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INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI ARIES
CONSOLIDATED BALANCE SHEETS
(in thousands)

DECEMBER 31, MARCH 31,

ASSETS 1995 1996
(UNAUDITED)

CURRENT ASSETS:

Cash and cash equivalents, including restricted

cash of $1,200 and $1,273, respectively $ 9,427 $ 9,543

Short term investments 55,060 55,398

License fees receivable 400 14,800

Accounts receivable, net of allowance for

uncollectable accounts of $340 and $422, respectiv ely 2,757 2,605

Inventories 4,853 4,759

Other current assets 1,474 2,161

Total current assets 73,971 89,266

PROPERTY AND EQUIPMENT:

Machinery and equipment 4,033 4,344
Computer equipment 3,734 4,043
Furniture and fixtures 1,540 1,677
Leasehold improvements 1,114 1,118
10,421 11,182
Less-accumulated depreciation and amortization (5,969) (6,202)
Net property and equipment 4,452 4,980

OTHER ASSETS:
Patents, net of accumulated amortization of

$3,456 and $3,585 respectively 2,405 2,345
Other 2,339 2,493
Total other assets 4,744 4,838

$ 83,167 $ 99,084

The accompanying notes are an integral part oktetements.



INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI ARIES
CONSOLIDATED BALANCE SHEETS (CONTINUED)
(in thousands)

DECEMBER 31, MARCH 31,
LIABILITIES AND SHAREHOLDERS' EQUITY 1995 1996

(UNAUDITED)
CURRENT LIABILITIES:

Current portion of capital lease obligations $ 430 $ 350
Accounts payable 4,313 5,177
Accrued compensation and related expenses 4,335 4,727
Purchase commitment reserve 855 855
Deferred revenue 1,597 2,657
Income and foreign withholding taxes payable 653 2,890
Other accrued expenses 2,780 2,464
Total current liabilities 14,963 19,120
CAPITAL LEASE OBLIGATIONS 631 587
OTHER LONG TERM LIABILITIES 1,323 1,257
MINORITY INTEREST 3,810 4,728

COMMITMENTS AND CONTINGENCIES (Note 3)

SHAREHOLDERS' EQUITY:

Preferred Stock, $ .10 par value, 14,399 shares
authorized-$2.50 Convertible

Preferred, 113 shares and 105 shares

issued and outstanding 11 11
Common Stock, $.01 par value, 75,000 shares authori zed,

44,424 shares and 46,053 shares issued and

outstanding 444 460
Additional paid-in capital 212,310 219,348
Accumulated deficit (150,325) (146,427)
Total shareholders' equity 62,440 73,392

$ 83,167 $ 99,084

The accompanying notes are an integral part oktetements.



INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI ARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

(unaudited)
FOR THE THREE MONTHS ENDED MARCH 31,

1995 1996
REVENUES:
UltraPhone $ 5,311 $ 1,827
Licensing and Alliance 31,119 15,600
Contract Services 304 --

36,734 17,427
OPERATING EXPENSES:
Cost of UltraPhone revenues 5,845 2,877
Contract service costs 254 --
Sales and marketing 1,092 773
General and administrative 4,415 3,170
Research and development 1,825 4,331

13,431 11,151
Income from operations 23,303 6,276
OTHER INCOME (EXPENSE):
Interest income 402 1,115
Interest and financing expenses (166) (33)
Income before income taxes and minority interest 23,539 7,358
INCOME TAX PROVISION (1,476) (2,507)
Income before minority interest 22,063 4,851
MINORITY INTEREST (1,859) (887)
Net income 20,204 3,964
PREFERRED STOCK DIVIDENDS (66) (66)
NET INCOME APPLICABLE TO COMMON SHAREHOLDERS $20,138 $ 3,898
NET INCOME PER COMMON SHARE $ 043 $ 0.08
WEIGHTED AVERAGE NUMBER OF COMMON SHARES OUTSTANDIN 46,854 48,982

The accompanying notes are an integral part obteegements.



INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI ARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)

For the three months ended March 3

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income $ 20,204 $ 3,898
Adjustments to reconcile net income to net

cash provided by (used for) operating activities-

Minority interest in subsidiary 1,900 887
Depreciation and amortization 430 461
Other (41) (35)
Decrease (increase) in assets-
Receivables 5,145 (14,247)
Inventories 1,277 94
Other current assets (531) (687)
Increase (decrease) in liabilities-
Accounts payable (5,511) 865
Accrued compensati 568 392
Deferred revenue 2,950 1,060
Other accrued expes 1,362 1,921
Net cash provided by (used for) operating activitie S $ 27,753 $ (5,391)

CASH FLOWS FROM INVESTING ACTIVITIES:

Decrease in short-term investments $ - $ (338)
Additions to property and equipment (319) (767)
Additions to patents (144) (70)
Other non-current assets (386) (248)
Net cash provided by (used for) investing activitie S (849) (1,423)

CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from sales of Common Stock

and exercises of stock options and warrants 10,346 7,054
Payments on long-term debt, including capital lease obligations (88) (124)
Net cash provided by financing activities 10,258 6,930
NET INCREASE IN CASH AND CASH EQUIVALENTS 37,162 116
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 6,264 9,427
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 43,426 $ 9,543

SUPPLEMENTAL CASH FLOW INFORMATION:
Interest paid $ 8 $ 27

Income taxes paid $ - $ 270

The accompanying notes are an integral part oktetements.



INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI  ARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 1996
(UNAUDITED)

1. BACKGROUND:

InterDigital Communications Corporation (the "Compaor "IDC"), a public corporation incorporatedtime state of Pennsylvania, develops
and markets advanced digital wireless telecommtinitasystems using proprietary technologies faceyand data communications and has
developed an extensive patent portfolio relatetthdse technologies. The Company's principal proguttte UltraPhone(R) system, a radio
telephone system providing business and householttss to basic telephone service through a wirédeal loop. UltraPhone revenues
accounted for approximately 20% of the total revemnaf the Company during 1995 and approximately d0#6venues for the three month
period ended March 31, 1996. Since 1987, the Cognpas sold over 240 UltraPhone systems worldwidt, aggregate UltraPhone
telephone system revenues totaling over $135 millio

In addition to its UltraPhone telephone systemess, the Company, through InterDigital Technol@gyporation ("ITC"), is seeking to
capitalize upon the revenue potential of the extensime Division Multiple Access ("TDMA") and Cod®ivision Multiple Access
("CDMA") patent portfolio. ITC implemented a strgteduring 1993 of negotiation and litigation witertain entities which it believed were
infringing the Company's patents. These effortseh@gulted in patent license agreements with fintties in 1994 and an additional six
entities in 1995, the recognition of $28.7 milli&§7.7 million and $15.6 million of licensing aniliance revenue in fiscal 1994, 1995 and
three month period ended March 31, 1996, respéytiaad the initiation of litigation with major 'tommunications companies. The
Company has also formed two business alliancesdhgsen its TDMA and Broadband Code Division MuléigAccess(TM) ("B-CDMA
(TM)") technologies. (See Notes 5 and 6).

