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[image: image1] MANAGEMENT DISCUSSION SECTION
Operator: Good morning, my name is Lori and I will be your conference operator. At this time I would like to welcome everyone to the InterDigital Third Quarter Financial Results Conference Call. All lines have been placed on mute to prevent any background noise. After the speaker's remarks there will be a question and answer session. [Operator Instructions] In queue I will now turn the call over to Janet Point. Please go ahead.

Janet M. Point, Senior Communications and Investor Relations Officer

All right thank you, Lori. Good morning everyone and welcome to our third quarter financial results call. With me on the call today are Bill Merritt, our CEO; and Rich Fagan, our Chief Financial Officer. 

Before I get into the remarks today I do need to remind you that during this call we will be making forward-looking statements regarding our current beliefs, plans and expectations as to fourth quarter operating expenses and patent arbitration and litigation costs, the time line for receipt a base example, our goal of deriving revenue from all 3G terminal units sold, the positioning of our product and technology initiatives including expected target markets, the performance of our mobile offering and our goal of securing a design win in the next year, Samsung’s likely success in the enforcement action and its recently filed arbitration requests, our plans to collect payment from Samsung, our plans to collect payment from Samsung, our activities within the industry and political areas to suggest change to the patent system. Actual outcomes could differ materially from those expressed in any such forward-looking statements to a variety of factors including the district courts view on the new arbitral panel’s view that went out for more of Samsung’s arguments may have merit, changes in the US patent legal system as well as those factors mentioned in this call and those set forth in the company’s most recent filing on Form 10-K and this morning’s press release and related 8-K filing.

So with those statements, I’d like to turn the call over Rich Fagan.

Richard J. Fagan, Chief Financial Officer, Principal Accounting Officer and Executive Vice President

Thank you, Janet, and good morning to everyone. Pleased to be here to provide you with brief financial highlights on our third quarter results and some comments on some other relevant financial issues before turning the call over to our CEO Bill Merritt.

Third quarter 2006 was another solid quarter for InterDigital. Like last quarter, our results reflected the contributions of a diversified base of patent licenses and the non recurring effect of the resolution of a patent licensing matter with Nokia. 

We had total revenues of $67.2 million and net income of $21.7 million or 40 cents per share and we generated free cash flow of $5.8 million. We ended the quarter with a very solid $304 million in cash and short term investments even after using approximately $50 million for share repurchases.

Excluding the non recurring amounts related to Nokia, revenues were 54.7 million and net income was approximately 13.6 million or 25 cents per diluted share. Recurring royalties of 53.5 million grew 58% versus last year’s third quarter. In patent licenses delivered revenue in excess of $1 million in third quarter 2006 compared to 8 in last years third quarter.

Among the notable contributors to third quarter 2006 recurring revenues were LG, NEC, Sharpe, Sony Ericsson and Panasonic. Third quarter 2006 core operating expenses were generally in line with our expectations although some forecasted expenditures were moved into the fourth quarter. 

Now these core expenses included investments directed at 1, monetizing or existing patent and technology portfolio; 2, ensuring solid positioning of our longer term patent and technology base; and 3, driving our near term 2G, 3G dual mode internally of offerings.

As we drive toward the attainment of our near term product program goals, we expect some growth in expenses. At present we expect sequential growth in fourth quarter 200 6 expenses, principally reflecting investments in outside services associated with meeting our schedule to have engineering samples of our dual mode ASIC by summer 2007.

Now we’ve chosen carefully the balance internal versus external resources for a few reasons; 1, is to optimize the use of our lab facilities and simulation tools by utilizing resources in different time zones. Another is our preference to maintain flexibility through the use of variable rather than fixed cost resources.

Third quarter 2006 costs associated with enforcing our patent rights were $5.2 million as compared to 7.9 million in last years third quarter. We currently estimate that these costs will be in the range of 5 to $7 million in fourth quarter 2006. 

As we've said in the past these are critical investments and we will spend whatever is necessary to defend and enforce the pack portfolio. Our invested cash balances and higher interest rates drove increased net interest income in this year's third quarter. Our third quarter 2006 tax expense was in line with our guidance. We look forward to updating our fourth quarter of 2007 revenue guidance and remain optimistic about our prospects for 2007 and beyond. Excuse me, after fourth quarter 2007 I meant fourth quarter of 2006.

