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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

Form 10-K

þ ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2010

OR
o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934
For the transition period from          to

Commission file number 1-33579
INTERDIGITAL, INC.

(Exact name of registrant as specified in its charter)

Pennsylvania 23-1882087
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)

781 Third Avenue
King of Prussia, Pennsylvania

19406-1409
(Zip Code)

(Address of principal executive offices)

Registrant�s telephone number, including area code
(610) 878-7800

Securities registered pursuant to Section 12(b) of the Act:

Common Stock (par value $0.01 per share)
(title of class)

NASDAQ
(name of exchange on which registered)

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.  Yes þ     No o
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Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.  Yes o     No þ

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes þ     No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).  Yes þ     No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405) is not
contained herein, and will not be contained, to the best of registrant�s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.  o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer þ      Accelerated filer o Non-accelerated filer o Smaller reporting
company o

(Do not check if a smaller reporting company)     

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).  Yes o     No þ

The aggregate market value of the voting and non-voting common equity held by non-affiliates computed by
reference to the price at which the common equity was last sold, or the average bid and asked price of such common
equity, as of the last business day of the registrant�s most recently completed second fiscal quarter: $1,075,652,145 as
of June 30, 2010.

The number of shares outstanding of the registrant�s common stock was 45,326,113 as of February 21, 2011.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant�s definitive proxy statement to be filed pursuant to Regulation 14A in connection with the
registrant�s 2011 annual meeting of shareholders are incorporated by reference into Items 10, 11, 12, 13 and 14 of
Part III of this Form 10-K.
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GLOSSARY OF TERMS

1xEV-DO

�First Evolution Data Optimized.�  An evolution of cdma2000.

2G

�Second Generation.�  A generic term usually used in reference to voice-oriented digital wireless products, primarily
mobile handsets, that provide basic voice services.

2.5G

A generic term usually used in reference to fully integrated voice and data digital wireless devices offering higher data
rate services and features compared to 2G.

3G

�Third Generation.�  A generic term usually used in reference to the generation of digital mobile devices and networks
after 2G and 2.5G, which provide high speed data communications capability along with voice services.

3GPP

�3G Partnership Project.�  A partnership of worldwide accredited Standards organizations the purpose of which is to
draft specifications for Third Generation mobile telephony.

4G

�Fourth Generation.�  A generic marketing term used in reference to the generation of digital mobile devices and
networks after 3G, which provide very high speed, low latency data and video communications capability as well as
voice services. It is typically (but not always) used to refer to air interfaces that utilize OFDMA/MIMO technologies,
such as LTE, LTE-Advanced, IEEE 802.16e and IEEE 802.16m.

802.11

An IEEE Standard for wireless LAN interoperability.  Letter appendages (i.e., 802.11 a/b/g) identify various
amendments to the Standards which denote different features and capabilities.

air interface

The wireless interface between a terminal unit and the base station or between wireless devices in a communication
system.

ANSI

�American National Standards Institute.�  The United States national standards accreditation and policy agency. ANSI
monitors and provides oversight of all accredited U.S. Standards Development Organizations to ensure they follow an
open public process.
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ATIS

�Alliance for Telecommunications Industry Solutions.�  An ANSI-accredited U.S.-based Standards association which
concentrates on developing and promoting technical/operational standards for the communications and information
technology industries worldwide.

bandwidth

A range of frequencies that can carry a signal on a transmission medium, measured in Hertz and computed by
subtracting the lower frequency limit from the upper frequency limit.

base station

The central radio transmitter/receiver, or group of central radio transmitters/receivers, that maintains communications
with subscriber equipment sets within a given range (typically a cell site).

3
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CDMA

�Code Division Multiple Access.�  A method of digital spread spectrum technology wireless transmission that allows a
large number of users to share access to a single radio channel by assigning unique code sequences to each user.

cdmaOne

A wireless cellular system application based on 2G narrowband CDMA technologies (e.g., TIA/EIA-95).

cdma2000®

A Standard which evolved from narrowband CDMA technologies (i.e., TIA/EIA-95 and cdmaOne). The CDMA
family includes, without limitation, CDMA2000 1x, CDMA 1xEV-DO, CDMA2000 1xEV-DV and CDMA2000 3x.
Although CDMA2000 1x is included under the IMT-2000 family of 3G Standards, its functionality is similar to 2.5G
technologies. CDMA2000® and cdma2000® are registered trademarks of the Telecommunications Industry
Association (TIA � USA).

chip

An electronic circuit that consists of many individual circuit elements integrated onto a single substrate.

chip rate

The rate at which information signal bits are transmitted as a sequence of chips. The chip rate is usually several times
the information bit rate.

circuit

The connection of channels, conductors and equipment between two given points through which an electric current
may be established.

digital

Information transmission where the data is represented in discrete numerical form.

digital cellular

A cellular communications system that uses over-the-air digital transmission.

duplex

A characteristic of data transmission; either full duplex or half duplex. Full duplex permits simultaneous transmission
in both directions of a communications channel. Half duplex means only one transmission at a time.

EDGE

�Enhanced Data rates for GSM Evolution.�  Technology designed to deliver data at rates up to 473.6 Kbps, triple the
data rate of GSM wireless services, and built on the existing GSM Standard and core network infrastructure. EDGE
systems built in Europe are considered a 2.5G technology.
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ETSI

�European Telecommunications Standards Institute.�  The Standards organization which drafts Standards for Europe.
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FDD

�Frequency Division Duplex.�  A duplex operation using a pair of frequencies, one for transmission and one for
reception.

FDMA

�Frequency Division Multiple Access.�  A technique in which the available transmission bandwidth of a channel is
divided into narrower frequency bands over fixed time intervals resulting in more efficient voice or data transmissions
over a single channel.

frequency

The rate at which an electrical current or signal alternates, usually measured in Hertz.

GHz

�Gigahertz.�  One gigahertz is equal to one billion cycles per second.

GPRS

�General Packet Radio Systems.�  A packet-based wireless communications service that enables high-speed wireless
Internet and other data communications via GSM networks.

GSM

�Global System for Mobile Communications.�  A digital cellular Standard, based on TDMA technology, specifically
developed to provide system compatibility across country boundaries.

Hertz

The unit of measuring radio frequency (one cycle per second).

HSDPA

�High Speed Downlink Packet Access.�  An enhancement to WCDMA/UMTS technology optimized for high speed
packet-switched data and high-capacity circuit switched capabilities. A 3G technology enhancement.

HSUPA

�High Speed Uplink Packet Access.�  An enhancement to WCDMA technology that improves the performance of the
radio uplink to increase capacity and throughput, and to reduce delay. A 3G technology enhancement.

iDEN®

�Integrated Dispatch Enhanced Network.�  A proprietary TDMA Standards-based technology which allows access to
phone calls, paging and data from a single device. iDEN is a registered trademark of Motorola, Inc.

IEEE
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�Institute of Electrical and Electronic Engineers.�  A membership organization of engineers that among its activities
produces data communications standards.

IEEE 802

A Standards body within the IEEE that specifies communications protocols for both wired and wireless local area and
wide area networks (LAN/WAN).
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IETF

�Internet Engineering Task Force.�  A large open international community of networks designers, operators, vendors,
and researchers concerned with the evolution of Internet architecture and the smooth operation of the Internet.

ITU

�International Telecommunication Union.�  An international organization established by the United Nations with
membership from virtually every government in the world. Publishes recommendations for engineers, designers,
OEMs, and service providers through its three main activities: defining and adoption of telecommunications
standards; regulating the use of the radio frequency spectrum; and furthering telecommunications development
globally.

ITC

�InterDigital Technology Corporation,�  one of our wholly-owned Delaware subsidiaries.

Kbps

�Kilobits per Second.�  A measure of information-carrying capacity (i.e., the data transfer rate) of a circuit, in thousands
of bits per second.

know-how

Technical information, technical data and trade secrets that derive value from the fact that they are not generally
known in the industry. Know-how can include, but is not limited to, designs, drawings, prints, specifications,
semiconductor masks, technical data, software, net lists, documentation and manufacturing information.

LAN

�Local Area Network.�  A private data communications network linking a variety of data devices located in the same
geographical area and which share files, programs and various devices.

LTE

�Long Term Evolution.�  Generic name for the 3GPP project addressing future improvements to the 3G Universal
Terrestrial Radio Access Network (UTRAN).

LTE-A

�LTE-Advanced.�  A follow-on to LTE and the 3GPP entry into the worldwide ITU �IMT-Advanced� project.

MAC

�Media Access Control.�  Part of the 802.3 (Ethernet LAN) standard which contains specifications and rules for
accessing the physical portions of the network.

MAN
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�Metropolitan Area Network.�  A communication network which covers a geographic area such as a city or suburb.

Mbps

�Megabits per Second.�  A measure of information � carrying capacity of a circuit; millions of bits per second.
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MIMO

�Multiple Input Multiple Output.�   A method of digital wireless transmission where the transmitter and/or receiver uses
multiple antennas to increase the achievable data rate or improve the reliability of a communication link.

modem

A combination of the words modulator and demodulator, referring to a device that modifies a signal (such as sound or
digital data) to allow it to be carried over a medium such as wire or radio.

multiple access

A methodology (e.g., FDMA, TDMA, CDMA) by which multiple users share access to a transmission channel. Most
modern systems accomplish this through �demand assignment� where the specific parameter (frequency, time slot or
code) is automatically assigned when a subscriber requires it.

ODM

�Original Design Manufacturer.�   Independent contractors that develop and manufacture equipment on behalf of
another Company using another Company�s brand name on the product.

OEM

�Original Equipment Manufacturer.�  A manufacturer of equipment (e.g., base stations, terminals) that sells to
operators.

OFDM

�Orthogonal Frequency Division Multiplexing.�  A method of digital wireless transmission that distributes a signal
across a large number of closely spaced carrier frequencies.

OFDMA

�Orthogonal Frequency Division Multiple Access.�  A method of digital wireless transmission that allows a multiplicity
of users to share access by assigning sets of narrowband carrier frequencies to each user. It is an extension of OFDM
to multiple users.

PCMCIA

�Personal Computer Memory Card International Association.�  An international industry group that promotes standards
for credit card-sized memory card hardware that fits into computing devices such as laptops.

PDC

�Personal Digital Cellular.�  The Standard developed in Japan for TDMA digital cellular mobile radio communications
systems.

PHS
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�Personal Handyphone System.�   A digital cordless telephone system and digital network based on TDMA. This
low-mobility microcell Standard was developed in Japan. Commonly known as PAS in China.

PHY

�Physical Layer.�  The wires, cables, and interface hardware that connect devices on a wired or wireless network. It is
the lowest layer of network processing that connects a device to a transmission medium.
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platform

A combination of hardware and software blocks implementing a complete set of functionalities that can be optimized
to create an end product.

protocol

A formal set of conventions governing the format and control of interaction among communicating functional units.

reference platform

A reference platform consists of the baseband integrated circuit, related software and reference design.

smartphone

A wireless handset with an advanced operating system.

Standards

Specifications that reflect agreements on products, practices or operations by nationally or internationally accredited
industrial and professional associations or governmental bodies in order to allow for interoperability.

TDD

�Time Division Duplexing.�   A duplex operation using a single frequency, divided by time, for transmission and
reception.

TD/FDMA

�Time Division/Frequency Division Multiple Access.�  A technique that combines TDMA and FDMA.

TDMA

�Time Division Multiple Access.�  A method of digital wireless transmission that allows a multiplicity of users to share
access (in a time ordered sequence) to a single channel without interference by assigning unique time segments to
each user within the channel.

TD-SCDMA

�Time Division Synchronous CDMA.�  A form of TDD utilizing a low chip rate.

terminal/terminal unit

Equipment at the end of a wireless voice and/or data communications path. Often referred to as an end-user device or
handset. Terminal units include mobile phone handsets, PCMCIA and other form factors of data cards, personal
digital assistants, computer laptops and modules with embedded wireless communications capability and telephones.

TIA/EIA-54
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The original TDMA digital cellular Standard in the United States. Implemented in 1992 and then upgraded to the
TIA/EIA-136 digital Standard in 1996.

TIA/EIA-95

A 2G CDMA Standard.
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TIA/EIA-136

A United States Standard for digital TDMA technology.

TIA (USA)

The Telecommunications Industry Association.

UMB

�UltraMobile Broadband.�  A generic term used to describe the next evolution of the 3GPP2 cdma2000 air interface
standard. It is based on OFDMA technology.

WAN

�Wide Area Network.�  A data network that extends a LAN outside of its coverage area, via telephone common carrier
lines, to link to other LANs.

WCDMA

�Wideband Code Division Multiple Access� or �Wideband CDMA.�   The next generation of CDMA technology optimized
for high speed packet-switched data and high-capacity circuit switched capabilities. A 3G technology.

WiMAXtm

A commercial brand associated with products and services using IEEE 802.16 Standard technologies for wide area
networks broadband wireless.

wireless

Radio-based systems that allow transmission of information without a physical connection, such as copper wire or
optical fiber.

wireless LAN (WLAN)

�Wireless Local Area Network.�   A collection of devices (computers, networks, portables, mobile equipment, etc.)
linked wirelessly over a limited local area.

In this Form 10-K, the words �we,� �our,� �us,� �the Company� and �InterDigital� refer to InterDigital, Inc. and/or its
subsidiaries, individually and/or collectively, unless otherwise indicated or the context otherwise requires.
InterDigital® is a registered trademark and SlimChiptm is a trademark of InterDigital, Inc. All other trademarks,
service marks and/or trade names appearing in this Form 10-K are the property of their respective holders.
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PART I

Item 1. BUSINESS

Overview

InterDigital provides advanced technologies that enable wireless communications. Since our founding in 1972, we
have designed and developed a wide range of innovations that are used in digital cellular and wireless products and
networks, including 2G, 3G, 4G and IEEE 802-related products and networks. We are a leading contributor of
intellectual property to the wireless communications industry and currently hold through wholly owned subsidiaries a
portfolio of approximately 1,300 U.S. and approximately 7,500 non-U.S. patents related to the fundamental
technologies that enable wireless communications. Included in our portfolio are a number of patents and patent
applications that we believe are or may be essential or may become essential to cellular and other wireless Standards,
including 2G, 3G, 4G and the IEEE 802 suite of Standards. We believe that companies making, using or selling
products based on these Standards, which includes all major manufacturers of mobile handsets, require a license under
our essential patents and will require licenses under essential patents that may issue from our pending patent
applications. Products incorporating our patented inventions include: mobile devices, such as cellular phones, tablets,
notebook computers and wireless personal digital assistants; wireless infrastructure equipment, such as base stations;
and components, dongles and modules for wireless devices. In 2010, we believe we recognized revenue from over half
of all 3G mobile devices sold worldwide, including those sold by leading mobile communications companies such as
Apple, HTC, LG Electronics, Research in Motion and Samsung Electronics.

We develop advanced technologies that we expect will improve the wireless user�s experience and enable the delivery
of a broad array of information and services. This includes next-generation wireless air interfaces and technologies to
enhance connectivity and mobility across networks and devices and technologies that support a more efficient
transportation of information. We actively participate in, and contribute our technology solutions to, worldwide
organizations responsible for the development and approval of Standards to which digital cellular and IEEE
802-compliant products and services are built, and our contributions are often incorporated into such Standards. We
offer licenses to our patents to equipment producers that manufacture, use and sell digital cellular and IEEE
802-related products. In addition, we offer for license or sale our mobile broadband modem solutions (modem IP,
know-how, and reference platforms) to mobile device manufacturers, semiconductor companies, and other equipment
producers that manufacture, use and sell digital cellular products.

We have built our suite of technology and patent offerings primarily through internal development, and also through
participation in joint development projects with other companies, as well as select acquisitions. We have assembled a
number of leading technology partners that share our vision and complement our internal research and development
efforts. Currently, we generate revenues primarily from royalties received under our patent license agreements. We
also generate revenues by licensing our technology solutions and providing related development support. In 2010, we
generated revenues of $394.5 million, representing an increase of $97.1 million, or 33%, from 2009, and net income
of $153.6 million, representing an increase of $66.3 million, or 76%, from 2009.

Patent Licensing

We generate the majority of our revenues through the licensing of patents in our portfolio. We approach companies
engaged in the supply of wireless communications equipment and seek to establish license agreements. We offer
non-exclusive, royalty-bearing patent licenses to companies that manufacture, import, use or sell, or intend to
manufacture, import, use or sell, equipment that implements inventions covered by our portfolio of patents. We have
entered into numerous non-exclusive, non-transferable (with limited exceptions) patent license agreements with
companies around the world.
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When we enter into a new patent license agreement, the customer typically agrees to pay consideration for sales made
prior to the effective date of the license agreement and also agrees to pay royalties or license fees on licensed products
that it will sell or anticipates selling during the term of the agreement. We expect that, for the most part, new license
agreements will follow this model. Our patent license agreements are structured on a royalty-bearing basis, paid-up
basis or combination thereof. Most of our patent license agreements are royalty bearing. The patent license agreements
cover the sale of terminal devices or infrastructure equipment. Terminal devices can
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include all or some of the following products, among others: handsets, computers, tablets, wireless modules, USB
modems, PC Cards, and consumer electronic devices. Almost all of our patent license agreements provide for the
payment of royalties based on sales of licensed products built to particular Standards (convenience-based licenses), as
opposed to the payment of royalties if the manufacture, sale or use of the licensed product infringes one of our patents
(infringement-based licenses).

In most cases, we recognize the revenue from per-unit royalties in the period when we receive royalty reports from
customers. In circumstances where we receive consideration for sales made prior to the effective date of a patent
license, we may recognize such payments as revenue in the period in which the patent license agreement is signed.
Some of these patent license agreements provide for the non-refundable prepayment of royalties that are usually made
in exchange for prepayment discounts. As the customer reports sales of covered products, the royalties are calculated
and either applied against any prepayment, or become payable in cash or other consideration. Additionally, royalties
on sales of licensed products under the license agreement become payable or applied against prepayments based on
the royalty formula applicable to the particular license agreement. These formulas include flat dollar rates per unit, a
percentage of sales, percentage of sales with a per-unit cap and other similar measures. The formulas can also vary by
other factors, including territory, covered Standards, quantity, and dates sold.

Some of our patent licenses are paid-up, requiring no additional payments relating to designated sales under agreed
upon conditions. Those conditions can include paid-up licenses for a period of time, for a class of products, for a
number of products sold, under certain patents or patent claims, for sales in certain countries or a combination thereof.
Licenses have become paid-up based on the payment of fixed amounts or after the payment of royalties for a term. We
recognize revenues related to fixed amounts on a straight-line basis.

Our license agreements typically contain provisions that give us the right to audit our customers� books and records to
ensure compliance with the customers� reporting and payment obligations under those agreements. From time to time,
these audits reveal underreporting or underpayments under the applicable agreements. In such cases, we might enter
into negotiations or dispute resolution proceedings with the customer to resolve the discrepancy, either of which might
lead to payment of all or a portion of the amount claimed due under the audit or termination of the license or to delays
or failures to collect royalties and recognize revenues that we believe are otherwise due.

Development of Our Patent Portfolio

As an early participant in the digital wireless market, we developed pioneering solutions for the primary cellular air
interface technologies in use today, TDMA and CDMA. That early involvement, as well as our continued
development of those advanced digital wireless technologies, as well as innovations in OFDM/OFDMA and MIMO
technologies, has enabled us to create our significant worldwide portfolio of patents and patent applications. In
conjunction with our participation in certain Standards bodies, we have filed declarations stating that we have patents
that we believe are or may be essential or may become essential, and that we agree to make our essential patents
available for use and license on fair, reasonable, and non-discriminatory terms or similar terms consistent with the
requirements of the respective Standards organizations.

As of December 31, 2010, our patent portfolio consisted of approximately 1,300 U.S. patents (approximately 150 of
which were issued in 2010) and approximately 7,500 non-U.S. patents (approximately 1,200 of which were issued in
2010). We also have numerous patent applications pending worldwide. As of December 31, 2010, we had
approximately 1,200 pending applications in the U.S. and approximately 8,500 pending non-U.S. patent applications.
The patents and applications comprising our portfolio relate predominantly to digital wireless radiotelephony
technology (including, without limitation, 2G, 3G, and 4G technologies). Issued patents expire at differing times
ranging from 2011 through 2029. Our development areas include adjacent wireless technologies within the wireless
ecosystems and across the broad array of converged devices, networks, and services. In addition to conforming to
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applicable Standards, our solutions also include proprietary implementations for which we seek patent protection.

Our investments in the development of advanced digital wireless technologies and related products and solutions
include sustaining a highly specialized engineering team and providing that team with the equipment and advanced
software platforms necessary to support the development of technologies. As of December 31, 2010, we employed
179 engineers, 79% of whom hold advanced degrees and 45 of whom hold doctorate degrees. Over each
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of the last three years, cost of development has been our largest expense category, ranging between $64.0 million and
$98.9 million, and the largest portion of this expense has been personnel costs.