Operations of the Company are subject to certaksrand uncertainties, including, but not limiteduncertainties related to intellectual
property rights, the acceptance by customers o€ttrapany's technology, the development and comaleaiion of new products,
uncertainty and volatility of future profitabilitgnd access to capital and dependence on alliareegaments and key personnel.

2. BASIS OF PRESENTATION:

In the opinion of management, the accompanying dited consolidated financial statements contaiméjlistments (consisting only of
normal, recurring adjustments) necessary to prda@t InterDigital Communications Corporation aBdbsidiaries' financial position as of
March 31, 1996 and the results of their operatfonshe three month periods ended March 31, 19851896 and cash flows for the three
month periods ended March 31, 1995 and 1996. Teenaganying unaudited consolidated financial statémbave been prepared in
accordance with the instructions for Form 10-Q aocbrdingly do not include all of the detailed siies, information and notes necessary
for a fair presentation of financial condition, uéts of operations and cash flows in conformityhwgenerally accepted accounting principles.
Therefore, these financial statements should ketireeonjunction with the financial statements aotkes thereto contained in the Company's
latest annual report on Form 10-K filed with the@#ies and Exchange Commission. The results efatjpns for interim periods are not
necessarily indicative of the results to be expkfte the entire year.

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingesets and liabilities as of the date of the
financial statements and the reported amountsvefmges and expenses during the reporting periodiahcesults could differ from those
estimates.

3. CONTINGENCIES:

IDC and ITC are variously parties to certain patefated litigation in which ITC is asserting tleagrtain third parties infringe ITC's patents.
ITC generally is seeking injunctive relief and mtamg damages. The alleged infringers generally sieekarations that their products do not
infringe ITC's patents. In one such action, ITC reived an adverse jury verdict and is in the p@d appeal process. In another action, the
Court has stayed the proceeding, at the requdbeqgfarties, until July 23, 1996. (See Part limite. Legal Proceedings.)

On November 7, 1994, a purported class action caimplvas filed against the Company and its fornmeefcexecutive officer alleging certain
violations of the disclosure requirements of thaefal securities laws. Such action is presentlyduoted for trial in July 1996. (See Part I,
Item 1. Legal Proceedings.)

In addition to litigation associated with patenfanement and licensing activities and the othegdtion described above, the Company is a
party to certain legal actions arising in the oagincourse of its business. Based upon informatfesently available to the Company, the
Company believes that the ultimate outcome of tlotiser actions will not materially affect the Compa

4. CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENS:

The Company considers investments purchased withigimal maturity of three months or less to bstcaquivalents for purposes of 1



statements of cash flows. The Company investxitess cash in various time deposits and markessglerities, which are included in cash
and cash equivalents, as follows (in thousands):

Dece mber 31, March 31,
1995 1996
Money market funds and demand accounts $ 2,096 $ 6,515
Certificates of deposit 996 745
Repurchase agreements 3,955 1,685
Commercial paper 2,380 598
$ 9,427 $ 9,543

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

Short-term investments available for sale as ofdbdzer 31, 1995 consisted of $40.5 million in goweent-issued discount notes, $2.5
million in municipal securities and $12.1 million corporate debt securities. Short-term investmavésiable for sale as of March 31, 1996
consisted of $40.7 million in government-issuectdist notes and $14.7 million in corporate debugges.

5. SIEMENS AGREEMENTS:

On December 16, 1994, the Company entered intosidvidgreement and a series of four related agretnas elements of an integrated
transaction establishing a broad based marketidgeashnology alliance with Siemens. These agreesneete amended in February 1996 in
connection with the Samsung alliance. (See Note 6.)

As partial consideration for the rights and licengeanted by the Company, Siemens agreed to payn$@én, of which $14.8 million has
been paid by December 31, 1995. In connection thghSamsung alliance, the Company and Siemensdigrelefer the December 31, 1995
and March 31, 1996 payments and to consider offigetil or a portion of such payment against payisidne to Siemens from InterDigital in
conjunction with the Samsung alliance. The Sam#Agrgements became effective and all payments thenrdpresenting approximately t
of the expected funds, were received by the Companyg May 1996. The offsetting payment betweeam&ins and the Company is
expected to conclude during the second quarte®®®.1(See Note 6.)

In accordance with accounting requirements, the @om will recognize the $20 million of revenue ottee contract performance period due
to the combined nature of the contracts. In 19@5Gbmpany recognized $13.6 million of the revenogen this agreement based on the
progress of the completed work. The remaining $@l4on of revenue is expected to be recognizedugh December 1996, the expected
date of completion of functional testing at thetegs component level.

6. SAMSUNG AGREEMENTS:

On February 9, 1996, the Company entered intoiassef agreements with Samsung and amended iteragrés with Siemens as a second
major step in implementing its alliance strategpder the various agreements, Samsung is obligatedhke upfront payments to the
Company in excess of $35 million (of which approately one-half will constitute royalty prepaymengss applicable withholding taxes, on
or before June 15, 1996. The Company, in turnbigated to make certain payments to Siemens wiittprovide additional technical
assistance in conjunction with such payment. Thaipont amount to be received by the Compangrajiving effect to the receipt of
certain exemptions from Korean Service Witholdirax Granted by the Korean Ministry of InformatiordaBommunications, is expected to
be approximately $30 million of which over halftbese funds were received by the Company during M®6. The balance of the upfront
funds are expected to be fully realized by the @frithe second quarter of 1996. Samsung is alsgateldl to provide engineering manpowe
the alliance for the development of the CompanyGIBJVA technology.

Samsung has received from InterDigital royalty beglicenses covering InterDigital's TDMA and B-C2\patent portfolio, its UltraPhone
and B-CDMA technologies and is licensed to useageiterDigital trademarks. InterDigital and Samganticipate that Samsung may
manufacture and sell privately labeled UltraPhorstesns and may become a significant UltraPhonelisup InterDigital, which would
allow InterDigital to take advantage of Samsungjfsegtise in low cost, high quality manufacturing.

The Company recognized $14 million as revenue dutie first quarter of 1996 representing the ndorr@able upfront patent licensing
portion of the agreements. The Company expecisdognize $6 million over the second and third qgrarbf 1996 representing a portion of
the consideration due for the UltraPhone technotogysfer and manufacturing rights portions ofdjeeements. The balance of the revenue
is excepted to be recognized over the remainintiqroof 1996 and 1997.