Now before I turn the call over to Bill, let me talk about our cash position and plans for the use of that cash. First as we've said before, the analysis is very straight forward, and we don't have an inherent preference of one type of investment over another. Instead we will use the cash in the best way to enhance shareholder value. Over the past few years, and in particular of the past nine months, we've chosen to invest in our own company through a number of forward authorized share repurchase programs, the most recent of which remains in effect. We continue to invest substantial amounts in organic technology and product development programs. We've also used our cash position to round our mobile offering at what we believe to be good terms. As you've seen we've also invested heavily with respect to both defending our pack portfolio and growing that asset. We continue to be very active on the M&A front, but won't do a deal just for the sake of doing a deal.

With that let me now turn the call over to Bill Merritt. Bill?

William J. Merritt, Chief Executive Officer, President

Thanks, Rich, and good morning everyone. It's a pleasure to be able to talk with everyone about what was another very solid quarter for the company. Rich has already highlighted a very strong financial performance of the company. We posted 67 million in revenue for the quarter, including 54 million in what we view as our core recurring patent royalty. Again significant – generated significant positive cash flow and ended the quarter with over $300 million. 

As we mentioned in today's press release, we will provide more guidance – more precise guidance – revenue guidance for the fourth quarter once we have all the relevant reports in. However, it is fair to say that our business has evolved over the years from one that has been speculative and unpredictable to something very different. We have – we have another solid quarter under our belt, and I believe more to follow. With that and with the Nokia and Samsung 2G disputes, either behind us or presently resolved very much in our favor, we are now a company with a solid cash position, a very predictable revenue base, a clear mission deriving revenue on all 3G terminals sold, significant upside potential and the tools we need to get there. This is a very good place to be. 

There are two topics I wanted to address this morning. First I will give you an update on our product and technology initiatives. As we have discussed before we are positioning these programs to provide both independent value as well as complementary value to our patent licensing operations. In particular, we believe that as our technology offering matures it will provide the capability to advance the timing of license deals as well as there value. Second I'm aware of a few questions related to the recent filings by Samsung, so I will address that issue, and some of my thoughts on how Samsung's actions fit in the context of the current IPO environment and how we intend to deal with that very active area. 

As to the first item we are making very solid advances in our technology and product development. We took a major step forward in the third quarter of 2006, when we licensed Infineon's 2G Layer 1 in platform technology. For those who are new to this industry, the Layer 1 technology in essence the design of their GSM GPRS EDGE ASICs. The platform has been designed for the various peripherals, like camera interfaces, display drivers and the like. Combine the platform and the base band ASIC and you'll have a complete handset modem platform. That was a big step for the company because it moved InterDigital from a 3G product company to a 2G 3G product and platform company. It also moved us from offering parts of a modem solution, which is still one of our targeted market channels, offering a complete solution. It also enables the fabless business similar [indiscernible] and mobile platforms, so we now have 3 outlets for the modem technology business, licensing IT blocks, like our protocol stack, licensing a dual-mode ASICs design and selling ASICs. 

As for the competitive positioning of our modem offering, we have a major advantage over new entrants to the market in that we are building on those very immature Infineon 2G solutions. That solution has been shipped in over 400 million handsets, is very stable and provides us an excellent foundation. In addition, not having to do any substantial work on the 2G solution quickens our time to market. We do not have to design the entire modem, we just have to bolt our 3G solution to the proven 2G solution. 

Additionally, we are one of the few companies operating in the semiconductor space that have publicly announced an HSDPA technology solution with demonstrated data rates above the 1.8 megabit range. Based on what we have demonstrated in operability testing with Ericsson, we anticipate that our initial dual-mode ASIC offering will be capable of 7.2 megabits on the downlink using HSDPA and simultaneous operation of 3.6 megabits downlink and 1.5 megabits uplink using HSDPA and HSUPA.

We are not aware of anyone today offering a product with that proven and functioning capability. As a result, and even though we understand that our competition is continuing to advance their solutions, we believe that when our dual-mode solution launches, it will be highly competitive. 

