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INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHE ETS
(in thousands)

DECEMBER 31, JUNE 30,

ASSETS 1995 1996
(UNAUDITED)
CURRENT ASSETS:
Cash and cash equivalents, including restricted
cash of $1,200 and $1,002 respectively $ 9,427 $ 20,306
Short term investments 55,060 62,322
License fees receivable 400 702
Accounts receivable, net of allowance for
uncollectable accounts of $340 and $432, resp ectively 2,757 5,397
Inventories 4,853 4,751
Other current assets 1,474 5,670
Total current assets 73,971 99,148

PROPERTY AND EQUIPMENT:

Land, Buildings and Improvements -- 4,031
Machinery and equipment 4,033 4,732
Computer equipment 3,734 4,464
Furniture and fixtures 1,540 1,743
Leasehold improvements 1,114 659
10,421 15,629
Less-accumulated depreciation and amortization (5,969) (6,654)
Net property and equipment 4,452 8,975
OTHER ASSETS:
Patents, net of accumulated amortization of
$3,456 and $3,714 respectively 2,405 2,395
Other 2,339 5,032
Total other assets 4,744 7,427

$ 83,167 $ 115,550

The accompanying notes are an integral part oktetements.



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

DECEMBER 31, JUNE 30,
LIABILITIES AND SHAREHOLDERS' EQUITY 1995 1996

(UNAUDITED)
CURRENT LIABILITIES:

Current portion of long term debt $ 430 $ 484
Accounts payable 4,313 6,681
Accrued compensation and related expenses 4,335 4,034
Purchase commitment reserve 855 505
Deferred revenue 1,597 9,198
Income and foreign withholding taxes payable 653 614
Other accrued expenses 2,780 2,920
Total current liabilities 14,963 24,436
LONG TERM DEBT 631 3,142
OTHER LONG TERM LIABILITIES 1,323 758
MINORITY INTEREST 3,810 4,732

COMMITMENTS AND CONTINGENCIES (Note 3)

SHAREHOLDERS' EQUITY:

Preferred Stock, $.10 par value, 14,399 shares a uthorized-

$2.50 Convertible Preferred, 113 shares and 10 5 shares

issued and outstanding 11 11
Common Stock, $.01 par value, 75,000 shares auth orized,

44,424 shares and 46,346 shares issued and

outstanding 444 463
Additional paid-in capital 212,310 220,932
Accumulated deficit (150,325) (145,750)
Total shareholders' equity 62,440 75,656

$ 83,167 $ 115,550

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 FOR THE SIX MONTHS
ENDED JUNE 30, ENDED JUNE 30,

1995 1996 1995 1996

REVENUES:
UltraPhone $ 6,145 $ 5,007 $11,456 $ 6,834
Licensing and Alliance 30,974 9,107 62,093 24,707
Contract Services 141 -- 445 --

37,260 14,114 73,994 31,541

OPERATING EXPENSES:

Cost of UltraPhone revenues 5,884 5,020 11,729 7,897
Contract service costs 259 -- 512 --
Sales and marketing 975 1,143 2,068 1,916
General and administrative 4,154 2,283 8,569 5,453
Research and development 2,028 4,835 3,854 9,166

13,300 13,281 26,732 24,432

Income from operations 23,960 833 47,262 7,109
OTHER INCOME (EXPENSE):
Interest income 821 956 1,224 2,071
Interest and financing expenses (443) (44) (610) 77)
Income before income taxes and minority interes t 24,338 1,745 47,877 9,103
INCOME TAX PROVISION (1,831) (998) (3,307) (3,505)
Income before minority interest 22,507 747 44,570 5,598
MINORITY INTEREST (1,918) @) (3,777) (891)
Net income 20,589 743 40,793 4,707
PREFERRED STOCK DIVIDENDS (68) (66) (134) (132)
NET INCOME APPLICABLE TO COMMON SHAREHOLDERS $20,521 $ 677 $40,659 $ 4,575
NET INCOME PER COMMON SHARE $ 045 $ 001 $ 088 $ 0.10

WEIGHTED AVERAGE NUMBER OF COMMON SHARES OUTSTANIDIN45,475 48,572 46,195 47,931

The accompanying notes are an integral part oktetements.



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

(unaudited)

For the six months ended June 30,

1995 1996
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $40,793 $ 4,707
Adjustments to reconcile net income to net
cash provided by operating activities-
Minority interest in subsidiary 3,818 891
Depreciation and amortization 836 898
Other 37 (80)
Decrease (increase) in assets-
Receivables 14,925  (2,942)
Inventories 1,128 102
Other current assets (481) (4,195)
Increase (decrease) in liabilities-
Accounts payable (6,030) 2,367
Accrued compensation 1,587 (301)
Deferred revenue 1,402 7,601
Other accrued expenses (7,991) (250)
Other long term liabilities - 6,262

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Increase in short-term investments
Additions to property and equipment, net of non

$(44,472) $(7,262)
-cash additions

of $100 and $2,866, respectively (669) (2,110)
Additions to patents (149) (248)
Other non-current assets (218) (2,881)
Net cash used for investing activities (45,508) (12,501)

CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from sales of Common Stock
and exercises of stock options and warrants 12,076 8,621
Payments on long-term debt, including capital | ease obligations (137) (301)

Net cash provided by financing activities 11,939 8,320
NET INCREASE IN CASH AND CASH EQUIVALENTS 16,455 10,879
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 6,264 9,427

CASH AND CASH EQUIVALENTS, END OF PERIOD $22,719 $20,306

SUPPLEMENTAL CASH FLOW INFORMATION:
Interest paid $ 16 $ 63

Income taxes paid, excluding foreign withholdin g taxes $ 1,850 308

The accompanying notes are an integral part oktetements.



INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI  ARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 1996
(UNAUDITED)

1. BACKGROUND:

InterDigital Communications Corporation ("IDC") pablic corporation incorporated in the state ofifstvania, and its subsidiaries
(collectively with IDC, "InterDigital" or the "Congmny"), develop and market advanced digital wiretekscommunications systems and
technology. The Company's objective is to becorsigificant global supplier of digital wireless comanications technology and systems
based on its proprietary Time Division Multiple Ass ("TDMA") and Broadband Code Division Multiple@ess ("BEDMA") technologies

To achieve that objective, the Company has develapealliance program under which it intends tgraliself with key entities in the
telecommunications industry. Two of the three kbjeotives of the Company's alliance program, ifyfaind successfully implemented, are to
generate licensing revenues as well as to impitow&€bmpany's UltraPhone(R) product business bmgRing the Company and its
UltraPhone products more credible competitorsiigdascale telecommunications infrastructure progtdii) expanding the depth and
coverage of UltraPhone product marketing effortaiad the world, (iii) facilitating greater focustine Company's direct sale activities, and
(iv) funding and facilitating engineering changesl alternative supply and production sources &ngit to significantly reduce costs and
expand product capabilities.

The third objective of the alliance program is tddber the Company's on-going efforts to devele BHCDMA air interface technology and to
spread the commercialization of B-CDMA-based wsslocal loop applications and start the developgroEB-CDMA-based wireless
Personal Communications Service ("PCS") applicatidio date, the Company has formed two such broamhéss alliances, with Siemens
and Samsung. (See Notes 5 and 6.)

Historically, the Company's principal product hagb the UltraPhone system, a radio telephone systewiding business and households
access to basic telephone service through a wértdeal loop. Since 1987, the Company has sold 2¥8rUltraPhone systems worldwide,

with aggregate UltraPhone telephone system reveotedig over $140 million. UltraPhone producteeues accounted for approximately
20% of the total revenues of the Company duringg1®8d approximately 21% of revenues for the six tm@eriod ended June 30, 1996.

In addition to its UltraPhone telephone systemess, the Company, through InterDigital Technol@gyporation ("ITC"), is seeking to
capitalize upon the revenue potential of the extenSDMA and CDMA patent portfolio. ITC implementedstrategy during 1993 of
negotiation and litigation with certain entitiesiatnit believed were infringing the Company's pageihese efforts have resulted in patent
license agreements with twelve entities as of Atgug996, the recognition of $28.7 million, $6Taillion and $24.7 million of licensing and
alliance revenue in fiscal 1994, 1995 and the sixtm period ended June 30, 1996, respectivelytlamchitiation of litigation with major
telecommunications companies.

Operations of the Company are subject to certaksrand uncertainties, including, but not limiteduncertainties related to intellectual
property rights, the acceptance by customers o€tirapany's technology, the development and comadeaiion of new products,
uncertainty and volatility of future profitabilitgnd access to capital and dependence on alliareseg@ments and key personnel.
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2. BASIS OF PRESENTATION:

In the opinion of management, the accompanying dited consolidated financial statements contaimdjistments (consisting only of
normal, recurring adjustments) necessary to prdaght the Company’s financial position as of J@&@e 1996 and the results of their
operations for the three and six month periods @ dd@e 30, 1995 and 1996 and cash flows for thensixth periods ended June 30, 1995
1996. The accompanying unaudited consolidated fiahstatements have been prepared in accordartlee¢hei instructions for Form 10-Q
and accordingly do not include all of the detaetiedules, information and notes necessary far priesentation of financial condition,
results of operations and cash flows in conformiith generally accepted accounting principles. €fae, these financial statements should
be read in conjunction with the financial staterseartd notes thereto contained in the Company'stlateual report on Form 10-K filed with
the Securities and Exchange Commission. The resfuliperations for interim periods are not necelysandicative of the results to be
expected for the entire year.

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgessets and liabilities as of the date of the
financial statements and the reported amountsvefnges and expenses during the reporting perioaiahcesults could differ from those
estimates.

The Statement of Cash Flows for the six months @ddee 30, 1995 has been restated to conform witertt period presentation.
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 inclgdiiotorola, ITC has received an adverse jury veraia is in the post-trial appeal process.
In another action, the Court has stayed the pracgedt the request of the parties, pending a @etisy the appeals court on the Motorola
case. ITC is also involved in administrative pratiegs in which various partners have challengedstiigity of ITC's patents. (See Part I,
Item 1, Legal Proceedings.)

On November 7, 1994, a purported class action caimplvas filed against the Company and its fornméefcexecutive officer alleging certain
violations of the disclosure requirements of thaefal securities laws. In July 1996, the partie®eg to settle the litigation, subject to court
approval, in consideration of a future paymenth®y €Company. Such payment will not be material ®Gompany's financial position or
results of operations.

(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 oadincourse 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
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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 the
statements of cash flows. The Company investxi#ess cash in various time deposits and markesaoigrities, which are included in cash
and cash equivalents, as follows (in thousands):

De cember 31, June 30,
1995 1996
Money market funds and demand deposits $ 2,096 $12,671
Certificates of deposit 966 751
Repurchase agreements 3,955 1,897
Commercial paper 2,380 4,987
$ 9,427 $20,306

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

Short-term investments available for sale as ofebdzer 31, 1995 consisted of $40.5 million in gomeent-issued discount notes, $2.5
million in municipal securities and $12.1 million ¢orporate debt securities. Short-term investmavadable for sale as of June 30, 1996
consisted of $51.4 million in government-issuedadisit notes and $10.9 million in corporate debtséges.

The aggregate cash, cash equivalents and shorifigastments held by Patents Corp. was $68.8 mili® of June 30, 1996. Such funds can
be made available for uses related to UltraPhotieitées, product development efforts or other Camyp uses upon such funds being
transferred to InterDigital pursuant to contracabngements or in conjunction with a dividendlalextion.