7. MAJOR CUSTOMERS AND GEOGRAPHIC DATA:

UltraPhone Equipment Revenue:



In fiscal 1995, the Company's Indonesian and Rogssigtomers represented 37% and 20%, of UltraPlessaues, respectively. During the
first quarter of 1996, the Company's Puerto Riaash Rhilippine customers accounted for 45% and 2&%pectively of UltraPhone revenues.
During the first quarter of 1995, the Company'solmeksian customer accounted for 83% of UltraPholes



UltraPhone revenues by geographic area are asvillim thousands):

Three Months

Ended
March 31,
1995 199 6
Domestic $ 758 $ 449
Foreign 4,553 1, 378
$ 5311 $ 1, 827

Licensing and Alliance Revenue:

ITC has granted non-exclusive, non-transferablggtaal, worldwide, royalty-bearing licenses to aegain TDMA patents (and in certain
instances, technology) to Hughes Network System#& T Siemens (see Note 5), Matsushita, Sanyo, RaCdmmunications Systems,
Mitsubishi, Hitachi, Kokusai, OKI Electric Indust@ompany, and Samsung (see Note 6). The licenpi&sally contain "most favored

nations" provisions, applied on a going forwardi®asly, and provisions which could, in certain etge cause the licensee's obligation to pay
royalties to the Company to be suspended for agfiimite period, with or without the accrual of tteyalty obligation.

The Licensing and Alliance revenues for the threatms ended March 31, 1996 contains $14 milliomf@®@amsung and $1.6 million from
Siemens. During the first quarter of 1995, ITC emdento royalty bearing license agreements wittiffaCommunication Sciences, Sanyo,
Mitsubishi and Hitachi, together with its affiliakeokusai, under its patent portfolio for the maratfsie, use and sale of TDMA based
subscriber units and, in certain instances, infuasire equipment. Each of these agreements cedtaidvance payment obligations pursuant
to which ITC was entitled to receive an aggregéi@pproximately $27.1 million, which was recognizeirevenue during the first quarter of
1995. An additional $4.0 million of revenue wasaguwized during the first quarter of 1995 pursuarthe Siemens agreements.

8. NET INCOME PER COMMON SHARE:

The net income per share is based upon the weiglvEerdge common shares outstanding during thecpadjusted for cumulative dividends
on $2.50 Preferred Stock. Stock options and wasraate been considered as common stock equivaedtiave been included in the
computations for the three month periods for 198% E996 since their effect is dilutive. (See Itepighibit

11 - Computation of Net Income Per Share.)

9. INVENTORIES:

Decembe r31, March 31,
1995 1996
( In thousands)
Component parts and work-in-progress $4 341 $4,186
Finished goods 512 573
$4 853  $4,759

Inventories are stated net of valuation reservek6dd million and $7.0 million as of December 329% and March 31, 1996, respectively. In
addition, inventory purchase commitment reserve® 855,000 as of December 31, 1995 and March36.



10. INCOME TAXES:

Effective January 1, 1991, the Company adoptegtbeisions of Statement of Financial Accountingr8i@ds No. 109, "Accounting for
Income Taxes".

The income tax provision for the three months erddadch 31, 1996, consists of a current foreign hallding tax provision of $2.3 million a
current state tax provision of $111,000 and a Feddternative Minimum Tax provision of $87,000. &mcome tax provision for the three
months ended March 31, 1995 consisted of a cufoegign withholding tax provision of $1.0 millioa, current state tax provision of $38,000
and a Federal Alternative Minimum Tax provisior$a0,000. At December 31, 1995, the Company hadpestating loss carryforwards of
approximately $130 million. Since realization oéttax benefits associated with these carryforwerdst assured, a valuation allowance of
100% of the potential tax benefit is recorded aslafch 31, 1996.

The net operating loss carryforwards as of DecerBbef995 are scheduled to expire as follows:

2001 $ 2.5 million
2002 10.3 million
2003 18.2 million
2004 20.0 million
2005 11.9 million
thereafter 38.7 million
$ 101.6 million

Pursuant to the Tax Reform Act of 1986, annualaigee Company's net operating loss and crediytmmwards may be limited if a
cumulative change in ownership of more than 50%ucwithin a three-year period. The annual limitatis generally equal to the product of
(x) the aggregate fair market value of the Compastgck immediately before the ownership changedify) the "long-term tax exempt

rate" (within the meaning of Section 382(f) of thede) in effect at that time. The Company belighes no ownership change for purpose
Section 382 occurred up to and including March1®B6. The Company's calculations reflect the adopf new Treasury Regulations wh
became effective on November 4, 1992 and which baweficial effects regarding the treatment of amiand other aspects of the owner:
change calculatior



Item 2. 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@& Company introduced the UltraPhone systerixea digital wireless local loop
telephone system employing its patented and prapyid DMA technology, which it began installing1987. The Company's operations fi
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 1993, 1994 and 1995aBlbne system revenues were significantly lower thd992; losses increased
significantly in 1993 and 1994 as a result of teelohe in UltraPhone revenues and gross margino#rat increases in costs, such as the
increased investment in B-CDMA technology reseamth development, engineering of product redesigdssahancements, the increase in
litigation costs and the costs associated withreefoent of ITC's intellectual property rights. Ihgi1994, the Company began to realize
positive results from its efforts to capitalize ngbe revenue potential of its TDMA and CDMA patpottfolio and recognized $28.7 million
of licensing revenue, representing over 57% of t@eenues for 1994. During 1995, the Company raizegl $67.7 million of licensing and
alliance revenue enabling the Company to repofirgsprofitable fiscal year since its inceptidrhe Company was profitable in the first and
second quarters of 1995 and unprofitable in the thnd fourth quarters of 1995. The variabilityl805 quarterly operating results was due to
the revenue recognition accorded to the non-refoledaayments associated with the license agreeniemesCompany expects such
variability to continue during 1996 and beyond.

The Company's objective is to become a significgmibal supplier of digital wireless communicatidashnology and systems based on its
proprietary TDMA and B-CDMA technologies. To achéethat objective, the Company has developed aamak program under which it
intends to align itself with key entities in théelsommunications industry. Two of the three keyeakives of the Company's alliance program,
if fully and successfully implemented, are to getelicensing revenues as well as to improve thagamy's UltraPhone product business by
(i) making the Company and its UltraPhone produoutse credible competitors in large scale telecominations infrastructure programs, (ii)
expanding the depth and coverage of UltraPhoneugtadarketing efforts around the world, (iii) fatating greater focus in the Company's
direct sale activities, and (iv) funding and faaiing engineering changes and alternative suppdypaoduction sources to attempt to
significantly reduce costs and expand product ciéipes.

