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BUY REPORT 

 
March 18, 2009                                              InterDigital, Inc.  (IDCC) 
Thomas A. Trantum, CFA 
 
Earnings  (Years  ending Dec .  31) 
   Actual 2008ÉÉÉÉÉÉÉ.. $0.57 per share Current priceÉÉÉÉÉÉÉÉÉ2 4 
   Estimated 2009ÉÉÉÉÉÉ.3 .40 per share 52-week rangeÉÉÉÉÉÉÉ.1 6-34 
   Estimated 2010ÉÉÉÉÉÉ.2 .72 per share P-E based on 2009 estimateÉÉÉ.7  
Current annual dividend rateÉ.0 .00 per share Market capitalizationÉÉÉÉ1 .2Bil 
 
Description 
 
For 37 years, InterDigital has been designing, developing, and installing advanced digital wireless technology 
systems and products.  Revenue is derived primarily from royalty payments from a rich and growing reservoir 
of intellectual property.  Significant technological breakthroughs are currently being achieved that will expand 
user signal interface with an expanded range of electronic devices and thus stimulate demand over the next 
three to five years.  While the timing of future royalty revenue streams is unpredictable, patent license 
agreements are negotiated at a high success rate.  Moreover, reliance on litigation to complete future royalty 
agreements should wane.    Over 70% of InterDigital’s 380 employees are engineers and product developers. 
 
Competitive Advantage 
 
The cell telephone/radio world is, if nothing else, technically complex, competitive, and fast changing.  
InterDigital’s place in this world is not easily described nor comprehended by the investment community but 
gaining an understanding of how InterDigital is traveling down this road could be rewarding.  InterDigital has 
a unique and expanding competitive advantage. 
 
Third generation (3G) digital networks are wide-area cellular telephone capabilities that offer greater spectral 
efficiency, high speed internet access, video calls, broadband wireless data, and faster high speed data packet 
access (HSDPA) transmission.  There are approximately 400 3G HSDPA networks representing a penetration 
subscriber rate of 40% to 45%.  Recent advances in 3G data rates are being well received and should expand 
penetration to 70% by 2012.  Cell phone global demand has grown from 115 million in 1997 to 1.2 billion in 
2008 propelled by availability, popularity, replacement, and technology enhancements including internet 
access, email, and digital media.  Unquestionably these influences will spur continued growth in the years 
ahead. 
 
InterDigital has a long and colorful history in developing significant aspects of the technology that that 
developed the Wideband Code Division Multiple Access (W-CDMA) air interface (used by current 
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deployments of 3G networks around the world) to connect the physical layer of Universal Mobile 
Telecommunications System (UMTS).  The W-CDMA standard data interface was largely the concept of 
InterDigital to achieve higher speeds, capacity, and lower cost than previous Time Division Multiple Access 
(TDMA).  Older CDMA versions typically have spectrum slices of just 1.5MHz  
compared with W-CDMA’s of 5.0MHz.  Code Division Multiple Access was first developed for military 
applications in WWII because it was virtually impossible for the enemy to jam the transmissions or even 
know they were occurring.  W-CDMA is ideal for today’s cell environment as it has no limits to the number 
of users and is suited to a large number of transmitters, each with a small traffic profile and at irregular 
intervals. 
 
China has decided to standardize 3G adoption on Time Division-Synchronous Code Division Multiple 
Access (TS-SCDMA).  There are presently 39,000 base stations and rollout should begin within the next year 
or two.  No royalty agreements have yet been awarded, but InterDigital is the leading patent holder of this 
technology. 
  
The fourth generation (4G) is still in early stages of development and probably at least three years away from 
meaningful implementation.  The key changes will be dramatic increases in transmission speeds.  The 
Standards efforts are being conducted under the name of Long Term Evolution Advanced (LTE Advanced) 
and 3G Partnership Project (3GPP).  Importantly, the underlying technology is expected to build on the W-
CDMA footprint.   The current 5.0MHz of bandwidth is expected to reach at least 20.0MHz and go as high 
as 100MHz.  This will keep InterDigital engineers in familiar territory to advance the speed and capacity 
capabilities to meet tomorrow’s demands. 
 
