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INTERDIGITAL INC. (IDCC-Q) Rating:  Buy
12-Month Target:  $48.00 

Q4’10 GUIDANCE AND INSIGHT FROM TWO DAYS OF MARKETING 
  

MARKET INFO: IDCC-Q
Closing Price $33.46
Target Price $48.00
Potential ROI 43.5%
52 Week Range ($)
Market Cap ($mm) $1,482.91
Cash (mm) $563.58
Debt (mm) $0.54
Enterprise Value (mm) $919.87
Shares o/s (mm) 44.3
Avg Volume (previous 3 months) 509,770     
FYE: Dec 31 FY2009A FY2010E FY2011E
Revenue (mm) 297.40 395.30 397.43
EBITDA (mm) 185.16 266.76 281.03
EBITDA margin (%) 62.3% 67.5% 70.7%
EPS $1.95 $3.49 $3.59
VALUATION FY2009A FY2010E FY2011E
EV/Sales 3.1X 2.3X 2.3X
EV/EBITDA 5.0X 3.4X 3.3X
P/E 17.2X 9.6X 9.3X
Source: Capital IQ,  M Partners

$22.30 / $36.81

 

 

Q4’10 GUIDANCE AHEAD OF CONSENSUS 
 On Friday, Nov 12, InterDigital released Q4’10 revenue guidance of between $92M 

and $94M representing Y/Y growth of ~21%.  This was ahead of consensus 
expectations of $91.0M and also sequentially ahead of Q3’10 performance of 
$91.9M.     

 Guidance included a $4.3M final payment from Beceem for technology solutions 
whose agreement is expected to terminate due to its acquisition by Broadcom 
(BRCM-Q).  Guidance does not include “past infringement” revenue that often 
results from regular licensing audits on per unit device sales, nor does guidance 
include revenue from new licensees.  

 Considering the recent pace of on-boarding new licensees over the past four 
quarters, and the rate of new OEMs manufacturing Android-based mobile devices, 
there is a strong possibility of new licensee signings during the quarter.  Moreover, 
during the Q3’10 conference call, management highlighted that their licensing team 
has never been bigger and has been very active.   

 We have refined our Q4’10 and FY’10 forecast to reflect the company’s guidance.  
For Q4’10, we are forecasting revenue of $96.0M and adj. EBITDA of $64.1M.   

Historical M Partners Change
($mm) Q3'10A Q4'09A Q4'10E Q/Q Y/Y
Revenue $91.9 $76.4 $96.0 4.5% 25.7%
Adj. EBITDA $61.4 $47.5 $64.1 4.4% 35.1%
  EBITDA (%) 66.8% 62.1% 66.8% -            +469 bps
EPS $0.79 $0.88 $0.81 2.9% -7.6%
Source: M Partners, Capital IQ  

MARKETING MEETINGS – WHAT WE LEARNED 
 On November 2nd and 3rd, we accompanied management for two days of marketing 

where they met with 18 institutional investors. Here is what we learned: 

o LG must and will renew its 3G licenses. However, IDCC is intent on 
including 4G/LTE license agreements into negotiations. The inclusion of 
4G/LTE licenses may result in a small delay in renewal, which would be made 
up in past infringement payments. 

o There is no dispute that Nokia is in violation of IDCC patents. The 
current litigation track is intended to establish timelines and scope of 
infringement for independent negotiations towards closing a gap in price. We 
believe that 4G/LTE licenses may also be part of the discussion. With IDCC’s 
current balance sheet strength, it now has the patience to terms that are 
broadly favourable. 

o M2M patent licensing should become a larger contributor to revenue 
on a percentage basis over time. Although per unit contribution should be 
less, sheer volume will drive high revenue contribution over time. IDCC 
currently has 60% of the M2M market under license. 

o IDCC expects to get to 100% of all 3G devices under license, 
although 2G licensing topped out at 85%. Currently, it has 
approximately 50% under license. Its expanded licensing group is currently 
engaged in negotiations with all or most unlicensed infringers. 

o In conjunction with a consortium of interested parties, IDCC has 
submitted a bid for certain Nortel LTE patents. The company expects 
the process to conclude sometime in mid-2011. 
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o The company currently has new 4G/LTE inventions deployed with a major converged network in AsiaPac. These 
inventions are network-centric and are focused on solving congestion management challenges in real time. Investors should expect 
a broader range of licensing methodologies in the future to include network patents and IP licensing. 

o The typical dividend range for technology companies is between 2% and 3% per annum with the mean at 2.7%. 
The company reiterated to all investors that when the dividend is established, it will fall within the typical range of technology stock 
dividends. 

VALUATION AND RECOMMENDATION           

Sum of Parts
Value (In 

MM)
Per Share

Cash and Equivalents $563.6 $12.79
Existing Per-Unit Agreements $709.1 $16.10

LG and Samsung Renewal $371.0 $8.42
4G/LTE Opportunity $694.3 $15.76

  Less:  LT Debt $0.6 $0.01

TOTAL $2,338.6 $53.09

  Add: Nokia ??? ???
Source: M Partners  

 Our refined Q4’10 forecast is inconsequential to our sum-of-parts target price.  IDCC 
currently trades at 3.1x and 2.9x our FY’10 and FY’11 EBITDA estimates compared 
to its peer set which trades at 14.2x and 13.0x respectively.   