Wireless Communications Industry Overview

Over the course of the last ten years, the cellular communications industry has experienced rapid growth worldwide.
Total worldwide cellular wireless communications subscriptions rose from approximately 500 million at the end of
1999 to approximately 5.2 billion at the end of 2010 according to IHS iSuppli. Market analysts at IHS iSuppli expect
that the aggregate number of global wireless subscriptions could exceed 6.8 billion in 2014. In fourth quarter 2010,
IHS iSuppli forecasted worldwide handset sales to grow approximately 10% in 2011. The following table presents
2009 worldwide handset shipments by air interface technology and IHS iSuppli�s estimates for worldwide handset
shipments by air interface technology in 2010 and the related forecast for 2011 through 2014.

Global Handset Shipments By Technology (1)

(1) Source: IHS iSuppli. Mobile Handset Q4 2010 Market Tracker.

(2) Includes: LTE and WiMax.

(3) Includes: WCDMA (UMTS)/HSPA, TD-SCDMA and mixed 3G.

(4) Includes: CDMA2000 1xEV-DO/Rev A/Rev B.

(5) Includes: GSM/GPRS/EDGE, iDEN and CDMA2000 1xRTT.

The growth in new cellular subscribers, combined with existing customers choosing to replace their mobile phones,
helped fuel the growth of mobile phone shipments, which, according to IHS iSuppli, grew from approximately
278 million units in 1999 to approximately 1.3 billion units in 2010. We believe the combination of a broad subscriber
base, continued technological change and the growing dependence on the Internet, e-mail and other digital media sets
the stage for continued growth in the sales of advanced wireless products and services over the next five years. While
recent market forces and a global economic downturn contributed to a decline in total handset sales for 2009, the
growth in advanced devices and the shift to advanced 3G devices supported a rebound in sales in 2010. Shipments of
3G phones, which represented approximately 30% of the market in 2009, are predicted
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to increase to approximately 57% of the market by 2014 according to IHS iSuppli. Moreover, recent advances in 3G
technologies that support devices offering higher data rates have met with rapid consumer demand. Similarly,
shipments of smartphones have grown rapidly, increasing from less than 1% of handset sales in 1999 to 22% in 2010
according to IHS iSuppli. In addition, the on-going convergence of computing and wireless technologies, accelerated
by increased blurring of the line between consumer and enterprise, has fundamentally redefined the wireless market
opportunity, expanding it from mobile handsets to also include notebooks, tablets, peripherals and other devices.
According to Gartner, an independent research firm, worldwide sales of media tablets with wireless connectivity are
expected to exceed 208 million units in 2014.

Participants in the wireless communications industry include OEMs, semiconductor manufacturers, ODMs and a
variety of technology suppliers, application developers and network operators that offer communication services and
products to consumers and businesses. To achieve economies of scale and support interoperability among different
participants, products for the wireless industry have typically been built to wireless Standards. These Standards have
evolved in response to consumer demand for services and expanded capabilities of mobile devices. Although the
cellular market initially delivered voice-oriented and basic data services (commonly referred to as Second Generation,
or 2G), over the past ten years, the industry transitioned to providing voice and multimedia services that take
advantage of the higher speeds offered by the newer technologies (commonly referred to as Third Generation, or 3G).
LTE, or �Long Term Evolution,� represents the next generation of technology that has been commonly accepted by
industry participants as the industry begins to transition to Fourth Generation, or 4G. Concurrently, non-cellular
wireless technologies, such as IEEE 802.11, have emerged as a means to provide wireless Internet access for fixed and
nomadic use. Industry participants anticipate a continued proliferation of converged devices that incorporate multiple
air interface technologies and functionalities and provide seamless operation. As an example, many devices
incorporate multiple air interface technologies and such converged devices may provide seamless operation among a
variety of networks. In addition, the demand for data applications and the commensurate traffic demands on the
networks have caused substantial deterioration in network performance and user experience in densely-populated
areas.

In addition to the advances in digital cellular technologies, the wireless communications industry has also made
significant advances in non-cellular wireless technologies. In particular, IEEE 802.11 WLAN has gained momentum
in recent years as a wireless broadband solution in the home, office, and select public areas. IEEE 802.11 technology
offers high-speed data connectivity through unlicensed spectra within a relatively modest operating range.
Semiconductor shipments of products built to the IEEE 802.11 Standard have grown from 20 million units shipped in
2002 to over 845 million units shipped in 2010, according to IHS iSuppli. Analysts at IHS iSuppli forecast that IEEE
802.11 semiconductor shipments will grow to over 2 billion units by 2014. In addition, the IEEE wireless Standards
bodies are creating sets of Standards to enable higher data rates, provide coverage over longer distances, and enable
roaming. These Standards are establishing technical specifications for high data rates at long distances, such as IEEE
802.16 (WiMAX), as well as technology specifications to enable seamless handoff between different air interfaces
(IEEE 802.21).

Advanced smartphone devices and the related demand for data intensive services and applications have created
additional challenges for network operators.

InterDigital�s Strategy

Our objective is to continue to be a leading provider of intellectual property to the wireless industry and to expand the
addressable market for our innovations from primarily terminal units and infrastructure to a broader set of consumer
electronics and data services.

To execute our strategy, we intend to continue to support the following initiatives:
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� Develop innovative wireless technologies.  We intend to maintain a leading position in providing advanced
wireless technologies to the industry by continuing to invest significantly in internal technology development
and by leveraging our extensive research and development capabilities, our expertise in digital cellular and
wireless products, including 2G, 3G, 4G and IEEE 802-related products, and our portfolio of approximately
1,300 U.S. and approximately 7,500 non-U.S. patents. In addition, we intend to continue to expand
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our portfolio of technology solutions to address not only the evolution of wireless communications as it
evolves to a network of networks, but also to further improve the functionality of wireless networks through
improved connectivity, enhanced mobility, and advanced intelligent data delivery techniques.

� Pursue complementary acquisitions and partnerships.  We intend to explore opportunities to acquire or
partner to build complementary technologies and capabilities in order to expand our intellectual property
portfolio and technology capabilities and grow our addressable market. For example, we intend to expand into
adjacent markets such as wireless consumer electronics, data services and wireless infrastructure. We intend to
leverage our scale, liquidity, licensing expertise and our unique business model in order to compete
successfully in the market for intellectual property.

� Maintain substantial involvement in key worldwide Standards bodies.  We intend to continue contributing to
the ongoing definition of wireless Standards and incorporating our inventions into those Standards. We believe
this involvement provides us with significant visibility into, and enables us to be at the forefront of, technology
development. In addition, involvement in key worldwide Standards facilitates the industry�s adoption of our
technologies and accelerates the time to market of products developed through the use of our intellectual
property.

� Expand our customer base and defend vigorously our intellectual property.  We intend to expand our
customer base by aggressively pursuing the remaining mobile device manufacturers that are not covered by our
patent license agreements. We also intend to pursue customers in adjacent markets such as wireless consumer
electronics. We believe our willingness to engage in litigation when necessary facilitates the establishment of
licensing agreements for our patents with new and existing customers and prevents the infringement of our
patents.

Evolution of Wireless Standards

Wireless communications Standards are formal guidelines for engineers, designers, manufacturers, and service
providers that regulate and define the use of the radio frequency spectrum in conjunction with providing detailed
specifications for wireless communications products. A primary goal of the Standards is to assure interoperability of
products marketed by multiple companies, built to a common Standard. A large number of international and regional
wireless Standards Development Organizations (�SDOs�), including the ITU, ETSI, TIA (USA), IEEE, ATIS (USA),
TTA (Korea), ARIB (Japan) and ANSI, have responsibility for the development and administration of wireless
communications Standards. New Standards are typically adopted with each new generation of products, are often
compatible with previous generations, and are defined to ensure equipment interoperability and regulatory
compliance.

SDOs typically ask participating companies to declare formally whether they believe they hold patents or patent
applications essential to a particular Standard and whether they are willing to license those patents on either a
royalty-bearing basis on fair, reasonable, and nondiscriminatory terms or on a royalty-free basis. To manufacture,
have made, sell, offer to sell, or use such products on a non-infringing basis, a manufacturer or other entity doing so
must first obtain a license from the holder of essential patent rights. The SDOs do not have enforcement authority
against entities that fail to obtain required licenses, nor do they have the ability to protect the intellectual property
rights of holders of essential patents.

Digital Cellular Standards

The defined capabilities of the various air interface technologies continue to evolve within the SDOs. Deployment of
3G services allows operators to take advantage of additional radio spectrum allocations and, through the use of data
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speeds higher than 2.5G, deliver additional applications to their customers. Operators began to deploy 3G services in
2000. The five specifications under the 3G standard (generally regarded as being the ITU �IMT-2000�
Recommendation) include the following forms of CDMA technology: FDD and TDD (collectively referred to in the
industry as WCDMA) and Multichannel CDMA (cdma2000-based technologies such as EV-DO). In addition,
TD-SCDMA, a Chinese variant of TDD technology, has been included in the Standard�s specifications.
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The principal Standardized digital cellular wireless products in use today are based on TDMA and CDMA
technologies, with 3G capable-products gradually replacing 2G-only products. The Standardized 2G TDMA-based
technologies include GSM, TIA/EIA-54/136 (commonly known as AMPS-D, United States-based TDMA, which has
been phased out in conjunction with the U.S. FCC-mandated conversion from analog-based cellular service), PDC,
PHS, DECT and TETRA. Of the TDMA technologies, GSM is the most prevalent, having been deployed in Europe,
Asia, Africa, the Middle East, the Americas, and other regions. In 2010, approximately 59% of total worldwide
mobile device sales conform to the 2G and 2.5G TDMA-based Standards. WCDMA-enabled devices accounted for an
additional 25% of total worldwide sales. Thus, the combined sales of GSM-enabled devices and devices with 3G
WCDMA technology accounted for approximately 84% of worldwide handset sales.

Narrowband 2G CDMA-based technologies include TIA/EIA-95 (more commonly known as cdmaOne) and
cdma2000 technologies and serve parts of the United States, Japan, South Korea, and several other countries. Similar
to the TDMA-based technologies, the CDMA-based technologies have migrated to 3G. In 2010, about 16% of total
worldwide handset sales were based on these 2G/2.5G CDMA technologies plus its 3G evolution.

The Standards groups continue to advance the performance and capabilities of their respective air interfaces. Chief
among the enhancements are High Speed Downlink Packet Access and High Speed Uplink Packet Access
(HSDPA/HSUPA, often collectively referred to as HSPA), an evolution of WCDMA, and 1xEV-DO. At year end
2010, approximately 380 operators had launched HSPA networks.

Further advances to the WCDMA cellular air interface Standards are being made under 3GPP�s LTE program. This
evolution program is based on OFDM/OFDMA technology, similar to that used in the IEEE 802.16 Standard. LTE
standards were completed in late 2009, and system deployments are currently underway. Virtually all incumbent
mobile operators have indicated their intention to upgrade their networks to LTE as it becomes commercially
available. This selection has had substantial negative impact on the proposed 3GPP2 UMB �3G� standard, which no
current mobile operators have indicated an intention to use. This has resulted in 3GPP2 stopping all work on the
proposed UMB specification, thus facilitating a broader market for LTE. 3GPP is also completing its initial work on a
follow-on to LTE, called LTE-Advanced (�LTE-A�), which was the 3GPP entry into the worldwide ITU-R
�IMT-Advanced� project, a follow-on to the earlier IMT-2000 Recommendation mentioned above. As noted in the
section on IEEE 802 Standards, the ITU-R IMT-Advanced project is nearly complete, and LTE-A was one of the two
technologies selected by the ITU-R as meeting IMT-Advanced requirements (the other being IEEE 802.16m).

InterDigital often publicly characterizes its business, including license agreements and development projects, as
pertaining to standards generally characterized as 2G, 3G, and/or 4G. In doing this, we rely on the positions of the
applicable Standards setting organizations in defining the relevant Standards. However, the definitions may evolve or
change over time, including after we have characterized certain transactions. For example, the ITU-R has taken
differing positions over the past several months on what constitutes 4G. As stated above, the Standards known as
LTE-A and 802.16m are currently considered by the ITU to be 4G Standards.
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Below is graphic depiction of the evolution of air interface technology.

Air Interface Technology Evolution

IEEE 802-Based Standards

The wireless Standard IEEE 802.11 was first ratified in 1997. Since that time, the IEEE 802.11 Working Group has
continued to update and expand the basic IEEE 802.11 Standard to achieve higher data rates, accommodate additional
operating frequencies and provide additional capabilities and features. Equipment conforming to these Standards (i.e.,
IEEE 802.11a/b/g) is in the marketplace today. Intended primarily for short-range applications, operating in
unlicensed frequency bands, and requiring minimal infrastructure, IEEE 802.11 Standards-based equipment has seen
substantial market growth, especially in consumer home networking applications. Similar to 3G, this Standard also
continues to evolve toward higher data rates and improved service capabilities, most recently with the approval and
publication of the final IEEE 802.11n and other related Standards.

The wide area network community has also established the IEEE 802.16 Working Group to define air interface
Standards for longer distance (2 to 50 kilometers) Metropolitan Area and Wide Area Networks (�MAN/WAN�). The
first 802.16 Standard was published in 2002. Specifying operating frequencies from 10 to 66 GHz, it was primarily
aimed toward very high-speed wide area point to multipoint fixed applications (LMDS/MMDS) for large data usage
customers, such as businesses and industrial parks. In 2003, an amendment to the 802.16 Standard (802.16a) was
published that added operation in the 2 to 11 GHz frequency bands. This addition made the Standard much more
suitable for providing wireless broadband high-speed Internet access for residential and small office applications. In
2004, 802.16a and several other amendments to the base 802.16 Standard were combined into a single document that
was published as 802.16-2004 and that was ultimately adopted by the WiMAX Business Forum for fixed use
deployments. Equipment conforming to the 802.16-2004 fixed Standard was initially introduced in 2006. Concurrent
with this revision of the fixed Standard, the 802.16 Working Group embarked on defining a mobile version of the
Standard (referred to as 802.16e). The mobile version of the Standard was completed and published in February 2006,
and initial equipment certification by the WiMAX Forum commenced in late 2007. There are a number of 802.16e
deployments throughout the world, primarily in Asia. Since that time, the 802.16 Standard has continued to evolve
and be improved, with a significant update, IEEE 802.16-2009, having been approved and published in 2009.

The WiMAX Forum adopted a specific variant of the 802.16e Standard for development and deployment as �mobile
WiMAX.� In conjunction with the WiMAX Forum, the 802.16e mobile Standard is being further improved upon, as
802.16m, to increase its performance and capabilities. IEEE 802.16m is specifically targeted to meet the ITU-R
requirements for �IMT-Advanced,� the follow-on to the earlier ITU-R IMT-2000 Recommendation mentioned above,
and was submitted to the ITU �IMT-Advanced� evaluation process, which concluded in late 2010. As a result of this
process, IEEE 802.16m was accepted by the ITU-R as one of the two air interfaces meeting IMT-Advanced
requirements (the other being 3GPP LTE-Advanced). The WiMAX Forum has also adopted IEEE 802.16m, which is
expected to be ratified and published in March of 2011.

More recently, the IEEE 802 community has begun to address questions related to networking and interoperability
between the different IEEE 802 technologies, both wireline and wireless, as well as handover
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to external non-802 networks, such as cellular. The primary group addressing these issues, IEEE 802.21, entitled
Media Independent Handover Services, has completed their initial Standard, and it was approved by the IEEE in 2008.
The IEEE 802.21 technology is specifically oriented toward the future all-IP Next Generation Network that merges
existing fixed and mobile networks into a single, homogeneous integrated network capable of supporting all
envisioned advanced fixed and mobile services, including voice, data, and video. Aspects of 802.21 are now being
incorporated into other network Standards, such as the IETF and 3GPP. As with most Standards, IEEE 802.21 is also
undergoing additional changes to increase its capabilities and ease of use.

InterDigital�s Technology Position

Cellular Technologies

We have a long history of developing cellular technologies including those related to CDMA and TDMA
technologies, and more recently, OFDM/OFDMA and MIMO technologies. A number of our TDMA-based and
CDMA-based inventions are being used in all 2G, 2.5G, and 3G wireless networks and mobile terminal devices.

We led the industry in establishing TDMA-based TIA/EIA-54 as a digital wireless U.S. Standard in the 1980s. We
developed a substantial portfolio of TDMA-based patented inventions. These inventions include or relate to
fundamental elements of TDMA-based systems in use around the world. Some of our TDMA inventions include or
relate to:

� The fundamental architecture of commercial TD/FDMA systems;

� Methods of synchronizing TD/FDMA systems;

� A flexible approach to managing system capacity through the reassignment of online subscriber units to
different time slots and/or frequencies in response to system conditions;

� The design of a multi-component base station, utilizing distributed intelligence, which allows for more robust
performance; and

� Initializing procedures that enable roaming.

We also have developed and patented innovative CDMA technology solutions. Today, we hold a significant
worldwide portfolio of CDMA patents and patent applications. Similar to our TDMA inventions, we believe that a
number of our CDMA inventions are or may be essential or may become essential to the implementation of CDMA
systems in use today. Some of our CDMA inventions include or relate to:

� Global pilot:  The use of a common pilot channel to synchronize sub-channels in a multiple access
environment;

� Bandwidth allocation:  Techniques including multi-channel and multi-code mechanisms;

� Power control:  Highly efficient schemes for controlling the transmission output power of terminal and base
station devices, a vital feature in a CDMA system;

� Joint detection and interference cancellation techniques for reducing interference;

� Soft handover enhancement techniques between designated cells;
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� Various sub-channel access and coding techniques;

� Packet data;

� Fast handoff;

� Geo-location for calculating the position of terminal users;

� Multi-user detection;

� High-speed packet data channel coding; and

� High-speed packet data delivery in a mobile environment, including enhanced uplink.
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The cellular industry has ongoing initiatives aimed at technology improvements. We have engineering development
projects to build and enhance our technology portfolio in many of these areas, including the LTE and LTE-Advanced
projects for 3GPP radio technology, further evolution of the 3GPP WCDMA Standard (including HSPA+), and
continuing improvements to the legacy GSM-EDGE Radio Access Network (�GERAN�). The common goal is to
improve the user experience and reduce the cost to operators via increased capacity, reduced cost per bit, increased
data rates, improved cell edge or coverage solutions, and reduced latency. Of the above technologies, LTE is the most
advanced in that it uses the newer OFDMA/MIMO technologies. Some of our LTE inventions include or relate to:

� Multi-Input Multi-Output (MIMO) technologies for reducing interference and increasing data rates;

� OFDM/OFDMA/SC-FDMA;

� Power control;

� Hybrid-ARQ for fast error correction;

� Discontinuous reception for improved battery life;

� Control channel structures for efficient signaling;

� Advanced resource scheduling/allocation (bandwidth on-demand);

� Security;

� Enhanced Home Node-B (femto cells);

� Relay communications for improved cell edge performance;

� LTE receiver implementations;

� Carrier aggregation for LTE-Advanced;

� Coordinated Multi-Point Communications (CoMP) for LTE-Advanced; and

� Machine Type Communications (�MTC�).

Other Wireless Technologies

Our strong wireless background includes engineering and corporate development activities that focus on solutions that
apply to other wireless market segments. These segments primarily fall within the continually expanding scope of the
IEEE 802, IETF, and ETSI Standards. We are building a portfolio of technology related to the WLAN, WMAN and
digital cellular area that includes, for example, improvements to the IEEE 802.11 PHY and MAC to increase peak
data rates (i.e., IEEE 802.11n and future variants), handover among radio access technologies (IEEE 802.21), mesh
networks (IEEE 802.11s), radio resource measurements (IEEE 802.11k), wireless network management (IEEE
802.11v), wireless network security, and broadband wireless (IEEE 802.16, including WiMAX wireless technology).
We also are expanding our portfolio of technologies to include solutions for Machine-to-Machine (�M2M�) or Machine
Type Communications, mobility, spectrum management, and session continuity within the ETSI and IETF.
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Business Activities

2010 Patent License Activity

We entered into a non-exclusive, non-transferable, worldwide, royalty-bearing, convenience-based, patent license
agreement with Casio Hitachi Mobile Communications Co., Ltd. (�CHMC�) covering the sale of end-user terminal
devices designed to operate in accordance with 2G and 3G Standards for a term ending June 1, 2010, the date of the
completion of CHMC�s merger transaction with NEC Corporation.

We entered into a non-exclusive, non-transferable, worldwide, royalty-bearing, convenience-based, patent license
agreement with Enfora, Inc. covering the sale of M2M modules and devices and PC Cards designed to operate in
accordance with 2G and 3G Standards for a designated term.
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We expanded our non-exclusive, non-transferable, worldwide, royalty-bearing patent license agreement with Inventec
Appliances Corp. (�IAC�) to include IAC�s Chinese subsidiary, Inventec Appliances (Jiangning) Corporation, for a
designated term. The expanded agreement covers the sale of certain wireless products, including products designed to
operate in accordance with 2G and 3G cellular standards and products sold in China.

We entered into a non-exclusive, non-transferable, worldwide, royalty-bearing, convenience-based, patent license
agreement with SII Mobile Communications Inc., a subsidiary of Seiko Holdings Corporation, covering the sale of
M2M modules designed to operate in accordance with 2G and 3G Standards and PC Cards designed to operate in
accordance with certain 3GPP HSPA specifications for a designated term.