5. SIEMENS AGREEMENTS:

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

As patrtial consideration for the rights and licengeanted by the Company, Siemens agreed to pay#@in, of which $14.8 million was
paid as of December 31, 1995. In connection wighSamsung alliance, the Company and Siemens détheedecember 31, 1995 and
March 31, 1996 payments and, in July 1996, offsetmhajority of such payments against payments a@&emens from InterDigital in
conjunction with the Samsung alliance. (See Note 6)

In accordance with accounting requirements, the fizom will recognize the $20 million of revenue otlee 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 thetsgs component level.
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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 made upfagnignts to the Company in excess of
$35 million (of which approximately onfealf constituted royalty prepayments), less applieavithholding taxes. All payments from Sams
were received by June 30, 1996. In July 1996, thm@any made, via offset (see Note 5) certain paysrterSiemens, which, in turn,
committed to provide additional technical assistarihe net upfront amount received by the Compaftgr giving effect to the receipt of
certain exemptions from Korean Service Withholdirax granted by the Korean Ministry of InformatiamdaCommunications, was
approximately $29 million. Samsung is also obligate provide engineering manpower to the alliamretie development of the Company's
B-CDMA 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 useageinterDigital trademarks. InterDigital and Samgwanticipate that Samsung may
manufacture and sell privately labeled UltraPhorstesns and may become a significant UltraPhonepeagnt supplier to InterDigital, which
would allow InterDigital to take advantage of Samgs expertise in low cost, high quality manufaicigir

The Company recognized $14 million as revenue dutie first quarter of 1996 representing the ndor@able upfront patent licensing
portion of the agreements. The Company recognigemilion in the second quarter of 1996 representire consideration due for the
UltraPhone equipment technology transfer and matwifimg rights portions of the agreements. Alsamyithe second quarter, the Company
recognized approximately $1.5 million of the netoamt retained by the Company relating to the B-CDd&Aelopment portion of the
agreement. The balance of the revenue is expextee tecognized through December 1998, the expeetiedof completion of the applicable
development effort.

7. MAJOR CUSTOMERS AND GEOGRAPHIC DATA:
UltraPhone Equipment Revenue:

In fiscal 1995, the Company's Indonesian and Raossiatomers represented 37% and 20%, of UltraPpmthict revenues, respectively.
During the second quarter of 1995, the Companyssian and Indonesian customers accounted for 5894%% of UltraPhone product
revenues, respectively. During the second quaft&®®6, the Company's Philippine and Puerto Riasstamers accounted for 66% and 14%,
respectively of UltraPhone product revenues. Ferstk months ended June 30, 1995, the Companysésihn and Russian customers
accounted for 48% and 29% of UltraPhone productmaes, respectively. For the six months ended 30n&996, the Company's Philippine,
Puerto Rican and Myanmarian customers accountesifidr, 15% and 12%, respectively of UltraPhone pcodevenues.

UltraPhone product revenues by geographic areasaf@lows (in thousands):

Three Months Six Months
Ended June 30, Ended June 30,
1995 1996 1995 1996
Domestic $ 608 $ 491 $ 13 65 $ 940
Foreign 5,537 4,516 10,0 91 5,894
$ 6,145 $ 5,007 $ 114 56 $ 6,834
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Licensing and Alliance Revenue:

ITC has granted non-exclusive, non-transferablggtaal, worldwide, royalty-bearing licenses to asgain 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 licenpesatly contain "most favored
nations" provisions, applied on a going forwardi®asly, and other provisions which could, in certavents, cause the licensee's obligation
to pay royalties to the Company to be suspendedrfandefinite period, with or without the accroélthe royalty obligation.

The Licensing and Alliance revenues for the six therended June 30, 1996 include $21.5 million fRemsung and $3.2 million from
Siemens. During the six months ended June 30, 1995¢ntered into royalty-bearing license agreemerith Pacific Communication
Sciences, Sanyo, Mitsubishi and Hitachi, togethién its affiliate Kokusai, covering patents relatito the manufacture, use and sale of
TDMA-based subscriber units, in certain instane@sl, infrastructure equipment. Each of these agreenoentains advance payment
obligations pursuant to which ITC received an aggte of approximately $27.1 million, which was rguized as revenue during the six
months ended June 30, 1995. An additional $8.0anibf revenue was recognized during the first b&tt995 pursuant to the Siemens
agreements.

8. NET INCOME PER COMMON SHARE:

The net income per share is based upon the weiglvdge common shares outstanding during thedadjusted 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 and six month period4 895 and 1996 since their effect is dilutive.®em 6, Exhibit 11 - Computation of Net
Income Per Share.)

9. INVENTORIES:

December 31, June 30,
1995 1996
(Inth ousands)
Component parts and work-in-progress ~ $ 4,341 $ 4,244
Finished goods 512 507
$ 4,853 $ 4,751

Inventories are stated net of valuation reservek6dd million as of December 31, 1995 and Junel806. In addition, inventory purchase
commitment reserves were $855,000 and $505,000@saember 31, 1995 and June 30, 1996, respectively

10. LONG-TERM DEBT:

During the second quarter of 1996, the Companyhased its King of Prussia facility for $3.7 milliohhe Company paid cash of $930,000
and arranged a 16 year mortgage of $2.8 millioh witerest at a rate of 8.28% per annum. The eatist of the land and buildings purcha
as well as the improvements made to the buildiagetbeen classified as Land, Building and Improvemwithin the property section of the
balance sheet. The mortgage has been classifiedg$erm debt on the balance sheet, with $88,0&@sified as current portion of Lorigrm
Debt.
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11. 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 entlete 30, 1996 consists of a current foreign wittihg provision of $990,000, a current
state tax provision of $3,000 and a Federal AlteévaaMiinimum Tax provision of $5,000. The income f@ovision for the three months
ended June 30, 1995 consisted of a current foseitdnnolding tax provision of $1.4 million, a currtestate and local tax provision of $41,000
and a Federal Alternative Minimum Tax provisior$df0,000. The income tax provision or the six merghded June 30, 1996, consists of a
current foreign withholding tax provision of 3.3Ihwin, a current state tax provision of $114,00@ arFederal Alternative Minimum Tax
provision of $91,000. The income tax provisionttoe six months ended June 30, 1995, consistedwfrant foreign withholding tax

provision of $2.4 million, a current state tax pien of $79,000 and a Federal Alternative Minim@iax provision of $820,000. At

December 31, 1995, the Company had net operatssgdarryforwards of approximately $102 million. &rrealization of the tax benefits
associated with these carryforwards is not assared|uation allowance of 100% of the potentialbaxefit is recorded as of June 30, 1996.