The third objective of the alliance program is tddber the Company's on-going efforts to develeBHCDMA air interface technology and to
spread the commercialization of B-CDMA-based wisslical loop applications and start the develogroeB-CDMA-based wireless
Personal Communications Service ("PCS") applicatidime successful commercial development and depay of such products is
dependent upon technological achievement, incluttiegcontinued validation of the theories upon Whtee new technology is being
designed, the continued availability of debt, egoit alliance partner funding sufficient to suppamtincreasing level of efforts over several
years and, ultimately, market acceptance of theltasst product

In December 1994, the Company completed the initiplementation of the alliance program by enteiirtg an integrated series of
agreements with Siemens Aktiengesellschaft ("Siesf)arovering UltraPhone product marketing and pobdievelopment, B-CDMA
technology development, patent licensing and adheais of cooperation. See "Siemens Agreements"Cohgany continued its
implementation of the alliance program when it sigjia series of agreements with Samsung Electr@ucd_td ("Samsung") in February
1996. The agreements cover B-CDMA technology depraknt, patent licensing, product development, teldgy transfer and other areas of
cooperation.

ITC, an indirect majority owned subsidiary, and @ampany, together, offer non-exclusive, royaltgireg patent, technology and know-how
licenses to telecommunications manufacturers tlzatufacture, use or sell, or intend to manufactuse,or sell, equipment that utilizes their
extensive portfolio of TDMA and CDMA patented techogies. The Company believes that, through IT@temt portfolio, and the
Company's TDMA and B-CDMA technology research aadedlopment capabilities and resultant know-howhlioand ITC are positioned to
take advantage of the present evolution in wirelelecommunications to digital technology from amgalechnology, which represents a
substantial portion of the worldwide installed ha3&€ implemented a strategy during 1993 of negiatisand litigation with certain entities
which it believed were representative of the broamenber of entities infringing ITC's patents. Thedforts have resulted in patent license
agreements with a total of twelve entities as of/Mal996.

Historically through 1994, InterDigital's primargwgrce of revenue was derived from sales of theaBhone digital wireless local loop
telephone system. In recent years, foreign sales represented a majority of the sales of Ultraleheystems, and it is anticipated that fore
sales will represent a majority of UltraPhone systales for the foreseeable future. UltraPhoneesyshles have, on a historical basis, varied
significantly from quarter to quarter due to th@centration of revenues from the Company's largestomers over a few fiscal quarters. See
Note 7 to "Notes to Consolidated Financial StatesieAdditionally, the Company expects that it ntaytinue to experience significe
fluctuations in quarterly and annual revenues gretating results due to variations in the amoudttaming of license and alliance-related
revenue. Accordingly, the Company's cash flow magxpected to fluctuate significantly for the faeable future.

The Company began to experience a significant miedti UltraPhone system order volume during 19%gjining in 1992, competition f



sales of wireless telephone systems intensifigot@gders of both analog and digital cellular syste many of which have significantly
greater resources than the Company, more activeimgted their products for fixed site installationghe Company's target markets. The
Company sought to counter these competitive pressduy emphasizing the advantages which it belitheet)ltraPhone system offers over
fixed cellular and other wireless systems, by lomgJltraPhone system prices, and by offering tfteaBhone system through or in
conjunction with alliance partners. In additiore tBompany is continuing to restructure its salesraarketing efforts to focus on multi-year,
large-scale telecommunications infrastructure oty in which the UltraPhone product would be poséd as a fundamental component in
the rural and near-urban telephone networks of pooframs.

In order to support the flexible pricing generalguired in multi-year programs, the Company inticet] a redesigned central office terminal
which expanded base station capacity by over 508@asignificantly lower-priced cluster unit durittge last half of 1994 and expects to
introduce a more fully-featured subscriber unitidgithe first half of 1996. Reductions in produosts would be most fully realized in cluster
systems and, to a lesser degree, in other norecloshfigurations in which there is a high raticsabscriber units to base stations. The
Company has experienced and may continue to experiengineering delays in the introduction of gsvrsubscriber unit and/or other new
enhancements or features.

The Company anticipates that it will continuoused to reduce prices and expand product featumsodndustry demands which will result
in continued pressure upon gross profit marging sath time as the Company is able to reduce proclists commensurate with price
reductions. More specifically, the Company has pstmajor orders for 1996 and 1997 delivery (®secklog"), and is actively marketing
the UltraPhone system in certain opportunitiesadgs prices which are expected to generate litgy, margin based on the current cost
characteristics of the system configurations beirgposed. In these situations, and in any additisihzations where the Company elects to
accept similarly margined orders, it would do soawese of collateral profit potential, as next entatel, or because of other strategic
positioning considerations. The Company believas &y profit potential would primarily relate tesign engineering to reduce product
costs, the expected positive effects on vendoingriof the increased production volume, changersrfiecluding post contract systems
reconfiguration), post contract add-ons and sys&xpansions and servicing, as well as follow oresdGiven the possibility of engineering
delays and difficulties, and the continuing inaito sell UltraPhone systems with a high clustédization, the Company can give no
assurance that it will be able to achieve sufficoeduct cost reductions or otherwise achievestatiory gross profit margins. In addition,
there can be no assurance that the developmestrmastssary to achieve such potential productredsttions will be acceptable to the
Company.

The inability to competitively approach the aggresgricing from fixed cellular and other competgpthe significant additional complexiti
of, and time required in, competing for large sqalegrams, as well as the restructuring of thessfalece, have all adversely impacted order
volume and revenues since 1993. Delays in intredoictf the new subscriber unit may further adversélect order volume and timing of
revenue recognition, including timing of revenueagnition from the two major orders currently ircking (see "Backlog™"). The Company is
continuing to adjust its sales and marketing sfriateby focusing its direct efforts, improving iltraPhone system distribution network and
pursuing various additional alliance partners.

In addition to the effects of varying selling piscand product materials costs, the Company's grodis margin ratios are ordinarily affected
by the relative proportions of direct and distritnusales, by the average number of subscribersyséem sold, by its ability to absorb
manufacturing overhead costs through generatiaufficient production volume, and by the field seevcosts for installation, warranty,
training and post-sale support. Consistent witlhusti practices, distributor commissions have heeluded in both revenues and cost of
sales. Historically, the Company's gross profitgirafrom UltraPhone system sales has been inadegoiaupport its operating and other
expenses. The low sales volumes experienced imtrgears have resulted in production volumes whiehe inadequate to fully absorb fixed
production overhead costs, producing negative graggins.