As far as the target market for that product, we intend to initially pursue the PC Card and embedded PC module ASIC market. The reason for this is very straight forward. PC Cards and embedded modules are the applications that demand the highest data rates, which plays directly to our strategy. However we do not intend to limit ourselves to this market. We will also look to feature phone and Smart Phone markets as well as the ever growing list of niche devices that demand high data rates, such as wireless-capable MP3 players. Of course we appreciate we are going against some very large companies in this space. However from a modem technology capability standpoint, we believe we are their equal. 

We receive a lot of positive feedback on our technological approaches from our peers in the industry, so we know we are on the right path. To deal with their larger scale, we intend to leverage our current semiconductor partnerships. We've had a long standing relationship with Infineon and are currently working with them on the first spin of our dual-mode ASIC. We are also looking to expand our foundry relationship as appropriate to give us access to cutting edge technology in broader markets.

The take away from all of this is that InterDigital's ASIC business is on the move and we believe it is in as good a position as any other company to capture share even in what is a highly competitive market. Our goal over the next year is to secure a design win and get ourselves on the map. We believe we can do so because of our long heritage of designing wireless systems and strong partner relationships. Equally important, we have the unique combination of our products and patents, for that unique combination differentiates us from most other semiconductor’s companies that do not have strong patent portfolios. That difference can make for a compelling commercial offer.

And with that let me turn to the patent side of the business. I’ll start with Samsung; as you know Samsung is trying 2 tactics to avoid its clear payment obligation under the recent arbitration award rendered by the ITC. First tell us what Nokia unsuccessfully attempted Samsung is asking a federal court in New York to vacate the September 2000 arbitration award.

Samsung has also requested a new arbitration asking a new arbitration panel to set new rates based on our April 2006 agreement with Nokia which Samsung it properly elected under its most favorable licensee clause. Samsung further argues that not only should the new rates be applied to Samsung’s future sales but the rates should also be applied to past sales back to 2002. 

With its most recent filings, we believe Samsung is grasping at straws. Indeed in both the New York case and in the new arbitration Samsung is taking positions that are directly contrary to the very well documented positions it has taken before and that are also entirely inconsistent with how licensing works. For those and a host of other reasons, we are confident that Samsungs efforts will fail.

So why is Samsung doing this? We think for no other reason than delay. I believe Samsung knows very well what it’s contract says, what it has said in the past and why it has no right to the release it seeks and that is why their actions amount to bad things. And so we intend to press this point. 

In the New York case we have already indicated to the court that some Samsung’s more egregious positions may be sanctional. We also have every confidence that we will prevail in the New York and secure the judgment necessary to collect the amounts due to us. We have no intention of patiently waiting for them to pay us. They have already disregarded the payment fine table in the award. Once we have a legal mechanism by which to get paid, one of which is seizure of their assets we will use it. 

Now frankly, all of this effort on our part to collect amounts due should not be necessary. You would think that after having 2 different arbitration panels and a federal court all interpret the Nokia royalty provisions in the same way and with Samsung having agreed to be bound by those terms, Samsung would do the right thing and actually pay what it owes.

So what’s going on here? Let me share with you my view. First even more so than we have seen in the past, large company’s relying upon the staying power provided by their economic positions are using inappropriate legal machinations and facetious arguments in an attempt to sidestep their legal obligation. Indeed this type of action appears even more blatant than the world of patents. 

On an individual company basis in any dispute that involves InterDigital, we can deal with this type of behavior and we will do just fine. We are well resourced, we believe very strong in the strength of our position and at the end of the day we will get paid a fair amount for the use of our inventions. You have seen us do that time and time again over the past 5 years.

We are also using our strong financial position to prepare for any challenges to our position. We have been and are continuing to commit resources to building our patent portfolio, investigating how those inventions may be used in products and exploring options for protecting our intellectual property. While there will always be some unplanned events more and more we are being proactive in how we deal with patent issues. Again, because we can afford to do so.

Apart from dealing with companies on an individual basis, we do need to address the issue on a broader scale. We see a group of entities that are working together to dismantle and circumvent the US patent system for their own profit. Indeed while preparing to deal with the alleged infirmities in the patent system, these companies are pursuing a path that will actually weaken the system. We think that is wrong. Accordingly we are becoming more active within the industry and in the appropriate political areas to suggest changes to the patent systems to deal with some real issues. 

