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INTERDIGITAL, INC. (IDCC-Q) Rating:  Buy
12-Month Target: $118.00 

PROCESS CONTINUES: STOCK FUNDAMENTALLY UNDERVALUED 
  

MARKET INFO: IDCC-Q

Closing Price $49.54

Quarterly Dividend $0.10

Annualized Yield (Based on Last Trade) 0.81%

Target Price $118.00

Potential ROI (Based on Last Trade) 238.2%
52 Week Range ($)

Market Cap ($mm) (Based on Last Trade) $2,251.30

Cash (mm) $701.11

Debt (mm) $188.88

Enterprise Value (mm) (Based on Last Trade) $1,739.06

Shares o/s (mm) 45.4

FD Shares o/s (mm) 51.3

Avg Volume (previous 3 months) 2,577,970 

FYE: Dec 31 FY2010A FY2011E FY2012E

Revenue (mm) 394.55 396.86 483.56

EBITDA (mm) 263.80 258.88 344.00

EBITDA margin (%) 66.9% 65.2% 71.1%

EPS $3.48 $3.14 $4.26

FD EPS $3.43 $3.11 $4.22

VALUATION FY2010A FY2011E FY2012E

EV/Sales 4.4X 4.4X 3.6X

EV/EBITDA 6.6X 6.7X 5.1X

P/E 14.4X 14.4X 11.8X

Source: Capital IQ,  M Partners

$22.81 / $82.50

 
 

 
 

 
 

PROCESS CONTINUES 

 Last night Interdigital announced that the process it began July 19th continues. We 
reiterated this in an inter-day note yesterday. 

 The company continues to explore multiple strategic options, which include the sale 
of the entire company or select assets, to a single buyer or a consortium.  We 
believe that a transaction will occur soon and that last night’s press release is a 
direct response to unfounded rumours that caused the stock to decline by over 20% 
Monday afternoon. 

SUM-OF-THE-PARTS VALUATION RANGES ABOVE OUR TARGET 

 Preponderance of evidence from various third-party experts assert that IDCC ranks 
among the top two or three 4G/LTE patent portfolios globally.  

 Although the actual values of the Nortel LTE patents acquired earlier this year 
remain undisclosed, third-party assessments range from a low of $1.4B to a high of 
$2.0B. The Nortel patent portfolio is ranked among the top 6 or 7 LTE patent 
portfolios. 

 We estimate the IDCC LTE patents to be worth $3.6B or approximately $70.00 per 
diluted share. At $1.4B, third-parties have articulated the potential LTE patent 
portfolio to be worth $3.3B. 

 Using a DCF analysis based on IDCC’s potential value to a strategic acquirer, the 
high value range for IDCC’s business calculates to $167 per share. 

WITH 4G/LTE PATENTS WORTH BETWEEN $3.3B AND $3.6B 

 We derive a value for IDCC’s 3G patents of $27.50 per fully-diluted share, based on 
our pre-takeout valuation for the 3G patents which included the discounted value of 
existing per-unit agreements, and the value of LG and Samsung renewals and other 
fixed licenses, less per-unit prepayments.  Our 3G valuation does not include 
potential licenses with Nokia, ZTE, Huawei and others.  We remind investors that 
InterDigital has recently initiated litigation against these companies. 

 We derive a value of $14.50 per fully-diluted share, based on net cash after the 
exercise/conversion of dilutive securities.  

 Previously, we estimated IDCC’s engineers to be worth about $615.5M, or $12.00 
per fully-diluted share. 

 Incorporating $3.3B LTE portfolio value, our sum-of-the-parts valuation derives a 
fully-diluted per share value of approximately $118.00. Our $3.6B value assessment 
of LTE patents implies a value of $124.00. Both of these sum-of-the-parts 
calculations are at or above our current $118.00 target. 

 

 

 

 

 

 

 

 

 

Sum of Parts
Value        

(In MM)
Per Share

Net cash* $701.1 $13.67
Cash from exercise of warrants/options, less converted debt $44.8 $0.87
Existing Per-Unit Agreements $738.7 $14.40
LG and Samsung Renewals $773.9 $15.09
Other Fixed Licensees $72.3 $1.41
4G/LTE Asset $3,300.0 $64.33
Engineers/Human Capital $615.5 $12.00
Less:   Per Unit Pre-Payments -$179.9 -$3.51
TOTAL $6,066.4 $118.26

Effect of Dilution (MMs) Shares Issued
Net Cash 
Received

Existing Common Stock 45.4           $0.0
Options 0.7            $9.4
Restricted Stock Units 1.2            $0.0
Convertible Debt*, Net of Hedging Program 4.0            $265.4
TOTAL 51.3          $274.8
*Debt cancelled by conversion

Source: M Partners, Company reports
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SUM-OF-THE-PARTS BUY-OUT VALUATION IS IMPORTANT TO KEEP RUMOURS IN CONTEXT 

 Regardless of the strategic decisions that the company makes regarding assets, the total sum-of-the-parts should calculate within a 
reasonable range of our target.  We believe that the fairway resides between $110.00 and $130.00 per share. 

 There are likely to be more rumours regarding valuation until the process concludes. We suggest that investors maintain perspective on 
rumours and treat bear rumours as buying opportunities. 

DCF VALUATION – LICENSING & CROSS-LICENSING – INFERS THE HIGH-END RANGE 

 Based on a strategic acquirer licensing (or deriving value through cross-licensing) 85% of the market for all 3G and 4G/LTE devices, we 
derived an enterprise value of approximately $7.7B and a fully-diluted market cap of $8.5B.  Our estimate used an 18% after-tax discount 
rate with a terminal decline in licensing revenue of 10% beginning 2017, and assumed a mean licensing rate of 0.7% for 3G and 1.1% for 
4G/LTE.  On a fully-diluted basis, we derived a value of roughly $167 per share. 

THE STOCK TRADES LIKE THERE IS NO TRANSACTION – AND IT IS UNDERVALUED ON A FUNDAMENTAL BASIS  

 For the first 6 months of the year, IDCC’s average trading price was $45.25 and our 12-month price target was $54.50.  After the Nortel 
auction, we increased our price target to $65.50, to reflect the increased value of the company’s 4G/LTE portfolio. 

 After closing at $49.54 yesterday, the company is fundamentally undervalued.  Last night’s announcement by the company makes IDCC 
shares a screaming buy at these levels. 

OUR VALUATION IS BASED ON THE CONCLUSION OF A MEANINGFUL TRANSACTION 

 We do not know what strategic outcome will occur. However, the company maintains that it would not have entered into this process if it 
did not believe that the patent portfolios were worth more than the current fundamental value of the operating company. 

 Our fundamental valuation does not include potential cash flow from Nokia, Huawei, and ZTE.  

We reiterate our BUY recommendation and $118 price target. 
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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:  

Exploration Orbite V.S.P.A. Inc. Lakeshore Gold Corp. Balmoral Resources Ltd. 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 No No No

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

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 Yes No 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 No No 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. Yes Yes Yes No

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

Has the analyst preparing the report received compensation based upon M Partners 
investment banking reveneus for this issuer? No No No 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.  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 June 30, 2011

Buy 40 95%

Sell 1 2%

Hold 1 2%

Total 42 100%