We also entered into a number of other non-exclusive, non-transferable, royalty-bearing, patent license agreements in
2010, some of which were in connection with technology transfer agreements.

Customers Generating Revenues Exceeding 10% of Total 2010 Revenues

Samsung Electronics Co., Ltd. (�Samsung�) and LG Electronics, Inc. (�LG�) comprised approximately 26% and 15% of
our total 2010 revenues, respectively.

In 2009, we entered into a patent license agreement (the �2009 Samsung PLA�) with Samsung covering Samsung�s
affiliates, including Samsung Electronics America, Inc. Under the terms of the 2009 Samsung PLA, we granted
Samsung a non-exclusive, worldwide, fixed fee royalty-bearing license covering the sale of single mode terminal units
and infrastructure designed to operate in accordance with TDMA-based 2G Standards that became paid-up in 2010
and a non-exclusive, worldwide, fixed fee royalty-bearing license covering the sale of terminal units and infrastructure
designed to operate in accordance with 3G Standards through 2012. The 2009 Samsung PLA superseded a binding
term sheet signed in November 2008 by such parties and terminated a patent license agreement entered into between
us and Samsung in 1996. The 2009 Samsung PLA also ended all litigation and arbitration proceedings then ongoing
between the parties. Pursuant to the 2009 Samsung PLA, Samsung paid InterDigital $400.0 million in four equal
installments over an 18-month period. Samsung paid the first two of four $100.0 million installments in 2009. We
received the third and fourth $100.0 million installments in January 2010 and July 2010. We are recognizing revenue
associated with the 2009 Samsung PLA on a straight-line basis over the life of the agreement. During 2010, we
recognized $102.7 million of revenue associated with the 2009 Samsung PLA.

We were a party to a worldwide, non-exclusive, royalty-bearing, convenience-based patent license agreement with LG
covering the sale of (i) terminal units designed to operate in accordance with 2G and 2.5G TDMA-based and 3G
Standards, and (ii) infrastructure designed to operate in accordance with cdma2000 technology and its extensions up
to a limited threshold amount. Under the terms of the patent license agreement, LG paid us $95.0 million in each of
the first quarters of 2006, 2007, and 2008. The agreement expired at the end of 2010, at which time LG received a
paid-up license to sell single-mode GSM/GPRS/EDGE terminal units under the patents included under the license,
and became unlicensed as to all other products covered under the agreement. We recognized revenue associated with
this agreement on a straight-line basis from the inception of the agreement until December 31, 2010. During 2010, we
recognized $57.5 million of revenue associated with the LG patent license agreement.

Patent Infringement and Declaratory Judgment Proceedings

From time to time, if we believe any party is required to license our patents in order to manufacture and sell certain
digital cellular products and such party has not done so, we may institute legal action against them. This legal action
typically takes the form of a patent infringement lawsuit or an administrative proceeding such as a Section 337
proceeding before the U.S. International Trade Commission (�USITC�). In a patent infringement lawsuit, we would
typically seek damages for past infringement and an injunction against future infringement. In a USITC proceeding,
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we would typically seek an exclusion order to bar infringing goods from entry into the United States, as well as a
cease and desist order to bar further sales of infringing goods that have already been imported into the United States.
The response from the subject party can come in the form of challenges to the validity, enforceability, essentiality
and/or applicability of our patents to their products. In addition, a party might file a
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declaratory judgment action to seek a court�s declaration that our patents are invalid, unenforceable, not infringed by
the other party�s product, or are not essential. Our response to such a declaratory judgment action may include claims
of infringement. When we include claims of infringement in a patent infringement lawsuit, a favorable ruling for the
Company can result in the payment of damages for past sales, the setting of a royalty for future sales or issuance by
the court of an injunction enjoining the manufacturer from manufacturing and/or selling the infringing product. As
part of a settlement of a patent infringement lawsuit against a third party, we could typically seek to recover
consideration for past infringement, and grant a license under the patent(s) in suit (as well as other patents) for future
sales. Such a license could take any of the forms discussed above.

Contractual Arbitration Proceedings

We and our customers, in the normal course of business, may have disagreements as to the rights and obligations of
the parties under the applicable license agreement. For example, we could have a disagreement with a customer as to
the amount of reported sales and royalties. Our license agreements typically provide for audit rights as well as private
arbitration as the mechanism for resolving disputes. Arbitration proceedings can be resolved through an award
rendered by the arbitrators or by settlement between the parties. Parties to arbitration might have the right to have the
award reviewed in a court of competent jurisdiction. However, based on public policy favoring the use of arbitration,
it is generally difficult to have arbitration awards vacated or modified. The party securing an arbitration award may
seek to have that award converted into a judgment through an enforcement proceeding. The purpose of such a
proceeding is to secure a judgment that can be used for, if need be, seizing assets of the other party.

Technology Solutions Development

We have designed, developed, and placed into operation a variety of advanced digital wireless technologies, systems,
and products since our inception in the early 1970�s. Over the course of our history, our strength has been our ability to
explore emerging technologies, identify needs created by the development of advanced wireless systems, and build
technologies for those new requirements.

Today, our technology solutions development efforts support the development of advanced cellular technologies. This
includes 3GPP LTE/LTE-Advanced technology and further development of WCDMA technologies, including
HSPA+. Our development efforts also include adjacent wireless technologies within the wireless ecosystems and
across the broad array of converged devices, networks, and services. Many of our technologies conform to applicable
Standards and may also include proprietary implementations for which we seek patent protection.

We also develop advanced IEEE 802 wireless technologies, in particular technology related to WLAN and digital
cellular applications that include data rate and latency improvements to IEEE 802.11, handover among different radio
access technologies (IEEE 802.21) and wireless network management and security. For example, we have developed a
mobility solution based on 802.21 that greatly improves handover performance between WiBro (a Korean version of
mobile WiMAX) and UMTS networks.

We recorded expenses of $71.5 million, $64.0 million, and $98.9 million during 2010, 2009, and 2008, respectively,
related to our research and development efforts. These efforts foster inventions that are the basis for many of our
patents. As a result of such patents and related patent license agreements, in 2010, 2009, and 2008, we recognized
$370.2 million, $287.6 million, and $216.5 million of patent licensing revenue, respectively. In addition, we offer
technology solutions for inclusion into other products and services to support such technologies. In 2010, 2009, and
2008, we recognized technology solutions revenues totaling $24.3 million, $9.8 million, and $12.0 million,
respectively.

Continuing Technology and Standards Development
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Recognizing the need to continually improve data rates, coverage and capacity, work is currently underway within
3GPP on further evolution of the WCDMA Standards, including evolution of HSPA+ (evolved HSDPA/HSUPA) to
downlink data rates of 160-480 Mbps and uplink data rates of approximately 24-30 Mbps.
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In addition, work continues on a longer-term initiative, Evolved UTRA/UTRAN (UMTS Terrestrial Radio Access/
UMTS Terrestrial Radio Access Network), also known as LTE (R8 and R9) and LTE-Advanced (R10 and beyond).
The objectives of this initiative are more ambitious, targeting peak data rates of 1 Gbps in the downlink and 500 Mbps
in the uplink, improved spectrum efficiency, significantly reduced data latency, and scalable bandwidths from as low
as 1.25 MHz to as high as 100 MHz.

We are actively participating in the HSPA+ (evolved HSDPA/HSUPA) LTE and SAE Standards activities and are
continuing our internal projects that develop the technology necessary to support the new performance requirements.

We are currently developing technology solutions to solve the industry�s challenge of providing enough bandwidth for
smartphones, connected consumer devices, tablets, and netbooks. We have taken a broad approach to solve these
challenges, which includes spectrum optimization and intelligent and optimized data delivery. We are developing
technologies that will enable efficient multimedia content delivery across heterogeneous devices and networks to
enable richer multimedia experience with optimal data usage. The current air interface evolution from WCDMA to
LTE and beyond addresses peak data rate, but the discrepancy in data rate at the edge of the cell and center is growing
rapidly. Our goal in technology development is to provide uniform coverage and peak performance across the cell.
Also, we are developing technologies that will use the current network resources by dynamically allocating the best
available combination of network and spectrum resources that responds to real-time changing network conditions to
address specific Quality of Service needs of the application, by aggregating bandwidth across different networks and
spectrums. In order to reduce the looming bandwidth supply/demand gap in mobile networks, our technology will
enable aggregation, segregation, and offload of traffic.

For M2M applications, we are developing technologies to enable seamless interconnection for multiple Access types
(Cellular, WLAN, WPAN) and M2M service architecture that can be managed by an operator. These technologies are
being standardized in the IETF, ETSI, and 3GPP.

Wireless LAN, Mobility, and Security

As part of our broader technology development activities, we are developing solutions addressing WLAN technology
and mobility between WLAN and cellular networks. These projects support activities within the IEEE 802, ITU,
IETF, ETSI, and 3GPP. Technology development areas include improvements to the 802.11 PHY and MAC to
increase peak data rates (i.e., IEEE 802.11n and future standards), handover between radio access technologies (i.e.,
IEEE 802.21), mesh networks, wireless network management, and wireless network and device security.

Technology Solutions Arrangements

Infineon Technologies AG

Between 2001 and 2006, we jointly developed and enhanced a 3G protocol stack with both HSDPA and HSUPA
functionality for use in terminal units under a series of cooperative development, sales and alliance agreements with
Infineon Technologies AG (�Infineon�). This 3G protocol stack has been commercially deployed and continues to be
offered to mobile phone and semiconductor producers. The technology is operating on commercial networks around
the world. We completed our development efforts under these agreements in 2008. We began to receive royalties from
Infineon under these agreements in 2007.

ST Ericsson (formerly ST-NXP Ericsson)

In August 2005, we entered into an agreement with Philips Semiconductors (now ST Ericsson) to deliver our physical
layer HSDPA technology solution to ST Ericsson for integration into its family of Nexperiatm cellular system chipsets.
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Under the agreement, we agreed to assist ST Ericsson with chip design and development, software modification, and
system integration and testing to implement our HSDPA technology solution into the ST Ericsson chipset. Subsequent
to our delivery of portions of our HSDPA technology solution, we agreed to provide ST Ericsson support and
maintenance over an aggregate estimated period of approximately two years. We completed
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our development efforts under these agreements in 2008. ST Ericsson first reported royalties to us under this
agreement in late 2009.

SK Telecom

As part of our technology development efforts, from time to time we develop technology solutions for customers that
are complementary to our existing development programs. For example, in December 2006 we announced that SK
Telecom (�SKT�), a leading Korean mobile communications company, had chosen InterDigital to develop an advanced
mobility solution for nationwide session continuity. The mobility solution, based on IEEE 802.21 Standards, supports
nationwide handover for SK Telecom�s customers when moving between WiBro (a Korean version of mobile
WiMAX) and UMTS networks throughout the country. Our solution, based on the IEEE 802.21 Standard for Media
Independent Handoff (�MIH�), includes both the system design and the software solution for dual-mode WiBro/UMTS
terminal units.

In January 2008, the Company and SK Telecom extended the collaboration to develop additional mobile wireless
handover capability, adding features to enhance a seamless mobility between different radio technologies, including
WiBro, UMTS, and cmda2000.

Modem IP

In 2010, we entered into several strategic relationships under which we delivered our SlimChip modem core for
integration into our partners� chips for 3G and multimode mobile devices. In connection with these relationships, we
also provided engineering support for the efficient integration of the SlimChip modem core into our partners� cellular
products. During 2010, we recognized $14.7 million of technology transfer and engineering services revenue in
connection with these agreements.

All of the above programs have provided validation of the technology and access to third party facilities and
resources, and helped to broaden the awareness of the Company as a developer of advance wireless inventions.

Future Technology Partnerships and Acquisitions

As part of our internal research and development programs, we pursue a number of channels to investigate, develop,
and acquire new architectures and technologies for wireless systems. These efforts include advanced air interface
technologies and new technologies that may support new network architectures and interoperability techniques such
as collaborative communications, cognitive radio, and seamless connectivity. For example, national and international
university relationships have provided us with additional opportunities to explore new technologies and license
intellectual property advancements that we sponsor. Other development areas include efforts to develop solutions that
support more efficient wireless networks, a richer multimedia experience, and new mobile broadband capabilities.
Focused on supporting the evolving �network of networks,� we demonstrated a suite of innovations in spectrum
optimization, cross-network connectivity and mobility, and intelligent data delivery techniques at the Mobile World
Congress trade show in Barcelona, Spain in February 2011. To complement our internal research and development,
we also have assembled a number of relationships with technology leaders within the wireless ecosystem and across
the broadening domain of converged devices, networks, and services worldwide, and several of our partners
participated in the technology demonstrations during the aforementioned trade show.

We maintain an active corporate development program that seeks further investment opportunities in technologies that
can enhance the attractiveness and profitability of our technology solutions. We have also engaged in selective
acquisitions to enhance our intellectual property portfolio and/or accelerate our time to market and expect to continue
to do so.
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Because of the unique nature of our patent portfolio, we do not compete in a traditional sense for customer
relationships with other patent holders. Other patent holders do not have the same rights to the inventions and
technologies encompassed by our patent portfolio. In any device or piece of equipment that contains intellectual
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property, the manufacturer may need to obtain a license from multiple holders of intellectual property. In licensing our
patent portfolio, we compete with other patent holders for a share of the royalties that may face practical limitations.
We believe that licenses under a number of our patents are required to manufacture and sell 2G and 3G products as
well as, more recently, 4G products. However, numerous companies also claim that they hold essential 2G, 3G and 4G
patents. To the extent that multiple parties all seek royalties on the same product, the manufacturers could claim to
have difficulty in meeting the financial requirements of each patent holder. In the past, certain manufacturers have
sought antitrust exemptions to act collectively on a voluntary basis. In addition, certain manufacturers have sought to
limit aggregate 3G licensing fees or rates for essential patents.

In the last several years intellectual property has emerged as a strategically important asset class and a number of large
patent acquisition transactions have taken place. As new participants such as Apple, Google and HTC have entered the
wireless industry, the market for intellectual property has become increasingly competitive, with many large,
well-capitalized companies pursuing wireless patent portfolios. We believe that our business model and our
established licensing program provides us with an advantage in the evaluation and monetization of wireless-related
intellectual property assets. Our expertise in licensing and our ability to license our strategy of licensing patents to
multiple participants in the mobile communications market enables us to compete effectively with larger, traditional
wireless companies looking to acquire patents for defensive reasons.

We compete in a wireless communications market characterized by rapid technological change, frequent product
introductions, evolving industry Standards and, in many products, price erosion. We face competition from companies
developing other and similar technologies, including existing companies with in-house development teams, such as
Qualcomm, Ericsson and Nokia, and new competitors to the market. Many current and potential competitors may
have advantages over us, including (i) longer operating histories and presence in key markets; (ii) greater name
recognition; (iii) access to larger customer bases; (iv) economies of scale and cost structure advantages; and
(v) greater financial, sales and marketing, manufacturing, distribution, technical, and other resources. The
communications industry continues to be dominated by entities with substantial market share. That market share
advantage provides pricing advantages, brand strength and technological influence. In addition, the combination of the
market dynamics described above is driving many industry participants to consolidate. This consolidation may affect
the timing or ability of third parties to license technology from us or may affect our customers� obligations under our
patent license agreements. We also face competition from the in-house development teams at wireless device and
semiconductor manufacturing companies and operators that could be developing technology that is competitive with
our solutions that we may set forth into the Standards setting arena. In addition, new competitors may enter the
market. Finally, as a greater proportion of wireless cellular devices incorporate traditional computing applications and
IEEE wireless technologies (e.g., 802.11, 802.15, and 802.16), semiconductor companies that have traditionally
focused on those technologies could enter the cellular market with competitive solutions.

Employees

As of December 31, 2010, we had approximately 300 employees. None of our employees are represented by a
collective bargaining unit.

Geographic Concentrations

We have one reportable segment. As of December 31, 2010, substantially all of our revenue was derived from a
limited number of customers based outside of the United States, primarily in Asia. These revenues were paid in
U.S. dollars and were not subject to any substantial foreign exchange transaction risk. The table below lists the
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countries of the headquarters of our customers and the total revenue derived from each country for the periods
indicated (in thousands):

For the Year Ended December 31,
2010 2009 2008

Korea $ 175,614 $ 160,470 $ 59,164
Japan 121,113 73,253 113,824
Canada 38,820 27,371 19,018
Taiwan 21,559 15,336 14,405
United States 18,953 9,361 9,814
Germany 10,292 10,394 6,106
China 6,305 � 3,238
Other Europe 1,877 1,196 2,751
Other Asia 12 23 149

Total $ 394,545 $ 297,404 $ 228,469

At December 31, 2010 and 2009, we held $138.4 million, or 99%, and $128.8 million, or 99%, respectively, of our
property and equipment and patents in the United States, net of accumulated depreciation and amortization. We also
held $0.2 million and $0.8 million, respectively, of property and equipment, net of accumulated depreciation, in
Canada.

Corporate Information

InterDigital�s predecessor company was incorporated in 1972 under the laws of the Commonwealth of Pennsylvania
and conducted its initial public offering in November 1981. Following an internal corporate reorganization in July
2007, InterDigital Communications Corporation converted into a limited liability company and became the
wholly-owned operating subsidiary of InterDigital, Inc., a Pennsylvania corporation. InterDigital, Inc. is a holding
company, and its various subsidiaries engage in technology research and development activities or in the prosecution,
maintenance, enforcement, and licensing of patents. Our corporate headquarters and administrative offices are located
in King of Prussia, Pennsylvania, USA. Our research and technology development teams are located in the following
locations: King of Prussia, Pennsylvania, USA; Melville, New York, USA; San Diego, California, USA; and
Montreal, Quebec, Canada.

Our Internet address is www.interdigital.com, where, in the �Investor Relations� section, we make available, free of
charge, our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, certain
other reports and filings required to be filed under the Securities Exchange Act of 1934, as amended, and all
amendments to those reports or filings as soon as reasonably practicable after such material is electronically filed with
or furnished to the United States Securities and Exchange Commission (�SEC�). The information contained on or
connected to our website is not incorporated by reference into this Form 10-K.

Item 1A. RISK FACTORS.

We face a variety of risks that may affect our business, financial condition, operating results or any combination
thereof. Although many of the risks and uncertainties discussed below are driven by factors that we cannot control or
predict, you should carefully consider the identified risks and uncertainties and other information contained in this
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Form 10-K in evaluating our business and prospects and before making an investment decision with respect to our
common stock. If any of the following risks or uncertainties occur or develop, our business, results of operations and
financial condition could be adversely affected. In such an event, the market price of our common stock could decline,
and you could lose all or part of your investment. The following discussion addresses those risks that management
believes are the most significant and that may affect our business, financial condition or operating results, although
there are other risks that could arise or may become more significant than anticipated.
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Risks Relating to Our Revenue, Cash Flow, and Expenses

Challenges Relating to Our Ability to Enter into New License Agreements Could Cause Our Revenue and Cash
Flow to Decline.

We face challenges in entering into new patent license agreements. The strength of our patent portfolio is an important
factor in securing new license agreements and accompanying revenues. We have a broad worldwide portfolio of
pending and issued patents covering a variety of wireless technologies. However, certain of our inventions that we
believe will be employed in current and future products, including 4G products, are the subject of patent applications
where no patent has been issued to us yet by the relevant patent issuing authorities. There is no assurance that these
applications will issue as patents, either at all or with claims that would be required by products in the market
currently or in the future. In addition, during discussions with unlicensed companies, the strength of our patent
portfolio may be challenged and significant negotiation issues arise from time to time. For example, in the ordinary
course of negotiations, in response to our demand that prospective customers enter into a license agreement, such
prospective customers have raised and may continue to raise a variety of arguments, including, but not limited to:
(i) claims challenging the essential nature of our patents; (ii) claims that their products do not infringe certain of our
patents or that certain of our patents are invalid or unenforceable; (iii) claims that not all of our patents are applicable
to their products and, thus, certain patents should be excluded from the license; (iv) claims that our royalty base
should be limited to discrete functionality; (v) claims that our royalty rates are not fair, reasonable or
nondiscriminatory; (vi) claims that their products are already subject to a license; (vii) claims that another entity in the
distribution chain is a more appropriate licensing target; and (viii) claims that they are indemnified by a third party. In
addition, prospective customers may raise concerns regarding the potential impact that any litigation, arbitration or
other proceeding in which we are involved may have on such prospective customers. We cannot assure that all
prospective customers will be persuaded during negotiations to enter into a patent license agreement with us, either at
all or on terms acceptable to us, and, as a result, our revenue and cash flow could materially decline.

Our Revenue May Be Impacted by the Deployment of 4G or Other Technologies in Place of 2G and 3G
Technologies or by the Need to Extend or Modify Certain Existing License Agreements to Cover Additional
Later Patents.

Although we own a growing portfolio of issued and pending patents related to 4G and non-cellular technologies, our
patent portfolio licensing program in these areas is less established and may not be as successful in generating
licensing income as our 2G and 3G licensing programs. Many wireless operators are investigating or have selected
LTE (or to a lesser extent WiMax) as next-generation technologies for deployment in existing or future spectrum
bands as complementary to their existing 2G or 3G networks. Although we believe that certain of our technology is,
may be or may become essential to LTE and WiMax Standards, we may not be as successful in licensing 4G products
as we have been in licensing 2G and 3G products or we may not achieve a level of royalty revenues on such 4G
products that is comparable to that we have historically received on 2G and 3G products.