We believe our suggested changes will make the system stronger not weaker. We feel it’s imperative to work to protect the system that protects innovations. Over time with a more active voice, we will help to protect and continue to realize the true value of our intellectual property assets. 

With that let me open it up for questions.
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Operator: [Operator Instructions] Our first question comes from the line of Michael Ciarmoli of Boenning & Scattergood.

<Q – Michael Ciarmoli>: Hey guys how’s everyone doing?

<A>: Pretty good.

<Q – Michael Ciarmoli>: The recurring patent license revenue of 53.5 million was down sequentially. How do we look at that going forward? I mean is that going to fluctuate quarter to quarter based on success or lack of success of some of your licensees in terms of placing I guess different handsets with different carriers?

<A>: Sure. I mean it is – it’s going to fluctuate depending upon the sales performance of any of the licensees. The benefit is we have a much larger base of licensees than we had before. So now whereas before if in any quarter one of our bigger licensees had a tough quarter, we would see more of a percentage drop in our revenue. We don’t see the same percentage changes because of the larger base. So it can move up and down. As a 3G market begins to or continues to ramp we certainly see some very positive performance out of folks like HTC and other companies who are really starting to pick up on sales. So they can go up and down but I think the ups and downs are certainly affected by or dampened by the large base of licensees.

<Q – Michael Ciarmoli>: Okay and just looking at the recent handset results, any impact of falling AST prices or are you pretty much – like how’s that going to affect your royalty payments going forward if you negotiated a 2% rate on $150 handset and those prices are continuing to drop, how is that going to impact your recurring base?

<A>: It has some impact but we haven’t seen anything dramatic in our results. The reason for that is we sort of have a mix of formulas out there that we use for pricing. Some of them are straight AST but some of them are AST with a floor, other ones are fixed price, other ones are – we have like things like LG which is just a straight amortization so.

<Q – Michael Ciarmoli>: Right.

<A>: We’re pretty well protected from that type of event hitting all of our licensees. It can hit some. But again, the broad base of licensees and the different structures within those deals again dampens the affect of that particular market indicator.

<Q – Michael Ciarmoli>: Okay and last question; this – the Samsung news from yesterday that you spoke of, is this going to – the ongoing filings and associated work that’s involved. Is this going to cause you to incur any additional costs or expenses related to going through the litigation for – or not even a litigation process just the appeal process here I guess?

<A>: There’s a – Michael those are all sort of taken into consideration in terms of the projections that are given in the upcoming quarter around arbitration and litigation.

<Q – Michael Ciarmoli>: Okay.

<A>: I also just wanted to add to that; the New York preceding is a summary proceeding. It’s not like you’re involved in discovery and all of that stuff.

<Q – Michael Ciarmoli>: Right.

<A>: It’s a filing brief so that’s a pretty straight up procedure. So even that one is not on acdoing [ph] a big cost there.

<Q – Michael Ciarmoli>: Okay perfect. Thanks guys.

<A>: Thank you.

<A>: Thanks.

Operator: Your next question comes from the line of Frank Marcella of First Albany.

<Q – Frank Marcella>: Hey good morning everyone. How are you doing?

<A>: Hey Frank.

<Q – Frank Marcella>: Good. A couple of questions; just with everything you’ve said about Samsung, Bill I mean can you give us a sense with the stuff that’s playing out, worse case timing of when this could get resolved?

<A – William Merritt>: Well we can’t give sort of any precise comment because obviously it’s within the control of the New York courts. But if you go back and look at the Nokia timing because I think that may be at least one sort of similar type preceding. There I think Nokia made it – the filings were in July of 2005 and by December of 2005 we had the decision out on the district court. So in that 6-month timeframe the district courts tend to move these cases along faster. One, because they are trying to sort of support the whole arbitration notion which is the fast release and they don’t have to do a whole lot of work in the sense that there’s not a lot of discovery and trials and stuff like that. So it’s an easier case frankly for a judge to get off his docket. So if it’s laid out on the same timeframe as Nokia with us having filed in September, you’re looking at early 2007. Again, we can’t say that that is what’s going to happen but at least similar to the Nokia that’s where you’d be and at that point we get a judgment and because the arbitrations panel issued an award of $1 sum in that case it was 133.9 or $134 million we have the ability then to begin to seize assets. So I think that’s when things absent other things happening between now and then I think that’s when things get pretty hot and hopefully as I’ve always said before, there’s always points in time in these disputes when the parties need to sort of engage and get things done and certainly that would be one of those points in time.