InterDigital currently has royalty agreements covering almost 50% of all cell phones.  The anticipated 
agreement with Nokia later this year will boost this to almost 90%.  As InterDigital’s current license 
agreements become universal, and, considering the company’s probability of being at the forefront of new 
technological advances, InterDigital should be positioned for considerable revenue and profit growth in 
future years.  Total cell phone growth did contract 10.5% in the December quarter, but CDMA-based phones 
continue to grow and significant market share gains represented by Nokia should offset the economic-related 
handset weakness. 
 
It must be remembered that in the 2G rollout, Qualcomm was able to develop proprietary technology 
(CDMA2000) and thus gain a competitive advantage.  The 3G rollout is substantially different.  
Manufacturers know they require multiple license agreements because of the complexity and demands of data 
image transmission, video, and ultra high speeds.  Standards bodies are now an important part of technology 
development necessarily allows all developers an even hand in determining license credibility that will 
ultimately lead to royalty paying patent agreements.  
 
In addition to the cellular phone market, InterDigital has been active in the non-cellular unlicensed spectrum 
market represented by the Institute of Electrical and Electronics Engineers 802.11 (IEEE802.11).  These are 
commonly known as Wi-Fi and Local and Metropolitan Area Networks.  These short range, high bandwidth 



Trantum Investment Management 
         

      3200 West End Ave, Suite 500 
           Nashville, TN  37203 
           P: (615) 522-5012 F: (615) 783-1732  
           www.timcofunds.com 

 

The research product that has been provided to you as part of this service has been produced with as much concern over         factual 
accuracy as possible; however, the reader should be aware that in spite of substantial due diligence, factual errors can and do occur.  
From time to time, the author is making investment judgments based on fundamental research that could prove to be wrong in both the 
near and long term time frame. The author may have personal investments in the one or more of the companies included in the 
research product.   In addition, no representation can be made as far as the suitability of the prospective investment with regard to the 
readers' financial where-with-all or risk-averse proclivity to determine the proper suitability of the suggested investment.  The author 
assumes no obligation to disclose changes in the investment recommendation of a particular stock or sector. 

markets were primarily developed for data.  This technology was introduced in 1998 and semiconductor 
shipments have doubled each year reaching 300 million by 2007.  Growth has been stimulated by improved 
technology enabling higher data rates, longer distances, and roaming capability.  In addition, InterDigital has 
aided in the development of 802.16 (WiMax at higher data rates) and 802.21 (seemless handoff between 
different interfaces).  The IEEE802.21 effort aims at merging 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. 
 
Finally, InterDigital has developed the SlimChip which is a family of mobile broadband modem solutions that 
integrates old cellular digital technology and supports digital cellular functionality for 3G.  It features a 
modem that is separated from the applications processor and peripheral functions thus allowing 
manufacturers to customize the modem to a variety of devices such as feature phones and data cards.  The 
SlimChip family is available for sale or license. 
 
Reasons to Own: 
 

• In the near term, 2009 consensus earnings estimates are likely conservative reflecting 
economic concerns and limited earnings visibility that is typical in patent licensing firms.  
However, the Samsung $400 million is finalized, and Nokia is the likely next significant deal 
this year for 3G.  InterDigital and Nokia reached a 2G deal totally $253 million 2G several 
years ago.  The anticipated revenue gains are not tied to near term economic trends. 

• In the longer term, recently negotiated royalty agreements with Research-In-Motion, Apple, 
HTC, among others, should begin to meaningfully contribute to revenue and earnings in 2010, 
and worldwide cell phone market penetration remains less than 20%.  Technology is driving 
price down to points of economic affordability to less developed countries and populations.  
The largely debt free balance sheet and anticipated cash build-up allows management to 
continue stock repurchase, and either take advantage of investment opportunities or become 
an attractive take-out candidate.  

