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WASHINGTON, D.C. 20549
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OR
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InterDigital ®is a trademark of InterDigital Communications Cagiimn. All other trademarks, service marks, antiade names appearing
this Form 10-Q are the property of their respectiwmers.

GLOSSARY OF TERMS

CDMA
“Code Division Multiple Access”A method of digital spread spectrum technology lese transmission that allows a large number ofsusx
share access to a single radio channel by assigmigge code sequences to each user.

CDMA2000

A standard, as amended, which evolved from narragtZDMA technologies (i.e. IS-95 and cdmaOne) antuides, without limitation,
CDMA2000 1X, CDMA 1X EV-DO, CDMA-2000 1X EV-DV an@DMA2000 3X. Although CDMA2000 1X is included undie 1MT-
2000 family of 3G standards, it is functionally femto 2.5G technologies.

Chip
An electronic circuit that consists of many indivad circuit elements integrated onto a single gabst

Chip Rate
The rate at which information signal bits are traitted as a sequence of chips. The Chip Rate @llysseveral times the information bit rate.

Digital
Information transmission where the data is represkim discrete numerical form.

Duplex
A characteristic of data transmission; either €lulplex or half duplex. Full duplex permits simukans transmission in both directions of a
communications channel. Half duplex means onlytoe@smission at a time.

802.11
A family of WLAN standards designated 802.11x (whriis a suffix, e.g. a, b, c,...n) developed bylfEE which provides technical
solutions for wireless high speed local area data.

Frequency
The rate at which an electrical current or sigti@raates, usually measured in Hertz.

GSM
“Global System for Mobile Communications”. A diditzellular standard, based on TDMA technology, #jmdly developed to provide
system compatibility across country boundaries.

GPRS
“General Packet Radio Systems”. A packet-basedegsscommunications service that enables high sp@etess Internet and other data
communications via GSM networks.

Hertz
The unit of measuring radio frequency (one cyclesgeond).

IEEE
“Institute of Electrical and Electronics Engineer&’membership organization of engineers that, apather activities, produces data
communications standards.

ITC
“InterDigital Technology Corporation”, our whollywmed Delaware subsidiary.
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LAN
“Local Area Network”. A private data communicatiomstwork linking a variety of data services alldted in the same geographic area, and
which may include a dedicated file server or corapthat provides a centralized source of shared fihd programs.

Narrowband
A communications channel capable of handling vdae, slow-scan, video images and data transmissigually less than 64 kpbs.

Smart Antenna
Antennas utilizing multiple antenna elements witinal processing capabilities which enhance desireéduce undesired transmissions t
from wireless products.

Standards
Specifications that reflect agreements on prodyeestices, or operations by nationally or inteioradlly accredited industrial and
professional associations or governmental bodies.

Technology Platform
The base technology of a system’s hardware and/aadtthat defines how the system is operated atairdimes other kinds of software that
can be used.

TDD
“Time Division Duplexing”. A duplex operation usirggsingle frequency, divided by time, for transigissand reception.

TDMA
“Time Division Multiple Access”. A method of digitavireless transmission that allows a multiplicitiyusers to share access (in a time
ordered sequence) to a single channel withoutfaremce by assigning unique time segments to esehwithin the channel.

3G
“Third Generation”. A generic term usually useddference to the next generation digital mobileicevand network, which provide high
speed data communications capability along witltegiervices.

2G
“Second Generation”. A generic term usually useckference to voice-oriented digital wireless praduprimarily mobile handsets which
provide basic voice services.

2.5G
A generic term usually used in reference to futitegrated voice and data digital wireless devidtsing higher data rate services compared
to 2G and enhanced Internet access.

UMTS
“Universal Mobile Telecommunications System”. 3&elhand wireless multimedia technology.

Wideband
A communications channel with a user data ratedri¢inan a voice-grade channel; usually 64kbps tbgzmequiring bandwidth in excess of
2G systems.

Wireless
Radio-based systems that allow transmission ofinétion without a physical connection, such as eopyire or optical fiber.
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WLAN
“Wireless Local Area Network”. A local area netwdHat uses high frequency radio waves rather thegswo communicate between nodes.

WTDD
“Wideband TDD” or “Wideband Time Division DuplexA form of TDD utilizing a high Chip Rate.
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PART I—FINANCIAL INFORMATION
Item |. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI  ARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)
(Unaudited)

SEPTEMBER 30.

2003

DECEMBER 31,

2002

ASSETS
CURRENT ASSETS
Cash and cash equivalel $ 8,41: $ 22,33:
Shor-term investment 97,51t 65,22¢
Accounts receivabl 52,97¢ 53,48¢
Prepaid and other current ass 4,74 7,621
Total current asse 163,65: 148,67¢
PROPERTY AND EQUIPMENT, NE’ 12,36: 14,09:
PATENTS, NET 29,98¢ 15,01¢
OTHER NOMCURRENT ASSET¢ 11,91¢ 13,39
54,27( 42,49¢
TOTAL ASSETS $ 217,92 $ 191,17¢
LIABILITIES AND SHAREHOLDERS ' EQUITY
CURRENT LIABILITIES:
Current portion of lon-term debt $ 19¢ $ 18¢
Accounts payabl 5,29¢ 5,412
Accrued compensation and related expe 6,572 5,88¢
Deferred revenu 22,38 17,08’
Foreign and domestic taxes paya 2,95¢ 5,43¢
Other accrued expens 1,97¢ 2,82¢
Total current liabilities 39,38: 36,83
LONG-TERM DEBT 1,81¢ 1,97(C
LONG-TERM DEFERRED REVENUE 79,29: 73,58!
OTHER LONG-TERM LIABILITIES 1,62( 0
TOTAL LIABILITIES 122,11. 112,38°
COMMITMENTS AND CONTINGENCIES
SHAREHOLDERY EQUITY:
Preferred Stock, $.10 par value, 14,399 shareoem#u—3$2.50 Convertible Preferred, 53
shares issued and outstanding, liquidation valul¢819 and $1,37 5 5
Common Stock, $.01 par value, 100,000 shares am#hihr58,323 and 56,267 shares issued and
54,823 and 54,767 shares outstanc 583 563
Additional paic-in capital 304,47 285,86¢
Accumulated defici (165,699 (198,94%)
Accumulated other comprehensive inca (135) 21C
Unearned compensati (658) (83¢)
138,57: 86,86¢
Treasury stock, 3,500 shares and 1,500 sharesrohoao held at cos (42,762 (8,079
Total shareholde’ equity 95,80¢ 78,79
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 217,92 $ 191,17¢




The accompanying notes are an integral part okteegements.
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INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

REVENUES

OPERATING EXPENSES
Sales and marketir
General and administrati
Patents administration and licens
Developmen

Income (loss) from operatiol
OTHER INCOME (EXPENSE)
Other income
Interest incomt
Interest and financing expens

Income (loss) before income tax
INCOME TAX PROVISION

Net income (loss

PREFERRED STOCK DIVIDEND:!

(unaudited)

NET INCOME (LOSS) APPLICABLE TO COMMON SHAREHOLDER

NET INCOME (LOSS) PER COMMON SHAF—BASIC

WEIGHTED AVERAGE NUMBER OF COMMON SHARES OUTSTANDIG—BASIC

NET INCOME (LOSS) PER COMMON SHAF—DILUTED

WEIGHTED AVERAGE NUMBER OF COMMONM
SHARES OUTSTANDIN(—DILUTED

ARIES

FOR THE THREE
MONTHS ENDED
SEPTEMBER 30,

FOR THE NINE
MONTHS ENDED
SEPTEMBER 30,

2003

2002

2003

2002

$26,79C $14,70¢  $89,89: $60,80-
1,33C 1,07 347: 3,447
4567  3,24¢ 13,30¢ 11,01
426  3,01¢ 11,33t  9,33¢
11,25 12,44 34,05  36,07:
21,41  19,78: 62,17(  59,86¢
5377 (5,07) 27,72 93t
— — 10,58 —
467 57€  147¢  1,74¢
(62) (51) 178 (169
578 (4,55 39,59¢  2,51F
(2,317) (1,246 (6,249 (5,785
3,468 (5,799 33,35( (3,270
(34) (35) (101) (109
$ 3,431 $(583) $33,24¢ $(3,379)
$ 006 $ (0.17) $ 0.6C $ (0.06
55,91 52,95¢ 5547t  52,76:
$ 006 $ (0.1 $ 05t $ (0.06
60,10¢ 52,95¢ 60,19:  52,76:

The accompanying notes are an integral part oktetements.
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INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI  ARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) before preferred stock divide
Adjustments to reconcile net income (loss) to @esthcprovided by operating activities, net of

acquisition
Depreciation and amortizatic
Deferred revenue recogniz
Increase in deferred reven
Amortization of unearned compensat
Decrease (increase) in deferred cha
(Increase) decrease in other |-term asset
Decrease (increase) in ass
Receivable:
Other current asse
(Decrease) increase in liabilitie
Accounts payabl
Accrued compensatic
Other accrued expens

Net cash provided by operating activit

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of shi-term investment
Sales of sho-term investment
Purchases of property and equipm
Patent cost
Increase in notes receivat
Acquisition of Tantivy asse!