<Q – Frank Marcella>: That’s what I was looking for and that’s very helpful. Let me just talk about the guidance for the operating expense guidance that you’ve given. You’re looking at – up at the maximum levels that you’ve given kind of $4.8 million to be the sequential increase. That’s with the litigation expenses as well at the upper level. What would be the – putting that aside, what would be the investment you would expect to make in the 2G, 3G, ASIC if you’re looking out over a few quarters? And what I’m trying to get at here is if you’re – if you make the expenditure at the upper end of what you’re expecting for the fourth quarter, should that flatten out, should it decline? I mean as we get into next year where should we think about that?

<A>: Well a couple things, I think that it’s dependent upon a couple things. One is how successful we are with respect to – how busy is the first net list, how quickly does the founder begin to support, how good is the part. So all – if those things work reasonably well and we – our success rate here has actually been pretty good because of the sort of a heavy level of testing we do. And Rich can correct me but I don’t see a dramatic increase. But I – you would probably see some sequential increases as we’re getting closer and closer to an actual product launch. Now the things that can affect that though would be as we talked about in the script. Other foundry relationships that we establish along the way or other strategic relationships we establish along the way and to the extent that, you know, how those relationships are set-up from both the cost and profit standpoint. Again, I don't think there's things that are dramatic that are going to happen within the within the cross-line of Richie’s [ph], from on top me, but I think that they are dependent on the exact levels of expenditures, and are going to be dependent upon the success of our design and second, any further relationships that we establish along the way.

<A>: I would agree with that, and further to that I guess Frank, he and I are entering our budget season for next year, so we'll have a better perspective in terms of rolling that through into next year when we next talk to you.

<Q – Frank Marcella>: And just assuming then that you are successful and you have a somewhere above seven for the 2G, 3G, pick, you meet that target. When do you think you will start to see some revenues on that? I mean, what are you thinking about it in your business plan?

<A>: But, if you get to samples in 07, then you are getting that out to the customer in late 07 or early 08 for them to see any integration, so you are looking at product revenue from the ASIC side of the house in the 08 timeframe. The product side of the house, obviously, they will include the couple of components. You have what we have talked about at the established side of the house which is the ASIC side. But, you also have the IP side of the house, and there are agreements already in place with respect to those relationships, both in that, as with Phillips you saw me announce earlier, I guess in October sometime, the wind via opinion [ph] and so, there would be an opportunity for revenue to come in certainly sooner as Panasonic begins to shift its telephonic. So you know, the ASIC revenues really are a waste, but there could be IP revenue in the late 06 and 07 markets.

<Q – Frank Marcella>: Just a last question, relating to your points on Samsung, where some people are using, some companies are using inappropriate legal maneuver, things of that sort. You’re specifically commenting there on what they are doing with you today in 2G. Do you sense that is what is going to occur in your 3G licensing patent program as well? Is it a more difficult environment than you were envisioning, or is it kind of the same, but you are taking note of what is going out there, how can you talk about that?

<A>: I think it’s probably a more difficult environment than what existed a couple of years ago, but we are also a different company. We have a lot more resources and frankly, we are a lot more formidable when it comes to these situations. So, while it, you know, for the average company it would be harder, I think for us, we have the capability to deal with it. That being said, we're probably doing more proactive work than we have done in the past, in mining the portfolio and doing some other things to make sure that we can move through this process with these companies in a very effective way. So, you know it is, the environment is changing, we appreciate it, we are working hard within that environment, but I think because of what we have been able to succeed, and where we are positioned, we'll do well.

<Q – Frank Marcella>: Thanks guys, I appreciate it.

Operator: Your next question comes from the line of William Nasgovitz of Heartland Advisors.