 
Near term catalysts to further valuation appreciation: 

• The Samsung agreement should increase the likelihood of reaching an agreement with Nokia 
(39.8% share) in the second half of 2009 at an amount that may approximate the Samsung 
(16.7% share) $400 million level even though the Samsung deal included both 2G and 3G but 
excluded 802.xx and certain unspecified 3G extensions. 

• Completed Samsung and Nokia patent agreements should give InterDigital improved standing 
that will permit less costly and time-consuming patent renewals   

• Investors may look forward to 3G patent license agreements with Motorola, Siemens, and 
Sony Ericsson; as well as 802.xx agreements with Samsung 

• With prospects for record earnings in 2009, InterDigital’s institutional ownership could 
expand beyond the current 39.5% level  
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Investment risks: 

• Management is about to reach a threshold of unprecedented earnings through strong 
negotiating skills, it must demonstrate an equal prowess at managing success   

• 4G technology is coming fast, InterDigital must correctly position research and development 
in order to maintain competitive advantage  
      

 
Business 
 
InterDigital Communications is a pioneer in the development of efficient wireless technology, particularly 
time division multiple access (TDMA), code division multiple access (CDMA) and wideband code division 
multiple access (W-CDMA).  Aspects of these technologies are used broadly in cellular telephone applications 
throughout the world.  The company designs, develops and provides advanced wireless technologies and 
products to the voice and data communications industry and licenses to manufacturers of 2G, 2.5G, 3G and 
IEEE 802.XX products worldwide.  The company is particularly well-positioned in the development and 
implementations of High Speed Downlink Packet Access (HSDPA) and High Speed Uplink Packet Access 
(HSUPA).  Management is also active in the 3G Partnership Project (3GPP) and the Long Term Evolution 
Advanced based on Orthogonal Frequency Division Multiplexing (OFDM) and Multiple Input Multiple 
Output (MIMO).   
 
      
 
Earnings 
 
Current consensus earnings numbers are close to $2.00 per share in 2009 on $310 million in revenue, up from 
$0.57 per share in 2008 and $228 million revenue.  At this juncture, it appears reasonable that the earnings 
and revenue numbers could be significantly above the consensus.  This assumes that Nokia will agree to a 
royalty agreement this year and that SlimChip will be sold for $75 million.  As shown in the earnings table that 
follows, revenues could reach $384 million with earnings approaching the $3.60 per share level.  Beyond 2009, 
base earnings level should be close to the $3.00 per share with some stock repurchase, no significant 
acquisition, or takeover.  Cash could conceivably reach $400 million level or $8.88 per share, representing 
30% of current market valuation. 
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Projected 5-Year Income Statement 
 

Actual Actual Est Est Est Est Est

2007 2008 2009 2010 2011 2012 2013

Revenues

Licensing-Recurring 234,232$   216,092$   184,000$   160,000$   150,000$   130,000$   120,000$   

Technical solution 5,100$       

Non-refund, non-recurring 7,277$       

Samsung -$           91,000$     100,000$   100,000$   109,000$   20,000$     

Nokia -$           20,000$     50,000$     80,000$     100,000$   100,000$   

Sony Ericsson -$           -$           25,000$     25,000$     25,000$     25,000$     

Apple, RIMM, HTC -$           40,000$     40,000$     60,000$     90,000$     120,000$   

Total Revenue 234,232$   228,469$   335,000$   375,000$   415,000$   454,000$   385,000$   

Operating Expense

Sales and Marketing 7,828$       9,161$       10,050$     12,634$     14,525$     15,890$     15,400$     

G&A 24,210$     26,576$     30,150$     33,750$     37,350$     40,860$     34,650$     

Patents admin 67,587$     58,885$     63,650$     71,250$     62,250$     68,100$     57,750$     

