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PART I - FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS

INTERDIGITAL COMMUNICATIONS CORPORATION AND SUBSIDI  ARIES

CONSOLIDATED BALANCE SHEETS
(in thousands except per share data)

DECEMBER 31,

SEPTEMBER 30,

ASSETS 1997 1998
(UNAUDITED)
CURRENT ASSETS:
Cash and cash equivalents, including restricted
cash of $193 and $231, respectively $ 17,828 $ 6,921
Short term investments 7,976 35,159
Accounts receivable, net of allowance for
uncollectable accounts of $897 and $954, resp ectively 3,058 2,799
Inventories 12,284 11,862
Other current assets 5,428 5,910
Total current assets 46,574 62,651
Property, plant and equipment, net of accumulate d
depreciation of $11,454 and $14,121, respecti vely 11,373 9,964
Patents, net of accumulated amortization of
$5,579 and $6,334, respectively 9,292 9,767
Long term deposits 519 526
Other 1,605 1,620
22,789 21,877
$ 69,363 $ 84,528
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Current portion of long term debt $ 869 $ 766
Accounts payable 8,223 4,577
Accrued compensation and related expenses 6,013 5,955
Deferred revenue 3,461 4,523
Other accrued expenses 5,105 6,400
Total current liabilities 23,671 22,221
LONG TERM DEBT 3,591 3,204
OTHER LONG TERM LIABILITIES 3,596 716
COMMITMENTS AND CONTINGENCIES (Note 2)
SHAREHOLDERS' EQUITY:
Preferred Stock, $ .10 par value, 14,399 shares authorized-
$2.50 Convertible Preferred, 102 shares issue d and
outstanding 10 10
Common Stock, $.01 par value, 75,000 shares auth orized,
48,230 shares and 48,427 shares issued and
outstanding 482 484
Additional paid-in capital 234,765 235,457
Accumulated deficit (196,752) (177,564)
Total shareholders' equity 38,505 58,387
$ 69,363 $ 84,528

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 SEPTEMBER 30,

FOR THE NINE MONTH
ENDED SEPTEMBER 3

1997 1998 1997 19
REVENUES:
Product 1,933 2,569 $42,151 $
Licensing and alliance 1,227 2,280 5,182 5
3,160 4,849 47,333 6
OPERATING EXPENSES:
Cost of product 2,181 3,005 37,912 1
Sales and marketing 1,362 878 5,553
General and administrative 1,576 1,235 5,606
Patents administration and licensing 1,294 1,836 3,902
Product development 5,469 4,481 18,171 1
11,882 11,435 71,144 3
Income (loss) from operations (8,722) (6,586) (23,811) 2
OTHER INCOME (EXPENSE):
Interest income 745 651 1,768
Interest and financing expenses (81) (75) (309)
Income (loss) before income taxes (8,058) (6,010) (22,352) 2
INCOME TAX PROVISION - (24) (34) (
Net income (loss) (8,058) (6,024) (22,386) 1
PREFERRED STOCK DIVIDENDS (64) (64) (192)
NET INCOME (LOSS) APPLICABLE TO COMMON
SHAREHOLDERS $(8,122) $(6,088) $(22,578) $1
NET INCOME (LOSS) PER COMMON SHARE - BASIC $ (0.17) $ (0.13) $ (047) %
WEIGHTED AVERAGE NUMBER OF COMMON
SHARES OUTSTANDING - BASIC 48,167 48,427 48,148 4
NET INCOME (LOSS) PER COMMON SHARE - DILUTED $ (0.17) $ (0.13) $ (047) %
WEIGHTED AVERAGE NUMBER OF COMMON
SHARES OUTSTANDING - DILUTED 48,167 48,427 48,148 4

The accompanying notes are an integral part obteegements.