The net operating loss carryforwards as of DecerBlbef 995 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, annualaigtee Company's net operating loss and crediyfmmwards may be limited if a
cumulative change in ownership of more than 50%ixcwithin a three-year period. The annual limiatis generally equal to the product of
(x) the aggregate fair market value of the Commasigck immediately before the ownership changesi(y) 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 June 9661The Company's calculations reflect the adoptifonew Treasury Regulations which
became effective on November 4, 1992 and which baweficial effects regarding the treatment ofmmiand other aspects of the owner:
change calculation.
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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 teelahe in UltraPhone product revenues and grosgimaand other increases in costs, such as
the increased investment in B-CDMA technology reseand development, engineering of product redsségnd enhancements, the increase
in litigation costs and the costs associated witloreement of ITC's intellectual property rightauring 1994, 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 reizegl $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 thel 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 agreeniemsCompany 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 théelommunications industry. Two of the three keyeakives of the Company's alliance program,
if fully and successfully implemented, are to geelicensing revenues as well as to improve thagamy's UltraPhone product business by
(i) making the Company and its UltraPhone produoudse credible competitors in large scale telecominations infrastructure programs,

(if) expanding the depth and coverage of UltraPhaoeluct marketing efforts around the world, (i@ilitating greater focus in the
Company's direct sale activities, and (iv) fundamgl facilitating engineering changes and altereatiyoply and production sources to attempt
to significantly reduce costs and expand produpéabdities.

The third objective of the alliance program is tddber the Company's on-going efforts to devele@BHCDMA 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 Electronics
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Co., Ltd ("Samsung") in February 1996. The agredmenver B-CDMA technology development, patentrigiag, product development,
technology transfer and other areas of cooperation.

To augment its efforts to achieve its goals, thenGany has retained investment banking and otherdmutesources to investigate acquisition
and other strategies designed to strengthen itpettive position.

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@tem 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 negiotiand 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 ofjést 8, 1996.

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 fepresented 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 mkedi UltraPhone system order volume during 19%jilning in 1992, competition for
sales of wireless telephone systems intensifigat@gders of both analog and digital cellular syste many of which have significantly
greater resources than the Company, more activemgted their products for fixed site installationghe Company's target markets. The
Company sought to counter these competitive presswy emphasizing the advantages which it belitheet)ltraPhone system offers over
fixed cellular and other wireless systems, by langJltraPhone system prices, and by offering tteaBhone 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 poorams.

In order to support the flexible pricing generakdyuired in multi-year programs, the Company infrceetl a redesigned central office terminal
which expanded base station capacity by over 50&aasignificantly lower-priced cluster unit duritige last half of 1994 and introduced a
more fully-featured subscriber unit during thetfinalf of 1996. Reductions in product costs woutdnost fully realized in cluster systems
and, to a lesser degree, in other non-cluster gordtions in which there is a high ratio of suldseriunits to base stations. The Company has
experienced and may continue to experience engimgeand production delays in the introduction efriiew subscriber units and/or other new
enhancements or features.

The Company anticipates that it will continuoussed to reduce prices and expand product featueesodadustry 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 ptmtmajor orders for 1996 and 1997 delivery (&acklog"), and is actively marketing
the UltraPhone system in certain opportunitiesadds prices which are expected to generate litégy, margin based on the current cost
characteristics of the system configurations beirgposed. In these
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situations, and in any additional situations whteeCompany elects to accept similarly margineciadt would do so because of collateral
profit potential, as next enumerated, or becausshdr strategic positioning considerations. Then@any believes that any profit potential
would primarily relate to design engineering toueel product costs, the expected positive effectgeoor pricing of the increased
production volume, change orders (including positiaat systems reconfiguration), post contract adsland systems expansions and
servicing, as well as follow on orders. Given tlesgibility of engineering delays and difficultiesd the continuing inability to sell
UltraPhone systems with a high cluster utilizatitthe Company can give no assurance that it wiliile to achieve sufficient product cost
reductions or otherwise achieve satisfactory gposfit margins. In addition, there can be no assceghat the development costs necesse
achieve such potential product cost reductionshelacceptable to the Company.

The inability to competitively approach the aggresgricing from fixed cellular and other competgtpthe 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 introdoictf the new subscriber unit may further advarsélect order volume and timing of
revenue recognition, including timing of revenueagnition from the two major orders currently irckiog (see "Backlog”). The Company is
continuing to adjust its sales and marketing sffiateby focusing its direct efforts, improving liraPhone 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 generaticuidicient production volume, and by the field deevcosts for installation, warranty,
training and post-sale support. Consistent witlugtiy practices, distributor commissions have bireluded 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 grasgins.

On March 29, 1995, a trial involving ITC and Mottapinc. ended with the jury's verdict that ITC&gnt claims at issue in the case,
involving four of ITC's patents, are not infringled the Motorola products involved in the case. OmeJ17, 1996, the U.S. District Court
Judge for the District of Delaware affirmed thattpm of the jury's verdict. The judge further saised the jury's invalidity finding as to 21 of
the 24 patent claims at issue, but reversed tlyésjinvalidity determination as to the three ottleims, finding no support in the record for
jury's determination. While the Company has appk#ie decision and believes that substantial greexist to overturn the verdict, t
ultimate resolution of this matter will likely occin the intermediate to long-term. Until thereaaifinal judicial determination the verdict may
adversely affect the Company's level of revenuepatdntial cash flow from ITC's patent portfoliodamay impair generally the Company's
ability to raise additional funds for general caigte purposes. The outcome of the jury trial mayp &mporarily or permanently adversely
affect ITC's pending U.S. litigation against Erimssnd its ability to realize running royaltiesspecified installment payments under certain
of its license agreements. In addition, an adverkeg (as to ITC) on Motorola's appeal on its roatfor attorneys' fees (which motion the
U.S. District Court judge denied) could adversdfge the Company's cash position.

FINANCIAL POSITION, LIQUIDITY AND CAPITAL REQUIREME  NTS

The Company had working capital of $74.7 milliordahe 30, 1996 compared to working capital of $58ildon at December 31, 1995. The
increase in working capital since December is diragrily to the recognition of license and alliamesenue from Samsung of $21.5 million
and receipt of $8.6 million from stock option andrvant exercises, offset by operating cash neetted€ompany. The Company had, pric
1995, experienced liquidity problems due to itklatprofits sufficient to generate cash at a levatessary to fund its investment in
additional equipment, its UltraPhone technologyalepment, its patent activities, its B-CDMA techogy research and development
activities, and its operating losses.
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Since the fourth quarter of 1994, the Company leeemted cumulative operating profits and substiystrengthened its cash position
through its alliance and licensing transactionscBeds from licensing transactions paid to ITClmamade available for uses related to
UltraPhone product marketing efforts, product depsient efforts or other Company uses upon suchsfbeihg transferred to InterDigital
pursuant to contractual arrangements or in conjometith a dividend declaration.

