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PART |
Item 1. BUSINESS

General. InterDigital Communications Corporatiom{grDigital"), a public corporation incorporatedthe Commonwealth of Pennsylvania,
develops technology for advanced digital wireledsdommunications applications. In conjunction viightechnology development,
InterDigital has developed specific products incoghing its proprietary technologies for market aate. InterDigital has also developed an
extensive body of technical know-how and a broadmtgportfolio related to those technologies andteel product embodiments. InterDigital
offers its customers, licensees and companieswtiibh it has strategic relationships what it bedigvs unique access to both Time Division
Multiple Access ("TDMA") and wide band Code Divisidlultiple Access ("CDMA") proprietary and standambmpliant digital wireless
technology.

Since its inception, InterDigital has expended tatital sums to develop its patented technologisisblish and continuously upgrade the
patent portfolio owned by InterDigital Technologgi@oration ("ITC"), a wholly-owned subsidiary, déme and commercialize products
delivering the advantages afforded by its technekgand establish a market for those productsrigital had an accumulated deficit of
approximately $160 million as of December 31, 1998.

Strategy. InterDigital's strategic objective iggtow as a leading-edge provider of communicatienhrology. InterDigital believes achieving
that position will enable it to deliver sustainabkrnings growth through a combination of reverft@s strategic engineering relationships,
product sales, licensing and alliances.

B-CDMA Alliance (TM) Program. The Company's curré®CDMA Alliance program relates to its proprietdyoadband Code Division
Multiple Access(TM) ("B-CDMA(TM)") air interface hnology, InterDigital's trademarked brand of wicsnd CDMA technology. Under

the B-CDMA Alliance program, InterDigital seeksédstablish strategic relationships with key compaimehe telecommunications industry,
with the objectives to (i) spread the commercidglmaof products based on its technologies, (iDayate licensing revenues through the
product sales involving its licensed technologied the marketing activities of InterDigital's B-CDWAlliance partners and licensees, and
(iiif) continue its development of its B-CDMA techogy for a possible range of extended applicatguch as packet data and Internet access

In December 1994, InterDigital initiated the B-CDMMliance program by entering into an integratedeseof agreements with Siemens
Aktiengesellschaft ("Siemens") covering UltraPhdt)egystem marketing and product development, watedliCDMA technology
development, TDMA and CDMA patent licensing andestareas of cooperation. InterDigital entered itt@econd B-CDMA Alliance with
Samsung Electronics Co., Ltd ("Samsung") in Felyrd@96. The Samsung agreements cover B-CDMA teclyalevelopment, TDMA and
CDMA patent licensing, product development, tecbggltransfer and other areas of cooperation. Inchld©98, InterDigital entered into its
third B-CDMA Alliance with Alcatel Espana ("Alcat8lcovering B-CDMA technology development, patéoehsing, product development
and sales, technology transfer, standards suppuaitother areas of cooperation.

In February 1999, Siemens withdrew from the curB2®@DMA development project. In connection therdwilicatel is re-evaluating its role
in the B-CDMA development project. (See "- B-CDMA&dhnology and Product Development - B-CDMA AlliariR&tners".)

Strategic Engineering Relationships. In Januan®l@&erDigital initiated its effort to create siegic engineering relationships when it
entered into an agreement with Nokia Corporatidiokia") providing for the development of new teclogy for third generation wireless
communications products designed for high dataapptications, such as Internet access. The agreats® includes royalty bearing TDMA
and CDMA patent licenses, which are paid up gehetfalough the project period, and provide a suefor
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determining the royalty payments thereafter. InigitBl is positioning itself through this arrangemh¢o deliver significant value to compan
seeking to develop third generation ("3G") standamahpliant technologies and product embodimentss fi&w relationship supports
InterDigital's strategic shift, from a suppliermbprietary, finished systems to a provider of caminations technology to the industry as a
whole.

Licensing. InterDigital has also sought to captakie from ITC's patent portfolio based upon thiedty usage of the underlying inventions.
In this regard, ITC implemented a comprehensivergdicensing strategy which started in 1993. ITférs licenses to make, have made, use
or sell products incorporating its patented invemgi Together with InterDigital, ITC offers non-&xsive, royalty bearing patent, technology
and know-how, and trademark licenses to telecomaations manufacturers that manufacture, use graélitend to manufacture, use or
sell, equipment that utilizes InterDigital's extimesportfolio of intellectual property. InterDigiticenses its technologies both to companies
with whom it has strategic relationships (includadiance partners) and to other companies. Thi#sgshave lead to patent license
agreements with a total of eighteen companies &eoémber 31, 1998. One licensee has been add€®% bringing the total to nineteen as
of March 30, 1999. (See, "Technology and Patergrising" and Item 3. "Legal Proceedings".)

InterDigital's licensing and alliance programs heagulted in the recognition of $92.5 million, $&n@lion and $28.7 million of licensing,
alliance and other strategic partner revenue ir8,19997 and 1996, respectively.

Products. InterDigital markets and sells the Ulhaife product, which is a fixed wireless local loagdio telephone system (based on
InterDigital's TDMA technology) providing businessand households access to basic telephone sémaegh a wireless local loop.
InterDigital markets the UltraPhone product in stdd markets around the world as an optimal saiutiorural telecommunications needs.
However, in early 1998, InterDigital ceased re-apgring and re-design efforts on this product. Byii998, InterDigital had approximately
$4.9 million of sales related to the UltraPhonedoiat, as compared to approximately $43.8 milliod997.

InterDigital and its B-CDMA Alliance partners haakso started to market wireless local loop radiepieone systems based on InterDigital's
B-CDMA technology. Field trials of these systems i progress. InterDigital's B-CDMA product is kmoas the TrueLink(TM) product.
InterDigital plans to sell TrueLink components,lirding ASICs (Application Specific Integrated Ciits). During 1998, InterDigital had
approximately $1.9 million of sales related to tdtigital's TrueLink(TM) product, including servigevenues to Samsung and ASICs and
other components sold to Siemens for its integndtito pre-production products.

Risks. InterDigital's strategy is forward lookingnature and, as such, is inherently subject ks @®d uncertainties. The successful
commercial development and deployment of Inter@iitechnologies and products based on thosedkaiias, engineering-based
partnerships and projects, the development of madite earnings growth, and the receipt of revemmesiependent upon many factors, some
of which are detailed elsewhere in this Form 1G#Gh as technological achievement, the continuédatean of the theories upon which the
new technology is being designed, the world maidethose technologies and products, the effeth®fSiemens withdrawal, Samsung's
continued participation in the B-CDMA Alliance aimdB-CDMA product develeopment and sales, the auiof Alcatel's re-evaluation of

its commitment to the B-CDMA Alliance, the fulfillemt of InterDigital's expectations by companieshwihom it has a strategic relationship,
the continued validity of InterDigital's patentsetcontinued availability of debt, equity, allianmartner or other strategic relationship funding
sufficient to support an increasing level of effoover several years and, ultimately, market aecegt of the resultant products. Other factors
which could cause actual results to differ matbribm those which InterDigital seeks to achieve detailed elsewhere in this "Business"
section and in "Management's Discussion and AralysFinancial Position and Results of Operatio@wverview and Statement Pursuant to
the Private Securities Litigation Reform Act of 599



B-CDMA Technology and Product Development

General. InterDigital, together with its B-CDMA Adhce partners, have been developing products eyiipthterDigital's B-CDMA
technology, InterDigital's particular embodimentrfle band CDMA air interface technology. The wlifphases of the development effort
have been oriented towards commercial deploymewirefess local loop products with performance aast characteristics applicable to a
market segment distinct from InterDigital's Ultraifle system. These applications include urban alpdrban deployment in both developed
and developing countries of systems providing lgjghlity voice, high-speed data transfer and mud#dia capabilities. InterDigital expects
that its B-CDMA technology could be developed fgrassible range of extended applications.

InterDigital has applied its proprietary B-CDMA tewlogy in the architecture of its TrueLink wireddscal loop product. Unlike
conventional multiple access systems which utilaio sharing techniques based on division of ab#l bandwith into narrow channels
and/or time slots, B-CDMA technology distributesltiple, simultaneous conversations and/or datastrassions across a broad segment of
radio spectrum. The TrueLink product is designeprtvide subscribers with the capability to acdeshie public switched telephone netw
on demand for voice, data, facsimile, ISDN, anceeidhultimedia services.

The TrueLink system implements a transparent wageiefrastructure which offers telecommunicatiomwiges in a point-to-multipoint
network. It consists of four major network elemetie radio carrier station ("RCS"), the remotenwek terminal ("RNT"), the radio
distribution unit ("RDU"), and the Access IntegnaftAl"). The RCS, the functional base station, reats to the public switched telephone
network through either the RDU or the local teleplngompany's central office via terrestrial linkhe RCS transmits to the RNT, which is
located on the subscribers' premises and provigesubscriber line interface to telephone equipniémd RCS transmission to the RNT
replaces the traditional wireline. Finally, the prbvides administrative and maintenance functiengtfe system. The TrueLink system is
particularly suited for urban and suburban envirents.

B-CDMA Alliance Partners. As of December 31, 1988erDigital's B-CDMA Alliance partners includedednens, Samsung, and Alcatel. In
February 1999, Siemens, as a result of a corpogatggnment in its business, notified InterDigitadt Siemens was withdrawing from the
current B-CDMA development project. As part of B€CMDA project, Siemens performed or was to perfermvariety of tasks, including
without limitation the development of a radio, gyettest and the manufacture of certain prototymefiashed product. InterDigital and
Siemens are in the process of negotiating Siemé&hsinawal from the project. However, InterDigitarcgive no assurance that it will receive
the assistance it requires or that the withdrawallme affected without a material impact on Intgifai's resource requirements related to the
project or on the project as a whole. InterDigitil not have any revenues relative to the Siemgreeanent in 1998 and does not believe that
Siemens withdrawal, on its own, will materially edf InterDigital's 1999 revenues.

Since the Siemens announcement, Alcatel has begadvaluate its commitment to the B-CDMA develemtnproject. Alcatel's decision to
continue or not continue with the project may Heeted by, among other factors, the schedule flivety of products and additional costs
and resource allocation stemming from the Siemeétigivawal. Alcatel's continuing commitment to theject will likely result in a
restructuring of the existing contractual relatioips including provisions concerning resource aldan and milestone related payments.
There can be no assurance that Alcatel and IntéeDigill agree to continue the development effarrestructure the contract. If Alcatel does
not continue to participate in the current B-CDMéveélopment effort on terms acceptable to Inter@iginterDigital may re-evaluate its
resource commitment to the development project.ithdwawal by Alcatel would not affect currently peoted 1999 revenues. However, this
action would change InterDigital's business prospeith regard to B-CDMA products, at least as ently envisioned, and could negatively
impact InterDigital's revenues beyond 1999, inalgdievenues anticipated from licensing and prodales.
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In addition, from time to time companieseealuate strategies relative to their developmeuiepts. InterDigital believes that, as is custon
in any such re-evaluation process, various projeeiisg undertaken by Samsung, including Samsurgsldpment and commercialization of
B-CDMA products based on B-CDMA technology, coutdimpacted in the future if such projects do navsithe potential for producing
acceptable profits or suitable market growth. Bseabamsung is not currently making further contiiims to the InterDigital B-CDMA
development project, any decision by Samsung wodiinue its B-CDMA products would not require iid@ital to commit additional
resources to the current B-CDMA development projecaddition, a withdrawal by Samsung would ndéeif currently projected 1999
revenues. However, as with any B-CDMA Alliance partwithdrawal from the B-CDMA program, a withdrdveg Samsung could
negatively impact future revenues that InterDigitals anticipating to derive (in the form of royedf) from the sales of B-CDMA products by
Samsung.

Competition. A number of companies, many of whioh substantially larger and have substantially tgrefnancial, technical, marketing and
other resources than InterDigital, sell or mayddtrce products which will be competitive with Iridggital's (and its B-CDMA Alliance
partners’) BEDMA products. In addition, in situations whereaigntial customer's needs for local loop servieesifs deployment of wirele
technologies, there are many existing and annouteeeektrial and satellite -based delivery systdras may be considered. Other
manufacturers offer competitive analog and digitaéless local loop systems. Fixed analog and aigillular systems are also offered to
provide service in the local loop. Competitive CDNEEhnologies are currently being deployed as e&®local loop and cellular
applications. At least one company is offering addnodules which are promoted as having the capabflconverting cellular systems into
wireless local loop systems. InterDigital belietest, if it and its alliance partners can enterrttegket ahead of certain of its competitors, its
competitive position will be enhanced. While Intégital believes that its development efforts akely to give it and its alliance partners this
competitive advantage, there can be no assuraatéterDigital will be able to accomplish its gpelther by maintaining its
commercialization schedule or otherwise. Some cditope may be further along in their developmerfibee$ than InterDigital is fully aware.
Finally, if Alcatel withdraws from the current BDMA development project and, as a result, Inteitalgeduces its investment in that proj
InterDigital's TrueLink system would have difficultompeting in the marketplace since the curremeligment project involves re-
engineering for cost-effectiveness. An inabilityp@rceived inability to compete on a price or otha@sis may result in a decision by
InterDigital to discontinue or limit this produdhé.

Even in that competitive environment, however, iDtgital believes that its EEDMA technology has several advantages as comparetthe
currently available or developing digital wireldsshnologies in these applications:

o Robust Radio Signal. The B-CDMA radio signabipected to have extremely high immunity to intezfere and multipath fading because
the radio signal is spread over a larger bandwitth that utilized by other technologies. In adudiifithe advanced digital signal processing
techniques employed in InterDigital's B-CDMA teclogy implementation are expected to allow a greptetion of a degraded signal to be
recovered.

o Simplified Network Planning. InterDigital's B-CDMtechnology allows nearly all available radio fuegcies to be utilized in each cell site.
This simplifies frequency planning and the proaafssell site planning and network expansion as camag to other digital wireless
technologies.

o Bandwidth on Demand. InterDigital expects thettH5tCDMA technology will allow operators to offegrsices supported by bandwidth on
demand to their customers. This means that cussoaer, through a single air interface, readily as@efull range of services ranging from
basic telephony to ISDN.

o System Design Flexibility. The B-CDMA air intectechnology has been designed to allow prodysteimentations capable of utilizing
virtually any currently available voice coding taectogy. (These technologies utilize varying ratedata transfer, which affects service
quality and system capacity). This is expectedltmaproduct developers and operators the abitithdlance the competing demands of
system capacity and service quality. InterDigitgpects that systems utilizing its BBPMA technology will have higher capacity capalit a
comparable service quality levels as compareddtesys utilizing other technologies.

o Privacy. InterDigital believes that CDMA techngies (both broadband and narrowband) allow morarseicansmission than other wirels
technologies currently available, making intentiomraaccidental eavesdropping extremely difficuithacommercially available technology.
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B-CDMA Technology, Business Strategy and Markethéligh the wireless local loop market has not getedrthe rapid growth predicted by
market analysts, InterDigital believes that thigkea continues to offer revenue opportunities. ibtgital expects that EEDMA products wil
be deployed in urban and suburban settings, in aneiad and residential applications, for voiceajdacsimile, ISDN, and video/multimedia
services, primarily through one of its B-CDMA Alfiae partners. InterDigital expects that the B-CDptaduct will compete with many of
the products with which the UltraPhone productdmspeted (see "- The UltraPhone System - Competiial Market") and against other
current and future products, some of which purpmdffer many of the advantages of InterDigital<CBMA technology. InterDigital believ:
that demand will be highest in developing countvigsich are planning significant infrastructure deyenent and where significant numbers
of persons are not presently served or are senyediguated systems, or in any areas in developé@veloping countries where the
demographics do not justify investments in cellitdirastructure. InterDigital also expects thatrtheill be demand for such products in
developed countries where there is a growing denf@anadvanced services, in particular high data ta&nsmission capability. InterDigital
intends to position itself as a provider of B-CDMAmMponents, primarily for its partners. InterDitjaigso intends to pursue additional B-
CDMA technology- based strategic relationships wlitd objectives of incorporating B-CDMA ASIC's apither components into partners'
systems, or manufacturing TrueLink by those pastfier distribution and sale by those partners. &oan be no assurance that InterDigital
will be able to form any such strategic relatiopshi

Backlog. InterDigital had no orders on backlogtfoe TrueLink product at December 31, 1998. To ttteret orders are received during 1999,
back orders are not expected to substantially effecCompany's 1999 operating results.

Production of Proprietary Products. InterDigitatieBiemens had provided contractually for the mastufa of InterDigital's TrueLink(TM)
wireless local loop product by Siemens. InterDigitaes not have any other agreements in placé&ptoduction of the TrueLink(TM)
product. As a result of Siemens withdrawal frome¢heent B-CDMA development project, InterDigitales not expect that Siemens will
continue to manufacture for InterDigital beyond tear term and, possibly, at all. Samsung is ctlyrewvaluating whether or not it desires to
become a manufacturer of B-CDMA products for Intgital. There can be no assurance that, in thedutaterDigital will be able to enter
into any agreements for the manufacture of TrueloN®EM procurement contracts for TrueLink, eitherll or on terms acceptable to
InterDigital. InterDigital has entered into an agreent with Texas Instruments, Inc. to manufactaterDigital's new integrated chip based on
InterDigital's B-CDMA technology. InterDigital aripates that, in the future, such chips may be etatkand sold to differing markets by
either Texas Instruments or by InterDigital.

Strategic Engineering Services and Product Developamt

Based upon the core competencies of its enginegrimgp resulting from its research and developmenrk in the TDMA and wide band
CDMA arenas dating back to the 1980's time petiioiggrDigital believes that it is positioned to deli significant value to companies seeking
to develop 3G compliant technologies and produdiaiiments. In the first of such arrangements, Ditgital and Nokia entered into a
strategic technology development agreement in Jaril®#99 covering the development of new technolimgy8G wireless communications
products designed for high data rate applicatisnsh as Internet access. The agreement providemtaeDigital is to deliver technology
building blocks for Nokia to use in 3G wireless gwots. The agreement provides that Nokia will ftimel project, maintain an active role in
the development plan and, when the developmemnigptete, be able to use the technology in 3G prisduitterDigital is to own the
developed technology and will have the abilityiteihse the technology to other companies, as walkaign, manufacture, sell and use
products and components that utilize that technoldge Company continues to approach other majecaenmunication companies with the
objective of structuring strategic engineering &&s relationships, particularly within the 3G metrk

As of March 1, 1999, InterDigital employed approzately 135 people whose primary responsibilitiesB4@DMA and 3G technology
development, and additionally utilizes the effat®utside engineering resources and engineeringibations from companies with whom it
has strategic relationships. Further developmemtefDigital's technologies may require additiotgadhnical and administrative support, as
well as additional marketing resources and higbeels of sustained efforts for the next severats/da
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addition, if InterDigital were to restructure therent B-CDMA development project in a manner tiegjuires it to make additional
commitments, InterDigital could require significatditional engineering resources. The recruitroépersonnel with technical expertise in
wireless communications technology developmenighli selective and competitive. In addition tom@ting high quality engineers,
InterDigital intends to attempt to satisfy its inasing need for engineering resources through, groibrer things, consulting services and
further strategic relationships. The failure toatt and retain highly qualified personnel coulgtifere with InterDigital's technology and
product development efforts.

InterDigital has expensed $17.2 million, $24.2 roiland $21.6 million during 1998, 1997 and 19@&pectively, related to all of its research
and development efforts for both TDMA and B-CDMAskd product development.

Technology and Patent Licensing

General. InterDigital's patents, patent applicatiand rights to file patent applications on cerfatnre inventions are owned by ITC. ITC
currently holds approximately 123 United States approximately 331 non-U.S. patents relating sjeadlyy to digital wireless
radiotelephony technology (TDMA and/or CDMA) whieRpire at various times beginning in 2004 and edtiri2019. ITC also has
approximately 15 other patents, both in the UnB&ates and in non-U.S. countries. ITC has alsd &lgproximately 61 United States and
approximately 238 non-U.S. patent applicationstirdgprimarily and variously to the CDMA and TDMadhnologies. ITC's patents have
effective terms of up to 20 years from the dat#hefr first filing.

In high technology fields characterized by rapidmde and engineering distinctions, the validity ealdie of patents are often subject to
complex legal and factual challenges and othernmio¢ies. Accordingly, ITC's patent claims are jgabto uncertainties which are typical of
patent enforcement generally. If any third partgcgssfully asserts that certain of InterDigitalisemt claims are not valid or do not cover t
products, InterDigital's licensing potential anderues could be adversely affected. In additiothénormal course of business, third parties
have asserted, and may assert in the future,ritexfigital is engaged in the infringing use ohad party's patents or proprietary technology.
If any such third party successfully asserts thtdrDigital is engaged in any such infringing useéerDigital may be required to contest the
validity of such patents or proprietary technolofgyacquire licenses to use the patented or prapyi¢echnology and/or to redesign
InterDigital's products to avoid further infringenteThe cost of enforcing and protecting the papemtfolio or defending InterDigital against
infringement claims can be significant.

Patent Licensing Activities. ITC has undertakeromprehensive licensing program, the ultimate objeatf which is the realization of
licensing revenues from third party use of invemsioinderlying its patent portfolio. ITC generalgegs to license its patents on reasonable
terms and conditions, including reasonable royatgs. ITC believes that making its patented digiteeless technologies available to third
parties will provide a potentially significant seerof revenue. In 1990, the initial digital celiutalephone standard known as 1S-54
employing TDMA technology was jointly adopted by thelecommunications Industry Association ("TIAWdaElectronics Industry
Association ("EIA") as an interim standard. ITCibeés that, in many instances, licenses for cedhits patents are required in order for
third parties to manufacture and sell digital deliyproducts in compliance with the TIA/EIA/IS- BtCellular System Dual-Mode Mobile
Station-Base Station Compatibility Standard (tH&-54-B Standard") and the 800 MHz Cellular SystéBIVIA Radio Interface, Dual-Mode
Mobile Station - Base Station Compatibility Stardiéthe "IS-136 Standard"). In addition, InterDigjibelieves that in many instances licenses
under its patents are required in order for thadips to manufacture and sell equipment in compBawith certain other TDMA-based
standards currently in use worldwide. Those stadglenrclude but are not limited to the Global SysfenMobile Communication, the
Japanese Digital Cellular Standard, Digital EnhdriCerdless Telephone and Personal Handyphone SyStemently, numerous
manufacturers supply digital cellular equipmentfooming to such standards.