The licenses that we grant under our patent license agreements typically only cover products designated to operate in
accordance with specified cellular technologies. As a result, we have patent license agreements that do not cover
products designed to operate in accordance with technologies that have yet to be deployed or are in the early stages of
deployment. For example, most of our patent licenses cover products designed to operate in accordance with GSM
and/or WCDMA, but not LTE or Wi-Max. Also, we have patent license agreements with customers that now offer for
sale products that were not sold by such customer at the time the patent license agreement was entered into and, thus,
are not licensed by us. We do not derive patent licensing revenue from the sale of products by our customers that are
not covered by a patent license agreement. In order to grant a patent license for any such products, we will need to
extend or modify our patent license agreements or enter into new license agreements with such customers. We may
not be able to modify these license agreements on financial terms acceptable agreeable to us, without affecting the
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modifications may adversely affect our revenue on the sale of products covered by the license prior to modification.
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Our Revenue and Cash Flow Are Dependent Upon Our Customers� Sales and Market Conditions.

A significant portion of our licensing revenues are running royalty-based and currently dependent on sales by our
customers that are outside our control and that could be negatively affected by a variety of factors, including global
and/or country-specific economic conditions, buying patterns of end users, competition for our customers� products
and any decline in the sale prices our customers receive for their covered products. In addition, our operating results
also could be affected by general economic and other conditions that cause a downturn in the market for the customers
of our products or technologies. Our revenue and cash flow also could be affected by (i) the unwillingness of any
customer to satisfy all of their royalty obligations on the terms or within the timeframe we expect or a decline in the
financial condition of any customer or (ii) the failure of sales to meet market forecasts due to global economic
conditions, political instability, competitive technologies or otherwise. It is also difficult to predict the timing and
amount of licensing revenue associated with past infringement and new licenses and the timing, nature or amount of
revenues associated with strategic partnerships. The foregoing factors are difficult to forecast and could adversely
affect both our quarterly and annual operating results and financial condition. In addition, some of our patent license
agreements provide for fixed payments or prepayments that cover our customers� future sales for a specified period and
reduce future cash receipts from those customers. As a result, our cash flow has historically fluctuated from period to
period. Depending upon the payment structure of any new patent license agreements into which we may enter, such
cash flow fluctuations may continue in the future.

Royalty Rates Could Decrease for Future License Agreements.

Royalty payments to us under future license agreements could be lower than anticipated. Certain customers and others
in the wireless industry, individually and collectively, are demanding that royalty rates for patents be lower than
historic royalty rates. There is also increasing downward pricing pressure on certain products that we believe
implement our patented inventions. In addition, a number of companies have made claims as to the essential nature of
their patents with respect to products for the cellular market. The increasing pricing pressure, as well as the number of
patent holders of cellular technologies, could result in a decrease in the royalty rates we receive for use of our patented
inventions, thereby decreasing future anticipated revenue and cash flow.

Our Revenues Are Derived Primarily from a Limited Number of Customers.

The mobile device market is very concentrated. As a result, we earn a significant amount of our revenues from a
limited number of customers, and we expect that a significant portion of our revenues will continue to come from a
limited number of customers for the foreseeable future. For example, in 2010, Samsung and LG comprised
approximately 26% and 15% of our total revenues, respectively. In the event that one or more of our significant
customers fail to meet their payment or reporting obligations under their respective license agreements, we lose any of
these customers or our revenues from these customers significantly decline, our future revenue and cash flow could be
materially adversely affected.

Delays in Renewing or an Inability to Renew Existing License Agreements Could Cause Our Revenue and
Cash Flow to Decline.

Many of our license agreements have fixed terms. We endeavor to renew license agreements with fixed terms prior to
the expiration of the license agreements and, based on various factors, including the technology and business needs
and competitive positions of our customers, we may not be able to renegotiate the license agreements on acceptable
terms before the expiration of the license agreement, on acceptable terms after the expiration of the license agreement,
or at all. If there is a delay in renegotiating and renewing a license agreement prior to its expiration, there could be a
gap in time during which we may be unable to recognize revenue from that customer or we may be forced to
renegotiate and renew the license agreement on terms that are more favorable to such customer, and, as a result, our
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license agreements at all, we could lose existing customers, and our revenue and cash flow could be materially
adversely affected.
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It Can Be Difficult for Us to Verify Royalty Amounts Owed to Us Under Our Licensing Agreements, and This
May Cause Us to Lose Potential Revenue.

The standard terms of our license agreements require our customers to document the sale of licensed products and
report this data to us on a quarterly basis. Although our standard license terms give us the right to audit books and
records of our customers to verify this information, audits can be expensive, time consuming, incomplete and subject
to dispute. From time to time, we audit certain of our customers to verify independently the accuracy of the
information contained in their royalty reports in an effort to decrease the likelihood that we will not receive the royalty
revenues to which we are entitled under the terms of our license agreements, but we cannot give assurances that these
audits will be numerous enough and/or effective to that end.

Challenges in Defending and Enforcing Our Patent Rights Could Cause Our Revenue and Cash Flow to
Decline.

Major telecommunications equipment manufacturers have challenged, and we expect will continue to challenge the
infringement, validity and enforceability of certain of our patents. In some instances, certain of our patent claims
could be substantially narrowed or declared invalid, unenforceable, not essential or not infringed. We cannot assure
that the validity and enforceability of our patents will be maintained or that certain of our patents will be determined
to be applicable to any particular product or Standard. Moreover, third parties could attempt to circumvent certain of
our patents through design changes. Any significant adverse finding as to the validity, enforceability or scope of
certain of our patents and/or any successful design-around of certain patents could result in the loss of patent licensing
revenue from existing customers, through termination or modification of agreements or otherwise, and could
substantially impair our ability to secure new patent licensing arrangements, either at all or on beneficial terms.

Consolidation in the Wireless Communications Industry Could Adversely Affect Our Business.

The wireless communications industry has experienced consolidation of participants and sales of participants or their
businesses, and these trends may continue. Any concentration or sale within the wireless industry may reduce the
number of licensing opportunities or, in some instances, result in the reduction, loss or elimination of existing royalty
obligations. Further, if wireless carriers consolidate with companies that utilize technologies that are competitive with
our technologies or that are not covered by our patents, we could lose market opportunities, which could negatively
impact our revenues and financial condition.

Due to the Nature of Our Business, We Could Be Involved in a Number of Litigation, Arbitration and
Administrative Proceedings to Enforce Our Intellectual Property Rights.

While some companies seek licenses before they commence manufacturing and/or selling devices that use our
patented inventions, most do not. Consequently, we approach companies and seek to establish license agreements for
using our inventions. We expend significant time and effort identifying potential users of our inventions and
negotiating license agreements with companies that may be reluctant to take licenses. However, if we believe that a
third party is required to take a license to our patents in order to manufacture, sell, offer for sale, import, or use
products, we may commence legal or administrative action against the third party if they refuse to enter into a license
agreement with us. In turn, we could face counterclaims that challenge the essential nature of our patents, that our
patents are invalid, unenforceable or not infringed or that our royalty rates are other than fair, reasonable and
nondiscriminatory. As a result of enforcing our patents, we could be subject to significant legal fees and costs,
including the costs and fees of opposing counsel in certain jurisdictions if we are unsuccessful. In addition, litigation,
arbitration and administrative proceedings require significant key employee involvement for significant periods of
time, which could divert these employees from other business activities.
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In addition, the cost of enforcing and defending our intellectual property has been and may continue to be significant.
Litigation may be required to enforce our intellectual property rights, protect our trade secrets, enforce patent license
and confidentiality agreements or determine the validity, enforceability and scope of proprietary rights of others. In
addition, third parties could commence litigation against us seeking to invalidate our patents or obtain a determination
that our patents are not infringed, are not essential, are invalid or are unenforceable. As a result of any such litigation,
we could lose our proprietary rights or incur substantial unexpected operating costs.
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Any action we take to protect our intellectual property rights could be costly and could require significant amounts of
time by key members of executive management and other personnel.

Risks Related to Our Business Operations, Strategy, Markets and Competition

We Depend on Key Senior Management, Engineering, Patent, and Licensing Resources.

Our future success depends largely upon the continued service of our directors, executive officers and other key
management and technical personnel. Our success also depends on our ability to continue to attract, retain and
motivate qualified personnel with specialized patent, licensing, engineering and other skills. The market for such
talent in our industry is extremely competitive. In particular, competition exists for qualified individuals with expertise
in patents and in licensing and with significant engineering experience in cellular and air interface technologies. Our
ability to attract and retain qualified personnel could be affected by any adverse decisions in any litigation or
arbitration, by our ability to offer competitive cash and equity compensation and work environment conditions and by
the geographical location of our various offices. The failure to attract and retain such persons with relevant and
appropriate experience could interfere with our ability to enter into new license agreements and undertake additional
technology and product development efforts, as well as our ability to meet our strategic objectives.

We Face Risks from Doing Business in International Markets.

A significant portion of our customers are international, and our customers sell their products to markets throughout
the world. Accordingly, we could be subject to the effects of a variety of uncontrollable and changing factors,
including, but not limited to: difficulty in protecting our intellectual property in foreign jurisdictions; enforcing
contractual commitments in foreign jurisdictions or against foreign corporations; government regulations, tariffs and
other applicable trade barriers; currency control regulations and variability in the value of the U.S. dollar against
foreign currency; social, economic and political instability; natural disasters, acts of terrorism, widespread illness and
war; potentially adverse tax consequences; and general delays in remittance of and difficulties collecting
non-U.S. payments. In addition, we also are subject to risks specific to the individual countries in which we and our
customers do business.

Our Industry Is Subject to Rapid Technological Change, Uncertainty and Shifting Market Opportunities.

Our success depends, in part, on our ability to define and keep pace with changes in industry Standards, technological
developments and varying customer requirements. Changes in industry Standards and needs could adversely affect the
development of, and demand for, our technology, rendering our technology currently under development obsolete and
unmarketable. The patents and applications comprising our portfolio have fixed terms, and, if we fail to anticipate or
respond adequately to these changes through the development or acquisition of new patentable inventions, patents or
other technology, we could miss a critical market opportunity, reducing or eliminating our ability to capitalize on our
patents, technology solutions or both.

Our Technologies May Not Be Adopted By the Market or Widely Deployed.

We invest significant engineering resources in the development of advanced wireless technology and related solutions.
These investments may not be recoverable or may not result in meaningful revenue if products based on the
technologies in which we invest are not widely deployed. Competing digital wireless technologies could reduce the
opportunities for deployment of technologies we develop. If the technologies in which we invest are not adopted in the
mainstream markets or within time periods we expect, or if we are unable to secure partner support for our
technologies, our business, financial condition and operating results could be adversely affected.
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We May Engage in Acquisitions or Strategic Transactions or Make Investments That Could Result in
Significant Changes or Management Disruption and Fail to Enhance Shareholder Value.

We continue to evaluate and may acquire businesses, technology and/or intellectual property, enter into joint ventures
or other strategic transactions and purchase equity and debt securities in other entities, including minority equity
interests and corporate bonds/notes in publicly-traded and privately-held companies. In some cases, such strategic
investments may serve as consideration for a license in lieu of cash royalties. Most strategic investments
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entail a high degree of risk and will not become liquid until more than one year from the date of investment, if at all.
Acquisitions or strategic investments may not generate financial returns or result in increased adoption or continued
use of our technologies. In addition, other investments may not generate financial returns or may result in losses due
to market volatility, the general level of interest rates and inflation expectations. We could make strategic investments
in early-stage companies, which require us to consolidate or record our share of the earnings or losses of those
companies. Our share of any such losses may adversely affect our financial results until we exit from or reduce our
exposure to these investments.

Achieving the anticipated benefits of acquisitions depends in part upon our ability to integrate the acquired businesses
in an efficient and effective manner. The integration of acquired companies may result in significant challenges, and
we may be unable to accomplish the integration smoothly or successfully. We cannot assure you that the integration of
acquired businesses with our business will result in the realization of the full benefits we anticipate to result from such
acquisitions. We may not derive any commercial value from the acquired technology, products and intellectual
property or from future technologies and products based on the acquired technology and/or intellectual property, and
we may be subject to liabilities that are not covered by the indemnification protection we may obtain.

The High Amount of Capital Required to Obtain Radio Frequency Licenses, Deploy and Expand Wireless
Networks and Obtain New Subscribers Could Slow the Growth of the Wireless Communications Industry and
Adversely Affect Our Business.

Our growth is dependent upon the increased use of wireless communications services that utilize our technology. In
order to provide wireless communications services, wireless operators must obtain rights to use specific radio
frequencies. The allocation of frequencies is regulated in the United States and other countries throughout the world,
and limited spectrum space is allocated to wireless communications services. Industry growth may be affected by the
amount of capital required to obtain licenses to use new frequencies, deploy wireless networks to offer voice and data
services, expand wireless networks to grow voice and data services and obtain new subscribers. The significant cost of
licenses, wireless networks and subscriber additions may slow the growth of the industry if wireless operators are
unable to obtain or service the additional capital necessary to implement or expand advanced wireless networks. The
growth of our business could be adversely affected if this occurs.

Market Projections and Data Are Forward-Looking in Nature.

Our strategy is based on our own projections and on analyst, industry observer and expert projections, which are
forward-looking in nature and are inherently subject to risks and uncertainties. The validity of their and our
assumptions, the timing and scope of wireless markets, economic conditions, customer buying patterns, timeliness of
equipment development, pricing of products, growth in wireless telecommunications services that would be delivered
on wireless devices and availability of capital for infrastructure improvements could affect these predictions. In
addition, market data upon which we rely is based on third party reports that may be inaccurate. The inaccuracy of any
of these projections and/or market data could adversely affect our operating results and financial condition.

The Markets for Our Technology Solutions May Fail to Materialize in the Manner We Expect.

We are positioning our current development projects for the evolving advanced digital wireless markets. Certain of
these markets may continue to develop at a slower rate or pace than we expect and may be of a smaller size than we
expect. In addition, there could be fewer applications for our technology and products than we expect. The
development of advanced wireless markets also could be affected by general economic conditions, customer buying
patterns, timeliness of equipment development, pricing of advanced wireless infrastructure and mobile devices, rate of
growth in telecommunications services and the availability of capital for, and the high cost of, radio frequency
licenses and infrastructure improvements. Failure of the markets for our technologies and/or our products to
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materially adversely affect our long-term business, financial condition and operating results.
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We Face Competition from Companies with Greater Resources.

Competition in the wireless telecommunications industry is intense. We face competition from companies developing
other and similar technologies, including existing companies with in-house development teams, such as Qualcomm,
Ericsson and Nokia, and new competitors to the market. Many current and potential competitors may have advantages
over us, including: (i) longer operating histories and presence in key markets; (ii) greater name recognition;
(iii) access to larger customer bases; (iv) economies of scale and cost structure advantages; and (v) greater financial,
sales and marketing, manufacturing, distribution, technical and other resources.

Our Technology Development Activities May Experience Delays.

We may experience technical, financial, resource or other difficulties or delays related to the further development of
our technologies. Delays may have adverse financial effects and may allow competitors with comparable technology
offerings to gain a commercial advantage over us. There can be no assurance that we will continue to have adequate
staffing or that our development efforts will ultimately be successful. Moreover, certain of our technologies have not
been fully tested in commercial use, and it is possible that they may not perform as expected. In such cases, our
business, financial condition and operating results could be adversely affected, and our ability to secure new
customers and other business opportunities could be diminished.

We Rely on Relationships with Third Parties to Develop and Deploy Technology Solutions.

Successful exploitation of our technology solutions is partially dependent on the establishment and success of
relationships with equipment producers and other industry participants. Delays or failure to enter into licensing or
other relationships to facilitate technology development efforts or delays or failure to enter into technology licensing
agreements to secure integration of additional functionality could impair our ability to introduce into the market
portions of our technology and resulting products, cause us to miss critical market windows or impair our ability to
remain competitive.

Other Risks

The Outcome of Potential Domestic Patent Legislation, USPTO Rule Changes, International Patent
Rule Changes and Third Party Legal Proceedings May Affect Our Patent Costs and Patent Prosecution,
Licensing and Enforcement Strategies.

Changes to certain U.S. and international patent laws and regulations may occur in the future, some or all of which
may affect our patent costs, the scope of future patent coverage we secure and remedies we may be awarded in patent
litigation, and may require us to reevaluate and modify our patent prosecution, licensing and enforcement strategies.
In addition, the potential effect of rulings in legal proceedings among third parties may affect our patent prosecution,
licensing, and enforcement efforts. We continue to monitor and evaluate our prosecution, licensing and enforcement
strategies with regard to these developments; however, any resulting change in such strategies may have an adverse
impact on our business and financial condition.

The Price of Our Common Stock Could Continue to be Volatile.

Historically, we have had large fluctuations in the price of our common stock, and such fluctuations could continue.
From January 1, 2006 to February 25, 2011, our common stock has traded as low as $16.20 per share and as high as
$58.64 per share. Factors that may contribute to fluctuations in our stock price include, but are not limited to: general
stock market conditions; general market conditions for the wireless communications industry; changes in
recommendations of securities analysts; investor perceptions as to the likelihood of achievement of near-term goals;
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changes in market share of significant customers; announcements concerning litigation, arbitration and other legal
proceedings in which we are involved; announcements concerning licensing and product matters; strategic
transactions, such as spin-offs, joint ventures and acquisitions or divestitures; and our operating results.
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Our Stockholders May Not Receive the Level of Dividends Provided for in Our Divided Policy or Any Dividend
at All, and Any Decrease in or Suspension of the Dividend Could Cause Our Stock Price to Decline.

Our initial dividend policy, adopted and announced in December 2010, contemplates the payment of a regular
quarterly cash dividend of $0.10 per share on the Company�s outstanding common stock. We expect to continue to pay
quarterly cash dividends on our common stock at the rate set forth in our current dividend policy. However, the
dividend policy and the payment of future cash dividends under the policy are subject to the final determination each
quarter by our Board of Directors that (i) the dividend will be made in compliance with laws applicable to the
declaration and payment of cash dividends, including Section 1551(b) of the Pennsylvania Business Corporation Law,
and (ii) the policy remains in the best interests of the Company, which determination will be based on a number of
factors, including the Company�s earnings, financial condition, capital resources and capital requirements, alternative
uses of capital, restrictions imposed by any existing debt, economic conditions and other factors considered relevant
by the Board of Directors. Given these considerations, our Board of Directors may increase or decrease the amount of
the dividend at any time and may also decide to suspend or discontinue the payment of cash dividends in the future.
Any decrease in the amount of the dividend, or suspension or discontinuance of payment of a dividend, could cause
our stock price to decline.

Approved Stock Repurchase Programs May Not Result in a Positive Return of Capital to Stockholders.

Our approved stock repurchases may not return value to stockholders because the market price of the stock may
decline significantly below the levels at which we repurchased shares of stock. Stock repurchase programs are
intended to deliver stockholder value over the long term, but stock price fluctuations can reduce the effectiveness of
such programs.

Changes to Our Tax Assets or Liabilities Could Have an Adverse Effect on Our Consolidated Financial
Condition or Results of Operations.

The calculation of tax assets and liabilities involves significant judgment in estimating the impact of uncertainties in
the application of complex tax laws. We are subject to examinations by the Internal Revenue Service (IRS) and other
taxing jurisdictions on various tax matters, including challenges to various positions we assert in our filings and
foreign tax liability and withholding. With our January 1, 2007 adoption of the guidance for accounting for
uncertainty in income taxes, certain tax contingencies are recognized when they are determined to be more likely than
not to occur. Although we believe we have adequately recorded tax assets and accrued for tax contingencies that meet
this criterion, we may not fully recover our tax assets or may be required to pay taxes in excess of the amounts we
have accrued. As of December 31, 2010 and 2009, there were certain tax contingencies that did not meet the
applicable criteria to record an accrual. In the event that the IRS or another taxing jurisdiction levies an assessment in
the future, it is possible the assessment could have an adverse effect on our consolidated financial condition or results
of operations.

Currency Fluctuations Could Negatively Affect Future Product Sales or Royalty Revenues or Increase the U.S.
Dollar Cost of Our Activities and International Strategic Investments.

We are exposed to risk from fluctuations in currencies, which may change over time as our business practices evolve,
that could impact our operating results, liquidity and financial condition. We operate and invest globally. Adverse
movements in currency exchange rates may negatively affect our business due to a number of situations, including the
following:

� If the effective price of products sold by our customers were to increase as a result of fluctuations in the
exchange rate of the relevant currencies, demand for the products could fall, which in turn would reduce our
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� Assets or liabilities of our consolidated subsidiaries may be subject to the effects of currency fluctuations,
which may affect our reported earnings. Our exposure to foreign currencies may increase as we expand into
new markets.