<Q – William Nasgovitz>: Good morning guys. Just a question on the 3G marketplace, I understand that I read somewhere this week where phones are expected, wireless phones are expected to hit 1 billion units, a lot of them very low cost, but how many 3G phones do you expect to be out in the marketplace this year, total, versus a year ago; and what is your estimate for 07, and then what kind of share do you think we have today versus last year and what do you think our share might be next year?

<A – Janet Point>: Hi Bill its Jane Point how are you?

<Q – William Nasgovitz>: Good.

<A – Janet Point>: Acquire the 3G market place – when we look at 3G we have to include both the wideband CDMA phones as well as the CDMA 2000 phones and the CDMA 2000 including all the revolutions I think are somewhere between 15 and 20% of the total share. The wideband CDMA phones are expected to crack maybe 100 million units this year or maybe more. So that put them at another 10%. I don’t know exactly off the top of my head what the projections for next year are. But you’re right I’ve seen reports from strategy analytics and some of the other independent analysts expecting the whole market to crack the billion phone shipped number this year which some folks had not anticipated until the end of the decade. But its certainly accelerating and our position on licensing we estimate we’ve got about 35 or so percent of the market under license and paying us today for 3G which includes both that CDMA 2000 and the wideband CDMA phones, which is up I think this time last year we might have been around 25%. And what you have in the dynamics is the addition of LG as an important licensee and they have pretty significant share in 3G. And the thing that’s happening in the other direction which Rich and Bill alluded to about the importance of having a broad basis of licensees maybe years ago NEC was a market leader in 3G and has dominant share and as other folks have entered the market, their market share has flipped. So as we’ve added new licensees like Panasonic and Sharp, they’re starting to pick up what’s falling off from NEC.

<Q – William Nasgovitz>: Okay and so any estimate for ’07 in terms of market share? You said you had 35ish a guess?

<A – Janet Point>: Yes, we’re about 35% of the 3G phones being sold today that would be the percent that we have under licenses and I don’t think we’ve made an estimate for where we expect to be in ’07.

<Q – William Nasgovitz>: Well we heard earlier in the year we heard some predictions I guess after LG for sure that management thought that shareholders could be looking forward to an additional license or 2in ’06. So it sounds like that’s not going to happen.

<A>: I wouldn’t say that. I think that what we’ve said is we get the deals done based upon the right terms and to the extent that the deals happen later it’s more important that they get done right. So we’re pushing very hard on a number of fronts with respect to licensing. Whether we get additional deals done this year or they move into next year and I’m pretty happy with the progress being made by our patent licensing team. So we try while we always talk about trying to push things very hard and get these deals done and we tell people we are very focused on the top 5 or 6 manufacturers. We do try to make it feel it. Look it’s not important in the long run whether the deal occurs in the fourth quarter 200 6 or happens in first quarter 2007. The important thing is that they get done at the right rate.

<Q – William Nasgovitz>: Yes and then finally just to make sure I’m – 3G has a percent of the total phone market is expected to be at what percent in ’07?

<A – Janet Point>: I think it’s if you include CDMA 2000 I would guess it’s around 35% of the total phones shipped.

<Q – William Nasgovitz>: Today or estimated for ’07?

<A – Janet Point>: Estimated for ’06.

<Q – William Nasgovitz>: And what do you think it might be for ’07?

<A – William Merritt>: CDMA 2000 I think it depends upon a couple factors, the rollout of Rev A and EV-DO and a couple other things I think. So whether that sort of stays flat in absolute volume we have to see. Certainly WCDMA is ramping especially if you have faster ramp and then you mentioned as well that also the other question is how much growth do you get in sort of the low end market such that in the low end market at least today tends to be non 3G device. And so I think it’s – we don’t have the latest, we have the latest strategy analytics reports I don’t have it here. But my guess is you’re getting up into the 40% or so range with respect to 3G as a total part of the mix. But it could be higher.

<A – Janet Point>: Yes when we look into the out years just to add to Bill’s comment strategy analytics we mention them because we [indiscernible] them a lot. They’re’ expecting that the flip to be more than half 3G probably somewhere in 2008.

<Q – William Nasgovitz>: Okay thank you.