At December 31, 1998, ITC had granted non-exclysiee-transferable, perpetual, worldwide, royaleating licenses to use certain TDMA
patents (and in certain instances, technology)ughes Network



Systems ("HNS"), American Telephone & Telegraph @any, Siemens, Matsushita Electric Industrial Gd.,LSanyo Electric Co., Ltd.,
Pacific Communications Systems Inc., Mitsubishidiiie Corporation, Hitachi Ltd., Kokusai Electri@C NEC Corporation, OKI Electric
Industry Ltd. ("OKI"), Samsung, Sharp Corporatilyocera Corporation, Denso Corporation and Toskibeporation. The OKI agreement
was the result of a settlement of litigation fileg ITC in 1993. Certain licenses typically contaimost favored nations" provisions, applied

a going forward basis only, and provisions whichldgin certain events, cause the licensee's diigéo pay royalties to InterDigital to be
suspended for an indefinite period, with or withthe accrual of the royalty obligation. CertainmierDigital's licensees had, in the past,
stated, among other things, that the outcome oioa ltigation over ITC's patents materially impacthe royalties due under their license
agreements. While InterDigital believes that thessitions, to the diminishing extent that they o to be asserted, are meritless, the
positions taken by ITC's licensees may impact I'EBifity to secure new licenses or to generaterrewlicensing revenue under the existing
agreements. ITC's licensing opportunities are afierted by the increasing concentration of theigty, particularly as to infrastructure,
which results in a substantial portion of the lisieig opportunities being concentrated in a smathiner of non-licensed manufacturers, many
of whom are generally opposing the validity of I$@atents in multiple forums.

At December 31, 1998, ITC had granted non-exclysiea-transferable, perpetual, worldwide, royaleating licenses to use certain CDMA
patents (and in certain instances, technologyjem&ns, Samsung, Alcatel and Qualcomm Incorpoi@@dalcomm®), and a limited, non-
exclusive, non-transferable, royalty-bearing lieetes Advanced Digital Technologies. One of theserises involved a CDMA cross-license
agreement with Qualcomm, entered into in 1994 ftieseent of litigation filed in 1993. In return farone-time payment of $5.5 million, ITC
granted to Qualcomm a fully-paid, worldwide licensause and sublicense certain specified and tkistirgg (but excluding defined aftdited
and/or granted) ITC CDMA patents (including relatidisional and continuation patents) to make agitpgoducts for 1S-95-type wireless
applications, including, but not limited to, cellul PCS, wireless local loop and satellite applicest Qualcomm has the right to sublicense
certain of ITC's licensed CDMA patents so that Qoaim's licensees will be free to manufacture alldS$S®5-type CDMA products without
requiring any payment to ITC. Neither ITC's paterdacerning cellular overlay and interference ciatien nor its current inventions are
licensed to Qualcomm. Under the settlement, Quategranted to InterDigital a royalty-free licenseuse and to sublicense the patent that
Qualcomm had asserted against InterDigital andraltyebearing license to use certain Qualcomm CDpédents in InterDigital's B-CDMA
products, if needed. InterDigital does not belithat it will be necessary to use any of such rgyb#aring or non-licensed Qualcomm patents
in its B-CDMA system. In addition, Qualcomm agresdbject to certain restrictions, to license ceraDMA patents on a royalty bearing
basis to those InterDigital customers that desingse Qualcomm's patents. The license to Interdigdes not apply to 1S-Hype systems, ¢
to satellite systems. Certain of Qualcomm's pajealtsting to key IS-95 features such as soft arficeshand-off, variable rate vocoding, and
orthogonal (Walsh) coding, are not licensed torDigital. The license to Advanced Digital Techndkgywas entered into as a part of the
spin-off of InterDigital's government contracting busssen 1996. This license is limited in its fieldugfe to CDMA technology on the date
the license.

In 1999, InterDigital entered into royalty bearinPMA and CDMA patent licenses with Nokia, which grad up generally through the
project period, and provide a structure for deteing royalty payments thereafter.

Patent Litigation

Ericsson. In September 1993, ITC filed a patenirigeEment action against Ericsson GE Mobile Commations, Inc. ("Ericsson GE"), its
Swedish parent, Telefonaktieboleget LM EricssorM"Ericsson") and Ericsson Radio Systems, Inc. ¢$3on Radio"), in the United States
District Court for the Eastern District of Virgin{ghe "Ericsson action") which was subsequentlggfarred to the United States District Cc
for the Northern District of Texas. The Ericssoti@tseeks a jury's determination that in makimejjreg, or using, and/or in participating in
the making, selling or using of digital wirelesgefghone systems and/or related mobile stationss&oih has infringed, contributed to the
infringement of and/or induced the infringemenedafht patents from ITC's patent portfolio. The Esian action also seeks an
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injunction against Ericsson from infringement aedls damages, royalties, costs and attorneys'Eeesson GE filed an answer to the
Virginia action in which it denied the allegatioofsthe complaint and asserted a Counterclaim sgekiDeclaratory Judgment that the
asserted patents are either invalid or not infrihgen the same day that ITC filed the Ericssoroadih Virginia, two of the Ericsson
Defendants, Ericsson Radio and Ericsson GE, fillavauit against InterDigital and ITC in the UnitSthtes District Court for the Northern
District of Texas (the "Texas action"). The Texasan, which involves the same patents that arestiingect of the Ericsson action, seeks the
Court's declaration that Ericsson's products danfahge ITC's patents, that ITC's patents aralitvand that ITC's patents are unenforcei
The Texas action also seeks judgment against liggabDand ITC for tortious interference with comttual and business relations, defamation
and commercial disparagement, and Lanham Act wiwmiat The Ericsson action and the Texas action haea consolidated. ITC agreed to
the dismissal without prejudice of LM Ericsson.

In December 1997, Ericsson Inc., the successoritsgon GE and Ericsson Radio, filed an actionragidir C in the United States District
Court for the Northern District of Texas (the "19B&xas action") seeking the court's declaratiohEnsson Inc.'s products do not infringe
two patents issued to InterDigital earlier in 1@&7continuations of certain patents at issue im#&s action. Later that month, Ericsson Inc.
filed an amended Complaint seeking to include the&®senew patents in the Texas action in an effortdnsolidate the two cases. In January
1998, both Ericsson Inc. and InterDigital and ITiEd motions requesting that Ericsson Inc.'s amér@emplaint be allowed and that the
1997 Texas action be dismissed, to which the Cagneéed. During the third quarter of 1998, Ericslsun filed a Motion for Partial Summary
Judgement, with respect to which InterDigital hegglied. The Court has not yet ruled on this Motiatso during the third quarter, the United
States District Court for the Northern DistrictTafxas granted InterDigital's Motion to amend itsi@erclaim by adding four additional
patents. The litigation is currently in the discovstage. InterDigital and ITC intend to vigorouslkgfend the Texas action. However, if any of
ITC's patents are held invalid, ITC's licensing agpnities and collection of royalty revenues colbddmaterially and adversely affected.

Patent Oppositions. ITC has filed patent applicetim numerous foreign countries. ITC is and exp&cim time to time to be subject to
challenges with respect to its patents and pagplications in foreign countries. ITC intends tgaiously defend its patents. However, if any
of ITC's patents or applications are revoked, ITg@tent licensing opportunities in the relevaneign countries, and possibly in other
countries, could be materially and adversely afféct

The UltraPhone System

General. The UltraPhone telephone system is aatltgiecommunications system, based on TDMA teawlwhich is designed to provide
wireless local loop telephone service as an altemto conventional wireline systems. It offeregper flexibility and ease of installation than
conventional wirelindsased systems and is designed to provide highntiae®n quality, capacity and spectrum efficienzyarge numbers
users over a broad region. Utilizing InterDigitgdaented TDMA and other proprietary technologiie,UltraPhone telephone system ena
its users, which have historically consisted pritgaf local Telephone Operating Companies ("TELCQO® offer communication services
places where the cost of, or time required fortaillfing, maintaining or upgrading conventional Jiime telephone service supports selectic
the UltraPhone system. For these reasons, theRbitree telephone system is particularly well-suitedural areas of developing countries.
Sales of UltraPhone systems accounted for apprdzlyn&%, 86% and 47%, respectively, of the totakraies of InterDigital during 1998,
1997 and 1996. Through December 31, 1998, Intet@ligas sold over 356 UltraPhone systems worldwidih, aggregate UltraPhone
product revenue totaling over $210 million.



The UltraPhone system consists of an advancedatligilio central network station serving individoalclustered subscriber units omni-
directionally covering a radius of up to approxieiat40 miles from the Base Station (depending uperterrain). InterDigital has also
developed a rapidly deployable and transportalkigsioe of the fixed UltraPhone Base Station whictasigned to provide high quality and
private telephone communications in cases of nedlisaster, tactical military situations, emergescand other temporary circumstances.

Competition and Market. The UltraPhone product cetap with wireline and wireless systems which piewhasic telephone service in
developing nations. It has competed with many efgfoducts that InterDigital expects its TrueLimbguct to compete with. (See "- B-
CDMA Technology and Product Developmer@empetition”). The UltraPhone system has beenayepl in applications ranging from rem
rural to dense urban areas, but is generally atlliand differentiates itself from competitive prottuby generally being more cost effective in
rural applications where its service features aggired. Other technologies, including wirelinedshsystems and wireless systems with
smaller service areas than the UltraPhone systengemerally more cost effective and may providearamlvanced features in dense urban
applications where the UltraPhone system is natajily marketed. Microwave-based wireless systeritls larger service areas than the
UltraPhone system and which have data transferbd#paip to 64 Kilobits per second, are generaligre cost effective than the UltraPhone
system in more remote rural applications whereltli@Phone system is also not typically marketed.

Intense price competition exists in the market iolk the UltraPhone system competes. HistoriciitgrDigital has marketed the UltraPhc
system at sales prices which generated littlenyf anargin. Absent significant cost reduction, whigould require substantial additional
engineering investment, margins are not expectéupoove. In early 1998, the Company made a stiaggision to cease re-engineering
and re-design efforts on the UltraPhone systemo#dingly, the Company does not expect improvementsargins from sales of the
UltraPhone product. In addition, InterDigital extgethat its ability to generate profitable UltralRkeasales will continue to be hampered by the
world-wide economic uncertainties, which InterDagibelieves has affected its customers and potentsdomers ability to undertake costly
infrastructure projects. On the other hand, thedPlhone system offers its potential customers @agorproduct which demonstrates reliability
and high quality.

UltraPhone Business Strategy. InterDigital belieted the UltraPhone product can be competitivgelected markets around the world, and
intends to concentrate on those niche opportunitteere the potential exists to win profitable cants. InterDigital also intends to continue
service, but not emphasize, the United States mtokbe extent that the UltraPhone system meetsifigpd requirements.
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Backlog. At December 1998, InterDigital's backldgalers for UltraPhone telephone equipment andces was approximately $1.0
million. There were no significant orders in baakkt December 31, 1997.

Production. InterDigital assembles, integratestasts the UltraPhone Subscribers and Base Stat&ing component parts manufactured by
various suppliers to InterDigital's specificatiolrsmost, but not all instances, component pantddccbe purchased from several different
sources. Should InterDigital's relationship withahof its suppliers cease in the future, InterDigitelieves that alternative sources of the
various component parts are available, although aacevent would likely have an adverse impactiopnsents to its customers and support
activities. In certain instances, however, criticaitnponent parts for the UltraPhone system arehjagierd from single sources thereby making
InterDigital dependent upon those sources. GivégrDigital's decision to eliminate spending on ngi@eering and re-design of the
UltraPhone product, if select components were tmbe unavailable, InterDigital would have to evéduahether the then current market for
the UltraPhone product would warrant the investnmextessary to establish another source. If Intét@igyere to determine the investment
was not warranted and there was no other soursepply, the sales of UltraPhone could cease oultaited. InterDigital has also entered
into a technology transfer agreement under whichssag is licensed to produce UltraPhone systemsraydthereby become a potential
supplier to InterDigital.

Technical and Quality Standards and Market Accaggtaifhe UltraPhone system is required to meet tiongipromulgated by international,
domestic or regional organizations or financingraies, and to comply with country-specific type eqmence or certification standards. An
organization jointly owned by the Bell regional diinlg companies develops and publishes compliareelatds which have been adopted as
either compulsory or elective benchmarks by thé Eglional holding companies and other United StateL COs. In addition to these and
additional organization recommendations and teehmicacceptance standards which may be applicablaternational set of quality
standards has been promulgated, generally foreutaplementation, by the International Standardiza©rganization. InterDigital has, in t
past, been able to comply with all technical anteptance standards necessary to consummate gscsalgacts, including 1SO-9001
certification.

Product Sales
Sales by Geographic Area. Product revenues by gpbigrarea are as follows (in thousands):

Year Ended December 31,

u.s. $ 911 $1,253 $1,958
Non-U.S. 5,840 42,601 23,016

$6,751 $43,854 $24,974

Major Customers. During 1998, InterDigital's revemalated to B-CDMA components totaled approxinya$dl.9 million. Also, during 1998,
Myanma Posts and Telecommunications notified Inigit8l that it wishes to terminate its contractiwinterDigital due to financing
difficulties. In 1997, InterDigital's IndonesiandRhilippine customers represented 75% and 7%talf pooduct revenues, respectively. All of
such customer sales represented sales of the bitn@Pproduct. During 1997, InterDigital began siggorototype units of the TrueLink
product and shipped a total of approximately $1illion of that product to Siemens. During 1996 driigital's Philippine customer
(Philippine Long Distance Telephone Company) asdntonesian customer accounted for 56% and 168fooluct revenues, respectively.
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Technical Standards

InterDigital is active in the ongoing standardgisgtprocess for third generation mobile productd wireless local loop products sponsored
by certain standards setting bodies. Working oovta and with its strategic partners, InterDigisaproposing standards which incorporate
elements of its technologies. These are being e the U.S. and internationally and includétedogy building blocks built into
InterDigital's B-CDMA technology, plus extensiontbft technology for third and fourth generatioplagations. InterDigital also hopes,
through one or more of its B-CDMA Alliance partneis establish the critical mass which would alBWCDMA technology to be considered
a defacto standard, where appropriate. In additigerDigital is proposing standards based on reshrology it is developing for Nokia.
InterDigital generally has designed and builds aRtnone equipment, and intends to design and hakd tueLink system components, in
accordance with such industry regulations and stasdas may be appropriate.

Government Regulation

The telecommunications industry in general is sttitje continued regulation on the federal, statdiaternational levels. The sale of
telecommunications equipment, such as the UltraPbelephone system, is regulated in the UniteceSt@td in many other countries,
primarily to ensure compliance with federal teclhi&tandards for interconnection, radio emissiorsraon-interference (i.e. type acceptance
of a particular product).

Employees

As of March 1, 1999, InterDigital had approximat5 full-time employees. In addition, the servioésonsultants and part-time employees
are utilized. None of InterDigital's employees apresented by a collective bargaining unit. A kdeavn of InterDigital's full-time
employees by functional area is as follows:

Number of
Functional Area Employe es
Sales and Marketing 5
Customer Support 13
Manufacturing 13
Research and Development 135
Patent Licensing 8
Corporate and Administration 41

Total 215



Executive Officers of InterDigital

The Executive Officers of InterDigital are:

Name Age Position

Willaim A. Doyle 49 President and
Howard E. Goldberg 53 Executive Vice
Stategic Allia
President of |
Patents Corpor
Joseph Gifford 53 Executive Vice
Business Devel

Director

President -

nce and

nterDigital

ation ("Patents Corp.")
President -

opment

Mark Lemmo 41 Executive Vice President - Engineering
& Product Oper ations

Gary Lomp 41 Executive Vice President and Chief
Technology Off icer

Charles "Rip" Tilden 45 Executive Vice President - Communications,
Investor Relat ions and Strategic Planning

Richard J. Fagan 42 Senior Vice Pr esident and Chief Financial
Officer

William J. Merritt 40 Senior Vice Pr esident, General Counsel and
Secretary

William A. Doyle, a director of InterDigital sindday 1996, has served as President of InterDigiteesNovember 1994. Previously, Mr.
Doyle had been Executive Vice President and Chadrhiistrative Officer from February 1994 to Novemt894 and Vice President from
March 1991 to February 1994. He also served asDigal's General Counsel and Secretary from Mdre8l to December 1994,

Howard E. Goldberg was promoted to President @rDigital Patents Corporation in October, 1998, levktill retaining his title as Executive
Vice President-Strategic Alliance of InterDigitBltior to that, he also held the positions of Gen@mansel and Secretary from May 1995 to
October 1998. Mr. Goldberg served as Vice Presjdeaheral Counsel and Secretary from December t®®¥y 1995. He served as a
lawyer in various consulting and full time employmheapacities prior to that from April 1993, inclng the position of Vice President.egal
Affairs and Associate General Counsel.

Joseph Gifford was appointed Executive Vice Pregidgusiness Development in April 1997. Prior tmijog InterDigital Communications
Corporation, Mr. Gifford was an executive at Motlardnc. from August 1993 to April 1997, where hasaresponsible for business
development in the Wireless Access Systems Division

Mark Lemmo was promoted to Executive Vice Presidéngiineering & Product Operations in October 19@&viously, Mr. Lemmo had
been Vice President-Sales and Marketing since 1884 and Vice President of Engineering from Audi®81 to June 1994,

Gary Lomp was named Executive Vice President aridfQlechnology Officer in June 1998. He servedaniaus capacities as a Vice
President relating to InterDigital's B-CDMA resdaend development efforts from October 1992, wheejomed InterDigital as part of the
acquisition of SCS Telecom and SCS Mobilecom, thhodune 1998.

Charles "Rip" Tilden was named Executive Vice Rfest - Communications, Investor Relations and &giatPlanning of InterDigital in
March 1998. Prior to that, he held the positionSefior Vice President from May 1997 and Vice Riesi from November 1996 until May
1997. Before joining InterDigital, Mr. Tilden sedas Vice President, Corporate Affairs at Alco St Corporation in Wayne, PA, an
office products and paper distribution company¢csiBecember 1994. Before moving to Alco Standand, TMden was Vice President,
Communications for GenCorp in Akron, OH, an aerospdefense, automotive and polymer products comfrany 1988 to 1994.

Richard J. Fagan joined InterDigital as a Seniae\President and Chief Financial Officer in Noven®98. Prior to that, he served as
Controller and Treasurer of Quaker Chemical, a Bgmania chemical corporation, since 1994 and assfent Corporate Controller of that
corporation from 1993 to 1994.
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William J. Merritt was promoted to Senior Vice Hdent, General Counsel and Secretary in OctobeB.1Pfor to that, he served in the
capacity of Vice President - Legal and Assistamr&@ary since January 1996. Prior to joining Inigifal, from 1987 to 1996, Mr. Merritt
held a variety of positions in the Legal Departmfent_Long Island Lighting Company, a New York eléctand gas utility company, the las!
which was Assistant General Counsel responsiblalfamompany litigation and corporate matters. Merritt was also General Counsel to
that company's power plant operation subsidiaryyddyic Energy Services Corporation, since 1995.

InterDigital's Executive Officers are elected te tiffices set forth above to hold office until theiiccessors are duly elected and have
qualified. All of such persons, with the exceptmfrMr. Lomp, are parties to agreements which prevddverance pay benefits, among other
things, in certain events of termination of empl@yn Certain of these agreements generally prdeidthe payment of severance up to a
maximum of one year's salary and up to a maximuonefyear's continuation of medical and dental fisnén certain of these agreements,
in the event of a termination or resignation witbime year following a change of control, which éided as the acquisition, including by
merger or consolidation, or by the issuance byrDitgtal of its securities, by one or more personene transaction or a series of related
transactions, of more than fifty percent (50%)taf voting power represented by the outstandingkstbinterDigital, the employee would
generally receive two years of salary and the imatedsesting of all stock options.

14



Item 2. PROPERTIES

InterDigital owns one facility, subject to a morgga with an aggregate of approximately 50,000 sgjteet of office, development,
warehousing and assembly facilities in King of BrasPennsylvania. (See Note 11.) In December 1898&Digital entered into a five year
lease for approximately 67,000 square feet of effind development facilities in Melville, New Yofkhis facility is the primary location for
the majority of InterDigital's B-CDMA developmenttavities. (See Note 10.)

Item 3. LEGAL PROCEEDINGS

InterDigital is both plaintiff and defendant in ta&n litigation relating to its patents. (See IténBusiness-Technology and Patent Licensing'
of this Form 10-K.)

In addition to litigation associated with patenfanement and licensing activities and the litigatdescribed above, InterDigital is a party to
certain other legal actions arising in the ordinemyrse of its business. Based upon informatioegumity available to InterDigital, InterDigital
believes that the ultimate outcome of these otbgoms will not materially affect InterDigital.

Iltem 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
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Item 5. MARKET FOR COMPANY'S COMMON EQUITY AND RELA TED STOCKHOLDER
MATTERS

The following table sets forth the range of thehhégnd low sales prices of InterDigital's Commoncgtas reported by the American Stock
Exchange.

High Low

1998 - e
First Quarter 6 3/16 29/16
Second Quarter 77116 53/16
Third Quarter 57/8 211/16
Fourth Quarter 67/8 3

1997 High Low
First Quarter 77116 51/4
Second Quarter 6 15/16 41/2
Third Quarter 6 5/16 4 15/16
Fourth Quarter 59/16 213/16

As of March 5, 1999, there were approximately 2,@6Rlers of record of InterDigital's Common Stock.