� Certain of our operating and investing costs, such as foreign patent prosecution, are based in foreign currencies.
If these costs are not subject to foreign exchange hedging transactions, strengthening currency values in
selected regions could adversely affect our near-term operating expenses, investment costs and
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cash flows. In addition, continued strengthening of currency values in selected regions over an extended
period of time could adversely affect our future operating expenses, investment costs and cash flows.

Unauthorized Use or Disclosure of Our Confidential Information Could Adversely Affect Our Business.

We enter into contractual relationships governing the protection of our confidential and proprietary information with
our employees, consultants and prospective and existing customers and strategic partners. If we are unable to detect in
a timely manner the unauthorized use or disclosure of our proprietary or other confidential information or if we are
unable to enforce our rights under such agreements, the misappropriation of such information could harm our
business.

If Wireless Handsets Are Perceived to Pose Health and Safety Risks, Demand for Products of Our Customers
Could Decrease.

Media reports and certain studies have suggested that radio frequency emissions from wireless handsets may be linked
to health concerns, such as brain tumors, other malignancies and genetic damage to blood, and may interfere with
electronic medical devices, such as pacemakers, telemetry and delicate medical equipment. Growing concerns over
radio frequency emissions, even if unfounded, could discourage the use of wireless handsets and cause a decrease in
demand for the products of our customers. In addition, concerns over safety risks posed by the use of wireless
handsets while driving and the effect of any resulting legislation could reduce demand for the products of our
customers.

Item 1B. UNRESOLVED STAFF COMMENTS.

None.

Item 2. PROPERTIES.

We own, subject to a mortgage, our corporate headquarters, which is located in King of Prussia, Pennsylvania and
consists of approximately 52,000 square feet of administrative office and research space. We are also a party to a
lease, scheduled to expire in November 2012, for approximately 56,125 square feet of administrative office and
research space in Melville, New York, 11,315 square feet of which have been subleased for the duration of the lease
term. In addition, we are a party to a lease for approximately 17,277 square feet of administrative office and research
space in Montreal, Quebec, Canada. This lease, originally for 20,312 square feet, was scheduled to expire in June
2011. In December 2010, we entered into an amendment to such lease, pursuant to which, effective January 31, 2011,
we surrendered 3,035 square feet of space and extended the lease term through June 2016. In first quarter 2011, we
entered into a lease for approximately 5,100 square feet of research and corporate development space in San Diego,
California. This lease expires in May 2014. These four facilities are the principal locations for our technology
development activities.

Item 3. LEGAL PROCEEDINGS.

Nokia USITC Proceeding

In August 2007, InterDigital filed a complaint with the USITC against Nokia Corporation and Nokia, Inc.
(collectively, �Nokia�) alleging that Nokia engaged in an unfair trade practice by selling for importation into the United
States, importing into the United States, and selling after importation into the United States, certain 3G mobile
handsets and components that infringe two of InterDigital�s patents. In November and December 2007, a third patent
and fourth patent, respectively, were added to our complaint against Nokia. The complaint seeks an exclusion order
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barring from entry into the United States infringing 3G mobile handsets and components that are imported by or on
behalf of Nokia. Our complaint also seeks a cease-and-desist order to bar further sales of infringing Nokia products
that have already been imported into the United States.

Nokia then unsuccessfully sought to terminate or stay the USITC investigation against it on the ground that Nokia and
we must first arbitrate an alleged dispute as to whether Nokia is licensed under the patents asserted by InterDigital
against Nokia in the USITC investigation. After that effort failed, Nokia sought and obtained a preliminary injunction
in the U.S. District Court for the Southern District of New York preventing us from proceeding in the USITC against
Nokia. Shortly after the issuance of the preliminary injunction, the Nokia USITC
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investigation was stayed, and the Nokia investigation was de-consolidated from an investigation we had earlier
initiated against Samsung in the USITC, which permitted the Samsung USITC investigation to move forward.

In July 2008, the United States Court of Appeals for the Second Circuit reversed the preliminary injunction obtained
by Nokia. In September 2008, the Administrative Law Judge lifted the stay in the Nokia USITC investigation. In
March 2009, the U.S. District Court for the Southern District of New York dismissed Nokia�s claims relating to its
alleged license dispute.

The evidentiary hearing in the Nokia USITC investigation was held from May 26, 2009 through June 2, 2009. On
August 14, 2009, the Administrative Law Judge issued an Initial Determination finding no violation of Section 337 of
the Tariff Act of 1930. The Initial Determination found that our patents were valid and enforceable, but that Nokia did
not infringe these patents. In the event that a Section 337 violation were to be found by the USITC, the Administrative
Law Judge recommended the issuance of a limited exclusion order barring entry into the United States of infringing
Nokia 3G WCDMA handsets and components as well as the issuance of appropriate cease and desist orders. On
August 31, 2009, we filed a petition for review of certain issues raised in the August 14, 2009 Initial Determination.
On that same date, Nokia also filed a contingent petition for review of certain issues in the Initial Determination.
Responses to both petitions were filed on September 8, 2009.

On October 16, 2009, the USITC issued a notice that it had determined to review in part the Initial Determination, and
that it affirmed the Administrative Law Judge�s determination of no violation and terminated the investigation.

On November 30, 2009, InterDigital filed with the United States Court of Appeals for the Federal Circuit a petition for
review of certain rulings by the USITC. On December 17, 2009, Nokia filed a motion to intervene in the appeal,
which was granted by the Court in January 2010. In our appeal, we seek reversal of the USITC�s claim constructions
and non-infringement findings with respect to certain claim terms in U.S. Patent Nos. 7,190,966 and 7,286,847,
vacatur of the USITC�s determination of no Section 337 violation, and a remand for further proceedings before the
USITC. Nokia and the USITC argue in their appeal briefs that the USITC correctly construed the claim terms asserted
by us in our appeal and that the USITC properly determined that Nokia did not infringe the patents on appeal. Nokia
also argues that the USITC�s finding of noninfringement should be affirmed based on an additional claim term. Nokia
further argues that the USITC erred in finding that we could satisfy the domestic industry requirement based solely on
our patent licensing activities and without proving that an article in the United States practices the claimed inventions,
and that the USITC�s finding of no Section 337 violation should be affirmed on that additional basis. On January 13,
2011, the Court heard oral argument in the appeal. The Court has not yet issued a decision in the appeal. Refer to
Note 8 to our Consolidated Financial Statements for further discussion regarding the Nokia proceedings.

Nokia Delaware Proceeding

In January 2005, Nokia filed a complaint in the U.S. District Court for the District of Delaware (�Delaware District
Court�) against InterDigital Communications Corporation (now IDC) and ITC (for purposes of the Nokia Delaware
Proceeding described herein, IDC and ITC are collectively referred to as �InterDigital,� �we,� or �our�), alleging that we
have used false or misleading descriptions or representations regarding our patents� scope, validity, and applicability to
products built to comply with 3G wireless phone Standards (�Nokia Delaware Proceeding�). Nokia�s amended complaint
seeks declaratory relief, injunctive relief and damages, including punitive damages, in an amount to be determined.
We subsequently filed counterclaims based on Nokia�s licensing activities as well as Nokia�s false or misleading
descriptions or representations regarding Nokia�s 3G patents and Nokia�s undisclosed funding and direction of an
allegedly independent study of the essentiality of 3G patents. Our counterclaims seek injunctive relief as well as
damages, including punitive damages, in an amount to be determined.
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On December 10, 2007, pursuant to a joint request by the parties, the Delaware District Court entered an order staying
the proceedings pending the full and final resolution of InterDigital�s USITC investigation against Nokia. Specifically,
the full and final resolution of the USITC investigation includes any initial or final determinations of the
Administrative Law Judge overseeing the proceeding, the USITC, and any appeals therefrom. Pursuant to the order,
the parties and their affiliates are generally prohibited from initiating against the other parties, in any forum, any
claims or counterclaims that are the same as the claims and counterclaims pending in the Nokia Delaware Proceeding,
and should any of the same or similar claims or counterclaims be initiated by a party, the other parties may seek
dissolution of the stay.
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Except for the Nokia Delaware Proceeding and the Nokia Arbitration Concerning Presentations (described below), the
order does not affect any of the other legal proceedings between the parties, including the Nokia USITC Proceeding
(described above).

Nokia Arbitration Concerning Presentations

In November 2006, InterDigital Communications Corporation (now IDC) and ITC filed a request for arbitration with
the International Chamber of Commerce against Nokia (�Nokia Arbitration Concerning Presentations�), claiming that
certain presentations Nokia has attempted to use in support of its claims in the Nokia Delaware Proceeding are
confidential and, as a result, may not be used in the Nokia Delaware Proceeding pursuant to the parties� agreement.

The December 10, 2007 order entered by the Delaware District Court to stay the Nokia Delaware Proceeding
(described above) also stayed the Nokia Arbitration Concerning Presentations pending the full and final resolution of
the USITC investigation against Nokia as described above.

Item 4. [REMOVED AND RESERVED]
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PART II

Item 5. MARKET FOR REGISTRANT�S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

The principal market for our common stock is the NASDAQ Stock Market (�NASDAQ�). The following table sets forth
the range of the high and low sales prices of our common stock for each quarterly period in 2010 and 2009, as
reported by NASDAQ.

High Low

2010
First quarter $ 28.34 $ 23.37
Second quarter 29.98 22.30
Third quarter 29.66 23.73
Fourth quarter 43.35 28.90

High Low

2009
First quarter $ 33.69 $ 20.43
Second quarter 29.75 23.22
Third quarter 31.79 20.64
Fourth quarter 27.20 18.41

Holders

As of February 21, 2011, there were approximately 1,125 holders of record of our common stock.

Dividends

Prior to 2011, we had not paid any cash dividends on our shares of common stock. In fourth quarter 2010, our Board
of Directors approved the Company�s initial dividend policy and declared the first quarterly cash dividend of $0.10 per
share, which was paid on February 2, 2011 to shareholders of record of the Company�s common stock on January 12,
2011. We currently expect to continue to pay comparable cash dividends in the future; however, continued payment of
cash dividends and changes in the Company�s dividend policy will depend on the company�s earnings, financial
condition, capital resources and capital requirements, alternative uses of capital, restrictions imposed by any existing
debt, economic conditions, and other factors considered relevant by our Board of Directors.
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Performance Graph

The following graph compares five-year cumulative total returns of the Company, the NASDAQ Composite Index
and the NASDAQ Telecommunications Stock Index. The graph assumes $100 was invested in the common stock of
InterDigital and each index as of December 31, 2005 and that all dividends were re-invested. During this period,
InterDigital did not pay any dividends on its common stock.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN
Among InterDigital Inc., the NASDAQ Composite Index

And the NASDAQ Telecommunications Index

12/05 12/06 12/07 12/08 12/09 12/10
InterDigital, Inc. 100.00 183.13 127.35 150.11 144.98 227.29
NASDAQ Composite 100.00 111.74 124.67 73.77 107.12 125.93
NASDAQ Telecommunications 100.00 131.50 146.22 85.43 118.25 129.78

Issuer Purchases of Equity Securities

Repurchase of Common Stock

There were no repurchases of common stock during 2010.
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Item 6. SELECTED FINANCIAL DATA.

2010 2009 2008 2007 2006
(in thousands except per share data)

Consolidated statements of
operations data:
Revenues(a) $ 394,545 $ 297,404 $ 228,469 $ 234,232 $ 480,466
Income from operations(b) $ 235,873 $ 113,889 $ 36,533 $ 23,054 $ 336,416
Income tax provision(c) $ (84,831) $ (25,447) $ (13,755) $ (11,999) $ (124,389)
Net income applicable to common
shareholders $ 153,616 $ 87,256 $ 26,207 $ 20,004 $ 225,222
Net income per common share �
basic(d) $ 3.48 $ 2.02 $ 0.58 $ 0.42 $ 4.22
Net income per common share �
diluted(d) $ 3.43 $ 1.97 $ 0.57 $ 0.40 $ 4.04
Weighted average number of
common shares outstanding � basic(d) 44,084 43,295 44,928 47,766 53,426
Weighted average number of
common shares outstanding �
diluted(d) 44,824 44,327 45,964 49,489 55,778
Consolidated balance sheet data:
Cash and cash equivalents $ 215,451 $ 210,863 $ 100,144 $ 92,018 $ 166,385
Short-term investments 326,218 198,943 41,516 85,449 97,581
Working capital 440,996 449,762 114,484 214,229 332,574
Total assets 874,643 908,485 405,768 534,885 564,076
Total debt 468 1,052 2,929 3,717 1,572
Total shareholders� equity $ 353,116 $ 169,537 $ 87,660 $ 137,067 $ 275,476

(a) In 2006, we recognized $253.0 million of revenue related to the resolution of disputes with Nokia regarding our
1999 Patent License Agreement.

(b) In 2009, our income from operations included charges of $38.6 million associated with actions to reposition the
Company�s operations. In 2008, the Company recognized a $3.9 million non-recurring benefit associated with a
reduction in a contingent liability, and, in 2007, the Company recognized non-recurring charges totaling
$24.4 million associated with increases to contingent liabilities.

(c) In 2009, our income tax provision included a benefit of approximately $16.4 million, primarily related to the
recognition of foreign tax credits. See Note 13 to the Consolidated Financial Statements for further discussion on
these foreign tax credits.

(d) As discussed in Note 1 to the Consolidated Financial Statements, during 2009 and first three quarters 2010, we
incorrectly included restricted stock units (�RSUs�) as participating securities in our computation of Earnings Per
Share (�EPS�). Our RSUs participate in dividends, but, because the participation right is forfeitable, they should not
have been classified as �participating securities� for purposes of our EPS calculation. Although we believe that the
incorrect EPS amounts were not material with respect to any prior annual or interim periods, we have reclassified
the RSUs as non-participating securities and have presented revised EPS figures in the accompanying financial
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Item 7. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS.

OVERVIEW

The following discussion should be read in conjunction with the Selected Financial Data, the Consolidated Financial
Statements, and the notes thereto contained in this Form 10-K. Please refer to the Glossary of Terms immediately
following the Table of Contents for a listing and detailed description of the various technical, industry, and other
defined terms that are used in this Form 10-K.
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Business

InterDigital provides advanced technologies that enable wireless communications. Since our founding in 1972, we
have designed and developed a wide range of innovations that are used in digital cellular and wireless products and
networks, including 2G, 3G, 4G and IEEE 802-related products and networks. We are a leading contributor of
intellectual property to the wireless communications industry and currently hold through wholly owned subsidiaries a
portfolio of approximately 1,300 U.S. and approximately 7,500 non-U.S. patents related to the fundamental
technologies that enable wireless communications. Included in our portfolio are a number of patents and patent
applications that we believe are or may be essential or may become essential to cellular and other wireless Standards,
including 2G, 3G, 4G and the IEEE 802 suite of Standards. We believe that companies making, using or selling
products based on these Standards, which includes all major manufacturers of mobile handsets, require a license under
our essential patents and will require licenses under essential patents that may issue from our pending patent
applications. Products incorporating our patented inventions include: mobile devices, such as cellular phones, tablets,
notebook computers and wireless personal digital assistants; wireless infrastructure equipment, such as base stations;
and components, dongles and modules for wireless devices. In 2010, we believe we recognized revenue from over half
of all 3G mobile devices sold worldwide, including those sold by leading mobile communications companies such as
Apple, HTC, LG Electronics, Research in Motion and Samsung Electronics.

We develop advanced technologies that we expect will improve the wireless user�s experience and enable the delivery
of a broad array of information and services. This includes next-generation wireless air interfaces and technologies to
enhance connectivity and mobility across networks and devices and technologies that support a more efficient
transportation of information. We actively participate in, and contribute our technology solutions to, worldwide
organizations responsible for the development and approval of Standards to which digital cellular and IEEE
802-compliant products and services are built, and our contributions are often incorporated into such Standards. We
offer licenses to our patents to equipment producers that manufacture, use and sell digital cellular and IEEE
802-related products. In addition, we offer for license or sale our mobile broadband modem solutions (modem IP,
know-how, and reference platforms) to mobile device manufacturers, semiconductor companies, and other equipment
producers that manufacture, use and sell digital cellular products.

We have built our suite of technology and patent offerings primarily through internal development, and also through
participation in joint development projects with other companies, as well as select acquisitions. We have assembled a
number of leading technology partners that share our vision and complement our internal research and development
efforts. Currently, we generate revenues primarily from royalties received under our patent license agreements. We
also generate revenues by licensing our technology solutions and providing related development support.

In 2010, 2009, and 2008, our total revenues were $394.5 million, $297.4 million, and $228.5 million, respectively, and
our patent licensing revenues were $370.2 million, $287.6 million, and $216.5 million, respectively. Patent licensing
revenue made up at least 94% of our total revenues in each period.

In 2010, the amortization of fixed fee royalty payments accounted for approximately 53% of our patent licensing
revenues. These fixed fee revenues are not affected by the related customers� success in the market or the general
economic climate. The majority of the remaining portion of our patent licensing revenue is variable in nature due to
the per-unit structure of the related license agreements. Approximately 54% of this per-unit variable portion for 2010
related to sales of product by Japanese customers for whom the majority of the sales are within Japan. As a result, our
per-unit variable patent license royalties have been, and will continue to be, largely influenced by sales within the
Japanese market.

Patent License Agreements
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In first quarter 2010, we entered into a worldwide, non-exclusive patent license agreement with Casio Hitachi Mobile
Communications Co., Ltd. (�CHMC�). The patent license agreement covers the sale by CHMC of all wireless end-user
terminal devices compliant with 2G and 3G cellular standards through June 1, 2010. In 2010, we recognized revenue
totaling $33.0 million, including $28.8 million related to past sales, in connection with the CHMC agreement.

Also in 2010, we signed three additional patent license agreements and expanded an existing patent license agreement.
In connection with these agreements, we have received or will be due a total of $47.3 million. In
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addition, in 2010, we entered into a number of non-exclusive, non-transferrable, royalty-bearing patent license
agreements in connection with technology transfer agreements.

Patent Licensing Royalties

Patent license royalties in 2010 of $370.2 million increased 29% from the prior year and represented the most
significant portion of our total revenue of $394.5 million. This $82.6 million year-over-year increase in patent license
royalties was primarily driven by increased past sales resulting from the first quarter 2010 patent license agreement
signed with CHMC, the resolution of a routine audit of an existing customer, and the renewal of a patent license
agreement in second quarter 2010. The above-noted patent license agreement signed with CHMC in first quarter 2010,
the second quarter 2010 renewal of a patent license agreement, and an aggregate increase in per-unit royalties due to
strong sales from our existing customers with concentrations in smartphones further contributed to increases in
per-unit royalty revenue. The increase in fixed fee revenue was primarily driven by a full year of revenue from the
patent license agreement with Samsung signed during first quarter 2009 and the third quarter 2009 patent license
agreement with Pantech Co., Ltd. (�Pantech�).

Expiration of the LG License

In December 2010, we completed our amortization of $285.0 million of royalty revenue associated with our patent
license agreement with LG. LG contributed approximately $57.5 million, or 15%, of our total revenue in 2010. This
license covered the sale of (i) terminal units designed to operate in accordance with 2G and 2.5G TDMA-based and
3G standards and (ii) infrastructure designed to operate in accordance with cdma2000 technology and its extensions,
up to a limited threshold amount. Under the terms of the agreement, LG paid $285.0 million in three equal
installments from 2006 through 2008. Upon expiration of the agreement, LG received a paid-up license to sell
single-mode GSM/GPRS/EDGE terminal units under the patents included under the license, and became unlicensed as
to all other products covered under the agreement.

We continue to place substantial focus on renewing agreements that have expired or will expire and on expanding our
patent customer base, both with the top-tier handset manufacturers and other market participants.

Nokia United States International Trade Commission Proceeding

On November 30, 2009, InterDigital filed with the United States Court of Appeals for the Federal Circuit a petition for
review of certain rulings by the USITC in connection with the USITC investigation initiated by us against Nokia in
2007. In the appeal, neither the construction of the term �synchronize� nor the issue of validity can be raised because the
USITC took no position on these issues in its determination. On December 17, 2009, Nokia filed a motion to intervene
in the appeal, which was granted by the Court on January 4, 2010. InterDigital�s opening brief was filed on April 12,
2010. In its appeal, InterDigital seeks reversal of the USITC�s claim constructions and non-infringement findings with
respect to certain claim terms in U.S. Patent Nos. 7,190,966 and 7,286,847, vacatur of the USITC�s determination of
no Section 337 violation, and a remand for further proceedings before the USITC. InterDigital is not appealing the
USITC�s determination of non-infringement with respect to U.S. Patent Nos. 6,973,579 and 7,117,004. Nokia and the
USITC filed their briefs on July 13, 2010. In their briefs, Nokia and the USITC argue that the USITC correctly
construed the claim terms asserted by InterDigital in its appeal and that the USITC properly determined that Nokia did
not infringe the patents on appeal. Nokia also argues that the USITC�s finding of noninfringement should be affirmed
based on an additional claim term. Nokia further argues that the USITC erred in finding that InterDigital could satisfy
the domestic industry requirement based solely on its patent licensing activities and without proving that an article in
the United States practices the claimed inventions, and that the USITC�s finding of no Section 337 violation should be
affirmed on that additional basis. InterDigital filed its reply brief on August 30, 2010. The Court heard oral argument
in the appeal on January 13, 2011. The Court has not yet issued a decision in the appeal.
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InterDigital has no obligation as a result of the above matter, and we have not recorded a related liability in our
financial statements.