Net cash used by investing activit

CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from exercise of stock options andamés and employee stock purchase |
Purchase of treasury sto
Payments on lor-term debt, including capital lease obligatic
Dividends on preferred stox

Net cash (used) provided by financing activi

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENT
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOI

CASH AND CASH EQUIVALENTS, END OF PERIOI

SUPPLEMENTAL CASH FLOW INFORMATION
Accrued purchase of patent rigl

Cancellation of notes receivable related to Tanéisyet acquisitio
Accrued purchase of treasury st

Leased asset additions and related oblige

FOR THE NINE MONTHS
ENDED SEPTEMBER 30,

2003
$ 33,35(

7,20¢€
(44,98.)
55,98
79C
1,31¢
©)]

50¢
3,04

(772)
68€
(1,744)

55,38:

(121,51%
88,88’
(2,579)
(5,995)
(1,446)

(10,43()

(53,087)

17,98¢
(34,037)
(142)
(42)

(16,225)

(13,929
22,33’

$ 8,41

©®
|

$ 1,44¢

65€

@

©®
|

2002
$ (3,270

6,47¢
(35,73%)
59,25(
2,09:
(2,321)
61

(18,44¢)
1,18¢

(2,299

27¢
3,78(

11,05¢

(100,01,
94,78t
(4,690)
(3,342)

(13,267)

3,50:

(29
(103)

3,101

89¢
17,89:

$ 18,78¢

©~
[(e]
o
')



Interest paic
Income taxes paid, including foreign withholdingaa

Non-cash dividends on preferred stc

The accompanying notes are an integral part okteegements.
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INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI  ARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
September 30, 2003
(UNAUDITED)

1. BASIS OF PRESENTATION::

In the opinion of management, the accompanying ditea condensed consolidated financial statemeantiam all adjustments,
consisting only of normal recurring adjustmentsassary for a fair statement of the financial positf InterDigital Communications
Corporation (collectively with its subsidiarieseafed to as InterDigital, the Company, we, us amg as of September 30, 2003 and 2002
the results of its operations for the three an& mionth periods ended September 30, 2003 and 2@D@ash flows for the nine months ended
September 30, 2003 and 2002. The accompanying itedumbndensed consolidated financial statements haen prepared in accordance
with the instructions for Form 10-Q and accordindtynot include all of the detailed schedules, imfation and notes necessary to present
fairly the financial condition, results of operatfand cash flows in conformity with generally aated accounting principles. Therefore, tt
financial statements should be read in conjunatiiih the financial statements and notes theretdatoed in the Company’s latest Annual
Report on Form 10-K for the fiscal year ended Ddoen31, 2002 as filed with the Securities and ErgeaCommission (SEC) on March 31,
2003. The results of operations for interim periags not necessarily indicative of the resultsa@kpected for the entire year.

The preparation of financial statements in confeymiith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the repartemints of assets and liabilities, and disclosofesntingent assets and liabilities as of the
date of the financial statements, as well as therted amounts of revenues and expenses durirmgploeting period. Actual results could
differ from those estimates.

The Company accounts for stock-based employee awsafien under the recognition and measurementiptascof Accounting
Principles Board (APB) Opinion No. 2B¢ccounting for Sock I ssued to Employees, and related interpretations. No stock-based eyeglo
compensation cost is reflected in net income, lagpdibns granted have an exercise price equdlgartarket value of the underlying common
stock on the date of grant. The following tablastrates the effect on net income and earningshzee if the Company had applied the fair
value recognition provisions of Statement of Finah&ccounting Standards (SFAS) No. 128counting for Stock-Based Compensation , to
stock-based employee compensation:

Three Months Ended Nine Months Ended
September 30, September 30,

2003 2002 2003 2002
Net income (loss) applicable to common sharehc—as reporte: $ 3,431 $(5,837) $33,24¢ $ (3,379)
Deduct: Total stock-based employee compensatioarespdetermined under fair

value based method for all awards (2,470 (4,06%) (8,250 (16,509

Net income (loss) applicable to common sharehc—pro forma $ 961 $(9,907) $24,99¢ $(19,88))
Net income (loss) per sh—as reporte—basic 0.0¢ (0.17) 0.6C (0.06)
Net income (loss) per shi—as reporte—diluted 0.0€ (0.17) 0.5t (0.06)
Net income (loss) per shi—pro forme—basic 0.0z (0.19 0.4t (0.39)
Net income (loss) per shi—pro form«—diluted 0.0z (0.19 0.4z (0.39)

a) No tax benefit has been recognized for the -based employee compensation expense since thedDgnmpin a net operating
loss (NOL) carr-forward position and the realization of such beredhnot be assure

4
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The fair value of each option granted is estimatedhe date of grant using the Black-Scholes optitcing model with the following
weighted-average assumptions:

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
Expected option life (in year: 4.61 4.3z 4.61 4.3z
Risk-free interest rat 3.08% 3.82% 2.86% 3.82%
Volatility 10€% 72% 10€% 72%
Dividend yield — — — —
Weighted average fair valt $14.1¢ $5.5¢  $16.2] $8.51

Equity instruments issued to non-employees forisesvare accounted for at fair value and are matdedarket until service is
complete. There were no such instruments issuadyrperiod presented.

2. CUSTOMER AGREEMENTS :

Ericsson and Sony Ericsson

In March 2003, we entered into separate worldwicknise agreements with Telefonaktiebolaget LM Edosand Ericsson, Inc.
(together, Ericsson) and with Sony Ericsson MoBitenmunications AB (Sony Ericsson) for sales of ieahunits and infrastructure
products compliant with 2G GSM/TDMA and 2.5G GSMH TDMA standards. Concurrent with these agreemergsesolved a patent
infringement lawsuit with Ericsson Inc. that wasaduled for trial in May 2003.

We are due to receive total payments of approxiin&te4.0 million from Ericsson and $20.3 milliorofn Sony Ericsson related to th
respective sales of infrastructure and terminatipets through December 31, 2002. These paymentiuarever four quarters, of which $1
million was received from these two customers itosel and third quarter 2003. The remaining paymieats Ericsson are $1.8 million due
in fourth quarter 2003 and $7.0 million due inffigsiarter 2004. Sony Ericsson’s remaining paymaresb2.2 million due in fourth quarter
2003 and $11.5 million due in first quarter 2004e Yécognized the $20.3 million from Sony Ericssmirevenue in first quarter 2003. We
recognized the $14.0 million from Ericsson, neanfestimated $3.4 million associated with a clamdar an insurance reimbursement
agreement, as other income in first quarter 2083hia amount represents the settlement of libgatfThe $3.4 million represents a loss
contingency and was accrued in accordance withngiahinterpretation (FIN) 1&easonable Estimation of the Amount of Loss, an
interpretation of SFAS No. Accounting for Contingencies .