InterDigital has not paid cash dividends on its @G Stock since inception. It is anticipated tivathe foreseeable future, no cash divide
will be paid on the Common Stock and any cash wtiseravailable for such dividends will be reinvelsie InterDigital's business. The
payment of cash dividends will depend on the egsof InterDigital, the prior dividend requirements its remaining series of Preferred
Stock and other Preferred Stock which may be isgu#te future, InterDigital's capital requirementsd other factors considered relevant by
the Board of Directors of InterDigital.
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Item 6. SELECTED CONSOLIDATED FINANCIAL DATA

The information set forth below should be readanjanction with the Consolidated Financial Statetaemd notes thereto, and the other
financial information included elsewhere in thigfal0-K, as well as "Management's Discussion analysis of Financial Condition and
Results of Operations" herein.

1998 1997 1996 1995 1994

Consolidated Statement of Operations Data
(in thousands, except per share data)
Revenues:

Product and Services $ 6,751 $43,854 $24974 $16,581 $ 20,086

Licensing and Strategic Partner 92,470 5,982 28,719 67,693 28,709

Contract services - - -- 681 1,171

Total revenues 99,221 49,836 53,693 84,955 49,966

Income (loss) from continuing operations 36,968 (34,267) (11,644) 34,605 (13,753)
Discontinued operations -- -- -- -- (295)
Net income (loss) before preferred dividends 36,968  (34,267) (11,644) 34,605 (14,048)
Net income (loss) applicable to

common shareholders $ 36,713  $(34,523) $(11,904) $34340 $ (14,330)
Net income (loss) per share -- Basic:

Continuing Operations $ 0.76 $ (0.72) $ (0.26) $ 0.78 $ (0.37)

Discontinued Operations -- -- -- -- (0.01)
Net income loss) per share -- Basic $ 0.76 $ (0.72) $ (0.26) $ 0.78 $ (0.38)
Weighted Average number of shares

outstanding -- Basic 48,380 48,166 46,462 43,925 37,463

Net Income (loss) per share -- Diluted:
Continuing Operations $ 075 $ (0.72) $ (0.26) $ 074 $ (0.37)

Discontinued Operations -- (0.01)
Net Income (loss) per share -- Diluted $ 0.75 $ (0.72) $ (0.26) $ 0.74 $ (0.38)
Weighted average number of shares

outstanding -- Diluted 48,771 48,166 46,462 46,503 37,463
Operations and Other Data:

Number of UltraPhone systems sold 6 66 49 25 34
Number of UltraPhone subscriber stations sold 2,070 23,430 10,764 5,474 8,570
Consolidated Balance Sheet Data (in thousands):

Cash and cash equivalents $ 20,069 $17,828 $11,954 $ 9,427 $ 6,264
Short Term Investments 32,318 7,976 43,063 55,060 -
Working capital 54,752 22,902 57,076 59,008 10,118
Total assets 99,523 69,363 112,636 83,167 43,830
Long-term debt 3,772 4,460 5,011 1,061 753
Accumulated deficit 1 60,039) (196,752) (162,229) (150,325) ( 184,665)
Total shareholders' equity 75,808 38,505 72,507 62,440 14,872
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
OVERVIEW

The following discussion should be read in conjiorctvith the Selected Consolidated Financial Datal the Consolidated Financial
Statements and notes thereto, contained elsewnénsidocument.

InterDigital commenced operations in 1972 and ur@B7 was primarily engaged in research and dewadop activities related to its TDMA
wireless digital communications technology. In 198@erDigital introduced the UltraPhone systerfixad digital wireless local loop
telephone system employing its patented and prapyid DMA technology, which it began installing1987. InterDigital's operations from
1987 through 1992 were characterized by increasimgnues accompanied by significant operating fd3ering this period, significant co
were incurred related to the commercialization emctinued development of the UltraPhone systemgldement of production sources and
capacity, and the implementation of a broad-baatatsand marketing effort designed to promote mgey and market acceptance of the
UltraPhone system.

During the mid-1990's InterDigital experienced Essaused by (i) the failure to achieve sufficeales volumes of UltraPhone systems to
cover associated overhead, (ii) substantial investmin UltraPhone product redesigns and enhandspr{@i) substantial investment in B-
CDMA research and development, and (iv) signifiddigation costs associated with enforcement eéiDigital Technology Corporation's
("ITC" intellectual property rights. At the samme that InterDigital was experiencing these losgdsegan to realize positive results from
efforts to capitalize upon the revenue potentiatoTDMA and CDMA patent portfolio and to aligrsélf with key telecommunication
companies. During 1994, 57% of InterDigital's towlenues resulted from licensing revenues, inolpdévenue related to InterDigital's first
B-CDMA alliance agreement with Siemens. During 198&rDigital reported its first profitable fiscaégr since its inception due to licens
and strategic partner revenue. During 1996, In@gitBlicompleted its second major B-CDMA AlliancetivSamsung, and licensing and
strategic partner revenue constituted 53% of retetnues for the year. However, since licensingstradegic partner revenue had been based
upon the receipt of up-front, non-refundable paytm@ursuant to license and alliance agreementseghit@o at sporadic intervals,
InterDigital's profit and loss status varied froomagter to quarter. In 1997, InterDigital was unfiedfle, primarily due to substantially
increased investment in the development of its Bi2Oiechnology. 1997 revenues of $49.8 million irsdal $4.4 million from licensing
revenue from its B-CDMA Alliance partners, $1.6linih of recurring royalty fees from one licenseed &43.8 million from product sales.

In late 1997 and early 1998, the continuing viapiiif UltraPhone business was further impactednbsrisified product and price competition,
chiefly due to the introduction into the marketloé lower cost Digital Enhanced Cordless Teleplaystem and by economic uncertainties in
Asia. In January 1998, InterDigital restructureddaperations to cease all UltraPhone developmémtgfind de-emphasize related sales
efforts to devote its resources to B-CDMA technglagd product development. In March 1998, Interfaigéntered into its third B-CDMA
Alliance, with Alcatel, under which agreement Alglaigreed, among other things, to pay InterDigig8 million in technology transfer and
services fees over a period of time through 2003.998, InterDigital recognized $4.6 million in exwe related to the Alcatel agreement.
During 1998, InterDigital entered into four new TBMicensing agreements and received revenues wederal other licensing agreements.
Licensing and strategic partner revenue totaledSb8tllion in 1998. In January 1999, InterDigitaitered into a strategic engineering
relationship with Nokia involving the developmeritnew technology for 3G products designed for hdgka rate applications, such as Inte
access. This agreement includes royalty bearing ARMd CDMA patent licenses, which are paid up galhethrough the project period,
and also provides a structure for determining thyalty payments thereafter. InterDigital will recoze $31.5 million in licensing revenue in
the first quarter of 1999 related to paid-up ragalfrom the Nokia Agreement.

In February 1999, Siemens withdrew from InterDidigyaurrent B-CDMA development project. FollowingerDigital's announcement of
Siemens withdrawal, Alcatel informed InterDigithht it intends to re-evaluate its participatiaothe B-CDMA development project and the
B-CDMA Alliance and has commenced that re-evalumatilcatel's decision to continue or not continuthwhe project may be affected by,
among other factors, the schedule for deliveryrofipcts and additional costs and resource allatatiemming from the Siemens withdrav
Alcatel's continuing commitment to the project Miltlely result in a restructuring of the existingntractual relationship, including provisions
concerning resource allocation and milestone rélptg/ments. There can be no assurance that AladeinterDigital will agree to continue
the development effort or restructure the contif&lcatel does not continue to participate in tharent B-CDMA development effort on
terms acceptable to Interdigital, InterDigital mayevaluate its resource commitment to the devetopmproject. A withdrawal by Alcatel
would not affect currently projected 1999 reventitswever, this action would change InterDigitalsimess prospects with regard to B-
CDMA products, at least as currently envisioned] eould negatively impact InterDigital's revenuegdnd 1999, including revenues
anticipated from licensing and product sales.
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In addition, from time to time companieseealuate strategies relative to their developmeuiepts. InterDigital believes that, as is custon
in any such re-evaluation process, various projeeiisg undertaken by Samsung, including Samsurgsldpment and commercialization of
B-CDMA products based on B-CDMA technology, coutdimpacted in the future if such projects do navsithe potential for producing
acceptable profits or suitable market growth. Bseabamsung is not currently making further contiiims to the InterDigital B-CDMA
development project, any decision by Samsung wodiinue its B-CDMA products would not require iid@ital to commit additional
resources to the current B-CDMA development projecaddition, a withdrawal by Samsung would ndéeif currently projected 1999
revenues. However, as with any B-CDMA Alliance partwithdrawal from the B-CDMA program, a withdrdveg Samsung could
negatively impact future revenues that InterDigitals anticipating to derive (in the form of royedf) from the sales of B-CDMA products by
Samsung.

InterDigital expects the variability in its licemgj and strategic partner revenues and, consequéstbash flow to continue until significant
recurring royalties are received under the appleeagreements. InterDigital's expectation as talitity to generate revenue related to
licensing and strategic partner activities is farvimoking in nature and, as such, is inherentlyjestt to risks and uncertainties and is
dependent upon various factors or events, amoreg agks, uncertainties, factors and events det&lsewhere in this Annual Report,
including the effect of the Siemens withdrawal, #ige or not Alcatel continues its participation Ardnakes further contributions to the B-
CDMA development effort, Samsung's continued dguelent and commercialization of B-CDMA productsehiiigital's continuation of its
developments work for Nokia, the ability to entetoi additional alliances, strategic engineeringtiehships and/or licenses for InterDigital's
patents and other intellectual property, the extemthich and when current and new licensees stugyets that utilize the licensed
technology and the licensees' abilities or williags to pay the applicable license or royalty fEesther, InterDigital relies on certain third
parties to assist with its development activit2slays or difficulties in such third parties' dem@inent efforts can lead to changes in the
strategies of the companies with whom InterDidita$ strategic relationships, which could ultimaggffgct InterDigital's relationships with
such companies, the marketability of InterDigitédshnology and products, and the receipt of regsnRevenues and other business
prospects could also be adversely impacted by adwgcisions in InterDigital's outstanding and fayre intellectual property rights
litigation or other patent-related proceedingsluding but not limited to, any non-issuance of 13 @atent applications or declaration of
invalidity or declaration of non-infringement of CIs patents. (See "- Statement Pursuant to thater8ecurities Litigation Reform Act of
1995" below and Notes 1, 3, 4 and 5 to "Notes togotidated Financial Statements".)

InterDigital also expects to continue to deriveaerewes from its product operations. InterDigital #adB-CDMA Alliance partners have
engaged in the marketing of their products baselhi@nDigital's B-CDMA technology. Field trials tfiese systems are in progress. During
1998, InterDigital had approximately $1.9 milliohsales related to InterDigital's TrueLink produthese sales included service revenue to
Samsung and B-CDMA ASIC and other component sal&dmens for its integration into pre-productiooducts. In addition, although
InterDigital is not actively pursuing many wireldssal loop opportunities that might have previgusten considered for the UltraPhone
system, InterDigital intends to continue to maitket UltraPhone system on a selective basis in nichke markets where the potential for
profit exists and through post contract amts and systems expansions and servicing and fafoarders. InterDigital's ability to derive futi
revenue from product sales will be affected by, aghother factors detailed elsewhere in this Anfegort, the affect of the Siemens
withdrawal, whether or not Alcatel continues itstiggpation and/or makes further contributionshe 8-CDMA development effort,
Samsung's success with its B-CDMA program, andritemsified competition for sales of wireless lokadp telephone systems. (See "-
Statement Pursuant to the Private Securities ltiigaReform Act of 1995" below.)

FINANCIAL POSITION, LIQUIDITY AND CAPITAL REQUIREME  NTS

InterDigital had working capital of $54.8 milliot Becember 31, 1998 compared to working capit§i2#.9 million at December 31, 1997.
The increase in working capital since December 18%te primarily to the increase in cash and steom investments derived from the
success of the patent licensing and strategic @aptrograms in 1998. InterDigital had, prior to $96xperienced liquidity problems due to its
lack of profits sufficient to generate cash atwelsecessary to fund its investment in additiealipment, its UltraPhone technology
development, its patent activities, its B-CDMA taology research and development activities, andpérating expenses. From the fourth
quarter of 1994 through the second quarter of 1886¢Digital generated cumulative operating psoéind substantially strengthened its cash
position through its alliance partner, strategigiraering relationship and licensing transactidimwever, during the third and fourth quart

of 1996 and during all of fiscal 1997, InterDigitadain experienced operating
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losses. In 1998, InterDigital experienced operalirsges in the first and third quarters, offsepbyfits in the second and fourth quarters.
Despite this variability, InterDigital reported g&ongest earnings in its history for 1998. Intgifal expects that it may continue to
experience significant fluctuations in working dapdue to variations in the amount and timingioéihse and strategic partner related
revenue.

InterDigital experienced positive cash flows of $3fillion from operations during 1998 as compa@degative cash flows of $23.8 million
in 1997. The positive cash flows from operatiores @imarily due to the success of the patent licgngrogram during the year.

Net cash flows from investing activities for 199&lude investments in property and equipment o8 $dillion and additions to patents
another $1.8 million. Also included in net cashaffofrom investing activities is InterDigital's irstenent of $24.2 million of funds in short-
term, highly liquid securities.

During 1998, InterDigital experienced negative cigivs of $353,000 from financing activities prinfgrfor the payment of long term debt.

Cash and cash equivalents of $20.1 million as aeeber 31, 1998 includes $143,000 of restrictel.calsort term investments of $32.2
million as of December 31, 1998 were held by Inigital Finance Corporation, a wholly owned subsidiaf InterDigital. Accounts
receivable of $15.0 million at December 31, 19980t amounts due from normal trade receivabledugling non-U.S. open accounts, as
well as funds to be remitted under letters of dradd licensing agreements. Of the outstandingtradeivables as of December 31, 1998,
$13.7 million has been collected through March@®a
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Inventory levels decreased at December 31, 1998 .tbmillion from $12.3 as of December 31, 1997lenting InterDigital's estimate of the
net realizable value of inventory for the UltraPagmmoduct relative to its niche market. Inventoae®ecember 31, 1998 and December 31,
1997 are stated net of valuation reserves of $48d7$5.8 million, respectively.

Included in other accrued expenses at Decemb&r3®B, are professional fees, consulting and othenuats and deferred rent relating to the
corporate headquarters and manufacturing faciliiesvell as sales taxes payable.

Demands on working capital in 1999 and beyond ape&ted to be significant. Subject to Alcatel'stoaured participation in the current
development effort, InterDigital expects to aggiesly support its B-CDMA technology developmentats to further commercialize its
technology in 1999. As the commercial developméiatEfor the next version of TrueLink and the ngeneration BEDMA ASIC continues
substantial additional expenditures are expectdxt timcurred for further development and re-enginge marketing and other activities.
Siemens withdrawal from the B-CDMA project may impadditional development costs on InterDigitaldidition, a renegotiation of the
Alcatel agreement could adversely affect both then@any's short term revenue and its developmentewden. Further, in 1999 and
beyond, InterDigital expects to incur substantelelopment costs as it focuses development efdor3G wireless technology. Some of th
costs are expected to be absorbed by companieswvidm InterDigital has strategic relationships.tRar, the cost of prosecuting patent
applications worldwide, defending the validity diQ's patents, and litigating patent infringemerticens related to ITC's patents can be
substantial.

InterDigital is capable of supporting its operatheguirements during 1999 through internally geteetdunds. Should the need arise to fund
new development activities, contingency resolut@xiernal growth activities or other matters. IBigital may seek financing by means of a
bank loan or line of credit or through the salelebt or equity securities. InterDigital does nagantly maintain bank lines of credit and can
give no assurance that it could secure such adoéne of credit, either at all or on acceptal@dmis. In addition, there can be no assurances
that InterDigital will be able to sell any such ggties, or, if it can, that it can do so on teratgeptable to InterDigital.

InterDigital believes that its investment in inveriés and non-current assets at December 31, I89@alizable based on expected selling
prices and order volumes. Property and equipmentarently being utilized in InterDigital's on-ggi business activities, and InterDigital
believes that no additional write-downs are reqlatthis time due to lack of use or technologatagolescence. With respect to other assets,
InterDigital believes that the value of its pateistat least equal to the value included in theddamer 31, 1998 balance sheet.

RESULTS OF OPERATIONS

The following table sets forth, for the periodsigaded, the revenues from each revenue categaypascentage of total revenues and gross
margins from product sales:

As A % of To tal Revenues
Year Ended D ecember 31,
1998 1 997 1996
Revenues:
Product Revenues 6.8% 8 8.0% 46.5%
Licensing and Strategic
Partner 93.2 1 2.0 53.5
Total Revenues 100.0% 10 0.0% 100.0%
Product Gross Margins (160.4)%  ( 4.4)% (9.6)%

1998 Compared With 1997

Total Revenues. Total revenues in 1998 increased®® $99.2 million from $49.8 million in 1997 dteethe significant increase in
licensing and strategic partner revenue. In 1988nking and strategic partner revenue include@ sdllion from Alcatel, $3.4 million from
Samsung, $83.5 million from new and existing li@eagreements and $962,000 in recurring royaltie$9B7, licensing and strategic partner
revenue included the recognition of the final $hiion of strategic partner revenue from Sieme$#8 million from Samsung and $1.6
million in recurring royalties.

Cost of Product Revenues. Cost of product revedaeseased in 1998 to $17.6 million from $41.9 midlin 1997. The decrease is directly
related to the decrease in product sales. In 1888 were insufficient product sales to absorbufeiuring overhead and increases in
inventory reserves resulting in a negative grosgyinaf 160.4% as compared to a positive gross marigd.4% in 1997. In 1998,

InterDigital recorded charges totaling $7.9 millimreduce the carrying value of its inventory dfr&Phone components to its net realizable
value due to excess inventories resulting fromctirecellation of the Myanmar contract. Quantitiesramw considered excess relative to the
niche market for UltraPhone products.

Other Operating Expenses. Other operating expénskesgle sales and marketing expenses, generaldmthistrative expenses, patents
administration, and product development exper



Sales and marketing expenses decreased 46.9%®tanfiBon during 1998 as compared to $7.3 millionli997. The decrease is primarily due
to decreased sales commissions and decreased imguéetivity for the UltraPhone product.

General and administrative expenses for 1998 deede25.9% to $5.3 million from $7.2 million in 199he decrease is due to cost
management and the reduction in workforce in eE988.
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Patents administration and licensing costs incit&48.4% to $11.1 million in 1998 from $5.1 milliam1997. The increase is primarily due
to increased activities related to the generatiditensing revenue and the protection and enforrgrof InterDigital's patent portfolio.

Product development costs decreased 29.2% to #iilli@n in 1998 from $24.2 million in 1997. The dease is primarily due to reduced
development of InterDigital's UltraPhone system &mnthe timing of certain B-CDMA related developrherpenses.

Other Income and Expense. Interest expense wasGBbih 1998 as compared to $410,000 in 1997. 88 Ldterest expense includes
$199,000 of mortgage interest on InterDigital'sd<of Prussia property which was purchased in 18686,$168,000 of interest on capital
leases. In 1997, mortgage interest was $225,000n¢erdst on leases was $180,000.

Interest income for 1998 increased 18.5% to $2Ibomifrom $2.1 million in 1997 due to higher avgesinvested cash balances during 1998.
1997 Compared With 1996

Total Revenues. Total revenues in 1997 decreagéd tb $49.8 million from $53.7 million in 1996 dteethe significant decrease in licens
and strategic partner revenue in 1997 partiallgeifby an increase in product revenues of 75.6%4308 million from $25.0 million in 1996.
Licensing and strategic partner revenue of $6.0aniin 1997 included $2.8 million of alliance reuee from Samsung, the final $1.6 million
of alliance revenue recognized on the Siemens agnetand $1.6 million of recurring royalty feesrfrone licensee. In 1996, license and
strategic partner revenue of $28.7 million inclu®23.0 million of alliance revenue from Samsungg$illion of alliance revenue
recognized on the Siemens agreements and $900f®86unring royalty fees from one licensee.

Cost of Product Revenue. The cost of product $al&997 revenue increased 53.1% to $41.9 milliomf$27.4 million in 1996. This
increase is due primarily to the increase in prodenenues. InterDigital achieved sufficient prodwyenue to substantially absorb
manufacturing overhead costs resulting in a 4.4%ktipe gross margin compared to a negative 9.6%sgneargin in 1996.

InterDigital restructured its operations to de-eangike and eliminate most areas of spending retatitsl UltraPhone business. InterDigital's
gross profit margin ratios on UltraPhone produtésaad been negatively affected by the relatiop@rtions of direct and distributor sales,
by the average number of subscribers and clustgrsystem sold, by its ability to absorb manufantupverhead costs through generation of
sufficient production volume, by the field servioasts for installation, warranty, training and psate support, and by varying selling prices
and product materials costs. Consistent with inglystactices, distributor commissions have beetu@ed in both revenues and cost of sales.
Historically, InterDigital's gross profit margindim UltraPhone system sales has been inadequaipgors its operating and other expenses.
The low sales volumes experienced in recent years tesulted in production volumes which were igadée to fully absorb fixed producti
overhead costs and increases in inventory resguveducing negative gross margins.

Other Operating Expenses. Other operating expénsksle sales and marketing expenses, generaldiuhitrative expenses and product
development expenses.

Sales and marketing expenses increased 55.5%3arflion during 1997 as compared to $4.7 millionl996. The increase is primarily due
to increases in product marketing efforts, partitigm in trade shows, sales commission and actieitgls associated with InterDigital's B-
CDMA based product.

General and administrative expenses for 1997 isexta0.6% to $12.3 million from $11.1 million ing® The increase is due primarily to
increase in amortization of patents as well asiarease in
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expenses related to the protection and exploitatfdnterDigital's patents portfolio and corporatenmunications activity.

Product development expenses increased 12.2% intdd24.2 million from $21.6 million in 1996. Staind activity levels devoted to the
development of the B-CDMA technology increased isicgmtly.