Technology Solutions

In first quarter 2010, we entered into a technology transfer and license agreement with Beceem Communications Inc.
(�Beceem�). Beceem was granted non-exclusive, worldwide licenses to certain 2G and 3G signal processing
technologies to develop, implement, and use in multimode 4G chips. In fourth quarter 2010, Broadcom
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Corporation (�Broadcom�) acquired Beceem, and upon the closing of such transaction, the technology transfer and
license agreement terminated. Beceem paid us the remaining amounts due under an agreement of termination. In
addition, Beceem/Broadcom does not have license to sell products incorporating our technology or to otherwise use
our technology, and, upon termination, Beceem became obligated to remove fully our technology from all of its
products. As of December 31, 2010, there were no receivable or deferred revenue balances associated with our
technology transfer and license agreement with Beceem.

In third quarter 2010, we entered into a technology license agreement to provide our SlimChiptm 2G and 3G modem
technology to a mobile chipset manufacturer in mainland China. Under the non-exclusive, royalty-bearing technology
delivery agreement, we licensed our dual-mode core with 2G and 3G physical layer � inclusive of HSPA, compliant
with the UMTS 3GPP Release 6 standard � and are providing engineering support. We are receiving milestone-based
payments under the agreement and will also be entitled to per-unit royalties from sales of products containing the
delivered technology.

We are accounting for portions of these and other technology solutions agreements using the proportional
performance method. During 2010 and 2009, we recognized related revenue of $12.9 million and $0.0 million,
respectively. We did not have a deferred revenue balance associated with the above-noted technology solutions
agreements at December 31, 2010 or December 31, 2009. We had $1.7 million and $0.0 million of related unbilled
accounts receivable as of December 31, 2010 and December 31, 2009, respectively.

Cash and Short-Term Investments

At December 31, 2010, we had $541.7 million of cash and short-term investments. A substantial portion of this
balance relates to fixed and prepaid royalty payments we have received that relate to future sales of our customers�
products. As a result, our cash receipts from existing licenses subject to fixed and prepaid royalties will be reduced in
future periods. We currently plan to preserve a significant portion of our cash, cash equivalents and short-term
investments to finance our business in the near future and will continue to periodically review our cash and short-term
investment position and our dividend policy, including upon the receipt of any new prepaid royalty payments or any
new patent license agreements we may sign.

During 2010, we recorded $372.3 million of cash receipts related to patent licensing and technology solutions
agreements as follows (in thousands):

Cash In
Fixed royalty payments $ 206,688
Current royalties and past sales 98,624
Prepaid royalties 38,759
Technology solutions 28,202

$ 372,273

These cash receipts contributed to a $131.9 million increase in our cash and short-term investments and, together with
a $16.0 million accrual of accounts receivable related to scheduled fixed fee payments, partially offset the
$283.0 million in deferred revenue recognized, resulting in a net $201.3 million decrease in deferred revenue to
$467.0 million at December 31, 2010. Our accounts receivable and deferred revenue balances do not include $60.0
million of receivables from existing agreements due to us more than twelve months from our current balance sheet
date. Approximately $287.1 million of our $467.0 million deferred revenue balance relates to fixed royalty payments

Edgar Filing: InterDigital, Inc. - Form 10-K

Table of Contents 71



that are scheduled to amortize as follows (in thousands):

2011 $ 134,804
2012 120,480
2013 13,026
2014 8,747
2015 4,468
Thereafter 5,555

$ 287,080
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The remaining $179.9 million of deferred revenue primarily relates to prepaid royalties that will be recorded as
revenue as our customers report their sales of covered products. Based on information provided by the related
customers, we expect the prepaid royalty balance will cover sales of related products for several years.

Repositioning

On March 30, 2009, we announced a repositioning plan that included the expansion of our technology development
and licensing business, the cessation of further ASIC development of our SlimChip modem and efforts to monetize
the SlimChip technology investment through IP licensing and technology sales. In connection with the repositioning,
the Company incurred a charge of $38.6 million during 2009. Of the total charge of $38.6 million, approximately
$30.6 million represents long-lived asset impairments for assets used in the product and product development,
including $21.2 million of acquired intangible assets and $9.4 million of property, equipment, and other assets.

In addition, the repositioning resulted in a reduction in force of approximately 100 employees, the majority of which
were terminated effective April 3, 2009. Approximately $8.0 million of the total repositioning charge represented cash
obligations associated with severance and contract termination costs, all of which have been satisfied as of
December 31, 2010.

We did not incur any additional repositioning charges during 2010, nor do we expect to incur any related costs in the
future.

Repurchase of Common Stock

In October 2007, our Board of Directors authorized a $100.0 million share repurchase program (the �2007 Repurchase
Program�). In March 2009, our Board of Directors authorized another $100.0 million share repurchase program (the
�2009 Repurchase Program�), pursuant to which the Company may repurchase shares through open market purchases,
pre-arranged trading plans, or privately negotiated purchases.

During 2008, we completed the 2007 Repurchase Program, under which we repurchased a cumulative total of
4.8 million shares for $100.0 million, including 3.8 million shares we repurchased for $81.5 million in 2008. During
2009, we repurchased approximately 1.0 million shares for $25.0 million under the 2009 Repurchase Program. There
were no repurchases of common stock during 2010.

From January 1, 2011 through February 25, 2011, no repurchases were made under the 2009 Repurchase Program.

Intellectual Property Rights Enforcement

From time to time, if we believe any party is required to license our patents in order to manufacture and sell certain
digital cellular products and such party has not done so, we may institute legal action against them. This legal action
typically takes the form of a patent infringement lawsuit or an administrative proceeding such as a Section 337
proceeding before the USITC. In addition, we and our customers, in the normal course of business, might seek to
resolve disagreements between the parties with respect to the rights and obligations of the parties under the applicable
license agreement through arbitration or litigation.

In 2010, our intellectual property enforcement costs decreased to $12.1 million from $16.3 million and $34.0 million
in 2009 and 2008, respectively. This represented 21% of our 2010 total patent administration and licensing costs of
$58.9 million. Intellectual property enforcement costs will vary depending upon activity levels, and it is likely they
will continue to be a significant expense for us in the future.
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Comparability of Financial Results

When comparing 2010 financial results against other periods, the following items should be taken into consideration:

� Our 2010 revenue included $41.3 million of royalties related to past sales recognized in connection with new
patent license agreements and the resolution of an audit of one of our existing customers.

� Our 2010 operating expense included a $3.3 million charge to increase our Long-Term Compensation Program
(�LTCP�) accrual from 50% to 86% for the incentive period January 1, 2008 through December 31, 2010.

Critical Accounting Policies and Estimates

Our consolidated financial statements are based on the selection and application of accounting principles, generally
accepted in the United States of America (�GAAP�), which require us to make estimates and assumptions that affect the
amounts reported in both our consolidated financial statements and the accompanying notes. Future events and their
effects cannot be determined with absolute certainty. Therefore, the determination of estimates requires the exercise of
judgment. Actual results could differ from these estimates and any such differences may be material to the financial
statements. Our significant accounting policies are described in Note 2 to our Consolidated Financial Statements and
are included in Item 8 of Part II of this Form 10-K. We believe the accounting policies that are of particular
importance to the portrayal of our financial condition and results and that may involve a higher degree of complexity
and judgment in their application compared to others are those relating to revenue recognition, compensation, and
income taxes. If different assumptions were made or different conditions existed, our financial results could have been
materially different.

Revenue Recognition

We derive the vast majority of our revenue from patent licensing. The timing and amount of revenue recognized from
each customer depends upon a variety of factors, including the specific terms of each agreement and the nature of the
deliverables and obligations. Such agreements are often complex and include multiple elements. These agreements
can include, without limitation, elements related to the settlement of past patent infringement liabilities, up-front and
non-refundable license fees for the use of patents and/or know-how, patent and/or know-how licensing royalties on
covered products sold by customers, cross-licensing terms between us and other parties, the compensation structure
and ownership of intellectual property rights associated with contractual technology development arrangements,
advanced payments and fees for service arrangements, and settlement of intellectual property enforcement. Due to the
inherent difficulty in establishing reliable, verifiable, and objectively determinable evidence of the fair value of the
separate elements of these agreements, the total revenue resulting from such agreements may often be recognized over
the performance period. In other circumstances, such as those agreements involving consideration for past and
expected future patent royalty obligations, after consideration of the particular facts and circumstances, the appropriate
recording of revenue between periods may require the use of judgment. In all cases, revenue is only recognized after
all of the following criteria are met: (1) written agreements have been executed; (2) delivery of technology or
intellectual property rights has occurred or services have been rendered; (3) fees are fixed or determinable; and
(4) collectability of fees is reasonably assured.

We establish a receivable for payments expected to be received within twelve months from the balance sheet date
based on the terms in the license. Our reporting of such payments often results in an increase to both accounts
receivable and deferred revenue. Deferred revenue associated with fixed fee royalty payments is classified on the
balance sheet as short-term when it is scheduled to be amortized within twelve months from the balance sheet date.
All other deferred revenue is classified as long term, as amounts to be recognized over the next twelve months are not
known.
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Patent License Agreements

Upon signing a patent license agreement, we provide the customer permission to use our patented inventions in
specific applications. We account for patent license agreements in accordance with the guidance for revenue
arrangements with multiple deliverables and the guidance for revenue recognition. We have elected to utilize the
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leased-based model for revenue recognition, with revenue being recognized over the expected period of benefit to the
customer. Under our patent license agreements, we typically receive one or a combination of the following forms of
payment as consideration for permitting our customers to use our patented inventions in their applications and
products:

Consideration for Past Sales:  Consideration related to a customer�s product sales from prior periods may result from a
negotiated agreement with a customer that utilized our patented inventions prior to signing a patent license agreement
with us or from the resolution of a disagreement or arbitration with a customer over the specific terms of an existing
license agreement. We may also receive consideration for past sales in connection with the settlement of patent
litigation where there was no prior patent license agreement. In each of these cases, we record the consideration as
revenue when we have obtained a signed agreement, identified a fixed or determinable price, and determined that
collectability is reasonably assured.

Fixed Fee Royalty Payments:  These are up-front, non-refundable royalty payments that fulfill the customer�s
obligations to us under a patent license agreement for a specified time period or for the term of the agreement for
specified products, under certain patents or patent claims, for sales in certain countries, or a combination thereof � in
each case for a specified time period (including for the life of the patents licensed under the agreement). We recognize
revenues related to Fixed Fee Royalty Payments on a straight-line basis over the effective term of the license. We
utilize the straight-line method because we cannot reliably predict in which periods, within the term of a license, the
customer will benefit from the use of our patented inventions.

Prepayments:  These are up-front, non-refundable royalty payments towards a customer�s future obligations to us
related to its expected sales of covered products in future periods. Our customers� obligations to pay royalties typically
extend beyond the exhaustion of their Prepayment balance. Once a customer exhausts its Prepayment balance, we may
provide them with the opportunity to make another Prepayment toward future sales or it will be required to make
Current Royalty Payments.

Current Royalty Payments:  These are royalty payments covering a customer�s obligations to us related to its sales of
covered products in the current contractual reporting period.

Customers that either owe us Current Royalty Payments or have Prepayment balances are obligated to provide us with
quarterly or semi-annual royalty reports that summarize their sales of covered products and their related royalty
obligations to us. We typically receive these royalty reports subsequent to the period in which our customers�
underlying sales occurred. As a result, it is impractical for us to recognize revenue in the period in which the
underlying sales occur, and, in most cases, we recognize revenue in the period in which the royalty report is received
and other revenue recognition criteria are met due to the fact that without royalty reports from our customers, our
visibility into our customers� sales is very limited.

The exhaustion of Prepayments and Current Royalty Payments are often calculated based on related per-unit sales of
covered products. From time to time, customers will not report revenues in the proper period, most often due to legal
disputes. When this occurs, the timing and comparability of royalty revenue could be affected.

In cases where we receive objective, verifiable evidence that a customer has discontinued sales of products covered
under a patent license agreement with us, we recognize any related deferred revenue balance in the period that we
receive such evidence.

Technology Solutions Revenue
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Technology solutions revenue consists primarily of revenue from software licenses and engineering services. Software
license revenues are recognized in accordance with the original and revised guidance for software revenue
recognition. When the arrangement with a customer includes significant production, modification, or customization of
the software, we recognize the related revenue using the percentage-of-completion method in accordance with the
accounting guidance for construction-type and certain production-type contracts. Under this method, revenue and
profit are recognized throughout the term of the contract, based on actual labor costs incurred to date as a percentage
of the total estimated labor costs related to the contract. Changes in estimates for revenues, costs, and profits are
recognized in the period in which they are determinable. When such estimates indicate that costs will exceed future
revenues and a loss on the contract exists, a provision for the entire loss is recognized at that time.
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We recognize revenues associated with engineering service arrangements that are outside the scope of the accounting
guidance for construction-type and certain production-type contracts on a straight-line basis, unless evidence suggests
that the revenue is earned in a different pattern, over the contractual term of the arrangement or the expected period
during which those specified services will be performed, whichever is longer. In such cases we often recognize
revenue using proportional performance and measure the progress of our performance based on the relationship
between incurred labor hours and total estimated labor hours or other measures of progress, if available. Our most
significant cost has been labor and we believe both labor hours and labor cost provide a measure of the progress of our
services. The effect of changes to total estimated contract costs is recognized in the period such changes are
determined.

When technology solutions agreements include royalty payments, we recognize revenue from the royalty payments
using the same methods described above under our policy for recognizing revenue from patent license agreements.

Compensation Programs

We use a variety of compensation programs to both attract and retain employees and more closely align employee
compensation with Company performance. These programs include, but are not limited to, short-term incentive
awards tied to performance goals and cash awards to inventors for filed patent applications and patent issuances, as
well as, prior to 2010, restricted stock unit (�RSU�) awards for non-managers and the LTCP for managers, which
included both time-based and performance-based RSUs and a performance-based cash incentive component. Prior to
2010, the LTCP was designed to alternate between RSU and cash cycles, each of which generally covered a three-year
period and could overlap with another cycle by as many as two years.

In fourth quarter 2010, the LTCP was amended to, among other things, increase the relative proportion of
performance-based compensation for executives and managers, extend participation to all employees, and eliminate
alternating RSU and cash cycles. Effective with the cycle that began on January 1, 2010, executives and managers will
receive 25% of their LTCP participation in the form of time-based RSUs that vest in full at the end of the three-year
cycle and the remaining 75% in the form of performance-based awards granted under the long-term incentive plan
(�LTIP�) component of the LTCP. All other employees will receive 100% of their LTCP participation in the form of
time-based RSUs that vest in full at the end of the three-year cycle. The LTIP performance-based awards that are
applicable to executives and managers may be paid out at the end of the three-year cycle in the form of cash or equity
or any combination thereof, as determined by the Compensation Committee of the Board of Directors. Where the
allocation has not been determined at the beginning of the cycle, as in the case of Cycle 5 (defined below), the
allocation is assumed to be 100% cash for accounting purposes. The following LTCP cycles were active for all or
some portion of the three years ended December 31, 2010:

� Cash Cycle 2a:  A long-term performance-based cash incentive covering the period July 1, 2005 through
December 31, 2008;

� RSU Cycle 3:  Time-based and performance-based RSUs granted on January 1, 2007, which vested on or
before January 1, 2010;

� Cash Cycle 3:  A long-term performance-based cash incentive covering the period January 1, 2008 through
December 31, 2010;

� RSU Cycle 4:  Time-based and performance-based RSUs granted on January 1, 2009, which vest on or before
January 1, 2012; and

� 
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Cycle 5:  Time-based RSUs granted on November 1, 2010, which vest on January 1, 2013, and a long-term
performance-based incentive covering the period from January 1, 2010 through December 31, 2012.

We recognized share-based compensation expense of $5.8 million, $9.8 million, and $5.1 million in 2010, 2009, and
2008, respectively. The majority of the share-based compensation expense, for all years, related to RSU awards
granted under our LTCP. We also recognized $11.2 million, $(0.1) million, and $17.2 million of compensation
expense in 2010, 2009, and 2008, respectively, related to the performance-based cash incentive under our LTCP.

The 2010 amount includes a charge of $3.3 million to increase the accrual rate for Cash Cycle 3 of our LTCP from the
previously estimated payout of 50% to the actual payout of 86%. The increase in the incentive payout from
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50% to 86% was driven by the Company�s success in achieving a number of key goals, including the signing of five
new or amended 3G patent license agreements after we reduced the accrual rate to 50% in third quarter 2009.
Collectively, these new or amended 3G patent license agreements have generated $80.3 million in cash or receivables
and are expected to continue to provide additional per-unit royalties in future periods.

The 2009 amount includes a credit of $2.3 million to reduce the accrual rate for Cash Cycle 3 from 100% to 50%
based on revised expectations for a lower payout. This $2.3 million adjustment related to the reduction of our accrual
established in the prior year.

The 2008 amount includes a fourth quarter charge of $9.4 million to increase our accrual for Cash Cycle 2a from the
previously estimated payout of 100% to the actual payout of 175%. The increase in the incentive payout was driven
by the Company�s success in achieving a number of key goals, including signing LG and Samsung, two of the top five
cellular handset OEMs at the time, to 3G licensing agreements. These licenses helped increase our share of the 3G
market under license from approximately 20% to approximately 50%, and drove substantial positive operating cash
flow over the period.

At December 31, 2010, accrued compensation expense associated with the LTCP�s performance-based incentives was
based on an actual payout of 86% for Cash Cycle 3 and an estimated payout of 100% for Cycle 5. Under both the
prior and revised versions of the program, 100% achievement of the goals set by the Compensation Committee of the
Board of Directors results in a 100% payout of the performance-based incentive target amounts. For each 1% change
above or below 100% achievement, the payout is adjusted by 2.5 percentage points with a maximum payout under the
revised program of 200%, a maximum payout of 225% under the prior program and no payout under either program
for performance that falls below 80% achievement. The following table provides examples of the performance-based
incentive payout that would be earned based on various levels of goal achievement:

Goal
Achievement Payout

less than 80% 0%
80% 50%
100% 100%
120% 150%
140% or greater (revised program maximum) 200%
150% or greater (old program maximum) 225%

If we had assumed that goal achievement for Cycle 5 would be either 120% or 80%, we would have accrued either
$1.9 million more or less, respectively, of related compensation expense through December 31, 2010.

For LTCP RSU cycles that began prior to 2010, executives received 50% of their RSU grant as performance-based
RSUs and 50% as time-based RSUs, and the Company�s managers received 25% of their RSU grant as
performance-based RSUs and 75% as time-based RSUs.

Under the prior program, 100% achievement of the goals set by the Compensation Committee of the Board of
Directors results in a 100% payout of the performance-based RSU incentive target amounts. For each 1% change
above or below 100% achievement, the RSU payout is adjusted by 4 percentage points with a maximum payout of
300%. For performance that falls below 80% achievement, no share payout would occur. The following table provides
examples of the performance-based RSU payout that would be earned based on various levels of goal achievement:
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Goal
Achievement Payout

less than 80% 0%
80% 20%
100% 100%
120% 180%
150% or greater 300%
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At December 31, 2010, we did not meet the criteria specified by the accounting guidance for stock-based
compensation to accrue performance-based equity compensation associated with the RSU Cycle 4 grants. If we had
met the criteria with 100% goal achievement, we would have accrued $3.0 million of related compensation expense
through December 31, 2010. We will establish an accrual for the performance-based RSUs under RSU Cycle 4 in the
future if our future assessment of the expected attainment against pre-established performance goals meets certain
criteria for performance-based share compensation.

Income Taxes

Income taxes are accounted for under the asset and liability method. Under this method, deferred tax assets and
liabilities are recognized for the estimated future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases, and operating loss and tax
credit carry forwards. Deferred tax assets and liabilities are measured using enacted tax rates in effect for the year in
which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and
liabilities of a change in tax rates is recognized in the Consolidated Statement of Income in the period that includes the
enactment date. A valuation allowance is recorded to reduce the carrying amounts of deferred tax assets if
management has determined that it is more likely than not that such assets will not be realized.

In addition, the calculation of tax liabilities involves significant judgment in estimating the impact of uncertainties in
the application of complex tax laws. We are subject to examinations by the Internal Revenue Service (�IRS�) and other
taxing jurisdictions on various tax matters, including challenges to various positions we assert in our filings. In the
event that the IRS or another taxing jurisdiction levies an assessment in the future, it is possible the assessment could
have a material adverse effect on our consolidated financial condition or results of operations.

The financial statement recognition of the benefit for a tax position is dependent upon the benefit being more likely
than not to be sustainable upon audit by the applicable tax authority. If this threshold is met, the tax benefit is then
measured and recognized at the largest amount that is greater than 50 percent likely of being realized upon ultimate
settlement. In the event that the IRS or another taxing jurisdiction levies an assessment in the future, it is possible the
assessment could have a material adverse effect on our consolidated financial condition or results of operations.