Federal Insurance Company (“Federal”), the insurgovider for the settled litigation involving Esison, Inc., has claimed, based on
their determination of expected value to the Compasulting from our settlement involving Ericsdoi., that an insurance reimbursement
agreement requires us to reimburse Federal appabeiyn$28 million for legal fees and expensesatrak were paid by it. In fourth quarter
2003, Federal delivered a demand for arbitratioresolve their claim under the Pennsylvania Uniféwhitration Act. The Company has
filed an action in United States District Court fbe Eastern District of Pennsylvania seeking dadatory judgment that the insurance
reimbursement agreement is void and unenforceabéking reimbursement of attorneys’ fees and exgsenkich have not been reimbursed
by Federal and which were paid directly by the Campin connection with the litigation involving Esson, Inc., and damages for Federal's
bad faith and breach of obligations under our iaste policy. In the alternative, in the event thienbursement agreement is found to be \
and enforceable, the Company is seeking a dectgrptdgment that Federal is entitled to reimbursetnimsed only on certain portions of
amounts received by the Company from Ericsson,under the settlement of the litigation involvingdsson, Inc.

For the period January 1, 2003 through Decembe2@16, Sony Ericsson is obligated to pay us a tgyal each licensed product sold.
As of September 30, 2003, we received approximé&26,2 million of advance royalty payments base&ony Ericsson’s projections of
sales of covered products for 2003 and 2004. Chisertitial prepayment is exhausted, Sony Ericssitirhave the option to make additional
advance royalty payments or pay royalties on amimggbasis. In return for making advanced royallyments, Sony Ericsson has and will
receive certain prepayment discounts and creditgpesed to the undiscounted base royalty raterétmd advance royalty payments as
deferred revenue and subsequently recognize te@uevin the periods in which our licensees exhsursh advance royalty payments through
the sale of covered product. As of September 303280ny Ericsson has exhausted approximatelyrlibn of their advance royalty
payments through sales of covered products.
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Ericsson is obligated to pay us an annual liceaseof $6.0 million per year for sales of coverddastructure products for each of the
years 2003 through 2006. The first payment of $6illon is due in February 2004 and the remainiagments are due in quarte
installments of $1.5 million beginning in May 200/e are recognizing the related revenue on a $itrdiige basis from first quarter 2003
through fourth quarter 2006.

Nokia and Samsung

We believe the license agreements with EricssorSamy Ericsson establish the financial terms nexggs define the royalty
obligations of Nokia Corporation (Nokia) and Sangsitectronics Co. Ltd. (Samsung) on sales of 2G GIMIA and 2.5G
GSM/GPRS/TDMA products under their existing pate@nse agreements with us. Under the most faviicedsee (MFL) provisions
applicable to their respective patent license agesgs, we believe both companies are obligate@ya@yalties to us on sales of covered
products from January 1, 2002 by reference todfnag of the Ericsson (as for infrastructure progjuahd Sony Ericsson (as for terminal unit
products) license agreements. The MFL provisionkige terms for a period of review, negotiationd aispute resolution with regard to the
determination of the royalty obligations of bothKilband Samsung.

In July 2003, Nokia requested binding arbitratiegarding the applicability of the terms of the Esiean and Sony Ericsson license
agreements to Nokia’s royalty obligations for itsridwide sales of 2G and 2.5G products under oigtieg patent license agreement.
Pursuant to the dispute resolution provisions efgghtent license agreement, Nokiegquest for arbitration was filed in the Inteioa&l Court
of Arbitration of the International Chamber of Corrce.

Nokia’s arbitration request relates to our clairattthe patent license agreements we signed witls&mn and Sony Ericsson in March
2003 defined the financial terms under which Nokauld be required to pay royalties on its worldwadge of 2G and 2.5G products
commencing January 1, 2002. Nokia is seeking ami@tation that their obligation under our existipatent license agreement is not defined
by our license agreements with Ericsson and Soing&on or has been discharged. Alternatively, Nakiseeking an order requiring acces
various documents related to previous litigatioregjotiations, and arbitrations with other partiggring third quarter 2003, ITC filed an
Answer to Nokia’s Request for Arbitration arguitgit the patent license agreements we signed witlsgtin and Sony Ericsson in March
2003 defined the financial terms under which Nokauld be required to pay royalties on its worldwadde of 2G and 2.5G TDMA-based
products commencing January 1, 2002, that Nokiafg tb pay these royalties has not been dischaayetithat the documents sought by
Nokia are not relevant to the royalty determinatidiC also counterclaimed for an order requiringttNokia pay us royalties on equival
terms and conditions as those set forth in thesBoie and Sony Ericsson patent license agreemeritefperiod January 1, 2002 to Decen
31, 2006, and determining the amount of the royafiy payment terms. During fourth quarter 2003, idl€iled a Reply contesting our claims
and including additional claims and defenses medgtd the enforceability, validity, and infringenterf certain of ITC’s patents. Nokia is also
seeking to prevent the commencement of arbitrgitioneedings that would determine royalty amountsdte us for the period starting
January 1, 2002 pending access to its requestadrmts. We do not believe that the issues of patgfiorceability, validity, and
infringement are relevant to the royalty disputd artend to vigorously contest Nokia’s position.

In September 2003, Samsung elected to initiatedhéractual dispute resolution process to deterithieepplicability of the terms of t
Ericsson and Sony Ericsson license agreementg tmttalty obligations of Samsung under its liceageeement with the Company. This
election establishes the timetable for senior ethegmmeetings and any future initiation of arbilbat Samsung has informed the Company
that it believes resolution of this matter is ualikwithout arbitration and that it intends to seekess to documents previously sealed by the
Federal Court related to the now-settled Ericsgmation. Absent a change in its position, we etfamsung will file a demand for
arbitration in the near future. The parties corgit meet in an attempt to resolve the matter.

We have not recorded revenue associated with thké&aNmd Samsung license agreements related tosfatesered products during a
period subsequent to January 1, 2002, and wiltexird any such revenue until all elements requUwedevenue recognition are met.

6
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3. INCOME TAXES :

As of September 30, 2003, we had net operating(6€4d.) carry-forwards of approximately $110 milliowe have a full valuation
allowance against the related deferred tax asseteXgect that we will continue to pay source withhmy taxes to non-U.S. countries related
to royalties, local and state income taxes, arafrative minimum taxes (AMT) when applicable. Wenthd expect to pay federal income tax
(other than AMT) until these NOLs are fully utilite

At September 30, 2003 approximately $90 milliorbehefits associated with the exercise of non-qgedli$tock options are included in
the NOL carryforward. However, these benefits have been defdreeduse the Company is in a net operating losigosSuch benefits wi
be credited to additional paid-in-capital in they& which the benefits are recognized.

7
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4. INCOME PER SHARE :
The following table sets forth a reconciliationtbé shares used in the basic and diluted net inga@nshare computations:

(In thousands, except per share data)
Three Months Ended September 30, 2003 Three Months Ended September 30, 2002

Income
(Numerator)

Shares Per-Share Loss Shares Per-Share
(Denominator) Amount (Numerator) (Denominator) Amount
Income (loss) per she—basic:

Income (loss) available to common sharehols $ 3,431 55,91 $ 0.0¢ $ (5,839 52,95¢ $ (0.1))
Effect of dilutive options and warrar — 4,19 — — — —
Income (loss) per she—diluted:

Income available to common shareholders + dilutive

effects of options and warrar $ 3,431 60,10¢ $ 0.0¢6 $ (5,839 52,95¢ $ (0.1))
Nine Months Ended September 30, 2003 Nine Months Ended September 30, 2002
Income Shares Per-Share Loss Shares Per-Share
(Numerator) (Denominator) Amount (Numerator) (Denominator) Amount
Income (loss) per she—basic:

Income (loss) available to common sharehols $ 33,24¢ 55,47t $ 0.6C $ (3,379 52,76 $ (0.06)
Effect of dilutive options and warrar — 4,71 (0.05) — — —
Income (loss) per she—diluted:

Income available to common shareholders + dilutive

effects of options and warrar $ 33,24¢ 60,190 $ 0.5t $ (3,379 52,76 $ (0.0¢)

For the three and nine months ended Septembe0B8G3, Bptions and warrants to purchase approximatélynillion and 1.1 million
shares of Common Stock, respectively, were excldieed the computation of diluted earnings per shmeause the exercise prices of the
options and warrants were greater than the weightedage market price of our Common Stock durimegptbriods and, therefore, their effect
would have been anti-dilutive.

For the three and nine months ended Septembel0BQ, 2ptions and warrants to purchase approxima@¥y million shares of
Common Stock were excluded from the computatiodilated earnings per share as a result of a netriyorted in the periods.