Other Income and Expense. Interest expense for #8874410,000 as compared to $271,000 for 199dst expense for 1997 includes
$225,000 of mortgage interest on InterDigital'sd<of Prussia property which was purchased in 19@86%180,000 of interest on leases. In
1996, mortgage interest was $124,000 and interektases was $135,000.

Interest income for 1997 decreased 50.1% to $2liomfrom $4.2 million in 1996 due to substantjalbwer average invested cash balances
during 1997 as compared to 1996.

Minority Interest. In December 1992, InterDigitald 5.76% of the common shares of Patents Corgghatred, prior thereto, been a wholly-
owned subsidiary of InterDigital. InterDigital recied an increase in minority interest in the secqumatter of 1996 of $4,000. During
September 1996, InterDigital reacquired the migdriterest of Patents Corp. in exchange for shafésterDigital's Common Stock and will
therefore no longer record a charge for minoritgriest.

Backlog
At December 31, 1998, shippable backlog of prodnct related services was approximately $1.0 million
Year 2000

Many currently installed computer systems in maoypanies are not capable of distinguishing 21stucgmates from 20th century dates.
a result, beginning on January 1, 2000, both [To¢mation Technology) and non-IT systems used bgyr@aganizations in a wide variety of
industries (including technology, transportatiofiljties, finance and telecommunications) will ptm@ erroneous results or fail unless they
have been modified or upgraded to process dateniafiton correctly. Significant uncertainty existsmcerning the scope and magnitude of
problems associated with the century change. IngédD recognizes the need to ensure our operatighsiot be adversely affected by Year
2000 system failures. In this regard, InterDigitas begun to implement a Year 2000 compliance progeconsisting of auditing, assessing,
remediating, testing, and contingency planningrisure InterDigital's IT and non-IT systems wilhétion properly beyond 1999. The
program is designed to cover both systems opelstéaterDigital as well as systems operated bydtparties that InterDigital considers to
material to its operations. InterDigital has estdtdd a Committee consisting of members of managefram various disciplines to
implement this program and has engaged a consutdtassist the Committee.

As part of its Year 2000 compliance program, Inigifal is engaging in a comprehensive assessmeheqgiotential overall impact of the
impending century change on its business, finardadtition and operating results. InterDigital lsagducted a thorough audit of its systems
and has begun to test and upgrade certain ofstesg for Year 2000 compatibility. In addition,drDigital has begun the process of
identifying and contacting certain third partieoapvhich it relies to ensure that those third partiave assessed the Year 2000 issues ol
own systems and are taking steps to ensure thaststems are Year 2000 compatible. InterDigitldyes that it will have the ability to
allocate adequate resources for its Year 2000 danga program and expects any Year 2000 remedieduired to continue its operation:
be made on its own systems to be completed onadytibasis. However, InterDigital has not compldtedissessment, and still has many
systems that require evaluation and/or testing/ar 2000 compliance. In addition, InterDigital nahyet estimate with any degree of
certainty the timing for completion of its compl@nprogram, and expects differing aspects of ttagnam will be completed at varying
times. There can be no assurance that these systahes systems of third parties upon which Intgifai's business relies will be identified
remediated on a timely basis or successfully. €hidd cause delays or
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difficulties in development efforts. Moreover, Iriggital's products and components may be integraito larger systems that InterDigital
cannot adequately evaluate for Year 2000 compliameerDigital may face claims based on Year 20@tbfems in other companies'
products, or issues arising from the integratiomaftiple products within an overall system. Integital's business, financial condition, or
results of operations could be materially adverséfigcted by the failure of its systems, or thogerated by third parties upon whom
InterDigital relies to properly operate or managéed beyond 1999.

To date, InterDigital has not incurred any matecidts directly associated with its Year 2000 coamgle efforts. InterDigital has incurred the
compensation expense associated with its salamgdbgees who have devoted some of their time t¥égr 2000 assessment, remediation
efforts and the cost of its consultant. InterDilgitaes expect to expand additional resources aeiitediation efforts out of general corporate
funds, but does not expect the total cost of Y&&02Zemediation efforts to be material to its bass) financial condition and operating
results. Those costs have not yet been fully asdefsiring the months prior to the century chamhgierDigital will continue to evaluate its
products and systems, as well as certain prodadsystems provided to it by third parties, to deiee whether they are Year 2000
compliant. Despite this assessment, InterDigitay mat identify and correct all significant Year ZDfroblems on a timely basis. Year 2000
compliance efforts may involve significantly moimmé and expense than expected, and unremediatblpr® could affect its business,
financial condition, and operating results. Integitsl currently has no contingency plans to addtiesgisks associated with unremediated
Year 2000 problems but intends to develop suchspkanthe extent reasonably practicable, as pats ecbmpliance program.

Statement Pursuant to the Private Securities Litighon Reform Act of 1995

The foregoing Management's Discussion and Anabsisdiscussions of InterDigital's "Business" camfarward looking statements
reflecting, among other things, InterDigital's @nt beliefs and expectations as to its strategigctibes, earnings growth, revenue potential
and variability, and working capital requirements development, standardization, capabilitiesgpection, commercialization, marketing ¢
evolution of its B-CDMA products and/or the undémty technology and of its new technologies; thditglto diversify into new technologies
and applications; objectives of, potential for @edhpetitive positions of InterDigital's product mess; market for products and marketing
plans; litigation; growth in industry markets, derdaand in telecommunication infrastructure; theetfbf the Siemens withdrawal; the
outcome of Alcatel's and Samsung's re-evaluatams,InterDigital's ability to capture value from@MA technology and products; the
continuation of the development effort with Nokiedeof the technology and products developed urideNbkia agreement to enhance
InterDigital's competitive position; ability to fior additional alliances and strategic engineeritafi@nships, capture value from InterDigital's
patent portfolio, license its intellectual propeatyd generate licensing revenues; patent validitigrceability, applicability and infringement
and license; enforceability; the actions of Intgiizil's B-CDMA Alliance partners, Nokia, and otlieensees; the ability to attract and retain
personnel; and Year 2000 compliance. Words su¢hhgsctives”, "seeking", "expects"”, "believes”,ténds", "anticipates"”, "plans"”, "hopes",
variations of such words, and words with similarami@g or connotations are intended to identify sfectvard looking statements.

Such statements are subject to risks and unceemimterDigital cautions the readers that imparfactors in some cases have affected and,
in the future, could materially affect actual réswnd cause actual results to differ materialiynfithe results expressed in any such forward
looking statement. These factors include but atdimited to: general economic conditions of Intégifal's customers, potential customers
and the wireless industry; actual or perceived grride economic conditions; the reversal or slowdaéwanticipated TELCO infrastructure
spending; the effects of, and changes in, foraigaet, monetary and fiscal conditions, policies,dand regulations or other activities of
foreign and the United States governments, ageaciésimilar organizations; foreign exchange ratesfluctuation in those rates;
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adverse foreign tax consequences; delays in revaétand difficulties of collection of foreign paynis; efforts to nationalize foreign-owned
operations; unstable foreign governments, legaksys and intergovernmental disputes; foreign gawental action or inaction; imposition
unfavorable government or industry standards;ribility to maintain or secure adequate capitabmess thereto) to fund operations; the
failure to achieve and/or maintain market acce@afdnterDigital's products and technology orntvéduce new competitive products on a
timely and cost effective basis; the inability foehand/or retain appropriately qualified technicalles or management personnel; the
availability of competitive products superior opexceived, relative or actual basis with InterGa# products; technical, financial or other
difficulties or delays in the development, re-ergining, production, testing, commercialization amatketing of InterDigital's products or
technologies; failure of B-CDMA based equipmenirieet performance tests; lack of sufficient endoesgrof InterDigital's technology and
products from operators, producers and otherdeofdilure to achieve widespread disseminatioretifedemand for and pressures on margin
on InterDigital's products; the failure to entetoimdditional alliances and strategic engineerelgtionships necessary to achieve InterDigi
business objectives; the failure to fully and sssfealy implement the alliance and strategic engiimgy programs including the failure or
inability of companies with whom InterDigital hasategic relationships to meet InterDigital's expéons or contractual commitments;
availability of required frequencies or other trengecessary to fulfill their obligations to Integidal; failure to achieve desired development
goals, budget and/or schedule relating to the Nd&igelopment project; Nokia's exercise of its rigat terminate the development project for
convenience; inability to retain or hire adequagespnnel; inability of Siemens and InterDigitahtegotiate mutually acceptable terms for
their withdrawal; attempts by other B-CDMA Allianpartners to renegotiate their relationships inicigdvithdrawal from the B-CDMA
Alliance; failure of InterDigital or third partie® successfully identify or remediate Year 2000tgms or a timely basis or at all; higher than
expected Year 2000 remediation costs; the diffjcaitinability to enforce contractual commitmenksaad; the failure of InterDigital to
successfully negotiate licensing agreements farDigital's patents and other intellectual propertyo enforce InterDigital's rights under its
license agreements; substantial increased coststaadburdensome effects of legal and administatases and proceedings, and the
outcomes thereto, relating to InterDigital's assarof its patents rights, and other claims agdim&rDigital's patents or its products; the
inability or failure of InterDigital to protect itmtellectual property rights, including enforcingn-disclosure and nozempetition agreemen
prosecuting key patent applications or defendingpgetents, and the inability to successfully prosvfangement of its patents. Other risk
factors and further explanations of certain ofdbeve risk factors are included in the foregoingatdgement's Discussion and Analysis" and
discussions of InterDigital's "Business" contaimethis Annual Report. In addition, other factorayrexist that may not be fully known to
InterDigital at this time. InterDigital undertakae obligation to publicly update any forward loogistatements, whether as a result of new
information, future events or otherwise.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To InterDigital Communications Corporation:

We have audited the accompanying consolidated balsineets of InterDigital Communications Corporafim Pennsylvania corporation) and
subsidiaries as of December 31, 1998 and 1997thencklated consolidated statements of operatgh@seholders' equity and cash flows for
each of the three years in the period ended DeceBihd 998. These financial statements and thedstbeeferred to below are the
responsibility of InterDigital's management. Ouspensibility is to express an opinion on theserfaial statements and schedule based ol
audits.

We conducted our audits in accordance with geneaaitepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, financial position of InterDigital
Communications Corporation and subsidiaries asemfenber 31, 1998 and 1997, and the results of dpeirations and their cash flows for
each of the three years in the period ended DeceBihd 998, in conformity with generally accepted@unting principles.

Our audit was made for the purpose of forming ainiop on the basic financial statements takenaba@le. The schedule listed in the index
of financial statements is presented for purpo$esmplying with the Securities and Exchange Consioiss rules and is not part of the basic
financial statements. This schedule has been gekij¢éa the auditing procedures applied in the anfdite basic financial statements and, in
our opinion, fairly states in all material respettis financial data required to be set forth themeirelation to the basic financial statements
taken as a whole.

Arthur Andersen LLP

Philadelphia, PA
February 24, 1999
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INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI ARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

December 31,

1998 1997
ASSETS
CURRENT ASSETS:
Cash and cash equivalents, including restricted
cash of $143 and $193, respectively $ 20,059 $ 17,828
Short term investments 32,218 7,976
Accounts receivable, net of allowance for
doubtful accounts of $975 and $897, respectiv ely 14,983 3,058
Inventories 5,102 12,284
Other current assets 3,056 5,428
Total current assets 75,418 46,574
Property, plant and equipment 9,697 11,373
Patents, net of accumulated amortization of
$6,701 and $5,579 respectively 9,948 9,292
Long term deposits 2,934 519
Other 1,526 1,605
24,105 22,789

$ 99,523 $ 69,363

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:

Current portion of long term debt $ 723 $ 869
Accounts payable 5,973 8,223
Accrued compensation and related expenses 2,959 2,920
Deferred revenue 3,936 3,461
Foreign and domestic taxes payable 2,249 481
Other accrued expenses 4,826 7,717
Total current liabilities 20,666 23,671
LONG TERM DEBT 3,049 3,591
DEFERRED REVENUE - 3,596

COMMITMENTS AND CONTINGENCIES (Notes 10 and 11)

SHAREHOLDERS' EQUITY:
Preferred Stock, $ .10 par value, 14,399 shares
authorized -- $2.50 Convertible Preferred,
102 shares issued and outstanding 10 10
Common Stock, $.01 par value, 75,000 shares
authorized, 48,427 shares and 48,230 shares

issued and outstanding 484 482
Additional paid-in capital 235,631 234,765
Accumulated deficit (160,039) (196,752)

76,086 38,505
Treasury stock, 50 shares held at cost 278 --
Total shareholders' equity 75,808 38,505

$ 99,523 $ 69,363

The accompanying notes are an integral part okteegements.
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INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI  ARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Year Ended December 31,

1998 1997 1996
REVENUES:
Product revenues $6,751 $43,854 $ 24,974
Licensing and strategic partner revenue 92,470 5,982 28,719
99,221 49,836 53,693
OPERATING EXPENSES:
Cost of product revenues 17,577 41,914 27,370
Sales and marketing 3,864 7,276 4,679
General and administrative 5,327 7,189 6,893
Patents administration and licensing 11,145 5,102 4,222
Product development 17,166 24,248 21,609
55,079 85,729 64,773

Income (loss) from operations 44,142 (35,893) (11,080)

OTHER INCOME (EXPENSE):
Interest income 2,454 2,070 4,151
Interest expense (367) (410) (271)
Income (loss) before income taxes and
minority interest 46,229 (34,233) (7,200)
INCOME TAX PROVISION (9,261) (34) (3,554)

Income (loss) before minority interest 36,968 (34,267) (10,754)
MINORITY INTEREST - - (890)

Net income (loss) 36,968 (34,267) (11,644)
PREFERRED STOCK DIVIDENDS (255) (256) (260)
NET INCOME (LOSS) APPLICABLE TO COMMON

SHAREHOLDERS $36,713  $(34,523)  $(11,904)
NET INCOME (LOSS) PER COMMON SHARE - BASIC $0.76 $(0.72) $(0.26)
NET INCOME (LOSS) PER COMMON SHARE - DILUTED $0.75 $(0.72) $ (0.26)

The accompanying notes are an integral part oktetements.
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INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(in thousands except per share data)

Pr
BALANCE, DECEMBER 31, 1995

Exercise of Common Stock options

Exercise of Common Stock warrants

Dividend of Common Stock and cash to
$2.50 Preferred shareholders

Sale of Common Stock under Employee
Stock Purchase Plan

Issuance of Common Stock associated
with the Patents Corp. merger

Conversion of preferred stock to common

Net loss

BALANCE, DECEMBER 31, 1996

Exercise of Common Stock options

Exercise of Common Stock warrants

Dividend of Common Stock and cash to
$2.50 Preferred shareholders

Sale of Common Stock under Employee
Stock Purchase Plan

Net loss

BALANCE, DECEMBER 31, 1997

Exercise of Common Stock options

Dividend of Common Stock and cash to
$2.50 Preferred shareholders

Sale of Common Stock under Employee
Stock Purchase Plan

Treasury Stock Acquired

Net income

BALANCE, DECEMBER 31, 1998

$2.50
Convertible

Common

Additional

Paid-In Accumu

eferred Stock  Stock Capital Defi
$11 $444  $212,310 $(150
4 2,311
16 7,342
42
1 349
15 11,891
& 1
(11
10 481 234,245 (162
17
18
92
- 1 393
(34
10 482 234,765 (296
- 1 479
53
1 334
36
$10 $484  $235631 $(160

ARIES

lated Treasury
cit Stock Total

325) - $62,440
- 2315
- 7358
(260) - (218)
350
— .- 11,906
644) - (11,644)
229) -~ 72,507
17
18
(256) - (164)
394
267) - (34,267)
752) -~ 38505
480
(255) - (202)
335
(278)  (278)
968 - 36,968

,039) $(278) $75,808
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INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income (loss)

Adjustments to reconcile net income (loss) to net
cash provided by (used in) operating activities -

Depreciation and amortization
Deferred revenue

Inventory reserve increase (decrease)

Minority interest in subsidiary
Decrease (increase) in assets-
Receivables
Inventories
Other current assets
Increase (decrease) in liabilities-
Accounts payable
Accrued compensation
Other accrued expenses

Net cash provided by (used in) operating acti vities

CASH FLOWS FROM INVESTING ACTIVITIES:
Sale (purchase) of short-term investments, net

Purchase of property and equipment

Patent Costs
Other non-current assets

Net cash provided by (used in) investing activiti es

CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from sales of Common Stock
and exercises of stock options and warrants

Lease obligations incurred

Payments on long-term debt, including capital lea

Cash dividends on Preferred Stock
Purchase of Treasury Stock

Net cash provided by (used in) financing activiti es

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS, END OF PERIOD

The accompanying notes are an integral part obteegements.

YEAR ENDED DECEMBER 31,

1998 1997

$ 36,968 $ (34,267)

4,629 4,855
(3,121) (4,003)

7,942 (107)

(11,925) 10,863

(760) 1,686
(278) 1,846
(2,250) (6,904)
39 632
(1,123) 1,555
30,121 (23,844)
(24,242) 35,087
(1,831) (3,927)
(1,778) (966)
314 (190)
(27,537) 30,004
815 429
251 452
se obligations (939) (1,003)
(202) (164)
(278) -
(353) (286)
2,231 5,874
17,828 11,954

$ 20,059 $ 17,828

ARIES

$ (11,644)

3,747

4,803

(1,045)
890

(10,764)
(7,965)
(2,439)
10,814

(745)
1,053



INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI  ARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1998

1. BACKGROUND:

InterDigital Communications Corporation and its sidiaries (in these Notes, collectively "InterDaf) develops and markets advanced
digital wireless telecommunications systems usioidp Iproprietary and standards compliant technofofyie voice and data communications.
In conjunction with its technology developmentgeliRigital has developed an extensive body of texdikinow-how and a broad patent
portfolio related to those technologies and relgeaiuct embodiments.

Through its technical know-how, patent portfolialanternal expertise, InterDigital has entered strategic relationships with four
companies to date, three of which are stillgming, based in large part on technology developgn{&ee Notes 3, 4, 5 and 18.) InterDigital
its B-CDMA Alliance partners are developing a newimterface technology and products, based onrDitgtal's patented B-CDMA
technology and other proprietary technologies. ifiiieal phases of the development effort are ogertbwards development and
commercialization of wireless local loop systenm$eiDigital's B-CDMA Alliance partners are currgnte-evaluating their commitment to t
B-CDMA Alliance. (See notes 4 and 5.) InterDigitals also entered into a cooperative agreement vpnishdes for the development of new
technology for third generation wireless communa# products. (See note 18.) Companies with whaerDigital has strategic
relationships also have licensed varying portidnd 6's patent portfolio.

InterDigital, through ITC, has also sought to caliie upon the revenue potential of its patentfpbeotthrough the implementation, starting in
1993, of a comprehensive patent licensing straf€lgis strategy has resulted in patent license ageeés with a total of eighteen companies
as of December 31, 1998 and, together with Intatalig strategy to align itself with other telecommications companies, has resulted in the
recognition of $92.5 million, $6.0 million and $Z8nillion of licensing and strategic partner reverini 1998, 1997, and 1996, respectively.

InterDigital's TDMA-based wireless local loop product is the UltraPhsystem, a telephone system providing businesfiauseholds acce

to basic telephone service through a wireless llocgd. UltraPhone systems revenues accounteddsithein 5% of total revenues of
InterDigital during 1998. In 1998, InterDigital tesctured its operations to de-emphasize the Utioaé product and has reduced the carrying
value of UltraPhone related inventory to its netlimble value. InterDigital's new product, Truek,ifs a wireless local loop product based on
InterDigital's proprietary B-CDMA technology. Thisoduct was commercially launched in Hannover, Gawyrat the CEBIT
telecommunications show in March 1998. Also in 198&rDigital and two of its B-CDMA Alliance paréns commenced field trials of
systems embodying InterDigital's B-CDMA technolagyarious sites. During 1998, InterDigital had mpgmately $1.9 million of TrueLink
product sales.

InterDigital's operations are subject to numerasissrand uncertainties, including but not limitedguccessful commercial development and
deployment of InterDigital's technologies and pradibased on those technologies. The developmenistdinable earnings growth is
dependent upon many factors, such as technologitédvement, the continued validation of the theripon which the new technology is
being designed, the effect of the Siemens withdréwen the B-CDMA Alliance, InterDigital's abilityo continue working with its other B-
CDMA Alliance partners on acceptable terms or ktlaé world market for InterDigital's technologiasd InterDigital's and its licensees' and
alliance partners' products, the ability to gereeasatisfactory gross profit on product revenuesertainty and volatility of future

profitability, cash flows and access to capitapeledence on alliance and strategic engineering@eraents and key personnel, the continued
validity of InterDigital's patents, the continueghdability of debt, equity, alliance partner orategic relationship funding sufficient to supy

an increasing level of efforts over several yeansi market acceptance of the resultant productsngrather factors.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Principles of Consolidation

The consolidated financial statements include tw@ants of InterDigital and its subsidiaries. Alirsficant inter-company accounts and
transactions have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in confoymiith generally accepted principles requires nggmaent to make estimates and
assumptions that affect the reported amounts eftassd liabilities and disclosure of contingersieds and liabilities as of the date of the
financial statements and the reported amountsvefnges and expenses during the reporting perioaiahcesults could differ from those
estimates.

Cash, Cash Equivalents and Short-Term Investments

InterDigital considers all highly liquid investmenturchased with remaining maturities of three mswir less to be cash equivalents.
Investments are held at amortized cost which apprates market value. At December 31, 1998, alhtérDigital's short-term investments
are classified as available for sale pursuantateStent of Financial Accounting Standards ("SFA%3)

115. "Accounting for Certain Investments in Debd &quity Securities". Therefore, any unrealizeddimgl gains or losses should be prese
in a separate component of stockholders' equitpetember 31, 1998 and 1997, there were no signifianrealized holding gains or losses.

Cash and cash equivalents consist of the folloimmghousands):

December 31,

19 98 1997
Money market funds and demand accounts $ 3, 160 $ 8,979
Repurchase agreements 516 7,856
Commercial paper 16, 383 993
$ 20, 059 $17,828

The repurchase agreements are fully collateralizednited States Government securities and aredsttcost which approximates fair
market value.