Net proceeds of the Samsung agreements signedimdtg 1996, and which became fully effective inyM#®96, were approximately $:
million, all of which were received by the CompanyJune 30, 1996.

Demands on working capital in 1996 and beyond &pe&ted to increase. The Company expects to sigmifiy 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 adiréive, and other costs are expected to incramseell as the Company seeks to more
effectively support its alliance program.

Certain emerging trends associated with produessaduld 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 engagesémdor 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 danctageses, performance bonds and performance geasarnthe working capital required to
provide such guarantees could be significant fiaydarders, and the costs that might be incurradyfsuch guarantee were called upon could
have a material adverse impact on working cagitedddition, the Company obtains some componeris$ fimm single sources, while other
components are available from multiple sourcesnghmg 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 elegh 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 iteqaenforcement activities. In addition,
when the Company builds to specification to congbet order, it traditionally experiences negatiashcflows from inception of its
production ordering through customer payment atithe of, or increasingly subsequent to, order sigipt. 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 ableltaisy such securities, or, if it can, that it cinso on terms acceptable to the Company.

The Company relocated its Pennsylvania operatiodssapport activities to a new location within #ieg of Prussia, Pennsylvania area in
December 1995 and purchased that facility in J@861The cost of the new facility was $3.73 millievhich sum was partially financed
through a $2.8 million institutional mortgage loan.

In August 1996, the Company acquired a fifty (58)gent interest in an office building located omgdsland, New York. The Company
affected the acquisition of the building throughk tireation of a New
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York Limited Liability Company, 60 Crossroads, L., in which the Company holds a 50% interest. Z&aleommercial real estate owner,
developer and building contractor holds the renmgjriwnership interest. The limited liability comgguurchased the building for
approximately $2.0 million. The Company and itstper have agreed to share equally the acquisitidnoavnership costs of the limited
liability company. The Company has not, but mathi future, finance some or all of its acquisitamsts. The Company intends to enter into
a lease agreement with the limited liability compé&ar the building and adjoining property. The Canp intends to use the building and
property as the principle site for its B-CMDA tedhwgy development and commercialization efforts.

The Company believes that its investment in inveasoand non-current assets are stated on its Desredd, 1995 and June 30, 1996 balance
sheets at realizable values based on expectedgsptice and order volumes. Property and equipraenturrently being utilized in the
Company's on-going business activities, and the fizmy believes that no additional wridewns are required at this time due to lack ofar
technological obsolescence. With respect to othseta, the Company believes that the value oftisnps is at least equal to the value
included in the December 31, 1995 and June 30, bafhce sheets.

Backlog

At June 30, 1996, the Company's backlog of ordar&itraPhone telephone equipment and servicespa@® million, which includes the
balance of one order from the Company's Philippirgtomer of $13.1 million and another order frosnlitdonesian customer for $36.8
million. Over $15 million of the backlog is expedt® be delivered during the second half of fiser 1996, with the balance expected to be
delivered during fiscal 1997. At June 30, 1995,@enpany's backlog of orders for UltraPhone teleghequipment and services was $18.4
million.

Changes in Cash Flows and Financial Condition

The Company has experienced positive cash flows fsperations during the six months ended June®#5.1The positive cash flows from
operations are primarily due to the receipt of &Ifrdm the Samsung agreement offset by expenseséucfor UltraPhone production and
marketing, B-CDMA technology development and thenpany's general and administrative activities. hgieg and Alliance revenue for
Samsung of $21.5 million was recognized as revamtige six month period ended June 30, 1996. (See Blof the "Notes to Consolidated
Financial Statements".)

Net cash flows from investing activities were négafor the six months ended June 30, 1996 duegsiiynto the Company's purchase of
King of Prussia facility, the arrangement of a $2ilion performance bond for its current Philippinrder and its investment in property and
equipment. Notwithstanding the above, the amouaseh used in investing activities has, histonycdleen low relative to cash used in
operations.

During the six month period ended June 30, 1996bmpany generated $8.3 million from financingwti¢s. The funds were primarily
generated by the exercise of stock options andamntsr

Cash, cash equivalents and short term investmé@&®8206 million as of June 30, 1996 includes $68iion held by Patents Corp. and $1.0
of restricted cash. The UltraPhone accounts rebkhaf $5.4 million at June 30, 1996 reflect amauwhie from normal trade receivables,
including non-domestic open accounts, as well ad$uo be remitted under letters of credit. Ofdhestanding trade receivables as of June
30, 1996, $1.0 million has been collected througigyst 8, 1996.

Inventory levels at June 30, 1996 of $4.8 millisa eelatively unchanged as compared to $4.9 mikisf December 31, 1995, reflecting the
sale of systems, principally to the Company's RuRitan and Philippine customer offset by the buijtdof inventory for the remaining
Philippine shipments. Inventories at December 385land June 30, 1996 are both stated net of vatuadserves of $6.9 million.
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Included in other accrued expenses at June 30, dr@9professional fees, consulting and other atsara deferred rent relating to the
corporate headquarters and manufacturing facilitiesvell as sales taxes payable.

Results of Operations - Second Quarter of 1996 Goetpto the Second Quarter of 1995

Total Revenues. Total revenues in the second quamtied June 30, 1996 decreased to $14.1 millmn $37.3 million in the second quarter
ended June 30, 1996 primarily due to the recognitiod31.0 of licensing revenue in the 1995 peasaompared to only $9.1 million in the
comparable quarter of 1996. UltraPhone sales deedeB9% in the second quarter of 1996 to $5.0anififom $6.1 million in the comparat
quarter of 1995.