5. ACQUISITION :

On July 30, 2003, we entered into an Asset Purchgseement (the “Asset Purchase Agreement”) withtiig Communications, Inc.
(Tantivy), pursuant to which we acquired substdigtell the assets of Tantivy. Included in the aisition were patents, patent applications,
know-how, state-of-the art laboratory facilitietated to CDMA2000, Smart Antenna, wireless LAN atller wireless communications
technologies. The acquisition included patentsgatdnt applications to which we had previously aeglrights under a patent license
agreement with Tantivy. We acquired these assetgaagthen our existing CDMA2000 patent portfaia competitive position in that
marketplace, to broaden our offering to potent@drisees and technology partners and to elimiraténgent payment obligations we had to
Tantivy in connection with the license we entenge with them in 2002 regarding the CDMA2000-rethpatents.
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The purchase price for the acquisition was $111Bamj consisting of approximately $10.0 million @Gash and cancellation of
approximately $1.5 million in outstanding indebteds owed to us by Tantivy. In addition, under grens of the Asset Purchase Agreement,
Tantivy will be entitled to receive, for a perioflapproximately five years, 1% and 4%, respectivefyamounts we receive from the licens
or sale of Smart Antenna and 802.11 intellectuapprty acquired from Tantivy (“the Earn-out”). Waue incurred an estimated $0.4 million
of acquisition related costs in addition to theghase price.

The following table summarizes the estimated falugs of the assets acquired. The allocation aftyage price and related costs is
preliminary and is subject to change based ondhgptetion of an independent appraisal of the intaegssets acquired and the finalization
of actual costs as compared with estimated costs imsthe preliminary purchase price allocationdi#idnal payments to Tantivy under the
Earn-out may result in the recognition of goodwilhich would be subject to impairment testing ic@dance with SFAS 14Qoodwill and
Other Intangible Assets .

Property and Equipme $ 552
Patents 11,32
Total assets acquire $11,87¢

As indicated in the table above, the majority & purchase price has been allocated to patentsavétsser amount allocated to fixed
assets. The patents are being amortized over 15 gad the fixed assets are being amortized ot@118 years.

In connection with our acquisition we opened aniregying design center in Melbourne, Florida anddilO individuals that were
formerly employed by Tantivy. Beginning July 31,03) we have included the results of the Melbouresigh center, amortization of the
acquired patents and depreciation of the acquixed fassets in our results of operations.

The following unaudited pro forma combined resoftsperations is provided for illustrative purposedy and assumes this acquisition
of assets occurred as of the beginning of eacheopériods presented. The unaudited pro forma awdiinancial results do not purport to
indicative of the results of operations for futpexiods or the results that actually would havenbealized had the entities been a single e
during these periods.

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
Pro forma revenu $26,79( $14,70¢ $89,89. $ 60,80«
Pro forma net income (los 2,767 (8,07¢) 29,687 (14,15()
Diluted net income (loss) per common share as te@ 0.0¢ (0.1 0.5t (0.06)
Pro forma diluted net income (loss) per commones 0.0t (0.1%) 0.4¢ (0.27)

6. NEW ACCOUNTING PRONOUNCEMENT :

In November 2002, the Emerging Issues Task Fomeet EITF Issue No. 00-2Accounting for Multiple-Element Revenue
Arrangements . EITF 00-21 addresses the determination of whethearrangement involving more than one deliverablgains more than
one unit of accounting and how the related reveshesld be measured and allocated to the separdseaf accounting, i.e., the delivery or
performance of multiple products, services, andfirts to use assets. In applying this guidangeqisge contracts with the same party,
entered into at or near the same time, will beyprexd to be a package, and the consideration withéasured and allocated to the separate
units based on their relative fair values. EITFZ10will apply to revenue arrangements enteredafiier June 30, 2003. We adopted this new
accounting guidance effective July 1, 2003; it hashad an impact on our financial position, resoftoperations or cash flows.
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Item 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

OVERVIEW

The following discussion should be read in conjiorctvith the condensed consolidated financial stetgs and notes thereto contained
elsewhere in this document, in addition to InteffalgCommunications Corporation’s (collectively tits subsidiaries referred to as
InterDigital, the Company, we, us and our) AnnuapBrt on Form 10-K for the fiscal year ended Decen®i, 2002 (Form 10-K) as filed
with the Securities and Exchange Commission (SEYlarch 31, 2003, other reports filed with the S&@ the “Statement Pursuant to the
Private Securities Reform Act of 1995” below. Pkeasfer to the Glossary of Terms located afterTiiele of Contents for a list and detailed
description of the various technical, industry attter defined terms that are used in this Form 10-Q

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our significant accounting policies are describetlote 1 of the Notes to Consolidated Financialeé®t@nts included in our Form 1Q-
and a discussion of our critical accounting po$icignd the related estimates, are included in Memagt's Discussion and Analysis of
Financial Condition and Results of Operations infeorm 10-K. There have been no material changesiirexisting accounting policies or,
except as noted below, estimates from the disabosiwtuded in our Form 10-K.

Federal Insurance Company (“Federal”), the insugarovider for the settled litigation involving Esson, Inc., has claimed, based on
their determination of expected value to the Compasulting from our settlement involving Ericsdoi., that an insurance reimbursement
agreement requires us to reimburse Federal appabeiyn$28 million for legal fees and expensesatrok were paid by it. In fourth quarter
2003, Federal delivered a demand for arbitratioresolve their claim under the Pennsylvania Unifémhitration Act. The Company has
filed an action in United States District Court fbe Eastern District of Pennsylvania seeking dadatory judgment that the insurance
reimbursement agreement is void and unenforceabéking reimbursement of attorneys’ fees and exgsawbich have not been reimbursed
by Federal and which were paid directly by the Campin connection with the litigation involving Esion, Inc., and damages for Federal’s
bad faith and breach of obligations under our iasae policy. In the alternative, in the event thienbursement agreement is found to be v
and enforceable, the Company is seeking a dectgrptdgment that Federal is entitled to reimburseni@sed only on certain portions of
amounts received by the Company from Ericsson,under the settlement of the litigation involvingdsson, Inc.

We have accrued an estimated $3.4 million assatiaith this claim in accordance with Financial hptetation (FIN) 14Reasonable
Estimation of the Amount of Loss, an interpretation of FASB Statement NoAdgounting for Contingencies . The amount of reimbursement to
be paid, if any, could be affected by the outcof@ny negotiations or legal proceedings with Feldera

NEW ACCOUNTING PRONOUNCEMENT

In November 2002, the Emerging Issues Task Fomed EITF Issue No. 00-2Accounting for Multiple-Element Revenue
Arrangements . EITF 00-21 addresses the determination of whethearrangement involving more than one deliverablgains more than
one unit of accounting and how the related reveshesld be measured and allocated to the separdseaf accounting, i.e., the delivery or
performance of multiple products, services, andfirts to use assets. In applying this guidangearsge contracts with the same patrty,
entered into at or near the same time, will beyprexd to be a package, and the consideration withéasured and allocated to the separate
units based on their relative fair values. EITFZ10will apply to revenue arrangements enteredafiier June 30, 2003. We adopted this new
accounting guidance effective July 1, 2003; it hashad an impact on our financial position, resoftoperations or cash flows.
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SIGNIFICANT TRANSACTIONS / MATTERS
Nokia and Samsung

We believe the license agreements with EricssorSamy Ericsson establish the financial terms nexggs define the royalty
obligations of Nokia Corporation (Nokia) and Sangitectronics Co. Ltd. (Samsung) on sales of 2G GIMIA and 2.5G
GSM/GPRS/TDMA products under their existing pate@nse agreements with us. Under the most faviicedsee (MFL) provisions
applicable to their respective patent license agesgs, we believe both companies are obligate@ya@yalties to us on sales of covered
products from January 1, 2002 by reference todfmag of the Ericsson (as for infrastructure progjuahd Sony Ericsson (as for terminal unit
products) license agreements. The MFL provisionkige terms for a period of review, negotiationd dispute resolution with regard to the
determination of the royalty obligations of bothKibband Samsung.