Short-term investments available for sale as ofebdzer 31, 1998 consisted of $18.2 million in goweent-issued discount notes and $14.0
million in corporate debt securities. Short-termeastments available for sale as of December 317 té8sisted of $2.6 million in
government-issued discount notes and $5.3 milliocorporate debt securities.

Inventories
Inventories are stated at the lower of cost or m@nkith cost determined on a first-in, first-oatslis and market based on net realizable value.
Property and Equipment

Property and equipment are stated at cost. Depi@tiand amortization of property, plant and equépinare provided using the straight-line
method. The estimated useful lives for computeiggant, machinery
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and equipment, and furniture and fixtures are gdlyethree to five years. Leasehold improvemengskaing amortized over their lease term,
generally five to ten years. The buildings are feiepreciated over twenty-five years. Depreciaggpense was $3.5 million, $3.2 million,
and $2.5 million in 1998, 1997 and 1996, respebtive

Patents

The costs to obtain certain patents for InterDigitRbDMA and CDMA technologies have been capitaliaed are being amortized on a
straight-line basis over their estimated usefiddivgenerally 10 years. Amortization expense wak $illion, $1.4 million and $696,000 in
1998, 1997 and 1996, respectively.

Product Development
All product development expenditures are chargguteduct development expense in the period incurred
Revenue Recognition

Product revenues are recognized upon shipmentstérsg. Installation, training and other servicesracognized upon completion of
services.

Patent licensing revenues included in licensingstrategic partner revenues consist primarily ofropt royalty payments and one-time, non-
refundable fees which were recognized at the tiftbebapplicable agreement. Strategic partner neeeimcluded in licensing and strategic
partner revenues were generated by patent, teadyalwd know-how licensing and development agreesn&nte to the combined nature of
the agreements, revenue is recognized over therpeahce period. Recurring royalty revenues und#ér beensing and strategic partner
agreements, to the extent received, may be recedivizthe future according to the terms of the agrents. (See Notes 3, 4, 5 and 18.)

Concentration of Credit Risk

Financial instruments which potentially subjecehiligital to concentration of credit risk consisinparily of cash equivalents, short-term
investments, and accounts receivable. InterDigitates its cash equivalents and short-term invegsranly in highly rated financial
instruments and in United States Government olitigat InterDigital's accounts receivable are detigancipally from sales of product and
patent license agreements which provide for dedeared/or installment payments. Approximately 87%noérDigital's 1998 product sales
were export sales. (See Note 6.) InterDigital galherequires a United States dollar irrevocabteeleof credit for the full amount of
significant export sales to be in place at the tohshipment, except in cases where credit risloissidered to be acceptable.

Impairment of Long-Lived Assets

Pursuant to SFAS No. 121 "Accounting for the Impent of Long-Lived Assets and for Lohdved Assets to be Disposed of", InterDigita
required to evaluate the impairment of ldhgd assets and certain intangibles assets wiatarfaindicate that such assets should be eval
for possible impairment. InterDigital reviews thealizability of its long-lived assets by analyzihg projected undiscounted cash flows. No
such adjustments have been recorded in 1998, 1997306.

Net Income (Loss) Per Common Share

InterDigital follows SFAS No. 128. "Earnings perg8@", which was effective the year ended Decemibef 897. This statement requires the

disclosure of both basic and diluted earnings paresas well as the retroactive restatement of gaars' per share disclosures. The following
tables reconcile the numerator and denominatdnebasic and diluted net income (loss) per shargatations (in thousands, except for per

share data):
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Year Ended Dece

Income Sha
(Numerator) (Denomi
Income (Loss) per Share-Basic:
Income (loss) available to

mber 31, 1998 Year Ended December 31, 1997

Per-
res Per-Share Income Shares  Shar
nator) Amount (Numerator) (Denominator) Amoun

common stockholders $36,713 48,3 80 $0.76  $(34,523) 48,166  $(0.7 2)
Effect of Dilutive Options and
Warrants - 3 91 (0.01) -
Income (Loss) per Share-Diluted
Income (loss) available to
common stockholders +
assumed conversions $36,713 48,7 71 $0.75  $(34,523) 48,166  $(0.7 2)
Year Ended De cember 31, 1996
Income S hares  Per-Share
(Numerator) (Den ominator) Amount
Income (Loss) per Share-Basic:
Income (loss) available to
common stockholders $(11,904) 4 6,462 $(0.26)
Effect of Dilutive Options and
Warrants --
Income (Loss) per Share-Diluted
Income (loss) available to
common stockholders+
assumed converions $(11,904) 46 ,462 $(0.26)

At December 31, 1998 options and warrants to pweffad million s

hares of Common Stock were outstenat exercise prices ranging from

$4.9375 to $11.625, but were not included in thematation of diluted earnings per share becausesthéts would be anti-dilutive. Options
and warrants (See Note 14) to purchase Common 8terk outstanding during 1997 and 1996, but weténotuded in the computation of

diluted net income (loss) per share because tregrai-dilutive.

Supplemental Cash Flow Information

In 1998 InterDigital paid $6.9 million in foreignitwholding taxes and $650,000 in federal and stateme taxes. InterDigital paid $22,000

federal and state income taxes during 1997. In 1B®@érDigital paid
Additionally, InterDigital paid $350,000, $362,080d $253,000 of i

Reclassifications:

Certain prior period amounts have been reclassifiesbnform to the

$3.7 million, in foreign withiiding, federal and state income taxes.
nterest during 1998, 1997 and ,189pectively.

1998 presentation.

35



3. SIEMENS AGREEMENTS:

On December 16, 1994, InterDigital entered intoastdr Agreement and a series of four related agrmetmnsome of which were
subsequently amended, as elements of an intedgratezhction establishing a broad based marketiddgehnology alliance with Siemens.

As partial consideration for the rights and licengeanted by InterDigital, Siemens agreed to pdyrlion, of which $15.1 million was paid
in cash, with the remaining payment offset agamagtments due to Siemens from InterDigital in conjion with the Samsung alliance. In
accordance with accounting requirements, InterBigécognized the $20 million of revenue over thetract performance period due to the
combined nature of the contracts. All revenuegedl#o the rights and licenses granted by IntetBligd Siemens were recognized prior to
1998. In 1997 and 1996 InterDigital recognized $tillion and $4.8 million, respectively, of reventedated to the Siemens agreement.

In February of 1999 Siemens announced that it dgd¢a withdraw from the current B-CDMA developmentject. InterDigital and Siemens
are in the process of defining the process for 8ieshwithdrawal from the project.

4. SAMSUNG AGREEMENTS:

On February 9, 1996, InterDigital entered into @eseof agreements with Samsung as a second ntairsimplementing its alliance
strategy. Under the various agreements, Samsung omaffont payments to InterDigital in excess 05 $3illion (of which approximately
one-half constituted royalty prepayments), lesdiagiple withholding taxes. All payments from Samguvere received by June 30, 1996. In
July 1996, InterDigital made, via offset certairypeents to Siemens, which in turn, committed to mte\additional technical assistance.(See
Note 3.) The net (-front amount received by InterDigital, after gigieffect to the receipt of certain exemptions figorean Service
Withholding Tax granted by the Korean Ministry afdrmation and Communications, was approximatey ®@lion. Samsung is also
obligated to provide engineering manpower for teeelopment of InterDigital's B-CDMA technology.

Samsung has received from InterDigital royalty-beglicenses covering InterDigital's TDMA and B-C[2\patent portfolio, its UltraPhone
and B-CDMA technologies and is licensed to useageinterDigital trademarks. The agreements givesmg the right to manufacture and
sell privately labeled UltraPhone systems.

InterDigital recognized $3.4, $2.8 million and $28lion as revenue during 1998, 1997 and 1996,aetyely. The balance of the revenue is
expected to be recognized through fiscal 1999expected date of completion of the applicable dgwakent effort. Samsung is currently re-
evaluating its commitment to its current B-CDMA guet development effort. If it were to cease itsdurct development efforts, InterDigital

would not expect to receive any additional paymémis Samsung.

5. ALCATEL AGREEMENTS:

On March 12, 1998, InterDigital entered into an égmnent with Alcatel Espana for B-CDMA technologyelepment, patent licensing,
product development, technology transfer, standsugport and other areas of cooperation. Undetetimes of the Agreement, Alcatel agreed
to pay technology transfer and services fees ofcqpately $25 million. Of this fee, $5.4 millionas paid in March 1998. The Agreement
provides for payment of an additional $12.6 milllmesed on the achievement of certain product dpugot and commercialization
milestones. The Agreement also provides for payrogtite remaining fee in conjunction with the puash of B-CDMA ASICs (Application
Specific Integrated Circuits) through December 2003998 InterDigital recognized $4.6 million ievenue related to the Alcatel agreement.
Alcatel is currently re-evaluating its commitmeatie current B-CDMA development project. If it wap withdraw from the project,
InterDigital would not expect to recognize any aiddial revenue from Alcatel.

6. MAJOR CUSTOMERS AND GEOGRAPHIC DATA:
Product Revenue

During 1998, 43% of InterDigital's product reverwas for shipments to Namibia through an allianagnga. Direct sales to strategic partners
represented 28% of product revenue.
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During 1997, InterDigital's Indonesian and Philippicustomers accounted for 75% and 7% of totalymtovenues, respectively. During
1996, InterDigital's Philippine customer and itddnesian customer accounted for 56% and 16% olgtadvenues, respectively.

Due to the economic uncertainties in Asia, Inteff@aigdloes not expect any significant orders frogitdonesian or Philippine customers in
the near future.

Product revenues by geographic area are as foliovisousands):

Year Ended Dec ember 31,

1998 1997 1996

u.s. $ 911 $ 1,253 $ 1,958
Non-U.S. 5,840 42,601 23,016
$6,751 $43,854 $ 24,974

Licensing and Strategic Partner Revenue:

In 1998, ITC entered into four new TDMA license egments with Sharp Corporation, Kyocera Corporafimshiba Corporation, and Denso
Corporation, and revised TDMA license agreementh ®wanyo and Kokusai, and granted a CDMA (includaaihnology) license to Alcatel
(See Note 5). In prior years, ITC had granted naeiusive, non-transferable, perpetual, worldwidsalty-bearing licenses to use certain
TDMA patents (and in certain instances, technoldgyhiNS, American Telephone & Telegraph Compangntgins (see Note 3), Matsushita
Electric Industrial Co. Ltd., Sanyo Electric Cotdl, Pacific Communications Systems Inc., Mitsubislectric Corporation, Hitachi Ltd.,
Kokusai Electric Co., NEC Corporation, OKI, and Saimmg (see Note 4). In prior years, ITC had grantad-exclusive, non-transferable,
perpetual, worldwide, royalty-bearing licenses $e gertain CDMA patents (and in certain instanehnology) to Siemens, Samsung,
Qualcomm and Advanced Digital Technologies. Mantheke licenses contain "most favored licenseeVigians, applied on a going forwe
basis only, and provisions which could, in cer@ents, cause the licensee's obligation to paytieydo InterDigital to be suspended for an
indefinite period, with or without the accrual bftroyalty obligation.

In 1998, InterDigital recognized $4.6 million an8.4 million in revenue related to the Alcatel aradrSung agreements, respectively. During
1998 InterDigital entered into four new TDMA licéeng agreements and revised agreements with twdirexikcensees. These licensing
transactions resulted in an additional $83.5 millid revenue in 1998. Additionally, recurring rayalees of $962,000 were recognized in
1998.

In 1997, InterDigital recognized $2.8 million idinsing and strategic partner revenue from Sam#&ing,million from Siemens and $1.6
million of recurring royalty revenue from one ligae. The 1996 licensing and strategic partner tm&mcluded $23.0 million from
Samsung, $4.8 million from Siemens and $900,00@aifirring royalty fees from one licensee.

7. PATENTS CORP.:

During the fourth quarter of 1992, InterDigital fioed Patents Corp. and contributed to Patents @ergntire ownership interest in ITC in
return for 100% of its common stock. InterDigitalchpreviously contributed all of its past, pressamd future (conceived on or before
February 2002) patent rights to ITC. SubsequeR#ents Corp. issued 22 Units in a private placémieb250,000 per Unit, receiving net
proceeds of $5.2 million in return for 5.76% of thenership interest in Patents Corp.

During September 1996, InterDigital entered intoAgmeement and Plan of Merger (the "Plan of Merpeith Patents Corp. and IP
Acquisition Corporation ("Merger Co"), a wholly-oed subsidiary of InterDigital, providing for the myer of Merger Co with and into
Patents Corp. (the "Merger") and the issuance pfagimately 1.5 million shares of InterDigital CoromStock to the shareholders of Pat¢
Corp. in exchange for their Patents Corp. CommoniSt
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Upon completion of the Merger, Patents Corp. becambolly-owned subsidiary of InterDigital and $Talllion, representing the excess of
the fair value of InterDigital Common Stock exchadgver the book value of the minority interestswaasigned as additional Patents assets

on the consolidated balance sheet.

8. INVENTORIES:

Component parts and work-in-progress  $ 2,958

Finished goods 2,144

cember 31,

Inventories are stated net of valuation reserve&l8f7 million and $5.8 million as of December 3298 and 1997, respectively. In 1998,
InterDigital recorded charges totaling $7.9 millimreduce the carrying value of its inventory dfr&Phone components to its net realizable
value, due to excess inventories resulting fromctirecellation of the Myanmar contract. Quantitiessraow considered excess relative to the

niche market for UltraPhone products.

9. PROPERTY, PLANT AND EQUIPMENT:

De
1998
(In
Land, building & improvements $ 4,258
Machinery and equipment 8,971
Computer equipment 7,484
Furniture and fixtures 2,806
Leasehold improvements 1,139
24,658
Accumulated depreciation (14,961)
Net PP&E $ 9,697
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thousands)

$ 4,231
8,018
6,699
2,771
1,108



10. LONG-TERM DEBT OBLIGATIONS:

December 31,

1998 1997

( n thousands)
Mortgage Debt $ 2,575 $ 2,673
Capitalized leases 1,197 1,787
Total long-term debt obligations 3,772 4,460
Less -- Current portion (723) (869)
$ 3,049 $ 3,591

During 1996, InterDigital purchased its King of Bsia facility for $3.7 million, including cash 09$0,000 and a 16 year mortgage of $2.8
million with interest payable at a rate of 8.28% aenum.

Capitalized lease obligations are payable in mgritidtallments at an average interest rate of 11tB%ugh 2001. The net book value of
equipment under capitalized lease obligations i #tillion.

Maturities of principal of the long-term debt oldigpns as of December 31, 1998 are as followshfngands):

1999 $ 723
2000 449
2001 363
2002 149
2003 149
Thereafter 1,939
$3,772

11. COMMITMENTS AND CONTINGENCIES:

InterDigital has entered into various operatingéeagreements, primarily for office, assembly aadelvouse space. Total rent expense was
$1.4 million, $1.3 million and $1.0 million for theears ended December 31, 1998, 1997 and 199&atésgly. Minimum future rental
payments for operating leases as of December 3B a& as follows (in thousands):

1999 $ 1,991

2000 1,639

2001 1,625

2002 614

2003 412

Thereafter 1,167
$ 7,448

Included in the minimum future rental paymentsi$%000 for the lease which expires in 1999, afridtgital's former Great Neck, New
York facilities comprising 15,000 square feet a20&000 per year for the lease of another New YacHity comprising approximately
38,000 square feet. InterDigital is currently néafirtg releases under one of these agreementse Therbe no assurance that InterDigital
be able to obtain this release. InterDigital ha®rded an accrual to cover expected facility expsmscurred through the estimated date of
release under the agreements. InterDigital doesxpct an additional material charge to experisgectto this lease. If InterDigital were not
released from the aforementioned lease agreenmprpdmately $3.4 million would be payable undez thases through 2006.
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Sole Source Suppliers

InterDigital currently buys several of its basdistaand subscriber station components from salecsosuppliers. A change in or loss of
suppliers or difficulties in the supply of compotefrom said sources could cause a delay in matufag and shipments, a possible loss of
sales, and could cause InterDigital to fail toifutfertain performance obligations under curreutomer contracts, which would affect
operating results adversely.

Employment Agreements

InterDigital has entered into agreements with derméficers that provide for the payment of sevempay benefits, among other things, in
certain events of termination of employment. Certfithese agreements generally provide for thengsy of severance up to a maximum of
one year's salary (approximately $1.9 million at&eber 31, 1998) and up to a maximum of one yeantnuation of medical and dental
benefits. In certain of these agreements, in tlemiesf a termination or resignation within one yfdliowing a change of control, which is
defined as the acquisition, including by mergecamsolidation, or by the issuance by InterDigitgit® securities, by one or more persons in
one transaction or a series of related transagtafnmaore than fifty percent (50%) of the votingwm represented by the outstanding stock of
InterDigital, the employee would generally recefwe years of salary (approximately $3.9 milliorDeicember 31, 1998) and the immediate
vesting of all stock options.

12. LITIGATION:

In September 1993, ITC filed a patent infringemestton against Ericsson GE Mobile Communications, ("Ericsson GE"), its Swedish
parent, Telefonaktieboleget LM Ericsson ("LM Erigs%) and Ericsson Radio Systems, Inc. ("EricssodidR@, in the United States District
Court for the Eastern District of Virginia (Civilagéion No. 93-1158-A (E.D.Va.)) (the "Ericsson actipwhich was subsequently transferred
to the United States District Court for the North&istrict of Texas. The Ericsson action seeksgguletermination that in making, selling,

or using, and/or in participating in the makingdlisg or using of digital wireless telephone systeamd/or related mobile stations, Ericsson
has infringed, contributed to the infringement oél&r induced the infringement of eight patentsfid C's patent portfolio. The Ericsson
action also seeks an injunction against Ericssom infringement and seeks damages, royalties, eoststtorneys' fees. Ericsson GE filec
answer to the Virginia action in which it denie@ thllegations of the complaint and asserted a @ociaim seeking a Declaratory Judgment
that the asserted patents are either invalid omfiohged. On the same day that ITC filed the Esmn action in Virginia, two of the Ericsson
Defendants, Ericsson Radio and Ericsson GE, fillavauit against InterDigital and ITC in the UnitSthtes District Court for the Northern
District of Texas (the "Texas action"). The Texasan, which involves the same patents that arestiisgect of the Ericsson action, seeks the
court's declaration that Ericsson's products danfohge ITC's patents, that ITC's patents aralitvand that ITC's patents are unenforceable.
The Texas action also seeks judgment against liggabDand ITC for tortious interference with comttual and business relations, defamation
and commercial disparagement, and Lanham Act wiwmiat The Ericsson action and the Texas action haea consolidated. ITC agreed to
the dismissal without prejudice of LM Ericsson.

In December 1997, Ericsson Inc., the successoritsgon GE and Ericsson Radio, filed an actionregddir C in the United States District
Court for the Northern District of Texas (the "19B@xas action") seeking the court's declaratiohEngsson Inc.'s products do not infringe
two patents issued to InterDigital earlier in 1@&7continuations of certain patents at issue imt&s action. Later that month, Ericsson Inc.
filed an amended Complaint seeking to include the&®senew patents in the Texas action in an effortdnsolidate the two cases. In January
1998, both Ericsson Inc. and InterDigital and ITiEd motions requesting that Ericsson Inc.'s amédr@emplaint be allowed and that the
1997 Texas action be dismissed, to which the Cagneéed. During the third quarter of 1998, Ericslsun filed a Motion for Partial Summary
Judgement, with respect to which InterDigital heggglied. The Court has not yet ruled on this Motiatso during the third quarter, the United
States District Court for the Northern DistrictTafxas granted InterDigital's Motion to amend itsi@erclaim by adding four additional
patents. The litigation is currently in the discovstage. InterDigital records expenses for feted to litigation as they are incurred.
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13. PREFERRED STOCK:

The holders of the $2.50 Convertible Preferred IStve entitled to receive, when and as declarethdyBoard, cumulative annual dividends
of $2.50 per share payable in cash or Common StxKefined) at the election of InterDigital (sudbj a cash election right of the holder
legally available. Such dividends are payable samially on June 1 and December 1. In the eventDigéal fails to pay two consecutive
semiannual dividends within the required time paricertain penalties may be imposed. The $2.50 &xible Preferred Stock is convertible
into Common Stock at any time prior to redemptiba aonversion price of $12 per share (subjectijostment under certain conditions). In
1998, 1997 and 1996, InterDigital declared and paiitlends on the $2.50 Convertible Preferred Stafck255,000, $256,000 and $260,000,
respectively. These dividends, were paid with azs$202,000, $162,000 and $218,000, and 8,86081%#2d 5,862 shares of Common
Stock, respectively.

Upon any liquidation, dissolution or winding uplaferDigital, the holders of the $2.50 ConvertiBleferred Stock will be entitled to receive,
from InterDigital's assets available for distrilauis to shareholders, $25 per share plus all didsleccrued, before any distribution is mad
the Common shareholders. After such payment, thdehoof the $2.50 Convertible Preferred Stock wmdt be entitled to any other
payments. The redemption price for each share &0$2onvertible Preferred Stock is $25 per share.

The holders of the $2.50 Convertible Preferred IStz not have any voting rights except on thoserahments to the Articles of

Incorporation which would adversely affect theghts, create any class or series of stock rankengsto or on a parity with the $2.50
Preferred, as to either dividend or liquidatiorhtiy or increase the authorized number of sharasy&enior stock. In addition, if two or mc
consecutive semiannual dividends on the $2.50 Regfare not paid by InterDigital, the holdersiaé Preferred, separately voting as a class,
will be entitled to elect one additional directdrmaterDigital.