During the second quarter of 1996, the Companygeized $6.0 million of Samsung revenue that reléethe UltraPhone manufacturing
license and manufacturing technology transfer portif the agreement. The Company also recognizédriillion for Samsung related to the
B-CDMA development portion of the agreement. Adxditilly, the Company recognized revenue of $1.6anilas part of the Siemens series
of agreements. During the second quarter of 1995 dntered into royalty-bearing license agreemsitts one licensee under its patent
portfolio for the manufacture, use and sale of TDhESed subscriber units and infrastructure equipriérs agreement contains advance
payment obligations pursuant to which ITC receiiredxcess of $20.0 million, which was recognizedeagnue during the second quarter of
1995. Additionally, the Company recognized $4.0ioml as part of the Siemens series of agreememisgithe second quarter of 1995.

The Company had contract revenue of $141,000 cetatés U.S. Federal government and other sendoetracts for the second quarter in
1995 as compared to no revenue during the 1996agherhe decrease in revenue is due to the complefithe remaining contracts for which
the Company was obligated. During the third quasfer994, the Company began withdrawing from thetiaet services market in order to
focus on its other core business activities.

Cost of UltraPhone Sales. The cost of UltraPholesdar the second quarter of 1996 decreased 1t 5.0 million from $5.9 million for

the second quarter of 1995. The Company had appetgly a zero gross margin on UltraPhone systees $at the three months ended June
30, 1996 as compared to a positive gross marginsh for the three month period ended June 30,.198kided in cost of UltraPhone
system sales are costs of product assembly, integr@nd testing, distributor commissions, freighd tariffs, and expenses associated with
installation, support and warranty services relatetthe UltraPhone systems. Also included in thet of sales are the overhead expenses the
Company has incurred in maintaining its productiesources that were not absorbed into inventorytatiee low volume of production
during the quarter.

Contract Services Costs. Contract services costs $259,000 in the three month period ended Jun&95. The Company completed the
shutdown of the facilities and the termination ofdoyees related to contract services segmentedbtisiness during 1995.

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

Sales and marketing expenses increased 17% tar#llidn during the second quarter of 1996 as coregdo $975,000 during the second
quarter of 1995. The increase is primarily duentyéased staff and activity levels, but was paytiafifset by a decrease in commission
expense due to the decrease in UltraPhone proeluehues in the three month period of 1996.

General and administrative expenses for the segoader of 1996 decreased 45% to $2.3 million figh®2 million for the second quarter of
1995. Expenses related to the protection and empiton of the Company's patents decreased by appately $1.7 million in the 1996 period
compared to the 1995 period.
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Research and development expenses for the secanigof 1996 increased 138% to $4.8 million asgarad to $2.0 million during the
second quarter of 1995. Staff and activity levegaled to the development of the B-CDMA technolagyg the development of the
Company's fourth generation UltraPhone product limeeased significantly.

Other Income and Expense. Interest income forehersl quarter of 1996 was $956,000 as compared2tb, 00 for the second quarter of
1995. The increase is due primarily to greater ayefinvested cash balances in 1996 compared ta Ifi8Best expense for the three month
period ended June 30, 1996 was $43,000 as comfmafdd 3,000 for the three month period ended JOnd®95. The decrease is due
primarily to the settlement of the HNS 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 wholiyned subsidiary of the Company. The Company rexb®#,000 as an increase in minority intere
the second quarter of 1996 representing the minmiérest's portion of the net income of PaterdgpCfor the second quarter of 1996. Du
the comparable 1995 period, the Company recordédcasase of $1.9 million in minority interest repenting the minority interest's portion
of the net income of Patents Corp. for the secaratgr of 1995.

Results of Operations - Six Months Ended June 396 Compared to Six Months Ended June 30, 1995

Total Revenues. Total revenues for the six montioee June 30, 1996 decreased 57% to $31.5 mili@n $74.0 million for the six months
ended June 30, 1995 primarily due to a decreaeiamount of License and Alliance revenues reasghand a decrease in UltraPhone
equipment revenues. License and Alliance reverurethé six months ended June 30, 1996 includes3$2illion as part of the Samsung
Agreements (see Note 6 of the Notes to Consolidaitgahcial Statements) and $3.2 million as pathefSiemens Agreements (see Note 5 of
the Notes of Consolidated Financial Statementsjinguhe first half of 1995, ITC entered into royabearing license agreements with Pa
Communication Sciences, Inc., a subsidiary of Gitragic, Inc., Sanyo Electric Company, Ltd., Mit&lb Electric Corporation, Hitachi Ltd.
together with its affiliate Kokusai Electric Co.td., and NEC Corporation under its patent portfédiothe manufacture, use and sale of
TDMA based subscriber units and infrastructure popgint. These agreements contain advance paymégatiirhs pursuant to which ITC
received an aggregate of approximately $62.1 milliehich was recognized as revenue during theHalftof 1995. Additionally, the
Company recognized revenue of $8.0 million as pkithe Siemens series of agreements during the £886d. UltraPhone equipment sales
decreased 40% during the six months ended Jurt996,to $6.8 million from $11.5 million in the coamable period of 1995.

During the six months ended June 30, 1995, the @osnpad $445,000 of contract revenue related 1d.Bs Federal government and other
services contracts as compared to no contractcesrvévenue recognized in the 1996 period duestadmpletion of the remaining contracts
for which the Company was obligated during 1995.

Cost of UltraPhone Sales. The cost of UltraPhongpagent sales for the six months ended June 3@ d86reased 33% to $7.9 million from
$11.7 million for the six months ended June 30,519he Company incurred a negative gross margidlbaPhone equipment sales of 15.
for the six months ended June 30, 1996 as compar@degative gross margin of 2.4% for the six mqueriod ended June 30, 1995.
Included in cost of UltraPhone equipment salesasts of product assembly, integration and testigjtibutor commissions, freight and
tariffs, and expenses associated with installasopport and warranty services related to the Bhome systems, as well as the overhead
expenses the Company has incurred in maintaingngréduction resources that were not absorbedrimemtory due to the low volume of
production. At low production levels, such as thegperienced in the first half of 1996, the Compamoyrs substantial negative gross profit
margins because production costs are spread olyeadimited number of units of production.
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Contract Services Costs. Contract services costs $&12,000 in the six month period ended Jund 3@5. There were no contract service
costs incurred during the six months ended Jun&3®6 as the Company has withdrawn from this lineusiness and has completed its
obligations on any remaining contracts.