<A – Janet Point>: Yes. Thanks.

Operator: [Operator Instructions] Your next question comes from the line of Tom Carpenter of Hilliard Lyons.

<Q – Tom Carpenter>: Good morning Bill, Rich and Janet how are you?

<A>: Good Tom, how are you?

<Q – Tom Carpenter>: I am well thank you. You were talking about a sampling of some of the ASICs next summer. When you start working with customers on those do you anticipate doing that directly with Mark Lemmo’s group letting a foundry partner line up some customers or maybe using some other third parties?

<A>: I think that there really are 2 business models that root for the ASIC side of the business that you can look at. One is where you are out there as sort of the direct customer contact and actually selling the chip as your own chip and going that path. The other one is more of the sort of the MP [ph] model where you’re establishing the – giving them the design, but basically allowing that relationship to exist between the semiconductor company and the customer. And at this point we’re leaving ourselves open to both of those models. There’s benefits and drawbacks to each of them.

<Q – Tom Carpenter>: Right.

<A>: And so the other thing that certainly for us there are opportunities to work with customers on a whole host of things and just into the ASIC as well as patented other stuff which could drive you towards one model on the other. So we’re being pretty flexible on that right now. The key thing for us Tom is to get those chips in-house, make it real and then you get the customers very engaged and then you can kind of take it from there.

<Q – Tom Carpenter>: Right. So are the models usually exclusive or would you – are you going to use both?

<A>: You could use both.

<Q>: Okay.

<A>: They’re not --

<Q – Tom Carpenter>: Then when you were answering Nasgovitz’s question just then talking about it doesn’t matter if you – whether you license people in 4Q ’06 or 1Q ’07, were you saying that if there isn’t a new 3G license in 4Q ’06 or if there would be in 1Q ’07 it might just be timing issues or were you just using that as an example?

<A>: I just used that as an example. I mean we certainly have deals that as I’ve always said at the different levels of maturity. So we would hope to be able to push some over the line sooner rather than later but again I’ve been through these things enough times I think as I’ve told you before Tom, they’re done once you sign them and sort of no time before that.

<Q – Tom Carpenter>: Sure, sure. And since we're on the topic, I'll take a shot here. Are any of the discussions with 3G manufacturers at the economic level as in rates or percentages?

<A – William Merritt>: Yeah. As I said, we tend to have these discussions across all the area because that's actually the best way to use the team. Because you have people within the team are sort of technically oriented so they're handling that part. You got other people that are more sort of business, contract and terms oriented so you can sort of maximize the use of the team by having the discussion at different levels. 

<Q – Tom Carpenter>: Okay. Then one final question, it's kind of a long one so please bear with me. 

<A – William Merritt>: Okay.

<Q – Tom Carpenter>: In spite of the Samsung filing that you announced yesterday, it would appear that there's a better opportunity to work out a combined 2G and 3G agreement with Samsung than there was with Nokia. I know some had speculated that some of Nokia's relationships were legal maneuvering with you guys. They were trying to send a message to Qualcomm and was – maybe was stonewalling some of the process with you guys. Considering Samsung is at least tangential to some of the Nokia stuff, is there a better opportunity for you guys to work out a combined 2G and 3G deal with some of the flexibility you have with the 2G money they owe you?

<A – William Merritt>: Certainly they are the type of company that would fit into that sort of bundling arrangement. I'm not going to talk about the specifics of what we would do with any one company.

<Q – Tom Carpenter>: Sure.

<A – William Merritt>: But there, when you look at the top six, you kind of work your way through them. Of the top six, they're probably the one you would have better opportunity than, for example, with Nokia who tends to be very sort of in-house with their development. And then you have Sony Ericsson, for example, while they don't do it in-house, they're very well-tied to EMT although maybe you could sort of work around that relationship. So, I agree with you, I think that is an opportunity there. And so, we leave all options on the table with respect to that issue.

<Q – Tom Carpenter>: Given that Samsung has some IP issues with some of the manufacturers that have been in the states longer, it seems like you guys can bring a lot to the table for them with solutions and IP that can help eliminate some of the issues they have currently with some of their fellow manufacturers.