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

(unaudited)

For the nine months ended September

Additions to property and equipment, net of non

-cash additions

1997 1998
CASH FLOWS FROM OPERATING ACTIVITIES:
Net Income (loss) $(22,385) $19,188
Adjustments to reconcile net income (loss) to n et
cash provided by (used for) operating activi ties-
Depreciation and amortization 3,546 3,422
Other (2,627) (2,880)
Decrease (increase) in assets-
Receivables 7,232 259
Inventories 2,813 422
Other current assets (6,680) (482)
Increase (decrease) in liabilities-
Accounts payable (11,056) (3,646)
Accrued compensation 1,398 (58)
Deferred revenue (1,552) 1,062
Other accrued expenses 96 1,295
Net cash provided by (used for) operating activities $(29,215) $ 18,582
CASH FLOWS FROM INVESTING ACTIVITIES:
Decrease (increase) in short-term investments $ 26,258 $(27,183)

of $141 and $190, respectively (2,092) (1,068)
Additions to patents (764) (1,230)
Other non-current assets (404) (22)

Net cash provided by (used for) investing activ ities $ 22,998 $(29,503)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from sales of Common Stock

and exercises of stock options and warrants $ 251 $ 694
Payments on long-term debt, including capital | ease obligations (795) (680)
Net cash provided by (used for) financing activ ities $ (544) $ 14

NET DECREASE IN CASH AND CASH EQUIVALENTS $(6,761)  $(10,907)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 11,954 17,828
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 5,193 $ 6,921
SUPPLEMENTAL CASH FLOW INFORMATION:
Interest paid $ 107 $ 263
Income taxes paid $ 127 $ 4,847

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 1998

(UNAUDITED)
1. BASIS OF PRESENTATION:

In the opinion of management, the accompanying dited consolidated financial statements contaiéjistments (consisting only of
normal, recurring adjustments) necessary to prdaght InterDigital Communication Corporation'$i¢ "Company" or "InterDigital")

financial position as of September 30, 1998 andékalts of their operations for the three and miwath periods ended September 30, 1997
and 1998 and the cash flows for the nine monttoderended September 30, 1997 and 1998. The accgingamaudited consolidated
financial statements have been prepared in accoedaith the instructions for Form 10-Q and, acaogtl, do not include all of the detailed
schedules, information and notes necessary far griasentation of financial condition, resultsopferations and cash flows in conformity
with generally accepted accounting principles. Ehfasancial statements should be read in conjunatiibh the financial statements and notes
thereto contained in the Company's annual repothioyear ended December 31, 1997, on Form 10eH ¥uith the Securities and Exchange
Commission on March 31, 1998. The results of opamatfor interim periods are not necessarily inth@aof 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 amourdss#ts and liabilities and disclosure of contingesets 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.

2. CONTINGENCIES:

The Company and InterDigital Technology Corpora({dmC"), a wholly-owned subsidiary, are partiesatcertain patent-related litigation in
which ITC is asserting that a certain third partfyinges ITC's patents. ITC generally is seekirjgrtive relief and monetary damages. The
alleged infringer generally seeks declarations lfi@ts patents are invalid and/or that its prodaitshot infringe ITC's patents as well as
monetary damages. ITC is also involved in admiatste proceedings in which various parties havélehged the validity of ITC's patents.

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 oagyncourse of its business.

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

The Company considers investments purchased wihmaining maturity of three months or less to k&hazquivalents for purposes of the
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, September 30,
1997 1998
Money market funds and demand deposits $ 8,979 $ 6,243
Repurchase agreements 7,856 428
Commercial paper 993 250
$ 17,828 $ 6921

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



Short-term investments available for sale as ofebdger 31, 1997 consisted of $2.6 million in goveentAassued discount notes, and $5.3
million in corporate debt securities as of DecenB#er1997. Short-term investments available foe sal of September 30, 1998 consisted of
$19.4 million in government-issued discount nogew] $15.7 million in corporate debt securities.