Other Operating Expenses. Other operating expénsksgle sales and marketing expenses, generaldiuhistrative expenses and research
and development expenses.

Sales and marketing expenses decreased 7% to $flo® uring the six months ended June 30, 1998 gared to $2.0 million during the ¢
months ended June 30, 1995. The decrease is girdad to reduced commissions expense, commensuitit¢he reduction in UltraPhone
system revenues and was offset by higher actigitgls.

General and administrative expenses for the sixthsoended June 30, 1996 decreased 36% to $5.6milbm $8.6 million for the six
months ended June 30, 1995. The reduction in geaedaadministrative expense is due primarily tiearease in the Company's patent
infringement and enforcement costs of $3.8 millidiset partially by higher activity levels. The Bferiod included costs for the Motorola
suit. (See Part Il. Item 1, "Legal Proceedings".)

Research and development expenses increased 18886 fix months ended June 30, 1996 to $9.2 mifliom $3.9 million for the six
months ended June 30, 1995. The increase overitireypar period is due primarily to increased fstaifd activity levels devoted to the
development of the BEDMA technology and the development of the Compmafourth generation UltraPhone product releasethduhe firsi
half of 1996.

Other Income and Expense. Interest income forithmenths ended June 30, 1996 was $2.1 millionoagpared to $1.2 million for the six
months ended June 30, 1995. The increase is dwauilyi to greater average invested cash and invargtimalances in 1996 compared to
1995. Interest expense for the six month periocgdridine 30, 1996 was $76,000 as compared to $@&LfmOthe six month period ended
June 30, 1995. The decrease is due primarily teettement of the HNS obligation during the secqudrter of 1995. Remaining interest is
incurred on the Company's capital lease obligations

Minority Interest. In December 1992, the Companig £76% of the common shares of Patents Corpgiwhad, prior thereto, been a
wholly-owned subsidiary of the Company. The Compagprded $891,000 as an increase in minority éstan the six months ended June
30, 1996 representing the minority interest's partf the net income of Patents Corp. for the siaths ended June 30, 1996. During the
comparable 1995 period, the Company recorded aaase of $3.8 million in minority interest repretieg the minority interest's portion of
the net income of Patents Corp. for the six moetided June 30, 1995.
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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.
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Increased pressure to engage in a vendor finapcogyam.
Adverse trends in the equipment acquisition anthoggnent pattern of the Company's customers.
Loss of customers.

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

Inability of the Company or its customers to se@oeeptable 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 reratgr of the Company's technologies
and/or products obsolete or non-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 composappliers; 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 toalsgnative 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, prodoati testing and marketing of products or underiygoghnmunications 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 availdgilor insufficiency of operating, debt, equity alliance related funds for research necessary
to effectively and timely complete product and realbgy 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), settlememid 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; inabilitgmdorce, or inadequacy of, non-competition and-disglosure agreements relating to
Company's proprietary rights; adverse decisioilmé@ompany's outstanding or any future intellegwaperty rights litigation, including but
not limited to declaration of invalidity of ITC peits.
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Suspension of royalty revenues under existing turéulicense agreements, with or without the adasfieoyalty obligations.

Adverse effects from the Motorola judgment, inchglbut not limited to (i) adverse impacts on theelof revenue and potential cash flow
from ITC's patent portfolio (ii) the impairment tife Company's ability to raise funds for generapoaate purposes, and (iii) the temporan
permanent impairment of ITC's pending U.S. litigatagainst Ericsson.

The failure of the appeals courts to reverse, eagatl/or remand the Motorola judgment, recognitiivad, notwithstanding the Company's
belief that substantial grounds exist for revergatation and/or remand, the Company carries thdelouon appeal and, more often than not,
jury determinations are uphel

An adverse decision in U.S. and foreign patentargrhs regarding the validity of ITC's patents, whiould materially impact ITC patent
licensing opportunities, the Company's abilitydalize licensing revenue and pending patent libgat
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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 violatigrate to the disclosure of three proposed finantiansactions. On July 15, 1996, the
Company entered into a settlement agreement (tles$Settlement"), to avoid the expense, diversfananagement attention and the
uncertainties of trial, under which the Company smad admissions of wrongdoing. Under the Clasde®egtint, which is subject to court
approval, the Company has agreed to pay a speaifsedmum to eligible plaintiff class members whsiit claims; more than 50% of the
settlement amount will be paid by the Company'ariaisce carrier. The maximum net amount payablééyompany will not materially
adversely affect the Company's financial positionesults of operation.

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 infeéngertain ITC patents and that these patents aatidrand unenforceable. ITC filed an
answer and counterclaims seeking a jury's detetinim¢hat in making, selling or using and/or papating 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. A trial waddchimm United States District Court for the Distrift Delaware (Civil Action No. 94-73 (D.
Del.)) on the issue of validity and infringement2df patent claims involving four ITC patents, UPatent Nos. 4,675,863; 4,817,089;
5,119,375 and 4,912,705. By stipulation of theipartthe case was limited to certain TDMA produntgle, used and/or sold by Motorola.

On March 29, 1995, the trial ended with the jumgsdict that ITC's patent claims at issue in th&ecare not infringed by the Motorola
products involved in the case. On June 17, 1996Ui$. District Court for the District of Delawaaifirmed that portion of the jury's verdict.
The judge further sustained the jury's determimagibinvalidity with respect to 21 of the 24 patetdims at issue, but reversed the jury's
invalidity determination as to the three othermigj finding no support in the record for the jugtermination. On June 17, 1996, Motorola
filed an appeal from the ruling by the U.S. Digt@ourt for the District of Delaware with the UBistrict Court of Appeals for the Federal
Circuit (Appeal No. 96-1408) and on June 21, 1986 ,Company filed its appeal (Appeal No. 96-1428k anticipated that the parties will
file their appeal briefs during the remainder 098%nd that the appeals will be argued and decididnih approximately 12 to 18 months
from their dates of filing. The Company believeattthere are substantial grounds for reversal®fihy's verdict or the granting of a new
trial.