On March 29, 1995, a trial involving ITC and Mottaplnc. ended with the jury's verdict, which ibgct to varying interpretation, but which
is interpreted by the Company to mean that ITCtergaclaims at issue in the case, involving foulTa@'s patents, are not infringed by
Motorola and, if construed to be infringed, areailid. While the Company intends to appeal the jpggdict and believes that substantial
grounds exist to overturn the verdict, the ultinr&solution of this matter will likely occur in thietermediate to long-term. Until there is a
final judicial determination the verdict may adwaysaffect the Company's level of revenue and gatkeash flow from ITC's patent portfol
and may impair generally the Company's abilityaise additional funds for general corporate purposhe outcome of the jury trial may a
temporarily or permanently adversely affect ITGsaging U.S. litigation against Ericsson and itdightio realize running royalties or
specified installment payments under certain ofi¢gense agreements.

FINANCIAL POSITION, LIQUIDITY AND CAPITAL REQUIREME  NTS

The Company had working capital of $70.1 milliorMerch 31, 1996 compared to working capital of $58illion at December 31, 1995.
The increase in working capital since Decembeuis gfimarily to the recognition of license reveritgen Samsung of $14 million and rece
of $7.1 million from stock option and warrant exses, offset by operating cash needs of the Compidrey Company had, prior to 1995,
experienced liquidity problems due to its lack offiis sufficient to generate cash at a level nsassto fund its investment in additional
equipment, its UltraPhone technology developmésnpatent activities, its B-CDMA technology resdeand development activities, and its
operating losses. Since the fourth quarter of 188Company has generated cumulative operatirfggamd substantially strengthened its
cash position through its alliance and licensimgs$actions. Proceeds from licensing transactiaxid,tp ITC, can be made available for uses
related to UltraPhone product marketing effortedoict development efforts or other Company uses spch funds being transferred to
InterDigital pursuant to contractual arrangememtim @onjunction with a dividend declaratic



Net proceeds of the Samsung agreements signedindrg 1996, and which became fully effective inyM#96, are expected to
approximately $30 million of which over half of té®funds were received by the Company during M&61%he balance of funds are
expected to be realized by the end of the secoadenof 1996.

Demands on working capital in 1996 and beyond gpee&ted to increase. The Company expects to sigmnifiy increase its B-CDMA
technology development expenditures to commere&idliztechnology as soon as possible. As the dpredat effort nears first stage
completion, currently anticipated in early 1997diéidnal expenditures are expected to be incuroedrfarketing and other activities and
subsequent, substantial additional expenditurdseitequired to support later stage developmemgirieering efforts required to support the
UltraPhone product are also expected to incregsifisantly as the Company continues its effortseiduce the cost of the UltraPhone pro
and increase its market share. Marketing and ath&is are expected to increase as well as the Gongegks to more effectively support its
alliance program.

Certain emerging trends associated with produessabuld also negatively impact future working talpshould they occur. The Company
has not offered vendor financing to prospectivaausrs, instead relying on its efforts to assisspective customers in obtaining financing
from other sources. Should the Company engagerémdor financing program (it has no current plandd so), such a program would have a
material impact on working capital needs. Many peasive customers have required increasingly sicanit delivery and performance
guarantees of various types, including delay danctgeses, performance bonds and performance geasarithe working capital required to
provide such guarantees could be significant figdarders, and the costs that might be incurradyfsuch guarantee were called upon could
have a material adverse impact on working cagitedddition, the Company obtains some componeri$ fiamm single sources, while other
components are available from multiple sourcesnglimg sources of supply would likely cause a disoupin supply. Any interruption in the
supply of quality components could have an advienpact on working capital.

The Company's working capital requirements will elggh on numerous additional factors, including hattlimited to the success of the
Siemens and Samsung relationships and the brokideca strategy, the level of demand and relatedgins for the UltraPhone system, the
ability to generate license fees and royalties, thrcheed to expend funds in connection with iteqzenforcement activities. In addition,
when the Company builds to specification to congbat order, it traditionally experiences negatiashcflows from inception of its
production ordering through customer payment atithe of, or increasingly subsequent to, order stapt. If the Company were to
experience additional sudden and significant irsgean orders to be built to specification, it wbirtensify the need for significant short to
intermediate term financing arrangements.

Accordingly, the Company may, at some future datesequent to 1996, require additional debt or gaquaipitalization to fully support its
technical and product development and marketingiies and to fund its patent enforcement actdgtiThe Company does not presently
maintain bank lines of credit and may thereforestioh event, seek to meet such needs throughlthefsdebt or equity securities. There can
be no assurances that the Company will be ableltarsy such securities, or, if it can, that it cinso on terms acceptable to the Company.

The Company recently relocated its Pennsylvaniaatipems and support activities to a new locatiothimithe King of Prussia, Pennsylvania
area. The Company has entered into an agreempaotdbase the new facility. The cost will be appnexiely $4 million, which sum is
expected to be partially financed through an instihal mortgage loan.

The Company believes that its investment in inveasoand non-current assets are stated on its Desredd, 1995 and March 31, 1996
balance sheets at realizable values based on exjpssiting price and order volumes. Property andpegent are currently being utilized in
the Company's on-going business activities, ancCttrapany believes that no additional write-dowresraquired at this time due to lack of
use or technological obsolescence. With respeathter assets, the Company believes that the vélite matents is at least equal to the value
included in the December 31, 1995 and March 316189ance sheets.

Backlog

At April 30, 1996, the Company's backlog of ordiensUItraPhone telephone equipment and servicesduas8 million, which includes the
balance of one order from the Company's Philippingtomer for $16.0 million and another order frasnlindonesian customer for $36.8
million. Over $20 million of the backlog is expedt® be delivered during fiscal year 1996 with bizdance expected to be delivered during
fiscal 1997. At April 30, 1995, the Company's backof orders for UltraPhone telephone equipmentsandices was $6.2 million.

Changes in Cash Flows and Financial Condition:

The Company has experienced negative cash flows derations during the three months ended Marci@46. The negative cash flows
from operations are primarily due to expenses irclfor UltraPhone production and marketing, B-CDk&hnology development and the
Company's general and administrative activitiesehsing and Alliance revenue for Samsung of $1#anilvas recognized as revenue in the
first quarter of 1996 but is not payable by Samsumiy the second quarter of 1996. (See Note &ief'Notes to Consolidated Financial
Statements".)

Net cash flows from investing activities were négafor the three months ended March 31, 1996 dineapily to the Company's investme
in property and equipment. Notwithstanding the adlte amount of cash used in investing activhis, historically, been low relative to
cash used in operatior



During the three month period ended March 31, 1886 Company generated $6.9 million from financegvities. The funds were primarily
generated by the exercise of stock options andamtsr

Cash and cash equivalents of $9.5 million as ofdM&d, 1996 includes $2.1 million held by PatendspCand $1.0 of restricted cash. The
UltraPhone accounts receivable of $2.6 million a@réh 31, 1996 reflect amounts due from normal tradeivables, including non-domestic
open accounts, as well as funds to be remittedrdatters of credit. Of the outstanding trade reables as of March 31, 1996, $750,000 has
been collected through May 6, 1996.