During fourth quarter 2009, we completed a study to assess the Company�s ability to utilize foreign tax credit
carryovers into the tax year 2006. As a result of the study, we have amended our United States federal income tax
returns for the periods 1999 � 2005 to reclaim the foreign tax payments we made during those periods from deductions
to foreign tax credits. We have established a basis to support amending the returns and estimate that the maximum
incremental benefit will be approximately $19.1 million. We recorded a net benefit of $16.4 million after establishing
a $2.7 million reserve for related tax contingencies. The process to finalize our utilization of these credits is
complicated, involving tax treaty proceedings including both U.S. and foreign tax jurisdictions. It is possible that at
the conclusion of this process the $16.4 million benefit we recognized may not be realized in full or in part or that we
may realize the maximum benefit of $19.1 million.

Between 2006 and 2010, we paid approximately $136.7 million in foreign taxes for which we have claimed foreign
tax credits against our U.S. tax obligations. It is possible that as a result of tax treaty procedures, the U.S. government
may reach an agreement with the related foreign governments that will result in a partial refund of foreign taxes paid
with a related reduction in our foreign tax credits. Due to both foreign currency fluctuations and differences in the
interest rate charged by the U.S. government compared to the interest rates, if any, used by the foreign governments,
any such agreement could result in interest expense and/or foreign currency gain or loss.

New Accounting Guidance
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Accounting Standards Updates: Revenue Arrangements with Multiple Deliverables

In September 2009, the Financial Accounting Standards Board (�FASB�) finalized revenue recognition guidance for
Revenue Arrangements with Multiple Deliverables. By providing another alternative for determining the selling price
of deliverables, the Accounting Standard Update related to revenue arrangements with multiple
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deliverables will allow companies to allocate arrangement consideration in multiple deliverable arrangements in a
manner that better reflects the transaction�s economics. In addition, the residual method of allocating arrangement
consideration is no longer permitted under this new guidance. This guidance is effective for fiscal years beginning on
or after June 15, 2010. We adopted this guidance effective January 1, 2011, and will apply this guidance on a
prospective basis beginning with all new or materially modified revenue arrangements with multiple deliverables
entered into on or after January 1, 2011. As a result of this new guidance, we will recognize revenue from new or
materially modified agreements with multiple elements and fixed payments earlier than we would have under our old
policy.

Accounting Standards Updates: Fair Value Measurements

In January 2010, the FASB issued authoritative guidance on improving disclosures about fair value measurements.
This guidance requires new disclosures about transfers in and out of Level 1 and 2 measurements and separate
disclosures about activity relating to Level 3 measurements. In addition, this guidance clarifies existing fair value
disclosures about the level of disaggregation and the input and valuation techniques used to measure fair value. The
guidance only relates to disclosure and does not impact the Company�s consolidated financial statements. The
Company adopted this guidance in first quarter 2010. There was no significant impact to the Company�s disclosures
upon adoption, as the Company does not have any such transfers.

Legal Proceedings

We are routinely involved in disputes associated with enforcement and licensing activities regarding our intellectual
property, including litigations and other proceedings. These litigations and other proceedings are important means to
enforce our intellectual property rights. We are a party to other disputes and legal actions not related to our intellectual
property, but also arising in the ordinary course of our business. Refer to Item 3 of Part I of this Form 10-K for a
complete description of our material legal proceedings.

FINANCIAL POSITION, LIQUIDITY, AND CAPITAL REQUIREMENTS

Our primary sources of liquidity are cash, cash equivalents and short-term investments, as well as cash generated from
operations. We have the ability to obtain additional liquidity through debt and equity financings. Based on our past
performance and current expectations, we believe our available sources of funds, including cash, cash equivalents and
short-term investments and cash generated from our operations, will be sufficient to finance our operations, capital
requirements, our existing stock repurchase and dividend programs and any stock repurchase program that we may
initiate in the next twelve months. However, the market for intellectual property rights is competitive and some
opportunities to acquire intellectual property rights may require additional financing.

Cash, cash equivalents and short-term investments

At December 31, 2010 and December 31, 2009, we had the following amounts of cash, cash equivalents and
short-term investments (in thousands):

December 31, Increase/
2010 2009 (Decrease)

Cash and cash equivalents $ 215,451 $ 210,863 $ 4,588
Short-term investments 326,218 198,943 127,275
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Total cash, cash equivalents and short-term investments $ 541,669 $ 409,806 $ 131,863

Our cash, cash equivalents and short-term investments increased $131.9 million in 2010. The increase was primarily
due to our receipts of the third and fourth of four $100.0 million installments from Samsung under our patent license
agreement signed in January 2009. After using these and other receipts to fund our operations and working capital
requirements in 2010, we invested the excess in short-term investments.
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Cash provided by operating activities

We generated the following cash flows from our operating activities in 2010 and 2009 (in thousands):

For the Year Ended
December 31, (Decrease)/

2010 2009 Increase

Cash provided by operating activities $ 133,923 $ 320,694 $ (186,771)

The positive operating cash flow in 2010 arose principally from receipts of approximately $372.3 million related to
patent licensing and technology solutions agreements. These receipts included the third and fourth of four
$100.0 million installments from Samsung under our January 2009 license agreement. We also received $6.7 million
of fixed fee payments and $137.4 million of per-unit royalty payments, including past sales and prepayments, from
other existing and new customers. Cash receipts from our technology solutions agreements totaled $28.2 million,
primarily related to royalties and other license fees associated with our SlimChip modem core. These receipts were
partially offset by cash operating expenses (operating expenses less depreciation of fixed assets, amortization of
intangible assets, and non-cash compensation) of $130.7 million, cash payments for foreign source withholding taxes
of $35.8 million primarily related to the Samsung installments, and estimated federal tax payments of $78.0 million.

The positive operating cash flow in 2009 arose principally from receipts of approximately $506.5 million related to
patent licensing and technology solutions agreements. These receipts included the first two of four installments of
$100.0 million from Samsung under our January 2009 license agreement. We also received prepayments of
$182.4 million from two existing customers, per-unit royalty payments of $73.0 million from other existing or new
customers, other fixed fee payments of $37.8 million, and cash receipts from our technology solutions customers
totaling $13.3 million, primarily related to royalties associated with our SlimChip modem IP. These receipts, along
with a $1.1 million increase in net working capital, were partially offset by cash operating expenses (operating
expenses less depreciation of fixed assets, amortization of intangible assets, non-cash repositioning charges, and
non-cash compensation) of $120.3 million, cash payments for foreign source withholding taxes of $40.9 million
primarily related to Samsung and Pantech cash receipts, an estimated federal tax payment of $4.0 million, and a
$21.8 million payment on long-term cash incentive plans.

Working capital

We believe that working capital, adjusted to exclude cash, cash equivalents, short-term investments, current maturities
of debt, and current deferred revenue provides additional information about non-cash assets and liabilities that might
affect our near-term liquidity. Our adjusted working capital, a non-GAAP financial measure, reconciles to working
capital, the most directly comparable GAAP financial measure, at December 31, 2010 and December 31, 2009 (in
thousands) as follows:

For the Year Ended
December 31, (Decrease)/

2010 2009 Increase

Current assets $ 619,556 $ 702,322 $ (82,766)
Current liabilities (178,560) (252,560) 74,000
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Working capital 440,996 449,762 (8,766)
(Subtract) Add
Cash and cash equivalents (215,451) (210,863) (4,588)
Short-term investments (326,218) (198,943) (127,275)
Current portion of long-term debt 288 584 (296)
Current deferred revenue 134,804 193,409 (58,605)

Adjusted working capital $ 34,419 $ 233,949 $ (199,530)

The $199.5 million decrease in adjusted working capital is primarily attributable to the decrease in accounts receivable
associated with the third and fourth of four $100.0 million installments from Samsung, which we
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received during 2010. Additionally, our satisfaction of estimated federal tax obligations reduced our short-term
deferred tax assets by $33.4 million and contributed to the decrease in adjusted working capital. A total increase of
$18.2 million in accrued compensation, accounts payable and dividends payable also reduced our adjusted working
capital during 2010. The increase in accrued compensation is primarily attributable to our long-term
performance-based cash incentive program, a payout under which was paid within twelve months from the current
balance sheet date. The increase in accounts payable is primarily associated with sublicense obligations incurred in
conjunction with our new technology solutions agreements signed in 2010.

Cash used in or provided by investing and financing activities

We used net cash in investing activities of $157.9 million and $194.6 million in 2010 and 2009, respectively. We
purchased $127.6 million and $157.5 million of short-term marketable securities, net of sales, in 2010 and 2009,
respectively. This decrease in net purchases was driven by higher cash needs to make estimated tax payments during
2010. Purchases of property and equipment and technology licenses decreased to $2.5 million in 2010 from
$5.1 million in 2009 due to the lower levels of development tools and engineering equipment needed in 2010 as a
result of our cessation of further SlimChip product development. Investment costs associated with patents decreased
to $27.8 million in 2010 from $31.3 million in 2009.

Net cash provided (used) by financing activities increased by $44.0 million primarily due to our 2009 share
repurchase activity, which did not recur in 2010, and higher levels of proceeds from stock option exercises in 2010.

Other

Our combined short-term and long-term deferred revenue balance at December 31, 2010 was approximately
$467.0 million, a decrease of $201.3 million from December 31, 2009. We have no material obligations associated
with such deferred revenue. In 2010, deferred revenue decreased $283.0 million due to the deferred revenue
recognition of $195.8 million related to the amortization of fixed fee royalty payments and $87.1 million related to
per-unit exhaustion of prepaid royalties (based upon royalty reports provided by our customers) and technology
solutions. These decreases in deferred revenue were partially offset by gross increases in deferred revenue of
$81.7 million, primarily related to patent license agreements and new technology solutions agreements signed in 2010.

Based on current license agreements, we expect the amortization of fixed fee royalty payments to reduce the
December 31, 2010 deferred revenue balance of $467.0 million by $134.8 million over the next twelve months.
Additional reductions to deferred revenue will be dependent upon the level of per-unit royalties our customers report
against prepaid balances.

At December 31, 2010 and December 31, 2009, we had approximately 0.7 million and 2.1 million options
outstanding, respectively, that had exercise prices less than the fair market value of our stock at each balance sheet
date. These options would generate $9.4 million and $30.4 million of cash proceeds to the Company if they are fully
exercised.

Contractual Obligations

The following table summarizes our contractual obligations as of December 31, 2010 (in millions):

Payments Due by Period
Less
Than
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Total 1 year 1-3 Years 4-5 Years Thereafter

Debt $ 0.5 $ 0.3 $ 0.2 $ � $ �
Operating lease obligations 7.4 2.5 3.1 1.5 0.3
Purchase obligations(a) 7.8 7.8 � � �

Total contractual obligations $ 15.7 $ 10.6 $ 3.3 $ 1.5 $ 0.3

(a) Purchase obligations consist of agreements to purchase good and services that are legally binding on us as well as
accounts payable.
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Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements as defined by Item 303(a)(4) of Regulation S-K.

Results of Operations

2010 Compared with 2009

Revenues

The following table compares 2010 revenues to 2009 revenues (in millions):

For the Year Ended
December 31,

2010 2009
Increase/
(Decrease)

Fixed fee amortized royalty revenue $ 195.8 $ 181.7 $ 14.1 8%
Per-unit royalty revenue 133.1 102.9 30.2 29%
Past sales 41.3 3.0 38.3 1277%

Total patent licensing royalties 370.2 287.6 82.6 29%
Technology solutions revenue 24.3 9.8 14.5 148%

Total revenue $ 394.5 $ 297.4 $ 97.1 33%

The $97.1 million increase in total revenue was primarily attributable to an $82.6 million increase in patent licensing
royalties. Of this increase in patent licensing royalties, $38.3 million was driven by past sales from a new patent
license agreement signed with CHMC, the resolution of a routine audit of an existing customer, and the renewal of a
patent license agreement. The remaining $44.3 million increase was driven by increases in per-unit royalty revenue
($30.2 million) and fixed fee amortized royalty revenue ($14.1 million). The $30.2 million increase in per-unit royalty
revenues was primarily driven by new and renewed agreements in 2010 and increases in royalties from existing
customers, particularly those with concentrations in the smartphone market. The $14.1 million increase in fixed fee
payments was due to amortizing fixed payments from 2009 agreements with Samsung and Pantech over a full year in
2010 compared to a partial year in 2009. These increases were partially offset by the expiration of a fixed fee license
agreement in second half 2009, which, as noted above, was renewed in second quarter 2010 as a per-unit agreement.
The increase in technology solutions revenue was attributable to technology solutions agreements signed during 2010,
which collectively contributed $14.7 million of revenue in 2010.

In 2010 and 2009, 41% and 62% of our total revenues, respectively, were attributable to companies that individually
accounted for 10% or more of these amounts. During 2010 and 2009, the following customers accounted for 10% or
more of our total revenues:

For the Year Ended
December 31,
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2010 2009

Samsung Electronics Company, Ltd. 26% 33%
LG Electronics 15% 19%
Sharp Corporation < 10% 10%
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Operating Expenses

The following table summarizes the change in operating expenses by category (in millions):

For the Year Ended
2010 2009 Increase/(Decrease)

Selling, general and administrative $ 28.3 $ 24.8 $ 3.5 14%
Patent administration and licensing 58.9 56.1 2.8 5%
Development 71.5 64.0 7.5 12%
Repositioning � 38.6 (38.6) (100)%

Total operating expenses $ 158.7 $ 183.5 $ (24.8) (14)%

Operating expenses decreased 14% to $158.7 million in 2010 from $183.5 million in 2009. Not including
$38.6 million in repositioning charges in 2009, operating expenses would have increased 10%. The $24.8 million
decrease was primarily due to (decreases)/increases in the following items (in millions):

Increase/
(Decrease)

Long-term compensation $ 7.8
Sublicense fees 7.5
Patent amortization 2.9
Patent maintenance and patent evaluation 1.9
Reserve for uncollectible accounts 1.2
Personnel related costs 0.9
Other 0.2
Engineering software and equipment maintenance (0.8)
Depreciation and amortization (3.6)
Intellectual property enforcement (4.2)

Total increase in operating expenses not including repositioning charges 13.8
Repositioning charge (38.6)

Total decrease in operating expenses $ (24.8)

The increase in long-term compensation primarily resulted from a third quarter 2009 reduction of $4.0 million to the
accrual for the LTCP incentive period January 1, 2008 through December 31, 2010. This reduction resulted from
lowering our expected payout from 100% to 50% in 2009. During 2010, we incurred a $3.3 million charge to increase
the accrual rate to 86% in connection with revenue-producing agreements signed during the year. The increase in
sublicense fees related to our technology solutions agreements signed during 2010. Patent amortization increased due
to higher levels of capitalized patent costs in recent years. The increase in patent maintenance and patent evaluation
costs was related to due diligence associated with patent acquisition opportunities. In 2010, we recorded a net increase
of $0.3 million to our reserve for uncollectible accounts. We recorded a net charge of $0.9 million and a reduction of

Edgar Filing: InterDigital, Inc. - Form 10-K

Table of Contents 93



deferred revenue of $1.2 million in connection with this increase. Personnel related costs increased primarily due to
lower levels of short-term incentive compensation in 2009. In connection with our first quarter 2009 decision to cease
further development of our SlimChip modem technology, we wrote off approximately 73% of the net carrying value
of our fixed assets and development licenses and decreased our headcount by approximately 25%. As a result of these
actions, depreciation and amortization, and engineering software and equipment maintenance decreased
approximately $4.4 million. The decrease in intellectual property enforcement was primarily due to a decrease in
activity associated with our Nokia USITC case.

Selling, General and Administrative Expense:  The increase in selling, general and administrative expense was
primarily attributable to the above-noted increases in long-term compensation and the reserve for uncollectible
accounts.
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Patent Administration and Licensing Expense:  The increase in patent administration and licensing expense primarily
resulted from the above-noted increases in long-term compensation, patent amortization, patent maintenance and
patent evaluation expenses. These increases were partially offset by the above-noted reduction in intellectual property
enforcement.

Development Expense:  The increase in development expense was primarily due to the above-noted increases in
sublicense fees and long-term compensation. These increases were partially offset by the above-noted reductions in
depreciation and amortization, and engineering software and equipment maintenance expenses resulting from the
repositioning announced on March 30, 2009.

Repositioning Expense:  On March 30, 2009, we announced a repositioning plan under which we (i) have begun to
expand our technology development and licensing business and (ii) ceased further product development of our
SlimChip HSPA technology and have sought to monetize the product investment through technology licensing. In
connection with the repositioning plan, we incurred certain costs associated with exit or disposal activities. The
repositioning resulted in a reduction in force of approximately 100 employees. We incurred a repositioning charge of
$38.6 million in 2009. We did not incur any additional charges under this plan during 2010, nor do we expect to incur
any related charges in the future.

Interest and Investment Income (Loss), Net

Net interest and investment income (loss) increased $3.8 million from ($1.2) million in 2009 to $2.6 million in 2010.
The increase primarily resulted from a $3.9 million write-down in 2009 of our investment in Kineto Wireless
(�Kineto�).

Income Taxes

Not including the Company�s fourth quarter 2009 recognition of $16.4 million in foreign tax credits, the Company�s
effective tax rate for 2009 was approximately 37.2% compared to a 35.6% for 2010. This decrease was driven by
non-deductible impairment charges recognized in fourth quarter 2009.

2009 Compared With 2008

Revenues

The following table compares 2009 revenues to 2008 revenues (in millions):

For the Year Ended
December 31,

2009 2008 Increase/(Decrease)

Fixed fee amortized royalty revenue $ 181.7 $ 86.5 $ 95.2 110%
Per-unit royalty revenue 102.9 120.6 (17.7) (15)%
Past sales 3.0 9.4 (6.4) (68)%

Total patent licensing royalties 287.6 216.5 71.1 33%
Technology solutions revenue 9.8 12.0 (2.2) (18)%

Total revenue $ 297.4 $ 228.5 $ 68.9 30%
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The $68.9 million increase in revenue in 2009 was primarily attributable to increased patent licensing royalties in
2009 compared to 2008. Patent licensing royalties increased $71.1 million in 2009, due to the addition of
$102.9 million in fixed fee amortized royalty revenue from patent license agreements we signed with Samsung and
Pantech in 2009. This increase was partially offset by a decrease in fixed fee revenues related to the expiration of
certain smaller license agreements in 2009. Per-unit royalty revenues decreased $17.7 million, which was primarily
attributable to industry-wide declines in handset sales, specifically the softening market in Japan. Despite the overall
decline in per-unit royalties, certain customers with concentrations in the smartphone market reported increased
royalties in 2009.
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The decrease in technology solutions revenue in 2009 was primarily attributable to engineering service fees earned in
2008 associated with our SlimChip modem IP, which did not recur during 2009. This decrease was partially offset by
an increase in royalties earned on our SlimChip modem IP relating to our customers� product sales.

In 2009 and 2008, 62% and 53% of total revenues, respectively, were attributable to companies that individually
accounted for 10% or more of these amounts. During 2009 and 2008, the following customers accounted for 10% or
more of total revenues:

For the Year Ended
December 31,

2009 2008

Samsung Electronics Company, Ltd. 33% < 10%
LG Electronics 19% 25%
Sharp Corporation 10% 16%
NEC Corporation < 10% 12%

Operating Expenses

The following table summarizes the change in operating expenses by category (in millions):

For the Year Ended
December 31,

2009 2008 (Decrease)/Increase

Selling, general and administrative $ 24.8 $ 33.4 $ (8.6) (26)%
Patent administration and licensing 56.1 63.5 (7.4) (12)%
Development 64.0 98.9 (34.9) (35)%
Repositioning 38.6 � 38.6 100%
Arbitration and litigation contingencies � (3.9) 3.9 (100)%

Total operating expenses $ 183.5 $ 191.9 $ (8.4) (4)%

Operating expenses decreased 4% to $183.5 million in 2009 from $191.1 million in 2008. Not including a
$38.6 million repositioning charge in 2009 and a $3.9 million non-recurring adjustment to arbitration and litigation
contingencies in 2008, operating expenses decreased 26% to $144.9 million in 2009 from $195.8 million in 2008. The
$8.4 million decrease was primarily due to (decreases)/increases in the following items (in millions):

(Decrease)/
2009 Increase

Intellectual property enforcement $ (17.6)
Long-term compensation (12.6)
Personnel-related costs (8.5)
Consulting services (6.2)
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Depreciation and amortization (6.1)
Reserve for uncollectible accounts (4.5)
Engineering software and equipment maintenance (2.3)
Other (0.3)
Insurance reimbursement 7.2

Total decrease in operating expenses not including repositioning charges and arbitration and litigation
contingencies (50.9)
Repositioning charge 38.6
Arbitration and litigation contingencies 3.9

Total decrease in operating expenses $ (8.4)
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Intellectual property enforcement decreased primarily due to the resolution of our various disputes with Samsung and
the third quarter 2008 resolution of our disputes with Nokia in the United Kingdom. The decrease in long-term
compensation cost resulted primarily from a 2008 charge of $9.4 million to increase our accrual for Cash Cycle 2a of
our LTCP from the previously estimated payout of 100% to the actual payout of 175%. The decrease also resulted
from our decision in 2009 to reduce the accrual rate for Cash Cycle 3 of our LTCP from 100% to 50%, based on our
revised expectations for a lower payout. This $2.3 million adjustment related to the reduction of our accrual
established in the prior year reduced our 2009 development expense, selling, general and administrative expense and
patent administration and licensing expense by $1.4 million, $0.6 million and $0.3 million, respectively. The balance
of the decrease in long-term compensation was due to the structure of our LTCP, which included overlapping
long-term cash incentive cycles in 2008 and overlapping RSU cycles in 2009.