In September 1993, ITC filed a patent infringemesstton against Ericsson GE Mobile Communications, ("Ericsson GE"), its Swedish
parent, Telefonaktieboleget LM Ericsson ("LM Erias%) and Ericsson Radio Systems, Inc. ("EricssodidR@, in the United States District
Court for the Eastern District of Virginia (Civilaiion No. 93-1158-A (E.D.Va.)). The Ericsson actgaeks 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 ®ittiringement of and/or induced the infringemeingight patents from ITC's patent portfol
The Ericsson action also seeks preliminary and peemt injunctions against Ericsson from furtherimgement and seeks damages, royal
costs and attorneys' fees. Ericsson Radio anddencSE 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 Virgiagdion in which it denied th
allegations of the complaint and asserted a cociaier seeking a declaratory judgment that the &sdgratents are either invalid or not
infringed. On the same day that ITC filed the Es@s action in Virginia, two of the Ericsson Defent$a 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
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(N.D.Tx.)) (the "Texas action"). The Texas actiaich involves the same patents that are the subfabe Ericsson action, seeks the court's
declaration that Ericsson's products do not in&iliiC's patents, that ITC's patents are invalidthatITC's patents are unenforceable. The
Texas action also seeks judgment against the CoygrahITC for tortious interference with contradtand business relations, defamation
and commercial disparagement, and Lanham Act wimiat The Company and ITC intend to vigorously ddfthe Texas action. Both
Ericsson actions have been consolidated in theedr8tates Federal District Court for the Northeistiizt of Texas. ITC agreed to the
dismissal without prejudice of LM Ericsson. At ttegjuest and with the consent of the parties, tis¢ribi Judge has executed an order
indefinitely extending a stay of the proceedingslanruling on the appeals by the U.S. Districtu@tof Appeals for the Federal Circuit in the
Motorola action described above.

In connection with ITC's various patent infringerhEwsuits, Patents Corp. entered into severalicgent fee arrangements, principally with
outside legal counsel. Those agreements providsadrttihe event of a successful outcome in anj@farious lawsuits, as defined in the
agreements, Patents Corp. would owe additionaltfe#s service providers. The agreements withidatkegal counsel have been terminated.
Patents Corp. is currently discussing with its Berproviders how much compensation may be dugmdeision has been made in the
Company's financial statements for such continfEmarrangements.

ITC has filed patient applications in numerous igmecountries. Typical of processes involved inidmiance of foreign patents, Philips,
Alcatel and Siemens each filed petitions in then@er Patent Office seeking to revoke the issuant&@s basic German TDMA system
patent granted on June 28, 1990. On October 1%, Eer formal opposition proceedings, the GerRatent Office confirmed the validity
the ITC basic German system patent. An appeal &as filed by Philips, Alcatel and Siemens and aolditl arguments have been made b
upon prior art not previously considered by theepabffice. ITC is and may from time to time be jeabto additional challenges with respect
to its patents and patent applications in foreiguntries. Although no assurance can be given #seteventual outcome of these patent
challenges. ITC intends to vigorously defend itepts. If any of these patents are revoked, IT@tend licensing opportunities in such
relevant foreign countries could be materially adéersely affected.

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

25



Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

At the Company's Annual Meeting of Shareholders loel June 24, 1996, the shareholders of the Comglasted one director of the
Company, approved an amendment to the Company5s 3@ek Option Plan for Employees and Outside Dirsc(the "Plan™) as describec
the Company's Proxy Statement dated May 20, 1986atified the appointment of Arthur Andersen LL$the Company's independent
accountants for the year ending December 31, 1836e election of Harry G. Campagna as a direet®/435,506 shares were voted in favor
of his election and 810,951 shares were withheléplproving the amendment to the Plan, there w&f@34,850 shares voted in the favor of
the amendment, 4,863,644 shares abstaining an@8&84L broker non-votes. There were no brokervaies with respect to any other ma
voted upon at the meeting. The vote ratifying thpantment of Arthur Andersen LLP was 43,627,14&rehk in favor, 352,545 against and

266,765 abstaining.
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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
No current reports on Forn-K were filed for the quarter ended June 30, 1996.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causeddiport to be signed on its behalf by
undersigned thereunto duly authorized.

INTERDIGITAL COMMUNICATIONS CORPORATION

Date: August 12, 1996 /sl WIlliam A. Doyl e
WIlliam A Doyle, President and
Acting Chief Executive Oficer

Date: August 12, 1996 /sl Janes W Garrison
James W Garrison, Vice
Presi dent - Finance, Chief
Fi nancial Oficer and Treasurer
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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)

(UNAUDITED)

THREE MO NTHS THREE MONTHS  SIX MONTHS SIX MO NTHS
COMPUTATION OF PRIMARY ENDED ENDED ENDED ENDE D

EARNINGS (LOSS) PER SHARE: JUNE 30, 1995 JUNE 30,1996 JUNE 30, 1995 JUNE 30, 1996

Net Income (Loss) Applicable to Common
Shareholders $20,52 1 $ 677 $40,659 $4 ,575

Weighted Average of Primary Shares:

Common Stock 44,07 1 46,138 43,507 45 522
Assumed Conversion of Options and Warrants 1,40 4 2,434 2,688 2 ,409
45,47 5 48,572 46,195 47 ,931
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ARTICLE 5
MULTIPLIER: 1,00C

PERIOD TYPE 6 MOS
FISCAL YEAR END DEC 31 199
PERIOD END JUN 30 199
CASH 20,30¢
SECURITIES 62,32:
RECEIVABLES 9,73¢
ALLOWANCES 432
INVENTORY 4,751
CURRENT ASSET¢ 102,35!
PP&E 15,62¢
DEPRECIATION 6,654
TOTAL ASSETS 118,75!
CURRENT LIABILITIES 34,46,
BONDS 3,14:
PREFERRED MANDATORY 0
PREFERREL 11
COMMON 463
OTHER SE 75,65¢
TOTAL LIABILITY AND EQUITY 118,75!
SALES 6,834
TOTAL REVENUES 31,54
CGS 7,897
TOTAL COSTS 7,897
OTHER EXPENSE! 9,16¢
LOSS PROVISION 54
INTEREST EXPENSE 77
INCOME PRETAX 9,102
INCOME TAX 3,50¢
INCOME CONTINUING 4,707
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 4,707
EPS PRIMARY .AC
EPS DILUTED .AC
End of Filing
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