4. MAJOR CUSTOMERS AND GEOGRAPHIC DATA:
Product Revenue:

In fiscal 1997, the Company's Indonesian and Rpiitip customers represented 75% and 7%, respectafdliitraPhone(R) product sales.
Late in 1997, InterDigital began shipping prototypets of its new True Link(TM) wireless local logpoduct based on its B-CDMA(TM)
technology to its alliance partners. For the thmemths ended September 30, 1997, the Company'sés@ém customer and Siemens
Aktiengesellschaft ("Siemens") accounted for 43% ah% respectively, of product revenues. For theettmonths ended September 30,
1998, 86% of the Company's product revenue washipments to Namibia through an alliance partner.tke nine months ended September
30, 1997, the Company's Indonesian customer aceddat 78% of product revenues. For the nine moattted September 30, 1998, proc
revenue from sales to its partners accounted fa @6the Company's product revenue.

Product revenues by geographic area are as folliovtsousands):

Three Months Nine Months
Ended Ended
September 30, September 30,
1997 1998 1997 1998
Domestic $ 377 $ 181 $ 951 $ 651
Foreign 1,556 2,388 41,200 5,680
$1,933 $ 2,569 $42,151 $6,331

Licensing and Alliance Revenue:

During the three months ended September 30, 19@7récognized $704,000 related to agreements veithsBng Electronics Co., Ltd.
("Samsung"), and $523,000 of royalty revenue froma licensee under ITC's TDMA related patents. Qutive three months ended
September 30, 1998, licensing and alliance reveimetsded $852,000 from Samsung, $1.3 million frAfoatel Espana ("Alcatel") and
$112,000 in recurring royalty revenue. During tiermonths ended September 30, 1997, licensingbiadce revenues include $2.1 milli
from Samsung, $1.6 million from Siemens, and $1il6an of royalty revenue from one licensee undsriDMA related patents. During the
nine months ended September 30, 1998, licensingliindce revenues included $2.6 million from Sangs$3.9 million from Alcatel,
$478,000 in recurring royalty revenues, and $48llilom in new licensing revenue.

5. NET INCOME (LOSS) PER COMMON SHARE:

The Company adopted Statement of Financial Accogr8itandards No. 128, "Earnings per Share", effetkie year ended December 31,
1997. This statement requires the disclosure df basic and diluted earnings per share and requatesctive restatement of prior years' per
share disclosures. The following tables recontibertumerator and denominator of the basic andediloet income (loss) per share
computations:



(in thousands)

T hree Months Ended Thr ee Months Ended
S eptember 30, 1997 Sep tember 30, 1998
Income Shares Per-Share Income Shares Per-Share
(Numerator) (Denominator) Amount (Numerator) (Denominator)  Amount

Income (Loss) per Share -Basic:
Income (loss) available to common
stockholders $(8,122) 48,167 $ (0.17)  $(6,088) 48,427  $ (0.13)

Effect of Dilutive Options and
Warrants $ - - $ - - - $

Income (Loss) per Share-Diluted:
Income (loss) available to

common stockholders +
assumed conversions $(8,122) 48,167 $ (0.17) $(6,088) 48,427  $ (0.13)

Nine Months Ended Nine Mon ths Ended
September 30, 1997 Septembe r 30, 1998
Income Shares Per-Share Income Shares Per-Share

nominator) Amount

(Denominator)  Amount (Numerator) (De

(Numerator)
Income (Loss) per Share - Basic:
Income (loss) available to
common stockholders

$(22,578) 48,148 $ (0.47) $19,188 48,349 $ 0.40
Effect of Dilutive Options and
Warrants -- -- -- --

Income (Loss) per Share-Diluted
Income (loss) available to
common stockholders +

assumed conversions $ (0.47) $19,188 48,782 $ 0.39

$(22,578) 48,148

6. INVENTORIES:

December 3 1, 1997 September 30, 1998

(in thousands)

Component parts and work-in-progress $ 10 ,249 $ 10,049
Finished goods 2 ,035 1,813
$ 12 ,284 $ 11,862