In July 2003, Nokia requested binding arbitratiegarding the applicability of the terms of the Esiean and Sony Ericsson license
agreements to Nokia’s royalty obligations for itsridwide sales of 2G and 2.5G products under oigtieg patent license agreement.
Pursuant to the dispute resolution provisions effthtent license agreement, Nokieequest for arbitration was filed in the Interomaél Court
of Arbitration of the International Chamber of Comrte.

Nokia’s arbitration request relates to our clairattthe patent license agreements we signed witls&mn and Sony Ericsson in March
2003 defined the financial terms under which Nokauld be required to pay royalties on its worldwadge of 2G and 2.5G products
commencing January 1, 2002. Nokia is seeking ami@tation that their obligation under our existipatent license agreement is not defined
by our license agreements with Ericsson and Soing&n or has been discharged. Alternatively, Nakiseeking an order requiring acces
various documents related to previous litigatioregjotiations, and arbitrations with other partiggring third quarter 2003, ITC filed an
Answer to Nokia’s Request for Arbitration arguitgit the patent license agreements we signed witlsgen and Sony Ericsson in March
2003 defined the financial terms under which Nakauld be required to pay royalties on its worldwsdde of 2G and 2.5G TDMA-based
products commencing January 1, 2002, that Nokiafg tb pay these royalties has not been dischaayatithat the documents sought by
Nokia are not relevant to the royalty determinatidiC also counterclaimed for an order requiringttNokia pay us royalties on equivals
terms and conditions as those set forth in thesBoie and Sony Ericsson patent license agreemeritefperiod January 1, 2002 to Decen
31, 2006, and determining the amount of the royatiy payment terms. During fourth quarter 2003, idl€iled a Reply contesting our claims
and including additional claims and defenses medptd the enforceability, validity, and infringentef certain of ITC’s patents. Nokia is also
seeking to prevent the commencement of arbitrgitioneedings that would determine royalty amountsdte us for the period starting
January 1, 2002 pending access to its requestadmts. We do not believe that the issues of patgforceability, validity, and
infringement are relevant to the royalty disputd artend to vigorously contest Nokia’s position.

In September 2003, Samsung initiated the contrhdispute resolution process to determine the appiliity of the terms of the
Ericsson and Sony Ericsson license agreementg tmttalty obligations of Samsung under its liceageeement with the Company. This
election establishes the timetable for senior ethegmmeetings and any future initiation of arbitbat Samsung has informed the Company
that it believes resolution of this matter is ualikwithout arbitration and that it intends to seekess to documents previously sealed by the
Federal Court related to the now-settled Ericsgmation. Absent a change in its position, we etffamsung will file a demand for
arbitration in the near future. The parties corgit meet in an attempt to resolve the matter.

We have not recorded revenue associated with thké&aNmd Samsung license agreements related tosfatesered products during a
period subsequent to January 1, 2002, and wiltexxrd any such revenue until all elements requwedevenue recognition are met.

Acquisition

On July 30, 2003, we entered into an Asset Purchgseement (the “Asset Purchase Agreement”) withtiig Communications, Inc.
(Tantivy), pursuant to which we acquired substdigtel the assets of Tantivy. Included in the aisition are patents, patent applications,
know-how, state-of-the art laboratory facilitieadeother technologies related to CDMA2000, SmarteAna, wireless LAN and other
wireless communications technologies. The acqaisiticluded patents and patent applications to kvhie had previously acquired rights
under a patent license agreement with Tantivy. Wiaed these assets to strengthen our existing S&ZINIO patent portfolio and
competitive position in that marketplace, to broadar offering to potential licensees and technglpgrtners and to eliminate contingent
payment obligations we had to Tantivy in connectidti the license we entered into with them in 208garding the CDMA2000-related
patents.

The purchase price for the acquisition was $111Bamj consisting of approximately $10.0 million @Gash and cancellation of
approximately $1.5 million in outstanding indebteds owed to us by Tantivy. In addition, under grens of the Asset Purchase Agreement,
Tantivy will be entitled to receive, for approxire8t five years, 1% and 4%, respectively, of amowsggeceive from the licensing or sale of
Smart Antenna and 802.11 intellectual property aegurom Tantivy in the acquisition. We have in@d an estimated $0.4 million of
acquisition related costs in addition to the puseharice.
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Approximately $11.3 million of the purchase pricstbeen allocated to Patents and the remainingn$i0ién has been allocated to
fixed assets. The Patents are being amortizedIdvgears and the fixed assets are being amortizedd3to 10 years.

In connection with our acquisition we opened anirggying design center in Melbourne, Florida amddilO individuals that were
formerly employed by Tantivy. Beginning July 31,030 we have included the results of the Melbouresigh center, amortization of the
acquired patents and depreciation of the acquixed fassets in our results of operations. The eaiddf the Melbourne design center did not
have a significant impact on our operating expeonseapital expenditures in the quarter, nor deewgect it to have a significant impact in
the foreseeable future.

FINANCIAL POSITION, LIQUIDITY AND CAPITAL REQUIREME  NTS

We generated positive cash flow from operatingva@s of $55.4 million in the nine month perioddenl September 30, 2003 (first nine
months 2003) compared to $11.1 million in the mmanth period ended September 30, 2002 (first niaeths 2002). The positive operating
cash flow in first nine months 2003 arose prindipftom net receipts of approximately $107.8 mitlivom patent licensing agreements. This
included approximately $5.3 million from Ericssamdaapproximately $32.7 million from Sony Ericssardar the above-noted patent license
agreements, $30.6 million from NEC Corporationagan (NEC) associated with 2G and 3G patent licagseements, $29.3 million from
Sharp related to our with our 2G patent licenseagents and $9.9 million from other licensees edléd their respective patent license
agreements. These receipts were partially offseidsi operating expenses of $54.2 million (opegatixpenses less depreciation of fixed
assets, amortization of intangible assets and &aton of deferred compensation) and changes ikiwg capital during first nine months
2003. The positive operating cash flow in firstexmonths 2002 arose principally from net receigimfpatent licensing arrangements of
$49.7 million, including $29.5 million from NEC assated with our 2G and 3G agreements and $20l®mirom Sharp and other licensees
related to previously recorded receivables fronir thesspective patent license agreements. We atsved $10.7 million from Nokia in first
nine months 2002 relating to WTDD technology depelent work. These receipts were partially offsethgh operating expenses of $51.3
million and changes in working capital during firshe months 2002.

Net cash used for investing activities in firstenimonths 2003 was $53.1 million compared to $13lBomin first nine months 2002.
We purchased $32.6 million of short-term marketagleurities, net of sales, in first nine months260mpared to $5.2 million in first nine
months 2002. The increase resulted from the hitgved of cash receipts from patent licensing in20Che pace of investments in hardware
and software during first nine months 2003 decreé&21 million to $2.6 million compared to firstnei months 2002 due to the timing of
various development activities. Investment cosseasted with patents increased $2.7 million t®$6illion in first nine months 2003
compared to first nine months 2002, reflecting bBigBG patenting activity levels during the peri@a July 30, 2003 we acquired
substantially all of the tangible and intangiblsets from Tantivy for approximately $11.9 millian¢luding acquisition-related costs. We
expect our patent cost investments in the fourtirtgu to remain at or near our levels of investnometr the first three quarters of 2003 anc
expect our investments in computer hardware artdvacd in the fourth quarter to increase from owele of investment in the first three
quarters of 2003 as we further strengthen our inétion technology infrastructure.

Net cash used in financing activities in first nmenths 2003 was $16.2 million compared to net gashided by financing activities of
$3.1 million in first nine months 2002. The usecagh in 2003 primarily resulted from the repurchafs2.0 million shares of our common
stock for a total of $34.7 million, of which theél payment of $0.7 million was made in October20this repurchase was partially offset
$18.0 million of proceeds from option and warraxereises and the Company’s employee stock purgblage

As of September 30, 2003 we had $105.9 millionasfh; cash equivalents and short-term investmentispared to $87.6 million as of
December 31, 2002. Our working capital, adjusteeiiude cash, cash equivalents, short-term invergtisn current maturities of debt and
current deferred revenue, decreased to $40.9 milicGeptember 30, 2003 from $41.6 million at Deoen31, 2002. This slight decrease was
primarily due to a net decrease in prepaid expenses

We are capable of supporting our operating requerémfor the near future through cash and sham-tevestments on hand, as well as
other internally generated funds, primarily from 8@ 3G patent licensing
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royalties. At present, we do not anticipate thediieeseek any additional financing through eithemlbfacilities or the sale of debt or equity
securities. We do not expect that any resolutioousfdispute with Federal will prevent us from sofiimg our operating requirements for the
near future.