<A – William Merritt>: Yeah, I think there's a lot of things that the companies can do together and the same, there's a lot of things that we can do together with a number of other companies. And one thing to mention with respect to the idea of bundling is that that is one of the things that with respect to some of the companies that we're dealing with, that has taken a license, the patent licensing discussions and slowed them down a bit because during those discussions people raised now the question of well, now what else can we do together? And that's a very, we are actually delighted when that comes up. At this point, it tends to make things move a little bit slower because our technology solution requires a little bit more explanation because it's not fully proven, right? As I mentioned in the script today, as that solution becomes more and more proven we actually think it's going to work the other way, going to have to start accelerate stuff. So we are having some of that bundled dialogue out there which is good. That's one of the big drivers behind having the product programs is not only to create some independent value but to create these bundles arrangements which I think are higher value. Like he said, they're more, they're very stable. I think they're good value for both companies.

<Q – Tom Carpenter>: Okay, well, great. I look forward to hopefully reading about one of those relationships over the next six months.

<A – William Merritt>: Perfect. Thanks Tom.

<Q – Tom Carpenter>: Thanks Bill.

Operator: Your next question comes from the line of William Nasgovitz with Heartland Advisors.

<Q – William Nasgovitz>: Hi, just a clarification here again. You indicated I believe that you bought back 1.8 million shares, and I think you must have done all in July then. So you really haven't purchased any stock here August and September. Is that correct?

<A>: That's correct Bill.

<Q – William Nasgovitz>: So it looks as if your price sensitive under $30 a share roughly?

<A>: We haven't said what we're price sensitive to, basic Bill as you know we base our share repurchase on a variety of factors that include price, acquisition opportunities, other things that are going on in a company and other considerations. So we've repurchase 150 out of the 200 million and the program remains in effect.

<Q – William Nasgovitz>: Okay, but I believe, I'm just verifying this. In the quarter 2 you bought back 3.4 million shares at an average cost of 29.40. In July you spent another 50 million for 1.8 million shares of 27.70 average cost. So it looks as if you're price sensitive under the $30 a share. Just my observation.

<A>: As I said Bill there's a number of factors we consider more than price.

<Q – William Nasgovitz>: So 50 is left. Are you going to raise that once you get the Samsung money?

<A>: We've always said Bill that we'll do the right things that create the most shareholder value, and as I mentioned in my part of the script is as we get cash into the company we put it through the normal paces that you would expect. We look for organic investments or M&A opportunities that are going to return more than the cost of capital, and if we don't have those opportunities or if we had fully funded those opportunities we'll look to return the cash to shareholders whether it be through share repurchases or consideration for dividends; but that's our normal process and that's what we follow.

<Q – William Nasgovitz>: Okay, that's good to hear.

<A>: Okay, thank you Bill.

<Q – William Nasgovitz>: Thank you.

Operator: Your next question comes from the line of Michael Ciarmoli of Boenning & Scattergood.

<Q – Michael Ciarmoli>: Hey Bill on the last call you mentioned I guess dialogues or negotiations with some of the Chinese manufacturers. Any status on those discussions or where those things stand?

<A – William Merritt>: At the continuing effort, I mean we think that China is, the time is right from a number of perspectives in China, both with respect to patents and technology. So that's sets a pretty strong effort by the company right now.

<Q – Michael Ciarmoli>: Okay are the discussions focused on any particular manufacturers? Or can you not give that information?

<A>: Yes it would be who you would expect, it’s the semiconductor side of that house and handset side of the house. Certainly getting the Infineon solutions and completing that modem solution as it was a big driver in opening up that market to us, because there are a number of companies in that market that are looking for complete solutions.

<Q – Michael Ciarmoli>: Okay, great. Thanks.

Operator: At this time there are no further questions. I will now turn the call over to Janet Point for closing remarks.

Janet Point, Senior Communications & Investor Relations Officer

Alright, thanks everyone for listening into this conference call, and if you didn't have a chance to get through your questions answered you can see Rich and I next week out on the West Coast at the AAA Classic or otherwise you can certainly call me with individual questions. Thanks again and talk to you next quarter.

Operator: This concludes today's InterDigital Third Quarter Financial Results Conference Call. You may now disconnect.
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