Inventories are stated net of valuation reserveg5d@ million and $9.3 million as of December 3297 and September 30, 1998, respecti
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7. INCOME TAXES:

For the three months ended September 30, 1997comimtax provision was recorded. The income taxigian for the three months ended
September 30, 1998 consists of a provision foegtates of $14,000. For the nine months ended Sdyete30, 1997, the income tax provis
consisted of a current state tax provision of $3@,0’he income tax provision for the nine monthdezhSeptember 30, 1998 consists of a
current state tax provision of $91,000, a foreigthlolding tax provision of $4.9 million, partiallyffset by a state tax refund of $49,000 fr

a prior period. At December 31, 1997, the Compaary et operating loss carryforwards of approxinya$dl35 million. Since realization of
the tax benefits associated with these carryforaagahot assured, a valuation allowance of 100%h@potential tax benefit is recorded as of
September 30, 1998.

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 Septer8bel998.



Item 2. Management's Discussion and Analysis of Famcial Condition and Results of Operations
Overview

The following discussion should be read in conjiorctvith the Consolidated Financial Statements rotds thereto, contained elsewhere in
this document.

InterDigital commenced operations in 1972 and ur@B7 was primarily engaged in research and dewadop activities related to its TDMA
wireless digital communications technology. In 198@erDigital introduced the UltraPhone systerfixad digital wireless local loop
telephone system employing its patented and prapyid DMA technology, which it began installing1987. InterDigital's operations from
1987 through 1992 were characterized by increagngnues accompanied by significant operating fodadate 1992, InterDigital acquired
by merger two related companies whose businessdadiresearch and development activities relat&@DiIA wireless digital
communications technology. Since that time, Intgial has invested substantial amounts in its B-GDdévelopment efforts. In 1997,
InterDigital and its alliance partners startedigage in pre-market planning activities associatitdl their new B-CDMA-based wireless
local loop products. During 1997, InterDigital happroximately $1.1 million of sales related to ptgpe TrueLink products and component
sales to its alliance partners. These sales indlIBdEDMA ASICs (Application Specific Integrated Cuits) and other components sold for
integration into the alliance partners' pre-prothrcproducts. In January 1998, InterDigital annadthat it had restructured its operations to
more fully concentrate on the commercializationt®B-CDMA technology. As part of that restructugjrinterDigital announced its plans to
curtail its level of spending relating to the reggreering and next generation development effartthe UltraPhone system and has not
undertaken additional UltraPhone product redesffprts. The UltraPhone product does, however, comito be marketed to niche markets.
In March 1998, InterDigital's TrueLink system wasvailed for commercial launch at the CEBIT shoveléitrials of the TrueLink product
are underway.

In addition to its UltraPhone and B-CDMA businest\aties, in 1993, InterDigital, together with ITi@plemented a comprehensive license
strategy designed to capitalize upon the reventengial of ITC's extensive TDMA and CDMA patent golio. This strategy has resulted in
the establishment of strategic alliances with Siesn&amsung and Alcatel and patent licenses wviitkahof seventeen licensees through
September 30, 1998. It resulted in license andralk revenues of over $180 million since 1993 piticlg $54.6 million through September
30, 1998. Despite these successes, revenues fliancalpartners and licensees have been, thugrfararily in the form of up-front, non-
refundable payments. This coupled with the fact tieav license and/or alliance agreements are rieteghinto on a regular, predictable basis
has been a major factor in the significant fludtwa in the Company's revenues and operating sefalh quarter to quarter. InterDigital
expects the variability in licensing and allianegenues and, consequently, in cash flow to contimless and until significant recurring
royalties are received under the applicable licamskalliance agreements.

Liquidity

The Company had working capital of $40.4 milliorSaptember 30, 1998 compared to working capit&2@f9 million at December 31,
1997. The increase in working capital since Decemlzes due primarily to the receipt of $43 milliohaash from three new patent licensees
in the first half of 1998.