In connection with our first quarter 2009 decision to cease further development of our SlimChip modem technology,
we wrote off approximately 73% of the net carrying value of our fixed assets and development licenses and decreased
our headcount by approximately 25%. As a result of these actions, depreciation and amortization, personnel-related
costs, consulting services, and engineering software and equipment maintenance decreased approximately
$23.1 million from the prior year. The decrease in bad debt expense was related to our partial collection of an overdue
account receivable associated with our SlimChip modem core. The related customer has agreed to a new payment
schedule, and we may further reduce this reserve in future periods as the related payments are collected. The increase
for the insurance reimbursement includes $7.2 million in insurance receipts during 2008 to reimburse us for a portion
of our defense costs in certain litigation with Nokia; there were no such receipts in 2009.

Selling, General and Administrative Expense:  The decrease in selling, general and administrative expense was
primarily attributable to the reduction of personnel-related costs ($1.1 million) due to the repositioning announced on
March 30, 2009, the reduction in bad debt expense ($4.5 million) and the adjustment to the long-term compensation
accrual.

Patent Administration and Licensing Expense:  The decrease in patent administration and licensing expense primarily
resulted from the decrease in intellectual property enforcement ($17.6 million) and the adjustment recorded to the
long-term compensation accrual. These decreases were partially offset by the above-noted increase in insurance
reimbursement ($7.2 million) and increased patent amortization and maintenance expense ($4.3 million).

Development Expense:  The decrease in development expense was primarily due to the repositioning announced on
March 30, 2009, and the adjustment to the long-term compensation accrual.

Repositioning Expense:  On March 30, 2009, we announced a repositioning plan under which we (i) have begun to
expand our technology development and licensing business and (ii) ceased further product development of our
SlimChip HSPA technology and have sought to monetize the product investment through technology licensing. In
connection with the repositioning plan, we incurred certain costs associated with exit or disposal activities. The
repositioning resulted in a reduction in force of approximately 100 employees. We incurred a repositioning charge of
$38.6 million in 2009.

Arbitration and Litigation Contingencies:  In 2008, we recognized a non-recurring credit of $3.9 million associated
with the reduction of a previously established accrual associated with our contingent obligation to reimburse Nokia for
a portion of its attorney�s fees associated with the resolution of the United Kingdom matters.

Interest and Investment (Loss) Income, Net

Net interest and investment (loss) income decreased $4.6 million, or 135%, from $3.4 million in 2008 to
($1.2) million in 2009. The decrease primarily resulted from a $3.9 million write-down in 2009 of our investment in
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Kineto, as well as lower rates of return in 2009 as compared to 2008. This was partially offset by $0.6 million of
interest income related to our settlement of litigation with the Federal Insurance Company during 2009.
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Income Taxes

Not including our fourth quarter 2009 recognition of $16.4 million in foreign tax credits, our effective tax rate for
2009 was approximately 37.2% compared to 34.5% for 2008. This increase was driven by non-deductible impairment
charges recognized in fourth quarter 2009 and the absence of a research and development credit for 2009.

Expected Trends

We expect to continue to benefit from substantial growth in 3G handset sales volumes in 2011. In addition, we believe
the strength of our technology offerings and the depth of our patent portfolio will continue to lead to new or renewed
license agreements over the course of the year.

FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 21E of the
Securities Exchange Act of 1934, as amended. Such statements include certain information in �Part I, Item 1. Business�
and �Part II, Item 7. Management�s Discussion and Analysis of Financial Condition and Results of Operations� and other
information regarding our current beliefs, plans and expectations, including without limitation the matters set forth
below. Words such as �anticipate,� �estimate,� �expect,� �project,� �intend,� �plan,� �forecast,� �believe,� �could,� �would,� �should,� �if,�
�may,� �might,� �future,� �target,� �goal,� �trend,� �seek to,� �will continue,� �predict,� �likely,� �in the event,� variations of any such words
or similar expressions contained herein are intended to identify such forward-looking statements. Forward-looking
statements in this Annual Report on Form 10-K include, without limitation, statements regarding:

(i) Our expectation that the technologies in which we are engaged in advanced research will improve the wireless
user�s experience and enable the delivery of a broad array of information and services.

(ii) Our objective to continue to be a leading provider of intellectual property to the industry and expand the
addressable market for our innovations and our plan for executing our strategy.

(iii) Our belief that our portfolio includes a number of patents and patent applications that are or may be essential or
may become essential to cellular and other wireless Standards, including 2G, 3G, 4G and the IEEE 802 suite of
Standards, and that companies making, using or selling products compliant with these Standards require a license
under our essential patents and will require licenses under essential patents that may issue from our pending patent
applications.

(iv) The anticipated proliferation of converged devices and expected growth in global wireless subscriptions and
handset shipments and sales.

(v) The predicted increase in the shipment of 3G phones and in semiconductor shipments of products built to the IEEE
802.11 Standard over the next few years.

(vi) Factors driving the continued growth of advanced wireless products and services sales over the next five years.

(vii) The types of licensing arrangements and various royalty structure models that we anticipate using under our
future license agreements.

(viii) The possible outcome of audits of our license agreements when underreporting or underpayment is revealed.
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(ix) Our plan to continue to pay a quarterly cash dividend on our common stock at the rate set forth in our current
dividend policy.

(x) Our ability to obtain additional liquidity through debt and equity financings.

(xi) Our belief that our available sources of funds will be sufficient to finance our operations, capital requirements, our
existing stock repurchase and dividend programs and any stock repurchase program that we may initiate in the next
twelve months.
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(xii) Our belief that we will continue to benefit from substantial growth in 3G handset sales volumes in 2011 and that
the strength of our technology offerings and the depth of our patent portfolio will continue to lead to new or renewed
license agreements over the course of the year.

(xiii) Our belief that it is more likely than not that the Company will successfully sustain its separate company
reporting in connection with our New York State audit.

Although the forward-looking statements in this Form 10-K reflect the good faith judgment of our management, such
statements can only be based on facts and factors currently known by us. Consequently, forward-looking statements
concerning our business, results of operations and financial condition are inherently subject to risks and uncertainties.
We caution readers that actual results and outcomes could differ materially from those expressed in or anticipated by
such forward-looking statements due to a variety of factors, including, without limitation, the following:

(i) unanticipated difficulties or delays related the further development of our technologies;

(ii) the failure of the markets for our technologies to materialize to the extent or at the rate that we expect;

(iii) changes in the company�s plans, strategy or initiatives;

(iv) the challenges related to entering into new patent license agreements and unanticipated delays, difficulties or
acceleration in the negotiation and execution of patent license agreements;

(v) our ability to leverage our strategic relationships and secure new patent license and technology solutions
agreements on acceptable terms;

(vi) the impact of current trends in the industry that could result in reductions in and/or caps on royalty rates under
new patent license agreements;

(vii) changes in the market share and sales performance of our primary customers, delays in product shipments of our
customers and timely receipt and final reviews of quarterly royalty reports from our customers and related matters;

(viii) the timing and/or outcome of our various litigation, arbitration or administrative proceedings, including any
awards or judgments relating to such proceedings, additional legal proceedings, changes in the schedules or costs
associated with legal proceedings or adverse rulings in such legal proceedings;

(ix) the impact of potential domestic patent litigation, USPTO rule changes and international patent rule changes on
our patent prosecution and licensing strategies;

(x) the timing and/or outcome of any state or federal tax examinations or audits, changes in tax laws and the resulting
impact on our tax assets and liabilities;

(xi) the effects of any acquisitions or other strategic transactions by the Company;

(xii) decreased liquidity in the capital markets; and

(xiii) unanticipated increases in the company�s cash needs or decreases in available cash.

You should carefully consider these factors as well as the risks and uncertainties outlined in greater detail in Part I,
Item 1A. Risk Factors in this Form 10-K before making any investment decision with respect to our common stock.
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These factors, individually or in the aggregate, may cause our actual results to differ materially from our expected and
historical results. You should understand that it is not possible to predict or identify all such factors. In addition, you
should not place undue reliance on the forward-looking statements contained herein, which are made only as of the
date of this Form 10-K. We undertake no obligation to revise or update publicly any forward-looking statement for
any reason, except as otherwise required by law.
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Cash Equivalents and Investments

The primary objectives of our investment activities are to preserve principal and maintain liquidity while at the same
time capturing a market rate of return. To achieve these objectives, we maintain our portfolio of cash and cash
equivalents, short-term and long-term investments in a variety of securities, including government obligations,
corporate bonds, and commercial paper.

Interest Rate Risk � We invest our cash in a number of diversified high quality investment-grade fixed and floating rate
securities with a fair value of $541.7 million at December 31, 2010. Our exposure to interest rate risks is not
significant due to the short average maturity, quality, and diversification of our holdings. We do not hold any
derivative, derivative commodity instruments or other similar financial instruments in our portfolio. The risk
associated with fluctuating interest rates is generally limited to our investment portfolio. We believe that a
hypothetical 10% change in period-end interest rates would not have a significant impact on our results of operations
or cash flows.

The following table provides information about our interest-bearing securities that are sensitive to changes in interest
rates as of December 31, 2010. The table presents principal cash flows, weighted-average yield at cost and contractual
maturity dates. Additionally, we have assumed that these securities are similar enough within the specified categories
to aggregate these securities for presentation purposes.

Interest Rate Sensitivity
Principal Amount by Expected Maturity

Average Interest Rates
(in millions)

2011 2012 2013 2014 2015 Thereafter Total

Money market and demand
accounts $ 181.5 $ � $ � $ � $ � $ � $ 181.5
Cash equivalents $ 34.0 $ � $ � $ � $ � $ � $ 34.0
Short-term investments $ 285.4 $ 12.0 $ 16.0 $ 5.1 $ 4.0 $ 3.7 $ 326.2
Interest rate 0.7% 0.1% 0.1% 0.0% 0.0% 0.0% 0.4%

Cash and cash equivalents and available-for-sale securities are recorded at fair value.

Bank Liquidity Risk � As of December 31, 2010, we had approximately $181.5 million in operating accounts and
money market funds that are held with domestic and international financial institutions. The majority of these balances
are held with domestic financial institutions. While we monitor daily cash balances in our operating accounts and
adjust the cash balances as appropriate, these cash balances could be lost or become inaccessible if the underlying
financial institutions fail or if they are unable to meet the liquidity requirements of their depositors. Notwithstanding,
we have not incurred any losses and have had full access to our operating accounts to date.

Foreign Currency Exchange Rate Risk � We are exposed to risk from fluctuations in currencies, which might change
over time as our business practices evolve, that could impact our operating results, liquidity and financial condition.
We operate and invest globally. Adverse movements in currency exchange rates might negatively affect our business
due to a number of situations. Currently, our international licensing agreements are typically made in U.S. dollars and
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are generally not subject to foreign currency exchange rate risk. We do not engage in foreign exchange hedging
transactions at this time.

Investment Risk � We are exposed to market risk as it relates to changes in the market value of our short-term and
long-term investments in addition to the liquidity and creditworthiness of the underlying issuers of our investments.
We place our investments in instruments that meet high credit quality standards, as specified in our investment policy
guidelines. This policy also limits our amount of credit exposure to any one issue, issuer and type of instrument.
Given that the guidelines of our investment policy prohibit us from investing in anything but highly rated instruments,
our investments are not subject to significant fluctuations in fair value due to the volatility of the credit markets and
prevailing interest rates for such securities. Our marketable securities, consisting of government
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obligations, corporate bonds, and commercial paper, are classified as available-for-sale with a fair value of
$326.2 million as of December 31, 2010.

Credit Market Risk � At December 31, 2010, we held a significant portion of our corporate cash in diversified
portfolios of fixed and floating-rate, investment-grade marketable securities, mortgage and asset-backed securities,
U.S. government and other securities.

Long-Term Debt

The table below sets forth information about our long-term debt obligation, by expected maturity dates.

Expected Maturity Date December 31,
2015 Total
and Fair

2011 2012 2013 2014 Beyond Value
(In millions)

Debt obligation $ 0.3 $ 0.2 $ � $ � $ � $ 0.5
Interest rate 8.28% 8.28% � � � 8.28%
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Item 8.  FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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All other schedules are omitted because they are either not required or applicable or equivalent information has been
included in the financial statements and notes thereto.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of InterDigital, Inc.:

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material
respects, the financial position of InterDigital, Inc. and its subsidiaries at December 31, 2010 and December 31, 2009,
and the results of their operations and their cash flows for each of the three years in the period ended December 31,
2010 in conformity with accounting principles generally accepted in the United States of America. In addition, in our
opinion, the financial statement schedule listed in the accompanying index presents fairly, in all material respects, the
information set forth therein when read in conjunction with the related consolidated financial statements. Also in our
opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2010, based on criteria established in Internal Control � Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO). The Company�s management is responsible for
these financial statements and financial statement schedule, for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting, included in
�Management�s Annual Report on Internal Control Over Financial Reporting� appearing under Item 9A. Our
responsibility is to express opinions on these financial statements, on the financial statement schedule, and on the
Company�s internal control over financial reporting based on our integrated audits. We conducted our audits in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are
free of material misstatement and whether effective internal control over financial reporting was maintained in all
material respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. Our audit of internal control over
financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk
that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control
based on the assessed risk. Our audits also included performing such other procedures as we considered necessary in
the circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company�s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A company�s internal control over financial reporting includes those
policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance
with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company�s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

/s/  PricewaterhouseCoopers LLP
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Philadelphia, Pennsylvania
February 28, 2011
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INTERDIGITAL, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31, December 31,
2010 2009
(In thousands, except

per-share data)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 215,451 $ 210,863
Short-term investments 326,218 198,943
Accounts receivable, less allowances of $1,750 and $1,500 33,632 212,905
Deferred tax assets 35,136 68,500
Prepaid and other current assets 9,119 11,111

Total current assets 619,556 702,322
PROPERTY AND EQUIPMENT, NET 8,344 10,399
PATENTS, NET 130,305 119,170
DEFERRED TAX ASSETS 71,754 31,652
OTHER NON-CURRENT ASSETS, NET 44,684 44,942

255,087 206,163

TOTAL ASSETS $ 874,643 $ 908,485

LIABILITIES AND SHAREHOLDERS� EQUITY
CURRENT LIABILITIES:
Current portion of long-term debt $ 288 $ 584
Accounts payable 7,572 6,284
Accrued compensation and related expenses 22,933 10,592
Deferred revenue 134,804 193,409
Taxes payable 3,675 33,825
Dividend payable 4,526 �
Other accrued expenses 4,762 7,866

Total current liabilities 178,560 252,560
LONG-TERM DEBT 180 468
LONG-TERM DEFERRED REVENUE 332,174 474,844
OTHER LONG-TERM LIABILITIES 10,613 11,076

TOTAL LIABILITIES 521,527 738,948

COMMITMENTS AND CONTINGENCIES
SHAREHOLDERS� EQUITY:

� �
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Preferred Stock, $0.10 par value, 14,399 shares authorized, 0 shares issued and
outstanding
Common Stock, $0.01 par value, 100,000 shares authorized, 68,602 and
66,831 shares issued and 45,032 and 43,261 shares outstanding 686 668
Additional paid-in capital 525,767 491,068
Retained Earnings 395,799 246,771
Accumulated other comprehensive income 111 277

922,363 738,784
Treasury stock, 23,570 shares of common held at cost 569,247 569,247

Total shareholders� equity 353,116 169,537

TOTAL LIABILITIES AND SHAREHOLDERS� EQUITY $ 874,643 $ 908,485

The accompanying notes are an integral part of these statements
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INTERDIGITAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

For The Year Ended December 31,
2010 2009 2008
(In thousands, except per-share data)

REVENUES $ 394,545 $ 297,404 $ 228,469

OPERATING EXPENSES:
Selling, general and administrative 28,301 24,777 33,452
Patent administration and licensing 58,907 56,127 63,492
Development 71,464 64,007 98,932
Repositioning � 38,604 �
Arbitration and litigation contingencies � � (3,940)

158,672 183,515 191,936

Income from operations 235,873 113,889 36,533
OTHER INCOME (LOSS):
Interest and investment income (loss), net 2,574 (1,186) 3,429

Income before income taxes 238,447 112,703 39,962
INCOME TAX PROVISION (84,831) (25,447) (13,755)

NET INCOME $ 153,616 $ 87,256 $ 26,207

NET INCOME PER COMMON SHARE � BASIC $ 3.48 $ 2.02 $ 0.58

WEIGHTED AVERAGE NUMBER OF COMMON
SHARES OUTSTANDING � BASIC 44,084 43,295 44,928

NET INCOME PER COMMON SHARE � DILUTED $ 3.43 $ 1.97 $ 0.57

WEIGHTED AVERAGE NUMBER OF COMMON
SHARES OUTSTANDING � DILUTED 44,824 44,327 45,964

The accompanying notes are an integral part of these statements
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INTERDIGITAL, INC. AND SUBSIDIARIES

CONSOLIDATED SHAREHOLDERS� EQUITY AND COMPREHENSIVE INCOME

Accumulated
Additional Other Total Total

Common Stock Paid-In RetainedComprehensive Treasury Stock Shareholders�Comprehensive

Shares Amount Capital Earnings
Income
(Loss) Shares Amount Equity Income

(In thousands, except per-share data)

BALANCE,
DECEMBER 31,
2007 65,292 $ 653 $ 465,599 $ 133,308 $ 206 18,795 $ (462,699) $ 137,067
Net income � � � 26,207 � � � 26,207 $ 26,207
Net change in
unrealized gain on
short-term
investments � � � � 39 � � 39 39

Total Comprehensive
Income $ 26,246

Exercise of Common
Stock options 296 3 2,180 � � � � 2,183
Issuance of Common
Stock under Profit
Sharing Plan 15 � 341 � � � � 341
Issuance of Restricted
Common Stock, net 280 3 527 � � � � 530
Withheld for taxes on
issuance of Restricted
Common Stock � � (3,155) � � � � (3,155)
Tax benefit from
exercise of stock
options � � 1,502 � � � � 1,502
Amortization of
unearned
compensation � � 4,474 � � � � 4,474
Repurchase of
Common Stock � � � � � 3,764 (81,528) (81,528)

BALANCE,
DECEMBER 31,
2008 65,883 659 471,468 159,515 245 22,559 (544,227) 87,660
Net income � � � 87,256 � � � 87,256 $ 87,256
Net change in
unrealized gain on

� � � � 32 � � 32 32
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short-term
investments

Total Comprehensive
Income $ 87,288

Exercise of Common
Stock options 730 7 7,628 � � � � 7,635
Issuance of Common
Stock under Profit
Sharing Plan 26 � 545 � � � � 545
Issuance of Restricted
Common Stock, net 192 2 (2) � � � � �
Withheld for taxes on
issuance of Restricted
Common Stock � � (1,725) � � � � (1,725)
Tax benefit from
exercise of stock
options � � 3,881 � � � � 3,881
Amortization of
unearned
compensation � � 9,273 � � � � 9,273
Repurchase of
Common Stock � � � � � 1,011 (25,020) (25,020)

BALANCE,
DECEMBER 31,
2009 66,831 668 491,068 246,771 277 23,570 (569,247) 169,537
Net income � � � 153,616 � � � 153,616 $ 153,616
Net change in
unrealized gain on
short-term
investments � � � � (166) � � (166) (166)

Total Comprehensive
Income $ 153,450

Cash Dividend
Payable � � � (4,526) � � � (4,526)
Dividend Equivalents � � 62 (62) � � � �
Exercise of Common
Stock options 1,491 15 21,505 � � � � 21,520
Issuance of Restricted
Common Stock, net 280 3 (3) � � � � �
Withheld for taxes on
issuance of Restricted
Common Stock � � (313) � � � � (313)
Tax benefit from
exercise of stock
options � � 7,653 � � � � 7,653

� � 5,795 � � � � 5,795
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Amortization of
unearned
compensation

BALANCE,
DECEMBER 31,
2010 68,602 $ 686 $ 525,767 $ 395,799 $ 111 23,570 $ (569,247) $ 353,116

The accompanying notes are an integral part of these statements
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INTERDIGITAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

For The Year Ended December 31,
2010 2009 2008

(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 153,616 $ 87,256 $ 26,207
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation and amortization 22,125 22,874 28,851
Deferred revenue recognized (283,012) (225,159) (127,949)
Increase in deferred revenue 81,737 611,991 84,207
Deferred income taxes (6,738) (43,426) 1,842
Share-based compensation 5,801 9,789 5,101
Recognition of foreign tax credits � (16,400) �
Impairment of long-term investment � 3,926 745
Non-cash repositioning charges � 30,568 �
Other 80 (155) 32
Decrease (Increase) in assets:
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