Development 87,141$     101,254$   83,750$     86,250$     83,000$     90,800$     77,000$     

Litigation contingency 24,412$     (3,940)$      6,700$       7,500$       8,300$       9,080$       7,700$       

Total expense 211,178$   191,936$   194,300$   211,384$   205,425$   224,730$   192,500$   

Income from Operations 23,054$     36,533$     140,700$   163,616$   209,575$   229,270$   192,500$   

Interest and other, net 8,949$       3,429$       4,000$       4,000$       4,000$       4,000$       4,000$       

Sale of SlimChip -$           -$           75,000$     -$           -$           -$           -$           

Pretax Income 32,003$     39,962$     219,700$   167,616$   213,575$   233,270$   196,500$   

Tax 11,999$     13,755$     76,895$     58,666$     74,751$     81,645$     68,775$     

Effective tax rate 37% 34% 35% 35% 35% 35% 35%

Net income 20,004$     26,207$     142,805$   108,950$   138,824$   151,626$   127,725$   

Weighted diluted shares 49,489       45,982       42,000       40,000       38,000       36,000       34,000       

Diluted EPS 0.40$         0.57$         3.40$         2.72$         3.65$         4.21$         3.76$         

% of Revenue:

Sales and Marketing 3.3% 4.2% 3.0% 3.4% 3.5% 3.5% 4.0%

G&A 10.3% 12.3% 9.0% 9.0% 9.0% 9.0% 9.0%

Patents admin 28.9% 27.2% 19.0% 19.0% 15.0% 15.0% 15.0%

Development 37.2% 46.9% 25.0% 23.0% 20.0% 20.0% 20.0%

Litigation contingency 10.4% -1.8% 2.0% 2.0% 2.0% 2.0% 2.0%

Total expense 90.2% 88.8% 58.0% 56.4% 49.5% 49.5% 50.0%

Income from Operations 9.8% 16.9% 42.0% 43.6% 50.5% 50.5% 50.0%  
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Selected Balance Sheet and Rate of Return Statistics 
 

Selected Balance Sheet and Rate of Return Statistics

(000)

Jun 07 Sep 07 Dec 07 Mar 08 Jun 08 Sep 08 Dec 08

NI (4,406)$         8,717$          (1,980)$        7,317$          5,852$           9,209$          3,829$         

Equity 139,135$      154,551$      137,067$      127,142$      115,684$       89,849$        87,660$       

Avg Equity 146,843$      145,809$      132,105$      121,413$       102,767$      88,755$       

ROE 23.7% -5.4% 22.2% 19.3% 35.8% 17.3%

Cash & Equivalents 191,633$      189,824$      177,467$      240,145$      238,195$       187,666$      141,660$     

LT Debt 1,093$          1,833$          2,406$          2,334$          2,264$           1,394$          1,394$         

Total Assets 507,220$      536,378$      534,885$      509,986$      499,007$       446,461$      405,768$     

Cash to Assets 38% 35% 33% 47% 48% 42% 35%

Assets to Equity 3.65              3.47              3.90              4.01              4.31               4.97              4.63             

Fully Diluted Shares 48,774          47,210          47,320          46,450           45,813          44,341         

Cash per share 3.89$            3.76$            5.07$            5.13$             4.10$            3.19$            
 
 
 
 
Conclusion 
 
 
InterDigital has graduated to a new level/visibility in cellular technology.  Approximately 50% of industry 
suppliers of 3G handsets pay IDCC a royalty, leaving out only Nokia and SonyEricsson which will likely join 
the ranks by year end.  Beyond 2009, core earnings should be in the $3.00 per share level which should 
support a $45 stock price.  A premium above this level depends on the successful uses and deployment of 
excess cash.  Despite the world’s economic travails, people-to-people/people-to-device/device-to-device 
wireless communications demand is expanding exponentially and InterDigital owns substantial intellectually 
property that will be at the forefront of network development as far as the eye can see.      
     
 
 
 