As of September 30, 2003, we had net operating(€4d.) carry-forwards of approximately $110 milliowe have a full valuation
allowance against the related deferred tax asseteXgect that we will continue to pay source withhwy taxes to non-U.S. countries related
to royalties, local and state income taxes, arafrative minimum taxes (AMT) when applicable. Wenthd expect to pay federal income tax
(other than AMT) until these NOLs are fully utilize

At September 30, 2003, approximately $90 milliorbehefits associated with the exercise of non-fjedlstock options are included in
the NOL carry-forwards. However, these benefitsehibeen deferred because the Company is in a nettgeloss position. Such benefits
will be credited to additional paid-in capital imetyear in which the benefits are recognized.

RESULTS OF OPERATIONS
Third Quarter 2003 Compared to Third Quarter 2002
Revenues

Revenues in third quarter 2003 of $26.8 milliont ¢awhich were recurring patent license royaltyeeues) increased $12.1 million, or
82%, over third quarter 2002 revenues of $14.7ionillRoyalties from NEC (37%), Sharp (28%), Sariy@%), Sony Ericsson (10%) and
Ericsson (6%) collectively contributed 94% or oewenue in third quarter 2003. Third quarter 2002neie consisted of $13.8 million of
recurring royalties and $1.0 million of specializzngineering services revenue. The 95% increaseinring patent license royalty revenue
from third quarter 2002 to third quarter 2003 resiimainly from $4.4 million related to 2003 patBoénse agreements with Ericsson and
Sony Ericsson and increases in aggregate royalti#8.6 million from NEC, Sharp and Sanyo. Includedhird quarter revenue was a $2.2
million true up of Sanyo’s actual reported royatie excess of estimates for first half 2003.

No revenue was recognized for specialized engingesgrvices associated with the final stages of6UDD technology development
work for Nokia in third quarter 2003. We completié final delivery of our services required unde agreement in fourth quarter 2003. The
final $1.0 million payment associated with thisegment is now due before the end of the year. Wepteviously deferred recognition of the
final $1.0 million of service revenue associatethvie agreement and will recognize this amouthénfourth quarter.

Operating Expenses

Development expenses in third quarter 2003 dectdeB3% to $11.3 million from $12.4 million in thiguarter 2002 primarily due to an
accrued loss of $1.2 million recorded in third qea2002 related to our WTDD agreement with Nokia.

Sales and marketing expenses in third quarter #8f8ased 24% to $1.3 million from $1.1 millionthird quarter 2002 mainly as a
result of increased market analysis costs.

General and administrative expenses in third quafAe3 increased 41% to $4.6 million from $3.2 ioiilin third quarter 2002. Of the
increase approximately 60% (split evenly) resuftech higher directors’ and officers’ liability insance premiums and costs associated with
strategic corporate initiatives. The remaindethef increase was due to a variety of costs inclugargonnel, facilities and tax compliance.

Patents administration and licensing expensesasert41% to $4.3 million in third quarter 2003 fr80 million in third quarter 2002
as a result of approximately equal increases iarppdicense enforcement costs and commissionsetathigher patent license royalties.
Other Income, Interest Income and Interest Expense

Interest income of $0.5 million in third quarter@®decreased 19% from $0.6 million in third qua@®2, due primarily to lower yielt
available in 2003 as compared to 2002.
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Income Taxes

The income tax provision in both third quarter 2@®8 2002 consisted primarily of withholding taxssociated with patent licensing
royalties, principally from Japan. Our tax expemseased $1.1 million in third quarter 2003 to3hillion from $1.2 million in third quarte
2002, due to the level of royalty revenue subjecgtdn-US withholding tax.
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First Nine Months 2003 Compared to First Nine Months 2002
Revenues

Revenues for first nine months 2003 increased 48%89.9 million from $60.8 million in first nine mths 2002. Revenues for first ni
months 2003 included $20.3 million of royaltiesnfr@ony Ericsson related to pre-2003 terminal s&tesenues for first nine months 2002
included nearly $8.0 million of royalty revenue @ssted with NEC’s pre-2002 3G sales and approxéiga6.9 million of deferred royalty
revenue (related to a non-refundable prepaymestcested with the discontinuation of covered prasliy Kyocera.

Recurring patent license royalty revenue incre&3&d to $69.4 million from $41.5 million. Royalti@®m NEC (36%), Sharp (30%),
Sony Ericsson (13%), Sanyo (7%) and Ericsson (6@ cively contributed 93% or our recurring patéoénse royalty revenue in first nine
months 2003. The increase in recurring patent $ieenyalty revenue from first nine months 2002t hine months 2003 is due to $13.6
million of royalties from our 2003 patent licengr@ements with Ericsson and Sony Ericsson andasesein royalties from NEC, Sharp,
Sanyo and others of $7.4 million, $2.8 million, $&illion and $0.2 million, respectively.

No revenue was recognized for specialized engingesgrvices associated with the final stages ofd6UDD technology development
work for Nokia in first nine months 2003; $4.5 rih was recognized related to these services iedhgparable period of 2002. We
completed the final delivery of our services regdiunder the agreement in fourth quarter 2003.fiflaé$1.0 million payment associated
with this agreement is now due before the endefydar. We had previously deferred recognitiorheffinal $1.0 million of service revenue
associated with the agreement and will recogniizedimount in the fourth quarter.

Operating Expenses

Development expenses in first nine months 2003edaed 6% to $34.1 million from $36.1 million instinine months 2002. The
decrease was primarily due to an accrued loss .@fiéllion recorded in third quarter 2002 relatecbir WTDD agreement with Nokia and
cost containment measures among various expensgocas.

Sales and marketing expenses of $3.5 million st filne months 2003 increased 1% from $3.4 miliiofirst nine months 2002 as a
result of increased market analysis costs that wfset in large part by a reduction in stock-basechpensation costs.

General and administrative expenses in first nioaths 2003 increased 21% to $13.3 million from @Xillion in first nine months
2002 due to a $1.2 million increase in directorsl afficers’ liability insurance and approximatelgual increases in costs associated with
strategic corporate initiatives and other profassicervices.

Patents administration and licensing expensesaset21% to $11.3 million in first nine months 2®@8n $9.3 million in first nine
months 2002 due primarily to approximately equaféases in patent amortization, resulting fromnangase in the number of patents and
related prosecution costs, and commission expahated to higher patent licensing royalty revenue.

Other Income, Interest Income and Interest Expense

We recognized $14.0 million from the settlemenbof litigation with Ericsson, net of an estimatedi4bmillion associated with a claim
under an insurance reimbursement agreement, asiotiogne in first nine months 2003. The $3.4 milli@presents a loss contingency and
was accrued in accordance with Financial Interpicetg FIN) 14Reasonable Estimation of the Amount of Loss, an interpretation of SFAS N
5 Accounting for Contingencies .

Interest income of $1.5 million in first nine moetB003 decreased 15% from $1.7 million in firstenmonths 2002 primarily due to
lower yields available in 2003 as compared to 2002.

Income Taxes

The income tax provision in both first quarter 2@0®I 2002 consisted primarily of withholding taxasociated with patent licensing
royalties, principally from Japan. Our tax expeimeeased $0.5 million in first
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nine months 2003 to $6.3 million from $5.8 millionfirst nine months 2002, due in part to the lesfetoyalty revenue subject to non-US
withholding tax.