14. COMMON STOCK OPTIONS PLANS AND WARRANTS
Common Stock Option Plans

InterDigital has granted options under two incemttock option plans, four non-qualified stock optplans and one plan which provides for
grants of both incentive and non-qualified stockays to non-employee directors, officers and elygds of InterDigital and certain others,
depending on the plan. One incentive stock optlan,ghree non-qualified stock option plans andglaa that allows for both incentive and
non-qualified stock options are authorized to gapttons for up to 600,000, 2,035,600, 1,500,0000@,000 and 4,000,000 shares,
respectively of InterDigital's Common Stock. Nothar grants are allowed under the remaining st@tion plans. The Board of Directors ¢
Committee of the Board determines the number daboptto be granted. The option prices are determir@sed on market prices in
accordance with the terms of the plans. Underghag of the incentive stock option plan, the oppioice cannot be less than 100% of fair
market value of the Common Stock at the date aftgaad incentive stock options granted become ésalyle at 20% per year beginning one
year after date of grant and generally remain ésainte for 10 years. Under the -qualified option plans, options are generally exable

for a period of 10 years from the date of grant @y vest on the grant date, another specifiedatadeer a period of time. All options
granted under the plan which provides for bothmige and non-qualified stock options to non-employlirectors and grants awarded to
inventors most commonly vest in six bi-annual iistants. All incentive options granted under sutdnphave exercise prices of not less than
100% of the fair market value of the Common Stockle grant date in accordance with Internal Regedode requirements.

Information with respect to stock options underdbheve plans is summarized as follows (in thousaextsept per share amounts):
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Available Weighted

for  Outstand ing Options Average
Grant Number Price Range Exercise Price
BALANCE AT DECEMBER 31, 1995 6,378 4,014 $.01-$14.875  $7.01
Granted (862) 862 $5.625-$11.53 7.79
Canceled 88 (88) $.60-$14.875 9.93
Exercised - (399) $.60-$8.875 5.75
BALANCE AT DECEMBER 31, 1996 5,604 4,389 $.01-$14.875 7.14
Granted (2,539) 2,539 $4.375-$5.688 5.45
Canceled 879  (879) $5.250-$14.500 9.15
Exercised - 3) $0.600-$5.625 4.79
BALANCE AT DECEMBER 31, 1997 3,944 6,046 $.01-$11.625 6.14
Granted (608) 608 $3.250-5.6875 5.04
Canceled 715  (715) $5.375-$10.750 3.13
Exercised - (153) $0.600-5.625 3.13
BALANCE AT DECEMBER 31, 1998 4,204 5,786 $01-$11.625  $6.05

InterDigital has adopted the disclosure-only primris of Statement of Financial Accounting Stand&tds123, "Accounting for Stock-Based
Compensation” ("SFAS No. 123"). Accordingly, no qmensation cost has been recognized in the StateroE@perations for InterDigital's
stock option plans. Had compensation cost beenlede based on the fair value at the grant datavi@rds in 1998, 1997 and 1996
consistent with the provision of SFAS No. 123, tbigital's net income (loss) and net income (Igms) share would have been changed t
following pro forma amounts:

1998 1997 1996

Net income (loss) applicable to Common

Shareholder-as reported $36,713  $(34,523) $(11,904)
Net income (loss) applicable to Common

Shareholders - pro forma $32,837 $(37,894) $(13,757)
Net income (loss) per share - as reported - basic $ 076 $ (0.72) $ (0.26)
Net income (loss) per share - as reported - diluted $ 075 $ (0.72) $ (0.26)
Net income (loss) per share - pro forma - basic $ 068 $ (0.79) $ (0.30)
Net income (loss) per share - pro forma - diluted $ 067 $ (0.79) $ (0.30)

The fair value of each option grant is estimatedhendate of grant using the Black-Scholes optidcirg model with the following weighted-
average assumptions used for grants in 1998, 1887.896; no dividend yield; expected volatility@8% for 1998, 70% for 1997, and 80%
for 1996, risk-free interest rates of approximate32%, 6.24 % and 6.25% for 1998, 1997 and 199%actively, and an expected option life
of 3.05 years for 1998 and 3.72 years for 199718%6. The weighted average fair value at the diageamt for options granted during 1998,
1997 and 1996 is estimated as $5.04, $2.89 and $erishare, respectively. The pro forma effeahenincome (loss) for 1998, 1997 and
1996 is not representative of the pro forma eftechet income

(loss) in future years because it does not takedonhsideration pro forma compensation expenséreta grants made prior to 1995.

42



The following table summarizes information regagdihe stock options outstanding at December 318 {@Gthousands, except per share
amounts):

Weighted
Number Average Weighted Number Weighted
Outstanding Remaining Average Exercisable Average
Range of As of Contractual Exercise As of Exercise
Exercise Prices  12/31/98 Life Price 12/31/98 Price
$0.01-$5.38 1,151 6.96 $4.15 915 $3.95
$5.44-$5.44 1,928 8.72 $5.44 981 $5.44
$5.50-$ 6.00 1,173 10.18 $5.73 906 $5.75
$6.13-$7.69 741 7.17 $7.08 703 $7.05
$7.75-$11.50 538 13.97 $8.92 537 $8.92
$11.63-$11.63 255 45.95 $11.63 255 $11.63
$0.01-$11.63 5,786 9.87 $6.05 4,297 $6.26

Common Stock Warrants

As of December 31, 1998, in addition to the opfitans discussed above, InterDigital has variousams outstanding to purchase 3,574,000
shares of Common Stock at exercise prices rangimg $2.50 to $10.00 per share, with a weightedageexercise price of $5.37 per share.
As of December 31, 1998, all of these warrantscareently exercisable. These warrants expire ifouaryears through 2006. The exercise

price and number of shares of Common Stock to b&irdd upon exercise of certain of these warramtsabject to adjustment under certain
conditions.

15. SHAREHOLDER RIGHTS PLAN:

In December 1996, InterDigital's Board of Directdeslared a distribution under its Shareholder RigHan of one right for each outstanding
common share of InterDigital to shareholders obrdas the close of business on January 3, 19%&dition, any new common shares is<
after January 4, 1997 will receive one right fockeaommon share. Each right entitles shareholdebsiy one one-thousandth of a share of
Series B Junior Participating Preferred Stock pair@hase price of $45 per share, subject to adpratn®rdinarily, the rights will not be
exercisable until 10 days after a nexempt person or group owns or acquires more tB&n df InterDigital's outstanding Common Stock 1
non-exempt person or group begins an offer for t8%ore of InterDigital's outstanding Common Stdckgeneral, in the event that
InterDigital is acquired in a merger or other besis combination interaction, each holder of a nighthave the right to receive, upon
exercise, Units of Preferred Stock (or, in certaimnumstances, Company Common Stock, cash, propertther securities of InterDigital)
having a current market value equal to two timesetkercise price of the Right.

16. RELATED-PARTY TRANSACTIONS:

During 1996, InterDigital utilized as a consultéme son of an executive officer and member of tharB of Directors. He was paid $72,000,
for these consulting services and was reimburseeindraveling expenses.

17. INCOME TAXES:

The 1998 income tax provision includes a federtarahtive minimum tax provision of $860,000, a fgrewithholding tax provision of $8.35
million, and a current state tax provision of $100®, partially offset by a state tax refund of $4®. The 1997 income tax provision includes
a current state tax provision of $34,000. The 1i®86me tax provision includes a current foreigrhiviilding tax provision of $3.3 million

and a current state tax provision of $133,000. At&nber 31, 1998, InterDigital had net operatirsg kcarryforwards of approximately $96.7
million. Since realization of the tax benefits agated with these carryforwards is not assuredilaation allowance of 100% of the potential
tax benefit is recorded as of December 31, 1998.
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The net operating loss carryforwards are schedoledpire as follows:

2002 $ 7.9 million

2003 18.2 million

2004 20.0 million

2005 11.9 million

thereafter 38.7 million
$ 96.7 million

Pursuant to the Tax Reform Act of 1986, annualafdaterDigital's net operating loss and creditrgiorwards may be limited if a cumulative
change in ownership of more than 50% occurs wighihree-year period. The annual limitation is gathgequal to the product of (x) the
aggregate fair market value of InterDigital's stonknediately before the ownership change timesh(g)'long-term tax exempt rate" (within
the meaning of Section 382(f) of the Code) in dffgdhat time. InterDigital believes that no owstep change for purposes of Section 382
occurred up to and including December 31, 199&rDigital's calculations reflect the adoption ofwi€&reasury Regulations which became
effective on November 4, 1992 and which have berafeffects regarding the treatment of options atr aspects of the ownership change
calculation.

18. SUBSEQUENT EVENT (unaudited):

On January 22, 1999, InterDigital entered into gmeament with Nokia involving the development ofwrtechnology for third generation
wireless telecommunications products designedifgir Hata rate applications, such as Internet acdéssagreement includes royalty bearing
TDMA and CDMA patent licenses, which are paid upeyally through the project period, and providetracture for determining the roya
payments thereafter. In the first quarter of 198&rDigital recorded $31.5 million as licensingeaue relative to the Nokia agreement.
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

Cash Equivalents and Investments. InterDigital daesuse derivative financial instruments in itgagtment portfolio. InterDigital places its
investments in instruments that meet high crediigustandards, as specified in InterDigital'seatment policy guidelines This policy also
limits the amount of credit exposure to any onaéssssuer, and type of instrument. InterDigitasloot expect any material loss with respect
to its investment portfolio.

The following table provides information about Ifidgyital's investment portfolio. For investment saties, the table presents principal cash
flows and related weighted average interest rajesxpected maturity dates. All investment secigitiee expected to mature in 1999.

(in thousands)

Cash equivalents .................... $20,059
Average interest rate ............ 5.28%

Short-term investments .............. 32,218
Average interest rate ............ 4.96%

Total portfolio .........ccee...... $52,272
Average interest rate ............ 5.08%

Long-term Debt The table below sets forth informatabout InterDigital's long-term debt obligatidy, expected maturity dates.

1999 200 0 2001 2002 2003 and beyond Total  Fair Value
Fixed Rate $723,000 $449, 000 $363,000 $149,000 $2,088,000  $3, 772,000 $3,772,000
Weighted Average Interest Rate 9.71% 8 .51% 7.41%  8.30% 8.28% 8.50%

Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None
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PART 1lI
Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF INTERD IGITAL

Information concerning executive officers appeardar the caption Item 1. "Business- Executive @fficof InterDigital" in Part | of this

Form 10-K. Information concerning directors is inparated by reference herein from the informatialfofving the caption "ELECTION OF
DIRECTORS -Nominees for Election to the Board ofe@tors for a Three Year Term Expiring at 2001 Aadrideeting” to but not including
"-Committees and Meetings of the Board of DirectamdnterDigital's proxy statement to be filed tvithe Commission within 120 days after
the close of InterDigital's fiscal year ended DebenB31, 1998 and forwarded to shareholders prithéd 999 annual meeting of shareholders
(the "Proxy Statement").

Information in the two paragraphs immediately faling the caption "Compliance with Section 16(ajtaf Securities Exchange Act of 1934"
in the Proxy Statement is incorporated by referdraein.

Item 11. EXECUTIVE COMPENSATION

Information following the caption "Executive Compation -Summary Compensation Table" to but nouiiclg the caption "Shareholder
Return Performance Graph" and information followihg caption "Compensation Committee Interlocks las@ler Participation™ in the
Proxy Statement is incorporated by reference herein

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

Information following the caption "Security Owneiglof Certain Beneficial Owners" to but not incladithe caption "Compensation
Committee Interlocks and Insider Participationthe Proxy Statement is incorporated by referenceitne

Iltem 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS
None.
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PART IV
ltem 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K
(a) The following documents are filed as part @ fhorm 10-K:
(1) Financial Statements.
(2) Financial Statement Schedule.
The Index to Financial Statements and SchedulestenBinancial Statements begin on page 26.
(3) Exhibits.

*2.1 Plan of Merger by and among InterDigital, PaseCorp. and Merger Co. dated as of August 166 1B8hibit 2 to InterDigital's
Registration Statement No. 333-10521 filed on At@@s 1996).

*3.1 Restated Articles of Incorporation. (Exhibi.30 InterDigital's Quarterly Report on Form 1(ep the quarterly period ended September
30, 1996 (the "September 1996 Form 10-Q)).

*3.2 By-laws, as amended October 6, 1996 (Exhildtt8 the September 1996 Form 10-Q).

*4.1 Rights Agreement between InterDigital and Arma@n Stock Transfer & Trust Co. ("AST")(Exhibit & InterDigital's Current Report on
Form 8-K filed on December 13, 1987).

*4.2 Amendment No. 1 to the Rights Agreement ASXHBit 4.2 to InterDigital's Quarterly Report onrn10-Q for the quarterly period
ended June 30, 1997 (the "June 1997 Form 10-Q")).

*4.3 Amendment No. 2 to the Rights Agreement betwiegerDigital and AST (Exhibit 4.3 to the June T90rm 10-Q).

*10.1 Non-Qualified Stock Option Plan, as amendexh(bit 10.4 to InterDigital's Annual Report on Fod 0K for the year ended Decemb
31, 1991).

*10.2 Intellectual Property License Agreement betwénterDigital and Hughes Network Systems, Inahgit 10.39 to InterDigital's
Registration Statement No. 33-28253 filed on Ap8) 1989).

*10.3 1992 License Agreement dated February 292 183ween InterDigital and Hughes Network Systdmns, (Exhibit 10.3 to InterDigital
Current Report on Form 8-K dated February 29, 189 "February 1992 Form 8-K)).

10.4 E-TDMA License Agreement dated February 29218etween InterDigital and Hughes Network Systdnts, (Exhibit 10.4 to the
February 1992 Form 8-K).

*10.5 1992 Non-Qualified Stock Option Plan (Exhib@.1 to InterDigital's Current Report on Form &#ted October 21, 1992).
*10.6 1992 Employee Stock Option Plan (Exhibit 10t@ InterDigital's Annual Report on Form 10-K tbe year ended December 31, 1992).

*10.7 1995 Employee Stock Option Plan, as amenBe&Hibit 10.7 to InterDigital's Annual Report on Fod0-K for the year ended
December 31,1997 (the "1997 Form 10-K")).

*10.8 1997 Stock Option Plan for Non-Employee Dioes (Exhibit 10.34 to InterDigital's Quarterly Repon Form 10-Q for the quarterly
period ended September 30, 1997 (the "Septembé&r A&8n 10-Q")).
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*10.9 Amendment #2 to the Employee Stock Purchéese [Exhibit 10.9 to the 1997 Form 10-K).
*10.10 Amendment #1 to the Employee Stock PurcRdae (Appendix to InterDigital's Proxy Statemetddi May 23, 1996).
*10.11 Employee Stock Purchase Plan (Exhibit 1@o5terDigital's Registration Statement No. 33688 filed on June 6, 1993).

*10.12 Master Agreement among InterDigital, ITCda&8iemens dated December 16, 1994 (Exhibit 99ldtéwDigital's Current Report on
Form 8-K dated December 16, 1994 the ("Decembe4 BIRK)). **

*10.13 Patent License Agreement among InterDigifal; and Siemens dated December 16, 1994 (Exhébz & the December 1994 Form 8-
K) *%

*10.14 TDMA/CDMA Development and Technical AssistanrAgreement between InterDigital and Siemens dats®mber 16, 1994
(Exhibit 99.3 to the December 1994 Form 8-K). **

*10.15 Cooperation Agreement between InterDigitad Siemens dated December 1994 (Exhibit 99.5 t@#wember 16, 1994 Form 8-K).

*%

*10.16 ASIC Design and Development Agreement d&toruary 12, 1996 by and between InterDigital Comications Corporation and L
Logic Corporation (Exhibit 10.19 to InterDigitaPsinual Report on Form 10-K for the year ended Ddmem31, 1996 (the "1996 Form 10-
K").

*10.17 Employment Agreement dated February 25, 1893@nd between InterDigital Communications Corgoraand Howard E. Goldberg
(Exhibit 10.24 to the 1996 Form 10-K).

*10.18 Employment Agreement dated November 20, 1898nd between InterDigital Communications Corpioreand William A. Doyle
(Exhibit 10.25 to the 1996 Form 10-K).

*10.19 Employment Agreement dated November 18, 1898nd between InterDigital Communications Corgioreand Charles Tilden
(Exhibit 10.26 to the 1996 Form 10-K).

*10.20 Severance Benefit Agreement dated AprilZZ86 by and between InterDigital CommunicationspOoation and D. Ridgely Bolgiar
(Exhibit 10.27 to the 1996 Form 10-K).

*10.21 Severance Benefit Agreement dated AprilZB®6 by and between InterDigital and Mark Lemmoh(gi 10.32 to InterDigital's
Quarterly Report on Form 10-Q for the quarterlyipeiended March 30, 1997).

*10.22 Employment Agreement dated June, 1997 bybateen InterDigital and Joseph Gifford (Exhilit33 to the September 1997 Form
10-Q).

10.23 Employment Agreement dated September 3, h92®d between InterDigital and William Merritt.
10.24 Employment Agreement dated November 16, b9%hd between InterDigital and Richard Fagan.
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21 Subsidiaries of InterDigital.
23.1 Consent of Arthur Andersen LLP.

27 Financial Data Schedule.

* Incorporated by reference to the previous filindicated.
** Confidential treatment has been granted for jpoit of these agreements.
(b) Reports filed on Form 8-K during the last geadf 1998:

InterDigital filed a Current Report on Form 8-K ddtNovember 2, 1998 under Item 5 - Other Eventging to its license agreement with
Denso Corporation. No financial statements wesalfivith this report.
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INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI

ARIES

SCHEDULE Il -- VALUATION AND QUALIFYING ACCOUNTS

Balance at
Beginning of
Description Period

Allowance for uncollectible accounts

1997

Allowance for uncollectible accounts

1996

Allowance for uncollectible accounts

$897

$558

$340

(in thousands)

Charged
to Costs Balance at
and End of

Expenses Deductions Period

$84 $6 $975

$508 $169 $897

$339 $121 $558
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, Interlibitas duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized, on the 30th day of March, 1999.

INTERDIGITAL COMMUNICATIONS
CORPORATION

By: [/s/ WIlliam A. Doyle

WIlliam A Doyle
Presi dent and Principal Executive Oficer

By: /s/ R J. Fagan

Ri chard J. Fagan
Seni or Vice President and
Chi ef Financial Oficer
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Pursuant to the requirements of the Securities &xgl Act of 1934, this report has been signed &ydhowing persons on behalf of
InterDigital and in the capacities and on the datdiated.

Dat e: March 30, 1999 /'s/ D. Ridgely Bol gi ano

D. Ridgely Bol gi ano, Director

Dat e: March 30, 1999 /'s/ Harry Canpagna

Harry Canpagna, Director

Date: March 30, 1999 /sl WIlliamA. Doyl e

WIlliam A. Doyle, Director

Date: March 30, 1999 /'s/ Robert Roath

Robert Roath, Director

Dat e: March 30, 1999 /sl Joseph S. Col son, Jr.

Joseph Col son, Director
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EXHIBIT INDEX

Exhibit
No. Description

10.23 Employment Agreement dated September 3, 199
InterDigital and William Merritt.

10.24 Employment Agreement dated November 16, 199
InterDigital and Richard Fagan.

21  Subsidiaries of InterDigital.
23.1 Consent of Arthur Andersen LLP.

27 Financial Data Schedule.
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EMPLOYMENT AGREEMENT

THIS EMPLOYMENT AGREEMENT is made this 3rd day af@ember, 1998, by and between William J. Megittennsylvania resident
(the "Employee"), and InterDigital Communicationgr@oration, a corporation organized and existindeurthe laws of the Commonwealtt
Pennsylvania (the "Company"), with reference toftllewing recitals:

A. The Company is engaged in the business of dpirecand marketing certain types of advanced digiieless telecommunications
systems using proprietary technologies for voiod data communications, as more particularly desedrib the Company's Form X0as filec
from time to time, and the licensing of wirelesgitéil telephone technology (the "Business").

B. Employee serves in the position of Vice Presideaw of the Company.

C. The Company and Employee desire to provide foplayee's rights in the event of a termination offfoyee's employment relationship
with Company.

NOW, THEREFORE, in consideration of the mutual ctass and obligations contained herein, and intenpth be legally bound, the parti
subject to the terms and conditions set forth Ine@jree as follows:

1. Termination by Employee. Employee may termirtatgployee’'s employment hereunder at any time, fard3®eason or without Good
Reason, effective upon the date designated by Braplm written notice of the termination of his dayment hereunder pursuant to this
Section 1; provided that, such date shall be &t lieaur (4) weeks after the date of such notice.fewposes of this Agreement, Good Reason
shall mean the failure by the Company to pay im&ly manner base salary or any other material foficompensation or material Benefit to
be paid or provided to Employee which failure i$ cared within ten

(10) business days after notice to Company. Irethemnt of a termination of Employee's employmenetieder pursuant to this Section 1, this
Agreement shall terminate effective upon receipCoynpany of Employee's notice of termination. lntsavent, Employee's rights to
compensation and benefits hereunder shall termasate the date of termination, except that Emptosteall be entitled to the accrued and
unpaid base salary, employee benefits (includimmerge reimbursement) as shall be provided to simsB#uated executive employees of the
Company ("Benefits") and other forms of compensatind bonus payable or provided in accordancetiéherms of any then existing
compensation, bonus or benefit plan or arrangeifi©ther Compensation™) up through the date of taation. In addition, solely if such
termination is for Good Reason and provided Empiagigns Company's standard form termination lesgurovided for in Section 9 below,
Employee shall be entitled to receive (i) severan@n amount equal to the Employee's base satatyia medical and dental coverage on
terms



and conditions comparable to those most recentlyiged to the Employee pursuant to this Agreemeott for the period of twelve (12)
months commencing upon the date of such terminaBanh severance shall be inclusive of all applea&izome, social security and other
taxes and charges which are required by law toitiheld by the Company and shall be withheld and paaccordance with the Company's
normal payroll practice for its employees from titodime in effect. Except as specifically set ffoirt this Section 1, all base salary, Benefits
and Other Compensation shall cease at the timeodf &ermination, subject to the terms of any bemefcompensation plan then in force and
applicable to Employee. Except as specificallyfegh in this

Section 1, the Company shall have no liability bligation to Employee or any other person claimimgler or through him by reason of such
termination.