Inventory levels have decreased at March 31, 18988 million from $4.9 million as of December 3B95, reflecting the sale of systems,
principally to the Company's Puerto Rican custorirerentories at December 31, 1995 and March 316 H98 stated net of valuation reser
of $6.9 million and $7.0 million, respectively.

Included in other accrued expenses at March 316 488 professional fees, consulting and other at€and deferred rent relating to the
corporate headquarters and manufacturing faciliiesvell as sales taxes payable.

Results of Operations - First Quarter of 1996 Caregao the First Quarter of 1995

Total Revenues. Total revenues in the first quanteled March 31, 1996 decreased 53% to $17.4 milamm $36.7 million in the first quart
ended March 31, 1995 primarily due to a decreasieeramount of License and Alliance revenues reicegnand a decrease in UltraPhone
equipment revenues. License and Alliance reverurethé three months ended March 31, 1996 includdsnillion as part of the Samsung
Agreements (see Note 6 of the Notes to Consolidaitgahcial Statements) and $1.6 million as pathefSiemens Agreements (see Note 5 of
the Notes of Consolidated Financial Statementgerise and Alliance revenues for the three monttiseMarch 31, 1995 includes $20
million for the Mitsubishi license agreement andridlion as part of the Siemens Agreements. Ult@ihequipment sales decreased 67% in
the first quarter of 1996 to $1.8 million from $58llion in the comparable quarter of 1995.

During the first quarter of 1995, the Company ha@4;000 of contract revenue related to its U.SeFsdjovernment and other services
contracts as compared to no contract services vevestognized in the 1996 period due to the congpleif the remaining contracts for whi
the Company was obligated during 1995. During kel tquarter of 1994, the Company began withdraviiom the contract services market
in order to focus on its other core business d@ivi

Cost of UltraPhone Sales. The cost of UltraPhonegpegent sales for the first quarter of 1996 de@dd®l% to $2.9 million from $5.8 millic
for the first quarter of 1995. The Company incuraggegative gross margin on UltraPhone equipmées 4 57.5% for the three months
ended March 31, 1996 as compared to a negative grasgin of 10.0% for the three month period endadch 31, 1995. Included in cost of
UltraPhone equipment sales are costs of produetdsy, integration and testing, distributor comnass, freight and tariffs, and expenses
associated with installation, support and warraetyices related to the UltraPhone systems, asasdéhle overhead expenses the Company
has incurred in maintaining its production resoaritet were not absorbed into inventory due tddivevolume of production. At low
production levels, such as those experienced ifirdtequarter of 1996, the Company incurs subs&énegative gross profit margins because
production costs are spread over only a limited bemof units of production.

Contract Services Costs. Contract services costs $254,000 in the three month period ended Maigt 895. There were no contract
service costs incurred during the three monthseéiMirch 31, 1996 as the Company has withdrawn tlagline of business and has
completed its obligations on any remaining conract

Other Operating Expenses. Other operating expensiesle sales and marketing expenses, generaldmihatrative expenses and research
and development expenses.

Sales and marketing expenses decreased 29% td®07&yring the first quarter of 1996 as compare$iltd million during the first quarter
of 1995. The decrease is primarily due to redutafil and activity levels during the three monthipdrof 1996 and reduced commissions
expense, commensurate with the reduction in UltaBlsystem revenues.

General and administrative expenses for the firstrtgr of 1996 decreased 28% to $3.2 million frat$nillion for the first quarter of 1995.
The reduction in general and administrative expésnsleie primarily to a decrease in the Companytsnpanfringement and enforcement cc
of $1.9 million. The 1995 period included coststloe Motorola suit. This reduction was offset byirerease in other components of general
and administrative costs.

Research and development expenses increased 1878e frst quarter of 1996 to $4.3 million from.8Imillion for the first quarter of 1995.
The increase over the prior year period is due giignto increased staff and activity levels dewbte the development of the B-CDMA
technology and the development of the Company'sti@eneration UltraPhone product expected to leased during the first half of 1996.

Other Income and Expense. Interest income foriteeduarter of 1996 was $1.1 million as comparei402,000 for the first quarter of 19¢
The increase is due primarily to greater averagested cash and investment balances in 1996 cothfm®95. Interest expense for the tl
month period ended March 31, 1996 was $33,000 mpared to $166,000 for the three month period eMimeth 31, 1995. The decrease is
due primarily to the settlement of the HNS obligatduring the second quarter of 1995. Remainirgyést is incurred on the Company's
capital lease obligation



Minority Interest. In December 1992, the Comparnig $076% of the common shares of InterDigital Peg&@orporation ("Patents Corp."),
which had, prior thereto, been a wholiwned subsidiary of the Company. The Company rexb&887,000 as an increase in minority inte
in the first quarter of 1996 representing the mitgyanterest's portion of the net income of Patebsp. for the first quarter of 1996. During
the comparable 1995 period, the Company recordedcasase of $1.9 million in minority interest repenting the minority interest's portion
of the net income of Patents Corp. for the firsarger of 1995



Statement Pursuant to The Private Securities Litiggon Reform Act of 1995

The foregoing Management's Discussion and Anabsisdiscussion of the Company's business contaisus statements which are
forward-looking statements. Such forward-lookingtements are made pursuant to the "safe harbovispns of Section 21E of the
Securities Exchange Act of 1934, as amended, wh@re enacted as part of the Private Securitiegdtittn Reform Act of 1995.

The Company cautions readers that the followingartgnt factors, among others, in some cases héseted and, in the future, could
materially adversely affect the Company's actusiiite and cause the Company's actual resultsfer difaterially from the results expressed
in any forward-looking statements made by, or omalifeof, the Company:

General and specific economic conditions of the Gamy's customers, potential customers and theessetommunications industry; revel
of or slow-down in anticipated TELCO infrastructiagending, thereby decreasing overall product ddrbafow present forecasts;
implementation delay in the conversion from analebular technology to digital cellular technologyhether caused by continuing
sufficiency of capacity, new methods for increasamglog capacity or customer funding, unwillingnes$ELCOs to fund infrastructure
replacement or for other reasons.

The effects of, and changes in, foreign trade, naygend fiscal policies, laws and regulations gothctivities of foreign governments,
agencies and similar organizations, and foreigmsaad economic conditions, such as trade regtnistor prohibitions, inflation and
monetary fluctuations, import and other chargesres, the ability or inability of the Company tiotain or hedge against foreign currency,
foreign exchange rates and fluctuations in thotasradverse foreign tax consequences, generaisdalaemittance and difficulties of
collection of foreign payments, efforts to natiaralforeign owned operations, unstable governmamdsiegal systems, and inter-
governmental disputes, as well as foreign governahactions affecting frequency, use and availphitype acceptance, spectrum
authorizations and licensing.