Expected Trends

We expect to benefit in the upcoming quarter from¢ontinued solid performance of our key licensaabto expand our licensee base
over the next twelve months with new agreementsvéder, our level of success and the timing of amhsagreements are difficult to predict
at present. Any successful resolution of our issuifs Nokia and Samsung under their existing lieagreements could have a material and
favorable impact on our revenues and cash flowscMyiently anticipate that fourth quarter 2003 apieg expenses could increase
5% to 10% over third quarter 2003 levels. Contiiitigito the increase will be higher directors’ arfificers’ liability insurance premiums.
Additionally, as we continue to grow our businegs,expect to increase our investment in markepaggnt licensing and employee
development activities.
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STATEMENT PURSUANT TO THE PRIVATE SECURITIES LITIGA TION REFORM ACT OF 1995

The foregoing Management’s Discussion and Analgsigains forward-looking statements reflecting, amother things, the
Company’s beliefs and expectations as to (i) futakenues, operating expenses, and capital expesslitand the sources and timing thereof,
(i) our near term operating requirements and lafokeed to seek additional financing, (iii) exparglour licensee base and the timing ther
(iv) the impact of the license agreements with &@n and Sony Ericsson on defining the royaltygaltions of Nokia and Samsung under
their existing patent agreements with us; (v) tim@ant of reimbursement due our insurance provielating to the Ericsson settlement, and
its near term impact and (vi) the completion of TizD development program and our investment irdftelals related thereto. Words such as

“expect”, “will”, “believe”, “seeking”, or similarexpressions are intended to identify such forwanking statements.

Although forward-looking statements in this Qudsté&eport on Form 10-Q reflect the good faith judarhof our management, such
statements can only be based on facts and faaiorently known by the Company. Consequently, foosaoking statements are inherently
subject to risks and uncertainties. We cautioneesathat actual results and outcomes could diffgienally from those expressed in or
anticipated by such forward-looking statements. $bauld not place undue reliance on these ford@riling statements, which are only a
the date of this Form 10-Q. In addition to the agsed risks and uncertainties identified in thisr® 10-Q as well as other information
contained herein, each of the following factorsudtidoe considered in evaluating our business aaspercts. Our revenues are dependent on
(i) the market share and performance of our licesse selling their products, (ii) whether we aoéeao expand our customer, partner and
licensing relationships, (iii) whether new licensee existing licensees make past payments foltiegalue, (iv) difficulties or delays in our
development projects, and (v) whether we are sgbfaids patent enforcement and prosecution actigitAdditionally, Nokia’s and
Samsungs royalty obligations may be affected by (i) resioln of the Samsung matter and of the Nokia artiinaas to the applicability of tl
terms of the Ericsson and Sony Ericsson licensgngeaments to the royalty obligations of Nokia aathSung under each of their licensing
agreements, (ii) the actual process, decisionsresuts from the Nokia arbitration process; @iy future legal proceedings that could
adversely affect the royalty obligations of Nokrade&Samsung under each of their license agreenmmdjv) licensee sales and the economy
and sales trends in the wireless market.

Our expectations as to operating expenses andreaagimts, and as to our capital expenditures, aedban (i) our level of continued
self funding (which in turn may be affected by ability to enter into or expand strategic relatioips), (ii) our expectations as to future
development and expansion efforts, (iii) our apitda continually improve operational efficienciesdeeffectiveness on an organizational le
as well as (iv) those expectations identified in mast recent financial forecast, which could besed based on new business or significant
cash inflows not presently included in the mosergdinancial forecast.

In addition, the amount of reimbursement due osuiiance provider, if any, could be affected bydhtome of any future negotiations
or legal proceedings with such insurance provi@en. expectations as to future development effartsfeeld trials may be affected by (i)
market shifts and timing, (ii) our ability to enteto arrangements with third parties, and (iiifidulties or delays in our development or
productization efforts.

Any failure to generate sufficient cash flows otler long term, based on the factors listed abodetlamse set forth in our Annual Ref
on Form 10-K for the year ended December 31, 20@2cair Form 10-Q for the quarter ended Septembe?@IB could adversely impact
operating requirements and our current lack of neestek additional financing. Our cash flow mayalfected by a delay in the anticipated
receipt of payments from our licensees, includiagments from Ericsson, Sony Ericsson, Sharp, and.Nthile the Company believes that
the Ericsson and Sony Ericsson license agreemstatlish the financial terms necessary to defieadlyalty obligations of Nokia and
Samsung under their respective patent license agmets, the disputes (including arbitration) andlémgth and resolution of those disputes
relating thereto could affect the timing and amaofrdnticipated cash and revenue related to sunplcense agreements.

Factors affecting one forward-looking statement maffigct other forward-looking statements. We uraletno duty to publicly update
any forward-looking statements, whether as a reguiew information, future events or otherwise.
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Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABO UT MARKET RISK

There have been no material changes in quantitatidequalitative market risk from the disclosureuded in our Annual Report on
Form 10-K for the year ended December 31, 2002.

Item 4. CONTROLS AND PROCEDURES

Under the supervision and with the participationh&f Company’s Chief Executive Officer and Chiafasicial Officer, the Company’s
management carried out an evaluation of the effextiss of the design and operation of the Compaligtdosure controls and procedures as
of the end of the period covered by this reporsdgbupon their evaluation, the Chief Executive €iffiand Chief Financial Officer concluded
that the Company’s disclosure controls and proesiwere adequate and effective to ensure thahiafiion required to be disclosed by the
Company in the reports that it files under the &ities Exchange Act of 1934 is recorded, processeaymarized and reported within the ti
periods specified in rules and forms of the Semsriand Exchange Commission. There were no changes internal control over financial
reporting that occurred during the quarter endqute®eber 30, 2003 that materially affected, or assonably likely to materially affect, our
internal control over financial reporting.
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PART II—OTHER INFORMATION

Iltem 1. LEGAL PROCEEDINGS
Nokia

As previously reported in our Form 8-K dated Juy 2003 and our Form 10-Q for the quarter endeé 3@n 2003, Nokia Corporation
(Nokia) and InterDigital Technology CorporationTC") are engaged in binding arbitration filed irettnternational Court of Arbitration of
the International Chamber of Commerce regardingidskoyalty payment obligations for its worldwidales of 2G and 2.5G TDMA-based
products under our existing patent license agreemen

Nokia’s arbitration request relates to our clairattthe patent license agreements we signed witls&mn and Sony Ericsson in March
2003 defined the financial terms under which Nokauld be required to pay royalties on its worldwadge of 2G and 2.5G products
commencing January 1, 2002. Nokia is seeking ami@tation that their obligation under our existipatent license agreement is not defined
by our license agreements with Ericsson and Soing&on or has been discharged. Alternatively, Nakiseeking an order requiring acces
various documents related to previous litigatioregjotiations, and arbitrations with other partiggring third quarter 2003, ITC filed an
Answer to Nokia’s Request for Arbitration arguitgit the patent license agreements we signed witlsgtn and Sony Ericsson in March
2003 defined the financial terms under which Nokauld be required to pay royalties on its worldwadge of 2G and 2.5G TDMA-based
products commencing January 1, 2002, that Nokiafg tb pay these royalties has not been dischaayetithat the documents sought by
Nokia are not relevant to the royalty determinatidiC also counterclaimed for an order requiringttNokia pay us royalties on equivals
terms and conditions as those set forth in thesBoie and Sony Ericsson patent license agreemeritefperiod January 1, 2002 to Decen
31, 2006, and determining the amount of the royafiy payment terms. During fourth quarter 2003, idl€iled a Reply contesting our claims
and including additional claims and defenses medgtd the enforceability, validity, and infringentef certain of ITC’s patents. Nokia is also
seeking to prevent the commencement of arbitrgitioneedings that would determine royalty amountsdte us for the period starting
January 1, 2002 pending access to its requestadmmts. We do not believe that the issues of patefiorceability, validity, and
infringement are relevant to the royalty disputd artend to vigorously contest Nokia’s position.

Separately, during the third quarter of 2003, vexdfa Response in Opposition to the Motion filed\imkia in Federal Court to gain
access to documents previously sealed by the @alated to the now-settled Ericsson litigation. @aling has been scheduled.

As previously announced in the Company’s Form 8lKg on September 24, 2003, Samsung Electronicd €b (“Samsung”) elected
to initiate the contractual dispute resolution gexto determine the applicability of the termghefEricsson and Sony Ericsson license
agreements to the royalty obligations of Samsurtfguits license agreement with the Company’s sidnsidnterDigital Technology
Corporation. This election establishes the timetdbt senior executive meetings and any futurdsitiitn of arbitration. Samsung has
informed the Company that it believes resolutiothig matter is unlikely without arbitration. Abgenchange in its position, we expect
Samsung will file a demand for arbitration in treanfuture. The parties continue to meet in amgitdo resolve the matter.