2. Termination for Cause. If Company terminates Exyge's employment for Cause, then this Agreemeait terminate immediately and
Employee's rights to compensation and benefitsumeler shall terminate as of the date of terminagxeept that Employee shall be entitled
to the accrued and unpaid portion of his base ydBemefits and Other Compensation up through #te df termination. For purposes of this
Agreement, the term "Cause" shall mean that

(i) Employee violates or breaches any Company ppéc (ii) Employee commits an act involving anypéyof willful misconduct with respect
to the Company, including without limitation frauembezzlement, theft or proven dishonesty in thesmof his employment; or (iii)
Employee commits an act or omission which resulriis intended to result in gain or personaladmnrient of Employee at the expense of
Company; or (iv) during the term of Employee's emgpient, Employee is convicted of a felony. Excepspecifically set forth in this
Section 2, the Company shall have no liability bligation to Employee or any other person claimimgler or through him by reason of such
termination.

3. Termination on Death. If Employee dies, thes thjreement shall terminate immediately and Emptsyaghts to compensation and
benefits hereunder shall terminate as of the dadeath, except that Employee's executors, legaésentatives or administrators shall be
entitled to the accrued and unpaid portion of laisébsalary, Benefits and Other Compensation upghrthe date of death. Except as
specifically set forth in this Section 3, the Compahall have no liability or obligation hereundefEmployee's executors, legal
representatives, administrators, heirs or assigasy other person claiming under or through hintéason of Employee's death, except that
Employee's executors, legal representatives, adtrandrs, or beneficiaries will be entitled to rieeethe payment prescribed under any life,
death or disability benefits plan in which he igaaticipant as an employee of the Company, anddocese any rights afforded under any
compensation or benefit plan then in effect.

4. Termination on Disability. In the event of a ¢pterm disability of the Employee (as such terrdéfined in the Company's Long-Term
Disability Plan) such that the Employee is not otfise qualified to perform the essential functiefshe job with or without reasonable
accommodation ("Disability"), Employee's employmbateunder may be terminated by the Company.
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In such event, this Agreement shall terminate endidite of termination and Employee will be entitiedeceive all accrued and unpaid base
salary and Benefits and Other Compensation, inaugayments prescribed under any disability instegiian or arrangement in which
Employee is a participant. Except as specificadyferth in this Section 4, the Company shall hawdiability or obligation to Employee or
any other person claiming under or through himdason of Employee's disability or such termination.

5. Termination Without "Cause". The Company mayntaate Employee's employment hereunder at any fion@ny reason, without cause,
effective upon the date designated by the Comgarthe event Company terminates employee's employmihout Cause or Disability, as
set forth above, this Agreement shall terminatéhendate of termination and Employee shall beleqtib receive all accrued but unpaid base
salary, Benefits and Other Compensation up to #te df termination. In addition, provided Employégns Company's standard form
termination letter as provided for in Section 9dvel Employee shall be entitled to receive (i) samee in an amount equal to Employee's
salary and (ii) medical and dental coverage ongeand conditions comparable to those most recentlyided to the Employee pursuant to
this Agreement, both for the period of twelve (ff®)nths commencing upon the date of such terminaBanh severance shall be inclusive of
all applicable income, social security and othgesaand charges which are required by law to beheltl by the Company and shall be
withheld and paid in accordance with the Compangtsnal payroll practice for its employees from titodime in effect. Except as
specifically set forth in this Section 5, the Comypahall have no liability or obligation to Emplayer any other person claiming under or
through him by reason of such termination.

6. Termination for Absenteeism

(a) Regular attendance at work or in conductingki®ian essential element of Employee's job. Wittimiting the Company's right to
terminate Employee pursuant to Section 2 or 4 heneithe event that Employee is absent for moae ttne hundred and fifty (150) days
within any twelve (12) month period, Employee's agment hereunder may be terminated by Company.

(b) In the event of a termination of Employee's Emyment hereunder pursuant to Section 6(a), Emglayi# be entitled to receive all

accrued and unpaid (as of the date of such terioimdbase salary and Benefits and Other Compemsatioluding payments prescribed un
any disability or life insurance plan or arrangetriarwhich Employee is a participant or to which floyee is a party as an employee of the
Company. In addition, for a period of twelve (12pmths following such termination, Employee shalkinitled to receive (i) regular
installments of base salary at the rate in effeth@time of such termination, such amount beaduced by the amount of payments received
by the Employee with respect to this period purst@any Social Security entitlement or any longrtelisability or any other employee
benefit plan, policy or program maintained to pd®/benefits in the event of disability in which tBeployee was entitled to participate at
time of termination under Section 6(a), and

(i) medical and dental coverage on terms and d¢mmdi comparable to those most recently
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provided to the Employee pursuant to this Agreenterthe extent such coverage is not provided uottesr Company policies, plans or
programs relating to Disability. Except as speaific set forth in this Section 6(b), the Companglshave no liability or obligation to
Employee for compensation or benefits hereundeebagon of such termination.

7. Change of Control.

(a) If there is a Change of Control during the Teamd Employee's employment with the Company heteuis terminated within one (1)
year following such Change of Control by the Compgaxcept for cause) or by Employee (whether offonGood Reason), Employee st

be entitled to receive all accrued but unpaid (dhe effective date of such termination) basergaBenefits and Other Compensation. In
addition, (i) Employee shall be entitled to receioe the date of such termination, an amount emulo (2) years' worth of Employee's base
salary, and (ii) all stock options granted to Enypl® by Company which pursuant to the terms of gmieable stock option plan vest upon a
Change in Control (e.g., Section 17(b) of the 188&ck Option Plan for Employees and Outside Dinesjtshall vest. Except as specifically
set forth in this

Section 7, all base salary, Benefits and Other Gursation shall cease at the time of such termimasigbject to the terms of any benefit or
compensation plans then in force and applicablEniployee, and the Company shall have no liabilitpldigation hereunder by reason of
such termination.

(b) For purposes of this Section 7, a "Change aft@f' means the acquisition (including by mergeconsolidation, or by the issuance by
Company of its securities) by one or more persor®e transaction or a series of related trangagtimf more than fifty percent (50%) of the
voting power represented by the outstanding sté¢thkeoCompany on the date hereof. For these puspgdrson” means an individual,
partnership, corporation, joint venture, assocmttoust, unincorporated association, other emtitgssociation.

8. Covenant Not to Compete. The Employee shallcdoing the term of his employment (the "Term") dnereafter for the Restricted Period
(as defined below), do any of the following, ditgar indirectly, without the prior written conseot the Company:

(a) engage or participate in any product busin@ssttly competitive with the Business of the Comypan of any subsidiary or affiliate of the
Company as conducted during the Term with respeaty period during the Term, or upon the termaratf Employee's employment
hereunder with respect to any period thereafter;

(b) become interested in (as owner, stockholdaeddg partner, co-venturer, director, officer, eoygle, agent, consultant or otherwise) any
person, firm, corporation, association or otheitgmngaged in any business that is competitivé wie Business of the Company or of any
subsidiary or affiliate of the Company as conduaedng the Term with respect to any period dutimg Term, or upon the termination of
Employee's employment hereunder with respect tqpanpd thereafter, or become interested in (aseowstockholder, lender, partner, co-
venturer,



director, officer, employee, agent, consultanttheowise) any portion of the business of any perfion, corporation, association or other
entity where such portion of such business is cditiyeewith the Business of the Company or of anpgdiary or affiliate of the Company as
conducted during the Term with respect to any pediaring the Term, or upon termination of Emplogeshployment hereunder with respect
to any period thereafter. Notwithstanding the faiag, Employee may hold not more than one percEx (of the outstanding securities of
any class of any publicly-traded securities of mpany that is engaged in activities referencedectisn 8(a) hereof;

(c) influence or attempt to influence any licensggtegic partner, supplier, or customer of then@any or potential licensee, strategic
partner, supplier or customer of the Company tmiteate or modify any written or oral agreementaurse of dealing with the Company; or

(d) influence or attempt to influence any persomitber (i) terminate or modify his employment, sating, agency, distributorship or other
arrangement with the Company, or (ii) employ oaimgtor arrange to have any other person or eatitgloy or retain, any person who has
been employed or retained by the Company as anogesal consultant, agent or distributor of the Comypat any time during the twelve (12)
month period immediately preceding the terminatibEmployee's employment hereunder.

For purposes of this Section 8, the Restrictedodeshall constitute (as applicable) (i) the peribdny, that Employee shall receive severance
as set forth herein, (ii) in the event Employeepl®yment hereunder is terminated for Cause putdoa®ection 5 herein, a period of one (1)
year following such termination, or (iii) in the@w that Employee terminates this Agreement witli@otd Reason, so long as the Comg
voluntarily pays severance to Employee (which thenBany shall be under no obligation to do), forglkeeod that Employee shall receive
such severance, but in no event for a period lotigar one (1) year.

9. Termination Letter. As a condition precedent®s Company's payment of severance and continuatioredical and dental insurance
coverage pursuant to Sections 1 and 5 above, Employist sign and deliver to Company Company's textioin letter which includes a
broad-based employment release, an obligationtsonr€ompany property and a reiteration of Emplégeenfidentiality obligations, within
the time frame specified in the termination letter.

10. Employee Benefits. This Agreement shall notdrestrued to be in lieu or to the exclusion of ather rights, benefits and privileges to
which Employee may be entitled as an employee@®fdbmpany under any retirement, pension, profitisjainsurance, hospital or other
plans or benefits which may now be in effect orahhinay hereafter be adopted.

11. Notice. Any notice or communication requirecpermitted under this Agreement shall be in writtmgl made by hand delivery or sent by

5



certified or registered mail, return receipt reqadsr by recognized overnight courier, addresselows:
If to Employee:

William J. Merritt
c/o InterDigital Communications Corporation
781 Third Avenue
King of Prussia, Pennsylvania 19406

If to Company:

InterDigital Communications Corporation
781 Third Avenue
King of Prussia, Pennsylvania 19406
Attn.: President

with a copy to:
General Counsel

,or to such other address as either party may fiom to time duly specify by notice given to théert party in the manner specified above.
12. Other Agreements. Employee represents and mart@the Company that:

(a) There are no restrictions, agreements or utatetmgs whatsoever to which Employee is a partichvtvould prevent or make unlawful
Employee's execution of this Agreement or Emplayesiployment hereunder, or which are or would bensistent or in conflict with this
Agreement or Employee's employment hereunder, aildvarevent, limit or impair in any way the perfante by Employee of his
obligations hereunder,

(b) Employee's execution of this Agreement and Eyge's employment hereunder shall not constitlieach of any contract, agreement or
understanding, oral or written, to which Employgea iparty or by which Employee is bound,

(c) Employee is free to execute this Agreementtarehter into the employ of the Company pursuamtiéoprovisions set forth herein, and

(d) Employee shall disclose the existence and tefrtise restrictive covenants set forth in this égment to any employer that the Employee
may work for during the term of this Agreement (alhemployment is not hereby authorized) or aftertédtmination of the Employee's
employment at the Company.

13. Entire Agreement. This Agreement contain th#eagreement and understanding of the partiesttieelating to the subject matter
hereof, and merges and supersedes all prior artdroporaneous discussions, agreements and undengtsiod every nature between the
parties hereto relating to the employment of Emeéowith the Company.

6



14. Waiver. The waiver of the breach of any ternpravision of this Agreement shall not operate raseconstrued to be a waiver of any
other or subsequent breach of this Agreement.

15. Survival. Notwithstanding anything in this Agmeent to the contrary, all representations, waiganobligations of performance,
statements, responsibilities, indemnities, termsomditions impliedly or expressly involving penfleance subsequent to the expiration or
termination of this Agreement, or which cannot kédnined to have been fully performed until afiech time, or which by a fair reading of
their nature are intended to survive shall be dektmesurvive.

16. Amendment. This Agreement may only be amenaedfied or varied by a written document or exchapnfwritings signed by
Employee and either the President or Chief ExeeuBiificer of the Company.

17. Invalidity. In case any one or more of the fgmns contained in this Agreement shall, for aggson, be held to be invalid, illegal or
unenforceable in any respect, such invalidityggility or unenforceability shall not affect the idétly of any other provision of this
Agreement, and such provision(s) shall be deematifiad to the extent necessary to make it enforieeab

16. Governing Law. This Agreement shall be constrared enforced in accordance with the laws of tom@onwealth of Pennsylvania.
IN WITNESS WHEREOF, the parties have caused thiefgent to be executed the day and year firstamrdbove.
ATTEST: INTERDIGITAL COMMUNICATIONS

CORPORATION

By: /s/ Jane Schultz By: /s/ WIlliam A Doyle

Title: Asst. Secr. WIlliam A Doyle, President

/sl WlliamMerritt

WLLIAM A MERRITT



EMPLOYMENT AGREEMENT

THIS EMPLOYMENT AGREEMENT is made this 16th dayMévember, 1998, by and between Richard Faganjderdof Chadds Ford,
Pennsylvania (the "Employee"), and InterDigital Goumications Corporation, a corporation organizedi existing under the laws of the
Commonwealth of Pennsylvania (the "Company").

WHEREAS, the Company is engaged in the businedsw#loping and marketing advanced digital wiretegscommunications systems
using proprietary technologies for voice and dat@munications and the licensing of wireless digiédédéphone technology (the "Business").

WHEREAS, the Company and Employee have enteredhitgtier agreement, dated November 16, 1998, antsa which, inter alia, the
Company has offered Employee and Employee has &t position of Senior Vice President and Chia&ncial Officer of the Company
(the "Letter Agreement”).

NOW, THEREFORE, in consideration of the mutual eceav@s and obligations contained herein, and intenptti be legally bound, the parti
subject to the terms and conditions set forth Ine@iree as follows:

1. Employment and Term. The Company hereby emogployee and Employee hereby accepts employmehttiét Company, as Senior
Vice President and Chief Financial Officer (suclsifon, Employee's "Position") for a period commiegmo later than November 16, 1998
and continuing until employment hereunder is teatéd pursuant to the provisions of Section 9 hetam " Term").

2. Duties. During the term of his employment, Enyple shall serve the Company faithfully and to testtof his ability and shall devote his

full time, attention, skill and efforts to the penfnance of the duties required by or appropriatdni® Position. Employee agrees to assume

such duties and responsibilities as may be cusibnigcident to such position, and as may be reabnassigned to Employee from time to
time by the President. Employee shall report toRtesident of the Company.

3. Other Business Activities. During the Term, Eaygle will not, without the prior written consenttbe Company, directly or indirectly
engage in any other business activities or pursiligtsoever, except activities in
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connection with any charitable or civic activitiggrsonal investments and serving as an execuistee or in other similar fiduciary capac
provided, however, that such activities do notriiete with his performance of his responsibilitiexd obligations pursuant to this Agreement.

4. Compensation. The Company shall pay Employes EFmmployee hereby agrees to accept, as compensatiah services rendered
hereunder and for Employee's covenant not to camgeprovided for in Section 8 hereof, a basesalathe annual rate of One Hundred and
Sixty Thousand Dollars (subject to any increaseftine to time, the "Base Salary"). The Base Sadail be inclusive of all applicable
income, social security and other taxes and chaxpésh are required by law to be withheld by ther@any or which are requested to be
withheld by Employee, and which shall be withhetd paid in accordance with the Company's normatgiagractice for its similarly

situated employees from time to time in effectatidition to the Base Salary, commencing in 1999 lByee shall be eligible to participate
whatever bonus plan, if any, the Company shall aftogts executive officers, including without litation, the Executive Bonus Plan the
Company currently intends to develop and implemeétit the assistance of Hay Associates. Notwithstapthe foregoing two sentences, the
Company shall be under no obligation to developg@richplement any bonus plan, including withoutitetion, the aforesaid Executive
Bonus Plan, or to continue any such plan, if adbhfnployee shall also be entitled to receive stiutions subject to Board approval as n
particularly described in the Letter Agreement.

5. Benefits and Expenses. Employee shall be ahtitleeceive those employee benefits (includingeesp reimbursement) as shall be
provided to similarly situated executive employeéthe Company ("Benefits").

6. Confidentiality. Employee recognizes and ackmaulgks that the Proprietary Information (as her&énafefined) is a valuable, special and
unique asset of the Business of the Company. A&sultr both during the Term and thereafter, Empateall not, without the prior written
consent of the Company, for any reason either tliyrec indirectly divulge to any third-party or user his own benefit, or for any purpose
other than the exclusive benefit of the Company,@mfidential, proprietary, business and technicfmrmation or trade secrets of the
Company or of any subsidiary or affiliate of then@many ("Proprietary Information™) revealed, obtairee developed in the course of his
employment with the Company. Such Proprietary Iimi@tion shall include, but shall not be limitedttee intangible personal property
described in Section 7(b)
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hereof, any information relating to methods of pratiibn and manufacture, research, computer codestouctions (including source and
object code listings, program logic algorithms, rewitines, modules or other subparts of computegraros and related documentation,
including program notation), computer processingieayis and techniques, concepts, layouts, flowchapéifications, know-how, any
associated user or service manuals or other liaaématerials (including any other data and nialeused in performing the Employee's
duties), all computer inputs and outputs (regasdtégshe media on which stored or located), hardveard software configurations, designs,
architecture, interfaces, plans, sketches, bluepramd any other materials prepared by the Emplay¢he course of, relating to or arising out
of his employment by the Company, or prepared lyyaher Company employee, representative, or cotutrdor the Company, or its
customers (including information and other matenégddting to the ASIC), costs, business studiesinass procedures, finances, marketing
data, methods, plans and efforts, the identitidkensees, strategic partners, customers, contsaahd suppliers and prospective licensees,
strategic partners, customers, contractors andistupphe terms of contracts and agreements vaémsees, strategic partners, customers,
contractors and suppliers, the Company's relatipngtth actual and prospective licensees, stratpgitners, customers, contractors and
suppliers and the needs and requirements of, @an@ampany's course of dealing with, any such actuptospective licensees, strategic
partners, customers, contractors and suppliersppeel information, customer and vendor creditrimf@tion, and any other materials that
have not been made available to the general pybstiwided, that nothing herein contained shallrietSEmployee's ability to make such
disclosures during the course of his employmembag be necessary or appropriate to the effectideséficient discharge of the duties
required by or appropriate for his Position or ashsdisclosures may be required by law; and furphevided, that nothing herein contained
shall restrict Employee from divulging or using fos own benefit or for any other purpose any Hedgry Information that is readily
available to the general public so long as suabrimétion did not become available to the generblipas a direct or indirect result of
Employee's breach of this

Section 6. Failure by the Company to mark any efRhoprietary Information as confidential or prepaiy shall not affect its status as
Proprietary Information under the terms of this égment.

7. Property.

() All right, title and interest in and to Progeigy Information shall be and remain the sole axdusive property of the Company. During
Term, Employee shall not remove from the Compaoifises or premises any
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documents, records, notebooks, files, corresporaeaports, memoranda or similar materials of etaiming Proprietary Information, or
other materials or property of any kind belongioghte Company unless necessary or appropriatecoréa@nce with the duties and
responsibilities required by or appropriate forBasition and, in the event that such materialsroperty are removed, all of the foregoing
shall be returned to their proper files or placksaiekeeping as promptly as possible after theovatshall serve its specific purpose.
Employee shall not make, retain, remove and/oridige any copies of any of the foregoing for aeggon whatsoever except as may be
necessary in the discharge of his assigned dutiésiaall not divulge to any third person the natfrand/or contents of any of the foregoing
or of any other oral or written information to whibe may have access or with which for any reagsoméy become familiar, except as
disclosure shall be necessary in the performanbésafuties; and upon the termination of his emplegt with the Company, he shall leave
with or return to the Company all originals and iespof the foregoing then in his possession, whathepared by Employee or by others.

(b) (i) Employee agrees that all right, title anterest in and to any innovations, designs, systamayses, ideas for marketing programs, and
all copyrights, patents, trademarks and trade naaresmilar intangible personal property which @deen or are developed or created in
whole or in part by Employee (1) at any time andrat place while the Employee is employed by Comgard which, in the case of any or

all of the foregoing, are related to and used mneation with the Business of the Company, (2) eesalt of tasks assigned to Employee by
the Company, or

(3) from the use of premises or personal propavhether tangible or intangible) owned, leased otrated for by the Company

(collectively, the "Intellectual Property"), shakk and remain forever the sole and exclusive ptppéthe Company. The Employee shall
promptly disclose to the Company all Intellectuedferty, and the Employee shall have no claim fafittonal compensation for the
Intellectual Property.

(i) The Employee acknowledges that all the Inttlial Property that is copyrightable shall be cdestd a work made for hire under United
States Copyright Law. To the extent that any capyeble Intellectual Property may not be consideredrk made for hire under the
applicable provisions of the United States Copyrighw, or to the extent that, notwithstanding tbeefjoing provisions, the Employee may
retain an interest in any Intellectual Propertyt ikanot copyrightable, the Employee hereby irr@ldg assigns and transfers to the Company
any and all right, title, or interest that the Eoy@e may have in the Intellectual Property und@ydght, patent, trade secret and trademark
law, in perpetuity or for the longest period othissvpermitted by law, without the
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necessity of further consideration. The Companyl sleeentitled to obtain and hold in its own nanliecapyrights, patents, trade secrets, and
trademarks with respect thereto.

(iii) Employee further agrees to reveal promptlyiafformation relating to the same to an appropriatticer of the Company and to cooperate
with the Company and execute such documents admagcessary or appropriate (1) in the event liea€Company desires to seek copyri
patent or trademark protection, or other analogwatection, thereafter relating to the IntellectBabperty, and when such protection is
obtained, to renew and restore the same, or (@@fiend any opposition proceedings in respect dionlity and maintaining such copyright,
patent or trademark protection, or other analogwatection.

(iv) In the event the Company is unable after reabte effort to secure Employee's signature onaditlye documents referenced in Section 7
(b)(iii) hereof, whether because of Employee's ptator mental incapacity or for any other reasdratgsoever, Employee hereby irrevocably
designates and appoints the Company and its dtifyeared officers and agents as Employee's agehatiorney-in-fact, to act for and in his
behalf and stead to execute and file any such dentsrand to do all other lawfully permitted act$udher the prosecution and issuance of

any such copyright, patent or trademark protectiwrther analogous protection, with the same léayak and effect as if executed by
Employee.