Failure to enter additional sufficient strategiliasices necessary to achieve the Company's busibgsstives; failure to fully and successft
implement the alliance program; inadequacy or llitstof alliance partners to meet Company expegtet;j failure of alliance partners to meet
contractual obligations to the Company.

Lack of existing lines of credit to draw on to sopptechnical and product development and to fust@nt enforcement activities, requiring
possible sale of debt or equity securities.

The growth in the amount of, and the rate of inseeaf, the Company's selling, general and admatige expenses.

Difficulties in the Company's business relatedhi® narket acceptance of its products and/or teolyiesd and any difficulties experienced by
current or future customers using the Company'dywris and/or technologies.

Inability to retain existing, and/or hire new, appriately qualified administrative, sales and méngpersonnel.

Increased and/or more aggressive marketing of cttiveewireless communications systems, in manyesds/ much larger and better
financed organizations.

Announcements of new products or technologies bydbmpany's competitors; the ability of competifiwveducts to achieve a perceived,
absolute or relative overall value advantage whenpared to the Company's products or technologigb@basis of features, quality and
pricing; the inability of the Company to keep padth technological developments and/or respondtimaly manner to changes in custorr
needs.

Increased pressure to engage in a vendor finapcogram.
Adverse trends in the equipment acquisition anthogment pattern of the Company's customers.
Loss of customers.

Fluctuating demand for the Company's products;tewidil sudden and significant increases in produdérs requiring short term and
intermediate term financing.

Inability of the Company or its customers to se@gseeptable financing related to purchase andliasta of the Company's products.

Lack of timely availability of the Company's prodsi@nd the ability and willingness of purchasarsuch circumstances, to acquire
alternative products.

Imposition of government or industry standardsampetitive technological developments which rerater of the Company's technologies
and/or products obsolete or I-competitive.



Lack of frequency or bandwidth allocations withiire technical specifications of the Company's pr&glactechnology; engineering problems
in implementing new frequencies or operating wibimstandard bandwidths.

Manufacturing-related problems, including qualitgst or delivery problems with vendors and compbsappliers; unavailability of
alternative sources for component parts of the Gomis products or unavailability of componentsahpetitive prices; longer than desirable
development time arising from the necessity toalsnative sources.

Unanticipated cash flow restrictions, continuednareased pressure to lower the selling pricee®@Qompany's products; failure to realize
revenues from orders on backlog; failure to incedfasure orders for and revenue from UltraPhonelpets; failure to improve margins;
failure to achieve or maintain technical compliamdth terms of customer contracts.

Difficulties or delays in the development, prodoatitesting and marketing of products or underiygoghmunications technologies, includi
but not limited to (i) the failure to commercialinew products when anticipated and the failure afafiacturing economies to develop when
planned, (ii) loss of the Company's key personmreinability to hire sufficient number of qualifieshgineers to achieve technology
development objectives, (iii) the lack of availdtgilor insufficiency of operating, debt, equity alliance related funds for research necessary
to effectively and timely complete product and tealbgy development, or lack of availability on teyecceptable to the Company, and (iv)
increased project engineering costs for futureamdent projects.

Substantial increased or continuing burdensome étngfathe costs and other effects of legal and atative cases and proceedings
(whether civil, such as intellectual property amdduct-related matters, or criminal), settlememtd @mvestigations, claims and changes in
those items, developments or assertions by or sighie Company relating to intellectual properghts and intellectual property licenses,
including but not limited to assertions that othefsinge the Company's or ITC's proprietary rightghat the Company's products infringe
proprietary rights of others.

Failure of the Company to successfully negotiaterising agreements for the Company's patents aed iotellectual property; inability to
enforce patents against third parties; inabilitgtdorce, or inadequacy of, non-competition and-disglosure agreements relating to
Company's proprietary rights; adverse decisiolmé@ompany's outstanding or any future intellegwaperty rights litigation, including but
not limited to declaration of invalidity of ITC peits.

Suspension of royalty revenues under existing turéulicense agreements, with or without the adasfieoyalty obligations.

Adverse effects from the Motorola jury verdict, limting but not limited to (i) adverse impacts oe tavel of revenue and potential cash flow
from ITC's patent portfolio (ii) the impairment tife Company's ability to raise funds for generapocate purposes, and
(iii) the temporary or permanent impairment of I3@ending U.S. litigation against Ericsson.

The failure of the Motorola trial court or appeetsurts to reverse, vacate and/or remand the M@quoy determination, recognizing that,
notwithstanding the Company's belief that subséhgtiounds exist for reversal, vacation and/or meinghe Company carries the burden on
appeal and, more often than not, jury determinatame upheld.

An adverse decision in foreign patenting forumsarding the validity of ITC's patents, which coulaterially impact ITC patent licensing
opportunities



PART Il. OTHER INFORMATION
Item 1. LEGAL PROCEEDINGS

On November 7, 1994, a complaint was filed in thrétéH States District Court for the Eastern DistotPennsylvania (Civil Action No. 94-
CV-6751) against the Company and its former chxetcative officer alleging certain violations of thisclosure requirements of the federal
securities laws and seeking damages on behalfanékblders who purchased the Company's stock dthieglass period stated to be March
31, 1994 to August 5, 1994. The alleged violatiarate to the disclosure of three proposed finaptiansactions:

(1) a revised financing offered through PruderBieturities Incorporated; (2) a Purchase Agreemeted into on March 11, 1994 between
the Company and a proposed purchaser to sell $ili@mof the Company's discounted common stockwadants, and a related $3 million
loan to the Company; and (3) a $25 million loamht Company from Oregon Financial Group, Inc. ("OF@n April 25, 1995, the Court
entered an order certifying the case as a clagmadthe Company filed a motion for summary judgirianJune 1995. Oral arguments on the
motion were held in August 1995. On September 2951the Court entered an order directing thad@athmary judgment matters be
submitted prior to the adjudication of defendamtstion. Accordingly, the Court denied defendantstion without prejudice so that
defendants could submit a supplemental brief apaxeport. The defendants filed these papersaiab@r 16, 1995, adding an additional
basis for the motion to the effect that there wastatistically significant change in the stockcprivhen the "true" facts came out, indicating
that as a matter of law, there were no materiastaisments or omissions. On February 6, 1996,dtig denied defendants' motion for
summary judgment. The court has placed the casleedimial calendar for July 1996.