 Despite the recent run-up in its share price, we believe that IDCC continues to be 
undervalued on an absolute and relative basis and maintain our BUY 
recommendation with a $48.00 target price based on a 10% discount to our sum-of-
parts analysis.  We have discounted the sum-of-the-parts per share value from 
$53.09 to $48.00 due to its jurisdiction of incorporation in Pennsylvania.  

 We are pleased with Q4’10 guidance, and we believe that statements made during 
the marketing tour de-risk our model assumptions. Most importantly, we believe that 
it is almost a certainty that Nokia and InterDigital will come to an agreement on 3G, 
and possibly some 4G licensing. We do not contemplate a licensing agreement with 
Nokia in our forecast. We reiterate our BUY recommendation. 
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Contact Information 

    
Research 
Alan Breuer ab@mpartners.ca 
Marc Johnson mj@mpartners.ca 
Michael Krestell mk@mpartners.ca 
Daniel Lee  dl@mpartners.ca 
Ingrid Rico ir@mpartners.ca 
Ryan Roebuck rr@mpartners.ca 
John Safrance jsafrance@mpartners.ca 
Ron Shuttleworth rs@mpartners.ca 
Tom Varesh tv@mpartners.ca 
  
  
Trading 
Steve Isenberg si@mpartners.ca 
Philippe Larente pl@mpartners.ca 
Steve Low  sl@mpartners.ca 
Kyle Maister km@mpartners.ca 
Jeff Maser  jmaser@mpartners.ca  
Tommy Matthews tm@mpartners.ca 
Garett Prins gp@mpartners.ca 
Adam Seanor aseanor@mpartners.ca 
Helen Spasopoulos hs@mpartners.ca 
Jeff Zicherman jz@mpartners.ca 
 
  
Advisory  
Christopher Dingle cd@mpartners.ca 
Richard Goodman rg@mpartners.ca 
Kelly Klatik kk@mpartners.ca 
Thomas Kofman tk@mpartners.ca 
Jason Matheson jm@mpartners.ca 
Michael McIntosh mm@mpartners.ca 
Thupten Samchok ts@mpartners.ca 

Who we are  
As a full-service investment bank, M Partners’ first priority lies in the financial satisfaction of its clients. In keeping with the firm’s self-imposed high standards, M Partners’ approach to investment is anything 
but standardized. Aiming to create new opportunities and ideas for clients rather than steering them towards typical investment outlets, M Partners has adopted a keen strategy of focused and relevant 
research. Such knowledge-driven efforts, coupled with the ample skills of the firm’s management, produces successful services ranging from account management to advisory engagements.  
 
M Partners received Investment Industry Regulatory Organization of Canada (IIROC) approval on April 14th 2005 and trades under broker number 97. The team currently has 23 members of varying degrees 
of financial experience, including principals Thomas Kofman and Steve Isenberg, who have a combined 35 years of financial experience and are well known in the field. This backbone of strong leadership will 
help chart the firm’s course into the future. In the coming months and years, M Partners will be focusing on a number of verticals, including environmental and infrastructure, real estate, mining, 
merchandising and consumer products, and other special situations.  
 
M Partners has strong financial backers who have extensive capital markets experience. The firm is a member of IIROC, a participating member of the Toronto Stock Exchange, The TSX Venture Exchange 
and the Canadian Investor Protection Fund (CIPF).  
 
M Partners does not make a market in an equity or equity related security of the subject issuer. 
 
Disclosure  
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The opinions expressed are based upon our analysis and 
interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein.  
In accordance with Policy 3400 of IIROC, M Partners hereby confirms as of the date of this report:  

` InterDigital Inc.

Does M Partners or its affiliates collectively beneficially own 1% or more of any class of equity securities of 
the company which is the subject of the research report. No

Does the analyst or any associate of the analyst responsible for the report or public comment hold shares 
in the company. No

Has M Partners or a director or officer of M Partners or any analyst provided services to the company for 
remuneration other than normal investment advisory or trade execution services within the preceeding 12 
months, (may seek compensation for investment banking services from the company herein within the 
next 3 months). No

Is any director, officer, employee or research analyst an officer, director or employee of the company, or 
serves in an advisory capacity to the company. No

Has the analyst has viewed the material operations of the company. We define material operations as an 
issuer's corporate head office and its main production facility or a satellite facility that is representitive of 
the company's operations. No

Did M Partners provide investment banking services for the company during the 12 months preceding the 
publication of the research report? No

Has the analyst preparing the report received compensation based upon M Partners investment banking 
reveneus for this issuer? No  

Dissemination 
All final research reports are disseminated to institutional clients of M Partners simultaneously in electronic form.  Hard copies will be disseminated to any client that has requested to be on the distribution list 
of M Partners.  All research reports are also posted on the website of M Partners Inc., at www.mpartners.ca.  Reproduction of this report in whole or in part without permission is prohibited. 

Research Analysts  
The Research Analyst(s) who prepare this report certify that their respective report accurately reflects his/her personal opinion and that no part of his/her compensation was, is, or will be directly or indirectly 
related to the specific recommendations or views as to the securities or companies. M Partners compensates its research analysts from a variety of sources and research analysts may or may not receive 
compensation based upon M Partners investment banking revenue.  
 
Rating System  
Buy: price expected to rise  
Sell: price is inflated and expected to decrease  
Hold: properly priced  
Speculative Buy: price expected to rise; material risk to the investment exists 
Under review: not currently rated 
 
 Summary of Recommendations 

as of September 30, 2010

Buy 28 88%

Sell 1 3%

Hold 2 6%

Under Review 1 3%

Total 32 100%