8. Covenant Not to Compete. The Employee shalldwaing the Term and thereafter for the Restri®tedod (as defined below), do any of
the following, directly or indirectly, without thgrior written consent of the Company:

(a) engage or participate in any business actootypetitive with the Company's Business, or thertass of any of the Company's
subsidiaries or affiliates, as same are conduateidglthe Term with respect to any period during Tierm, or upon the termination of
Employee's employment hereunder with respect topanipd thereafter;

(b) become interested in (as owner, stockholdaeddg partner, co-venturer, director, officer, eoygle, agent, consultant or otherwise) any
person, firm, corporation, association or otheitgmngaged in any business that is competitivé wie Business of the Company or of any
subsidiary or affiliate of the Company as conduaedng the Term with respect to any period dutimg Term, or upon the termination of
Employee's employment hereunder with respect tqpanpd thereafter, or become interested in (aseowstockholder, lender, partner, co-
venturer, director, officer, employee, agent,
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consultant or otherwise) any portion of the businafsany person, firm, corporation, associatiootber entity where such portion of such
business is competitive with the business of then@any or of any subsidiary or affiliate of the Caanp as conducted during the Term with
respect to any period during the Term, or upon irggition of Employee's employment hereunder witlpeesto any period thereafter.
Notwithstanding the foregoing, Employee may holtimore than one percent (1%) of the outstandingritézs of any class of any publi-
traded securities of a company that is engagedtinittes referenced in Section 8(a) hereof;

(c) influence or attempt to influence any licensggtegic partner, supplier, or customer of then@any or potential licensee, strategic
partner, supplier or customer of the Company tmiteate or modify any written or oral agreementaurse of dealing with the Company; or

(d) influence or attempt to influence any persomitber (i) terminate or modify his employment, sating, agency, distributorship or other
arrangement with the Company, or (ii) employ oaimgtor arrange to have any other person or eatitgloy or retain, any person who has
been employed or retained by the Company as anogesal consultant, agent or distributor of the Comypat any time during the twelve (12)
month period immediately preceding the terminatibEmployee's employment hereunder.

For purposes of this Section 8, the Restrictedodeshall constitute (as applicable) (i) the peribdny, that Employee shall receive severance
as set forth in Section 9 hereof, (ii) in the evEntployee's employment hereunder is terminateddase pursuant to Section 9 hereof, a
period of one (1) year following such termination (iii) in the event that Employee terminates thggeement without Good Reason, so long
as the Company voluntarily pays severance to Enegldwhich the Company shall be under no obligatotho), for the period that Employee
shall receive such severance, but in no event parad longer than one (1) year.

9. Termination. Employee's employment hereunder peaterminated during the Term upon the occurrefieay one of the events described
in this Section
9. Upon termination, Employee shall be entitledydnlsuch compensation and benefits as describ#sirsection 9.

9.1. Termination for Disability.

(@) In the event of a long-term disability of thengloyee (as such term is defined in the Companytgjt Term Disability Plan) such that the
Employee is not otherwise
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qualified to perform the essential functions of jibie with or without reasonable accommodation (&dbitity"), Employee's employment
hereunder may be terminated by the Company.

(b) In the event of a termination of Employee's yment hereunder pursuant to Section 9.1(a), Epggavill be entitled to receive all
accrued and unpaid (as of the date of such terroijaBase Salary and Benefits and other forms offgensation and bonus payable or
provided in accordance with the terms of any thdstiag compensation, bonus or benefit plan orregeanent ("Other Compensation"),
including payments prescribed under any disahidlitlife insurance plan or arrangement in which Eogpk is a participant or to which
Employee is a party as an employee of the Comgaraddition, for a period of one year following suermination, Employee shall be
entitled to receive (i) regular installments of B&alary at the rate in effect at the time of secmination, such amount being reduced by the
amount of payments received by the Employee wipeet to this period pursuant to any Social Secerititiement or any long term

disability or any other employee benefit plan, pplor program maintained to provide benefits ingkient of disability in which the Employ
was entitled to participate at the time of termimatunder Section 9.1(a), and (ii) medical and deecwverage on terms and conditions
comparable to those most recently provided to tplByee pursuant to this Agreement, to the extech £overage is not provided under
other Company policies, plans or programs relatinQisability. Except as specifically set forthtlis Section 9.1(b), the Company shall have
no liability or obligation to Employee for competisa or benefits hereunder by reason of such teatign.

(c) For purposes of this Section 9.1, the detertiinas to whether Employee has a long-term diggl§ds such term is defined in the
Company's Long-Term Disability Plan) shall be mhgie licensed physician selected by the Company (@asonably acceptable to
Employee) and shall be based upon a full physixafrenation and good faith opinion by such physician

9.2. Termination by Death. In the event that Emptodies during the Term, Employee's employmentumeler shall be terminated thereby
and the Company shall pay to Employee's executmal representatives or administrators an amagumleto the accrued and unpaid portion
of his Base Salary, Benefits and Other Compensaitioiiirough the date on which he dies. Except asifigally set forth in this Section 9.2,
the Company shall have no liability or obligatioeréunder to Employee's executors, legal represesgandministrators, heirs or assigns or
any other person claiming under or through himdason of Employee's death, except that Employretsitors, legal representatives or
administrators will be entitled to receive the payiprescribed under any death or
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disability benefits plan in which he is a partiaipas an employee of the Company, and to exeroigeights afforded under any
compensation or benefit plan then in effect.

9.3. Termination for Cause.

(a) The Company may terminate Employee's employinemunder at any time for "cause" upon writtericeoto Employee. For purposes of
this Agreement, "cause" shall mean: (i) any maltéreach by Employee of any of his obligations urttiées Agreement, which breach is not
cured within thirty (30) days after Employee's iptef written naotification from the Company of $ubreach, (ii) other conduct of Employee
involving any type of willful misconduct with resgieto the Company, including without limitation idy embezzlement, theft or proven
dishonesty in the course of his employment or actiovi of a felony.

(b) In the event of a termination of Employee's Eyment hereunder pursuant to Section 9.3(a), Eygglshall be entitled to receive all
accrued but unpaid (as of the effective date ofi $ammination) Base Salary, Benefits and Other Gamsption. All Base Salary, Benefits and
Other Compensation shall cease at the time of frafination, subject to the terms of any benefit@npensation plan then in force and
applicable to Employee. Except as specificallyfegh in this Section 9.3, the Company shall hagdiability or obligation hereunder,
including without limitation for any severance wéagver, by reason of such termination.

9.4. Termination Without Cause.

(a) The Company may terminate Employee's employinergunder at any time, for any reason, withousegaeffective upon the date
designated by the Company upon thirty (30) daysrprritten notice to Employee. Company may eledtdawe Employee remain absent from
the workplace and cease Company business duriiog pdrt of such thirty (30) day period.

(b) In the event of a termination of Employee's yment hereunder pursuant to Section 9.4(a) (dinlyby the Company's delivery of
written notice not to renew the Term in accordanith the provisions of Section 1 hereof in the ex@rch termination is not for cause),
Employee shall be entitled to receive all accrugdumpaid (as of the effective date of such tertimmd Base Salary, Benefits and Other
Compensation. In addition, Employee shall be etitb receive (i) severance in an amount equatripl&ee’'s Base Salary, and (ii) medical
and dental coverage on terms and conditions corbjeatra those most recently provided to the Emplgyasuant to this Agreement, both for
the period of one year commencing upon the dasaid termination. Such
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severance shall be inclusive of all applicable mepsocial security and other taxes and chargestvare required by law to be withheld by
the Company and shall be withheld and paid in atamre with the Company's normal payroll practicdt®executives from time to time in
effect. All Base Salary, Benefits and Bonuses stedkse at the time of such termination, subjetiiéderms of any benefit or compensation
plan then in force and applicable to Employee. pkes specifically set forth in this Section 9l Company shall have no liability or
obligation hereunder by reason of such termination.

9.5. Termination by Employee.

(a) Employee may terminate Employee's employmergumgler at any time, for Good Reason or withoutdsReason, effective upon the d
designated by Employee in written notice of thenieation of his employment hereunder pursuanti®$iection 9.5(a); provided that, such
date shall be at least thirty (30) days after thie @f such notice. For purposes of this Agreen@atd Reason shall mean: (i) the failure by
the Company to pay in a timely manner Base Salagng other material form of compensation or matdsenefit to be paid or provided to
Employee hereunder, or (ii) any material breach emecompassed within clause (i) of this Sectior{ed,of the obligations of the Company
under this Agreement which breach is not curediwithirty (30) days after the Company's receipivatten notification from the Employee
of such breach.

(b) In the event of a termination of Employee's Emyment hereunder pursuant to Section 9.5(a) heEgaployee shall be entitled to receive
all accrued but unpaid (as of the effective datsumh termination) Base Salary, Benefits and O@imenpensation. In addition, solely if such
termination is for Good Reason, Employee shallrigled to receive (i) severance in an amount etu#the Employee's Base Salary, and (ii)
medical and dental coverage on terms and conditiomparable to those most recently provided tdimgloyee pursuant to this Agreement,
both for the period of one year commencing uporddtte of such termination. Such severance shalbigable as set forth in Section 9.4(b)
hereof. Except as specifically set forth in thit@s 9.5(b), all Base Salary, Benefits and Othem@ensation shall cease at the time of such
termination, subject to the terms of any benefit@npensation plan then in force and applicabEEnployee. Except as specifically set forth
in this Section 9.5, the Company shall have ndlitglor obligation hereunder by reason of suchrtieration.
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9.6. Change of Control.

(a) If there is a Change of Control during the Teamd Employee's employment with the Company heteuis terminated within one (1)
year following such Change of Control by the Compgaxcept for cause) or by Employee (whether offonGood Reason), Employee st
be entitled to receive all accrued but unpaid (dhe@effective date of such termination) Base §alBenefits and Other Compensation. In
addition, (i) Employee shall be entitled to receioe the date of such termination, an amount efpuiaVo years' worth of Employee's Base
Salary, and (ii) all stock options granted to Enyele by Company which pursuant to the terms of figieable stock option plan vest upon a
Change in Control (e.qg.,

Section 17(b) of the 1995 Stock Option Plan for Eoyges and Outside Directors) shall vest. Excegpasifically set forth in this Section
9.6, all Base Salary, Benefits and Other Compemsatiall cease at the time of such terminationjestilto the terms of any benefit or
compensation plans then in force and applicablEniployee, and the Company shall have no liabilitpldigation hereunder by reason of
such termination.

(b) For purposes of this Section 9.6, a "Changéamftrol" means the acquisition (including by mergeconsolidation, or by the issuance by
the Company of its securities) by one or more peso one transaction or a series of related tiwses, of more than fifty percent (50%) of
the voting power represented by the outstandingkstbthe Company on the date hereof. For thespgsas,"Person” means an individual,
partnership, corporation, joint venture, associttoust, unincorporated association, other emtitgssociation.

9.7. Termination for Absenteeism

(a) Regular attendance at work or in conductingki®an essential element of Employee's job. Wittimiting the Company's right to
terminate Employee pursuant to Section 9.1 or 8r8ih, in the event that Employee is absent forentioan one hundred and fifty (150) days
within any twelve (12) month period, Employee's ésyment hereunder may be terminated by Company.

(b) In the event of a termination of Employee's yment hereunder pursuant to Section 9.7(a), Epggavill be entitled to receive all
accrued and unpaid (as of the date of such terroijaBase Salary and Benefits and other forms offgensation and bonus payable or
provided in accordance with the terms of any thdstiag compensation, bonus or benefit plan orregeanent ("Other Compensation"),
including payments prescribed under any disahidlitlife insurance plan or arrangement in which Eogpk is a participant or to which
Employee is a party as an employee of the Company.
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In addition, for a period of one year following suermination, Employee shall be entitled to reediy regular installments of Base Salary at
the rate in effect at the time of such terminatguch amount being reduced by the amount of paysweneived by the Employee with resg
to this period pursuant to any Social Securitytmtient or any long term disability or any othensoyee benefit plan, policy or program
maintained to provide benefits in the event of bligs in which the Employee was entitled to paigiite at the time of termination under
Section 9.7(a), and (ii) medical and dental coveraig terms and conditions comparable to those reoshtly provided to the Employee
pursuant to this Agreement, to the extent such re@eeis not provided under other Company poligiems or programs relating to Disability.
Except as specifically set forth in this Sectioi(B), the Company shall have no liability or obtiga to Employee for compensation or
benefits hereunder by reason of such termination.

10. Other Agreements. Employee represents and mtart@the Company that:

(a) There are no restrictions, agreements or utatetmgs whatsoever to which Employee is a partichvtvould prevent or make unlawful
Employee's execution of this Agreement or Emplayeriployment hereunder, or which are or would berisistent or in conflict with this
Agreement or Employee's employment hereunder, atdvarevent, limit or impair in any way the perfante by Employee of his
obligations hereunder,

(b) Employee's execution of this Agreement and Eyge's employment hereunder shall not constitlieach of any contract, agreement or
understanding, oral or written, to which Employea iparty or by which Employee is bound, and

(c) Employee is free to execute this Agreementtarehter into the employ of the Company pursuariiéoprovisions set forth herein.

(d) Employee shall disclose the existence and tefrtise restrictive covenants set forth in this égment to any employer that the Employee
may work for during the term of this Agreement (alhemployment is not hereby authorized) or aftertédtmination of the Employee's
employment at the Company.

11. Survival of Provisions. The provisions of tAigreement set forth in Sections 6, 7, 8, 9 (sokth respect to the payment obligations of
the Company to Employee, if any, set forth therei@)and 21 hereof shall survive the
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termination of Employee's employment hereundeorlfiny reason Employee shall continue to be engaldyy the Company following the
termination of Employee's employment hereunder, lyge shall have no right to receive any severanagher payments hereunder until
Employee ceases to be employed by the Companygwhen Employee's right to severance or other patsniérany, shall be governed by
the provisions of Section 9 hereof with respedhtoparticular circumstances involved in the Empky termination of employment.

12. Successors and Assigns. This Agreement sha# o the benefit of and be binding upon the Camgmand Employee and their respective
successors, executors, administrators, heirs apéfonitted assigns; provided, however, that neiiraployee nor the Company may make
any assignments of this Agreement or any interessih, by operation of law or otherwise, without firior written consent of the other
parties hereto.

13. Employee Benefits. This Agreement shall notdrestrued to be in lieu or to the exclusion of ather rights, benefits and privileges to
which Employee may be entitled as an employee@®fbmpany under any retirement, pension, profitisgainsurance, hospital or other
plans or benefits which may now be in effect orahhinay hereafter be adopted.

14. Notice. Any notice or communication requirecpermitted under this Agreement shall be made itingrand sent by certified or
registered mail, return receipt requested, by rdslidery, or by recognized overnight courier, addesl as follows:

If to Employee:

Richard Fagan
1 Cross Creek Lane
Chadds Ford, PA 19317
or
c/o InterDigital Communications Corporation
781 Third Avenue
King of Prussia, Pennsylvania 19406
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If to Company:

InterDigital Communications Corporation
781 Third Avenue
King of Prussia, Pennsylvania 19406
Attn: Harry Campagna, Chairman

with a copy to:

Pepper, Hamilton & Scheetz
3000 Two Logan Square
18th and Arch Streets
Philadelphia, PA 19103
Barry M. Abelson, Esquire

or to such other address as either party may fior to time duly specify by notice given to theetiparty in the manner specified above.

15. Entire Agreement; Amendments. This Agreemedttha Letter Agreement contain the entire agreemedtunderstanding of the parties
hereto relating to the subject matter hereof, artyes and supersedes all prior and contemporaksussions, agreements and
understandings of every nature between the pdréis=to relating to the employment of Employee it Company. The provisions of this
Agreement supersede any inconsistent provisiongggad in the Letter Agreement. The balance oflLitger Agreement shall remain in full
force and effect and unaffected hereby. This Agesgmmay not be changed or modified, except by ameément in writing signed by each of
the parties hereto.

16. Waiver. The waiver of the breach of any ternpravision of this Agreement shall not operate raseconstrued to be a waiver of any
other or subsequent breach of this Agreement.

17. Governing Law. This Agreement shall be constrared enforced in accordance with the laws of tom@onwealth of Pennsylvania.

18. Invalidity. In case any one or more of the fgmns contained in this Agreement shall, for aegson, be held to be invalid, illegal or
unenforceable in any respect, such invalidityg#ility or unenforceability shall not affect the idétly of any other provision of this
Agreement, and such

-13-



provision(s) shall be deemed modified to the extertessary to make it enforceable.

19. Section Headings. The section headings inAhisement are for convenience only; they form na phthis Agreement and shall not
affect its interpretation.

20. Number of Days. In computing the number of daypurposes of this Agreement, all days shalt@ented, including Saturdays, Sundays
and legal holidays; provided, however, that if fimal day of any time period falls on a Saturdayn&ay or day which is a holiday in the
Commonwealth of Pennsylvania, then such final dell e deemed to be the next day which is nottar8ay, Sunday or legal holiday.

21. Specific Enforcement; Extension of Period.

(a) Employee acknowledges that the restrictionsatnad in Sections 6, 7, and 8 hereof are reaserata necessary to protect the legitimate
interests of the Company and its affiliates and the Company would not have entered into this Agrent in the absence of such restricti
Employee also acknowledges that any breach by higecdtions 6, 7, or 8 hereof will cause continuémgl irreparable injury to the Company
for which monetary damages would not be an adeqeatedy. The Employee shall not, in any actionroceeding to enforce any of the
provisions of this Agreement, assert the claimefedse that an adequate remedy at law existselavéint of such breach by Employee, the
Company shall have the right to enforce the prowisiof Sections 6, 7, and 8 of this Agreement leisg injunctive or other relief in any
court, and this Agreement shall not in any waytliremedies of law or in equity otherwise availaiolé¢he Company. If an action at law or in
equity is necessary to enforce or interpret theseof this Agreement, the prevailing party shalebétled to recover, in addition to any other
relief, reasonable attorneys' fees, costs and disments. In the event that the provisions of 8astb, 7, or 8 hereof should ever be
adjudicated to exceed the time, geographic, orrditmétations permitted by applicable law in anypéipable jurisdiction, then such provisions
shall be deemed reformed in such jurisdiction ®rttaximum time, geographic, or other limitationsnpited by applicable law.

(b) In the event that Employee shall be in breddmng of the restrictions contained in Section &b then the Restricted Period shall be
extended for a period of time equal to the peribtinoe that Employee is in breach of such restwitti
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22. Consent to Suit. Any legal proceeding arisingaf or relating to this Agreement shall be inggd in the District Court of the Eastern
District of Pennsylvania, or if such court does hate jurisdiction or will not accept jurisdictioin, any court of general jurisdiction in the
Commonwealth of Pennsylvania, and the Employeebyarensents to the personal and exclusive jurisgticif such court and hereby waives
any objection that the Employee may have to thim¢agf venue of any such proceeding and any claighefense of inconvenient forum.

23. Counterparts. This Agreement may be executedénor more counterparts, each of which shalldesreed an original, and all of which
together shall be deemed to be one and the saingnrent.

IN WITNESS WHEREOF, the parties have caused thieggent to be executed the day and year firstamrdbove.
ATTEST: INTERDIGITAL COMMUNICATIONS

CORPORATION

By: /s/ Jane Schultz By: /s/ WIlliam A Doyle
Jane Schultz WIlliam A. Doyle
Asst. Secretary Pr esi dent

[ CORPORATE SEAL]

RI CHARD FAGAN
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EXHIBIT 21

SUBSIDIARIES OF INTERDIGITAL

Company State o f Incorporation

Digital Cellular Corporation Pe nnsylvania
InterDigital Finance Corporation De laware
InterDigital Mobilecom, Inc. Ne w York
InterDigital Patents Corporation De laware
InterDigital Technology Corporation De laware
InterDigital SE Asia, Ltd. Pe nnsylvania
InterDigital Telecom, Inc. Ne w York
Universal Service Telephone Corp Ne vada
USTC Supply Corporation Ne vada
USTC World Trade Corporation Ne vada

Wireless Digital Networks, Inc. Pe nnsylvania



EXHIBIT 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS
To InterDigital Communications Corporation:

As independent public accountants, we hereby cansehe incorporation of our report included imstRorm 10-K, into InterDigital's
previously filed Registration Statements File N8-32888, File No. 33-43253, File No. 33-44689, Nle 33-47388, File No. 33-53388, File
No. 3:-53660, File No. 33-88248, File No. 33-89920, Wie. 33-89922, File No. 33-60711, File No. 33-610Rile No. 333-02345 and File
No. 33:-10521.

Philadelphia, PA Arthur Andersen LLP March 29, 1!



ARTICLE 5
ARTICLE 5 FOR 1997 10k
MULTIPLIER: 1,000

PERIOD TYPE YEAR
FISCAL YEAR END DEC 31 199
PERIOD END DEC 31 199
CASH 20,05¢
SECURITIES 32,21¢
RECEIVABLES 15,95¢
ALLOWANCES 97t
INVENTORY 5,102
CURRENT ASSET¢ 75,41¢
PP&E 24,65¢
DEPRECIATION 14,96!
TOTAL ASSETS 99,52
CURRENT LIABILITIES 20,66¢
BONDS 3,04¢
PREFERRED MANDATORY 0
PREFERREL 10
COMMON 484
OTHER SE 75,31«
TOTAL LIABILITY AND EQUITY 99,52
SALES 6,751
TOTAL REVENUES 99,22!
CGS 17,573
TOTAL COSTS 17,575
OTHER EXPENSE! 17,16¢
LOSS PROVISION 84
INTEREST EXPENSE 367
INCOME PRETAX 46,22¢
INCOME TAX 9,261
INCOME CONTINUING 36,96¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 36,96¢
EPS PRIMARY 7€
EPS DILUTED 43
End of Filing
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