In October 1993, Motorola, Inc. filed an action mgalTC in the United States District Court foetDistrict of Delaware seeking the court's
declaration that Motorola's products do not infargertain ITC patents and that these patents watidrand unenforceable. ITC filed an
answer and counterclaims seeking a jury's detetinim¢hat in making, selling or using and/or pagating in the making, selling or using of
digital wireless telephone systems and/or relatetila stations, Motorola has infringed, contributedhe infringement of and/or induced the
infringement of certain ITC patents. ITC also saugteliminary and permanent injunctions againstddofa from further infringement and
sought damages. A trial was held in United Statieibt Court for the District of Delaware (Civilgion No. 94-73 (D. Del.)) on the issue of
validity and infringement of 24 patent claims invioly four ITC patents, U.S. Patent Nos. 4,675,86817,089; 5,119,375 and 4,912,705. By
stipulation of the parties, the case was limitedddain TDMA products made, used and/or sold bydvida.

On March 29, 1995, the trial ended with the jumgsdict, which is subject to varying interpretasobut which is interpreted by the Company
to mean that ITC's patent claims at issue in tlse ese not infringed by Motorola and, if constrtetie infringed, are invalid. The Company
has filed a motion with the U.S. District Court tbie District of Delaware requesting that the cawerturn and/or clarify all or part of the
jury verdict or grant a new trial, and, if that nowt is unsuccessful, intends to appeal the jurdietto the U.S. Court of Appeals of t

Federal Circuit. Motorola has filed a motion redirgsattorney's fees and costs aggregating bet®&emd $7 million. On December 28,
1995, the court denied Motorola's motion for ateysfees as being premature. The other motion rempainding. The Company believes
there are substantial grounds for reversal ofuhgg verdict or the granting of a new trial.

In September 1993, ITC filed a patent infringemaetton against Ericsson GE Mobile Communications, ("Ericsson GE"), its Swedish
parent, Telefonaktieboleget LM Ericsson ("LM Erios%) and Ericsson Radio Systems, Inc. ("Ericssodi®g, in the United States District
Court for the Eastern District of Virginia (Civilddion No. 93-1158-A (E.D.Va.)). The Ericsson actg@eks a jury's determination that in
making, selling, or using, and/or in participatinghe making, selling or using of digital wirelestephone systems and/or related mobile
stations, Ericsson has infringed, contributed toittiringement of and/or induced the infringemeingight patents from ITC's patent portfol
The Ericsson action also seeks preliminary and peemt injunctions against Ericsson from furtherimgfement and seeks damages, royal
costs and attorneys' fees. Ericsson Radio and9encSE filed a motion to transfer ITC's actiontte tUnited States District Court for the
Northern District of Texas which was granted by @wurt. Ericsson GE filed an answer to the Virgia@ion in which it denied th
allegations of the complaint and asserted a coclaier seeking a declaratory judgment that the sasdgratents are either invalid or not
infringed. On the same day that ITC filed the Es@s action in Virginia, two of the Ericsson Defenta Ericsson Radio and Ericsson GE,
filed a lawsuit against the Company and ITC inlthéted States District Court for the Northern Disttof Texas (Civil Action No. 3-
93CV1809-H (N.D.Tx.)) (the "Texas action"). The Bexaction, which involves the same patents thath&reubject of the Ericsson action,
seeks the court's declaration that Ericsson's tedio not infringe ITC's patents, that ITC's ptaeme invalid and that ITC's patents are
unenforceable. The Texas action also seeks judgagzinst the Company and ITC for tortious interfieeswith contractual and business
relations, defamation and commercial disparagenagnt,Lanham Act violations. The Company and IT@niatto vigorously defend the
Texas action. Both Ericsson actions have been tidased and are scheduled to go forward in theadh@tates Federal District Court for the
Northern District of Texas. ITC agreed to the dissal without prejudice of LM Ericsson. In July, #99TC filed a motion to transfer tt
Texas action to the United States District Courttfie District of Delaware which was denied. At thguest and with the consent of the
parties, the District Judge has executed an ondending a stay of the proceedings until July ZB6L The Company anticipates that if the
present stay is not further extended, discoveryredume and the parties will proceed to trial seime in 1997.

In connection with ITC's various patent infringerhEawsuits, Patents Corp. has entered into secerglngent fee arrangements, principally
with outside legal counsel. In the event of a sesftd outcome in any of the various lawsuits, dndd in the agreements, Patents Corp.
would owe additional fees to its service providé&s.provision has been made in either the 199486 Tinancial statements for such
contingent fee arrangements.

In addition to litigation associated with patenfanement and licensing activities and the othegdtion described above, the Company is a
party to certain legal actions arising in the oagincourse of its business. Based upon informagfesently available to the Company, the
Company believes that the ultimate outcome of tloéiser actions will not materially affect the Compa



Item 6. EXHIBITS AND REPORTS ON FORM 8-K
(&) The following is a list of exhibits filed asnpaf the Form 10-Q.
Exhibit 11 - Computation of Net Income Per Share
Exhibit 27 - Financial Data Schedule
(b) Reports on Form 8-K
The Company filed a Current Report on Form 8-K datel February 9, 1996 under

Item 5 -- Other Events, relating to the Company's Biance with Samsung
Electronics Co., Ltd. No financial statements wideal with this report
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EXHIBIT 11

INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI  ARIES

COMPUTATION OF NET INCOME (LOSS) PER SHARE
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

COMPUTATION OF PRIMARY
EARNINGS (LOSS) PER SHARE:

Net Income (Loss) Applicable to Common Shareholders

Weighted Average of Primary Shares:
Common Stock

Assumed Conversion of Options and Warrants

Primary Earnings Per Share

(UNAUDITED)

THREE MONTHS
ENDED
MARCH 31, 1995

THREE MONTHS
ENDED
MARCH 31, 1996

$ 20,138 3,898
42,938 44,905
3,916 4,077
A
43 .08




ARTICLE 5
MULTIPLIER: 1,00C

PERIOD TYPE 3 MOS
FISCAL YEAR END DEC 31 199
PERIOD END MAR 31 199¢
CASH 9,54:
SECURITIES 55,39¢
RECEIVABLES 17,825
ALLOWANCES 422
INVENTORY 4,75¢
CURRENT ASSET¢ 89,26¢
PP&E 11,18:
DEPRECIATION 6,20z
TOTAL ASSETS 99,08
CURRENT LIABILITIES 19,12(
BONDS 587
PREFERRED MANDATORY 0
PREFERREL 11
COMMON 46C
OTHER SE 72,29
TOTAL LIABILITY AND EQUITY 99,08«
SALES 1,82
TOTAL REVENUES 17,42%
CGS 2,871
TOTAL COSTS 2,871
OTHER EXPENSE! 4,331
LOSS PROVISION 27
INTEREST EXPENSE 33
INCOME PRETAX 7,35¢
INCOME TAX 2,507
INCOME CONTINUING 3,96¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 3,964
EPS PRIMARY .08
EPS DILUTED .08
End of Filing
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