As reported in the Company’s Form 8-K dated Noverdh@003, Federal Insurance Company (“Federall),iasurance provider for
the settled litigation involving Ericsson, Inc. lidered to us a demand for arbitration under theriBglvania Uniform Arbitration Act. As
previously reported on the Company’s Form 10-Qitier Quarter ended June 30, 2003, Federal clairsegdhan their determination of
expected value to the Company resulting from otifeseent involving Ericsson, Inc., that an insurameimbursement agreement requires us
to reimburse Federal approximately $28 milliondttorneys’ fees and expenses it claims were paitl ®n November 4, 2003 the Company
filed an action in United States District Court fbe Eastern District of Pennsylvania seeking dadatory judgment that the reimbursement
agreement is void and unenforceable, seeking raisement of attorneys’ fees and expenses which hatveeen reimbursed by Federal and
which were paid directly by the Company in conrattivith the Ericsson, Inc. litigation, and damafged-ederal’s bad faith and breach of
obligations under the insurance policy. In therakiive, in the event the reimbursement agreensdiouind to be valid and enforceable, the
Company is seeking a declaratory judgment that faé@eentitled to reimbursement based only onagenportions of amounts received by
Company from Ericsson, Inc. under the settlememh@fitigation involving Ericsson, Inc.
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Item 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) The following is a list of Exhibits filed aspaf this Quarterly Report on Form 10-Q:
Exhibits

31.1 Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 2002
31.2 Certification of Chief Financial Officer pursuant $ection 302 of the Sarba-Oxley Act of 2002

32.1 Certification Pursuant to 18 U.S.C. Section 1350adopted pursuant to Section 906 of the Sarbanksr@ct of 2002 for
Howard E. Goldberc

32.2 Certification Pursuant to 18 U.S.C. Section 1350adopted pursuant to Section 906 of the Sarbanksr@ct of 2002 for
Richard J. Fagat

(b) The following is a list of Current Reports filed &orm &K during the third quarter of 200

We filed a Current Report on Form 8-K dated Sepema®, 2003 under Item 5—Other Events, relatinthéoCompany’s
announcement that it had completed its share repsecprogram.

We filed a Current Report on Form 8-K dated Sepem24, 2003 under Item 5—Other Events, relatinthéoCompany’s
announcement that Samsung Electronics Co. Ltdnbtfied the Company of its election to initiatent@ctual dispute resolution
procedures with respect to its royalty obligationsler a license with the Company’s subsidiary,rDigital Technology Corporation.

We filed a Current Report on Form 8-K dated Audit2003 under Item 2—Acquisition and Dispositidriesets and Item 7—
Financial Statements, Pro Forma Financial Inforamaéind Exhibits relating to the Company’s purch@sduly 30, 2003 of the assets of
Tantivy Communications.

We furnished a Current Report on Form 8-K datedustidg 3, 2003 under Item 7—Financial StatementsFerma Financial
Information and Exhibits and Item 12—Results of @piens and Financial Condition, relating to thex@any’s issuance of a press
release announcing its results of operations arahéial condition for the quarter ended June 30320

We filed a Current Report on Form 8-K dated JulyZI03 under Iltem 5—Other Events and Iltem 7—Firar&fatements, Pro
Forma Financial Information and Exhibits relatioghe Company’s issuance of a press release aninguthe commencement of
arbitration proceedings with Nokia Corporation.

We filed a Current Report on Form 8-K/A dated J2JY003 under Iltem 5—Other Events and ltem 7—Fii@Statements, Pro
Forma Financial Information and Exhibits relatinghe filing as exhibits certain amendments to i@wts entered into between May 8,
1995 and May 30, 2003.
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Date:

Date:

SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the Registrant has duly causisd¢port to be signed on its behalf
by the undersigned thereunto duly authorized.

INTERDIGITAL COMMUNICATIONS CORPORATION

Novembeil4, 200¢S /sl Howard E. Goldber

Howard E. Goldberg
President and Chief Executive Offic

Novembeil4, 2003 /sl R.J. Faga

Richard J. Fagan
Executive Vice President and Chief Financial Offi
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Exhibit 31.1

CERTIFICATION OF PRESIDENT AND CHIEF EXECUTIVE OFFI CER
OF
INTERDIGITAL COMMUNICATIONS CORPORATION

I, Howard E. Goldberg, President and Chief Exeeu@fficer, InterDigital Communications Corporatiaertify that:

Date:

1.
2.

November 14, 20(

I have reviewed this quarterly report on Forn-Q of InterDigital Communications Corporatic

Based on my knowledge, this report does notatorny untrue statement of material fact or omitate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieding with respect to
the period covered by this repc

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presentet
this report;

The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures
(as defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and proceduresused such disclosure controls and procedaites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared

b) Evaluated the effectiveness of the registratisslosure controls and procedures; and presenttsi report our conclusions
about the effectiveness of the disclosure conints procedures as of the end of the period coveyélis report based on
such evaluation; ar

c) Disclosed in this report any change in the tegig’s internal control over financial reportirgat occurred during the
registrant’s most recent fiscal quarter ( the regig’s fourth fiscal quarter in the case of anwaimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuat internal control over
financial reporting, to the registrant’s auditorsldo the audit committee of the registrant’s baafrdirectors (or persons
performing the equivalent function:

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; anc

b)  Any fraud, whether or not material, that invawaanagement or other employees who have a signifiole in the
registran’'s internal control over financial reportir

/s Howard E. Goldberg

Howard E. Goldber
President and Chief Executive Offic
Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER



OF
INTERDIGITAL COMMUNICATIONS CORPORATION

I, Richard J. Fagan, Chief Financial Officer, Imégital Communications Corporation, certify that:

1. I have reviewed this quarterly report on Forn-Q of InterDigital Communications Corporatic

2. Based on my knowledge, this report does notatormny untrue statement of material fact or omitate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

3.  Based on my knowledge, the financial statemeamd,other financial information included in théport, fairly presentin all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presentet
this report;

4.  The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures
(as defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a. Designed such disclosure controls and proceduresused such disclosure controls and procedaites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared

b. Evaluated the effectiveness of the registratisslosure controls and procedures; and presenttsi report our conclusions
about the effectiveness of the disclosure conints procedures as of the end of the period coveyéhis report based on
such evaluation; ar

c. Disclosed in this report any change in the tegid's internal control over financial reportirtgat occurred during the
registrant’s most recent fiscal quarter ( the regig’s fourth fiscal quarter in the case of anwaimeport) that has materially
affected, or is reasonably likely to materiallyesft, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer(s) andave disclosed, based on our most recent evatuat internal control over
financial reporting, to the registrant’s auditorsldo the audit committee of the registrant’s baafrdirectors (or persons
performing the equivalent function:

a. All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; anc

b.  Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the
registran’'s internal control over financial reportir

/sl R.J. Fagan
Date: November 14, 20(

Richard J. Faga
Executive Vice President and
Chief Financial Officel
Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f InterDigital Communications Corporation (th@dmpany”) for the period ended
September 30, 2003 as filed with the SecuritiesExahange Commission on the date hereof (the “R8parHoward E. Goldberg, Preside
and Chief Executive Officer of the Company, herebitify, pursuant to 18 U.S.C. Section 1350, agp#atbpursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeatsSSection 13(a) or 15(d) of the Securities Ex@®Act of 1934, as amended; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of
Company.

Date: November 14, 200 /s/ Howard E. Goldber

Howard E. Goldberg
President and Chief Executive Offic
Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f InterDigital Communications Corporation (theédmpany”) for the period ended
September 30, 2003 as filed with the SecuritiesExahange Commission on the date hereof“Repor”), I, Richard J. Fagan, Chi



Financial Officer of the Company, hereby certifyrguant to 18 U.S.C. Section 1350, as adopted pot$a Section 906 of the Sarbanes-
Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities ExajeAct of 1934, as amended; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of
Company.

Date: November 14, 200 /sl RJ. Faga

Richard J. Fagan
Executive Vice President and Chief Financial Offi
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