Intel told them it has fixed the problem, but delayed the launch to get new chipsets ready.

An Intel spokesman declined to comment other than to reiterate the company's earlier statement that it expects to ship the product during the fourth quarter.

Intel admits it has had execution issues this year that should never have happened. Chief Executive Craig Barrett said Friday that the rising complexity of Intel's business, which has changed from making one product for one market to making dozens of products for many markets, as well as increasing competition from Advanced Micro Devices Inc., has contributed to the missteps.

Still, Mr. Barrett defended the company's disclosure of even minor problems. "We try not to hide stuff, we try to be forthright. We're the only outfit that publishes every wart and pimple of our products," he said.

But the chip problems also add to broader questions about Intel's business strategy. The company's stock has been battered in part by uncertainty about growth in the PC market as well as by Intel's own warning in September of lower-than-expected third-quarter revenue. Some investors are worried that the company's focus on new businesses -- everything from home-networking gear to chips that help speed Internet access -- has taken its focus off its core business of making the chips that run 85% of the world's personal computers.

Analysts said the decision to scrub the Timna chip may open the door for rival AMD, of Sunnyvale, Calif., to gain some market share with its Duron product. Yet the elimination of the Timna also may help Intel by freeing up some of its factory capacity for more high-end processors with fatter profit margins.

Several of the product problems this year relate to Intel's decision to try to push the PC industry to adopt a new memory technology pioneered by Rambus Inc. of Mountain View, Calif. But the Rambus technology has proven to be too expensive, and other memory types have begun offering better performance. "They made a strategic mistake putting all their eggs in the Rambus basket," said analyst Drew Peck of SG Cowen.

Intel also has been rushing out new products to keep up with AMD, which has beat it to market with the fastest processors several times this year. Analysts also said Intel is now so wary of having quality or design problems that it has slowed the development and testing process to prevent further embarrassments.
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