Demands on working capital in 1998 and beyond spe&ed to increase, in the context of careful ecaahagement and cost containment,
primarily as a result of significant increases HCBMA technology development expenditures to conuiadéize, update and expand
applications for the Company's technology. As thmercial development effort for the current prachaars completion, substantial
additional expenditures are expected to be incuoetharketing and other activities and subsequaistantial additional expenditures will
be required to support later stage developmentk®ierg, administrative, and other costs are exgeiéncrease as well as the Company
seeks to more effectively support its alliance paog Further, the cost of prosecuting patent apfiios worldwide, defending the validity of
ITC's patents, and litigating patent infringemectians related to ITC's patents can be substantial.

The Company's working capital requirements will elegh on numerous additional factors, including haitlimited to the success of furthering
the alliance and licensing strategy, the exterthefiche market and related margins for
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the UltraPhone system, the ability to generateniecfees and royalties, and the need to expend farmbnnection with its patent enforcen
activities.

The Company does not presently maintain bank lfiesedit. The Company may, at some future datel ifi desirable to obtain additional
debt or equity capitalization to fully supportiéchnical and product development and marketingities and/or to fund its patent
enforcement activities. There can be no assurahe¢she Company will be able to obtain any sudbt de equity financing, or that it will be
able to do so on terms favorable to the Company.

The Company believes that inventories and non-otiassets at December 31, 1997 and September 38 até realizable based on expected
selling price and order volumes. Property and egeipt are currently being utilized in the Compawyisgoing business activities, and the
Company believes that no additional write-downsratgiired at this time for lack of use or technadafobsolescence. With respect to other
assets, the Company believes that the value phtents is at least equal to the value includedeérDecember 31, 1997 and September 30,
1998 balance sheets.

Backlog

At September 30, 1998 backlog of orders for the @amy's telephone equipment and services was $3550®eptember 30, 1997, the
Company's backlog of orders for UltraPhone telepheguipment and services was $888,000. The Congpltay 16, 1997 contract with the
Myanma Posts and Telecommunications valued at $2i0n has not been included in backlog. While tmatract is still in place, the
Company currently believes that it is unlikely trantract will be performed due to the lack of pexgin securing financing and, as a result,
in obtaining government permits.

Cash Flows and Financial Condition

The Company has generated cash flows from opestibi18.6 million during the nine months endedt&eyer 30, 1998. The positive cash
flows from operations are primarily due to the payns received from new licensees.

Net cash used for investing activities for the nimenths ended September 30, 1998 was $29.5 miMotwithstanding the above, the amo
of cash used in investing activities has, histdigcheen low relative to cash used in operations.

During the nine months ended September 30, 1988Ctmpany generated cash flows of $14,000 frorméiimgy activities. Proceeds from the
exercise of stock options and warrants and thedatock through the Company's Employee Stocklirage Plan were partially offset by
payments on long term debt (including capital lezlslegations).

Cash and cash equivalents of $6.9 million as ofe3eber 30, 1998 includes $231,000 of restricteti.cElse product accounts receivable of
$2.8 million at September 30, 1998 reflect amodiuis from normal trade receivables, including nomestic open accounts, as well as funds
to be remitted under letters of credit. Of the tanding trade receivables as of September 30, H98, million has been collected through
October 30, 1998.

Results of Operations - Third Quarter of 1998 Coragdo the Third Quarter of 1997

Total Revenues. Total revenues in the third quamneled September 30, 1998 increased 53.4% to $Hi@nfrom $3.2 million in the third
guarter ended September 30, 1997. Product salesased in the third quarter of 1998 to $2.6 millimm $1.9 million in the comparable
quarter of 1997.

During the third quarter of 1998, the Company redped $852,000 as part of the Samsung agreemén&ndllion from Alcatel, and
$112,000 of royalty revenue from one of its liceeseDuring the third quarter of 1997, the Compaopgnized $704,000 of Samsung
revenue related to B-CDMA technology developmehie Tompany also recognized $523,000 of royaltymegealuring the third quarter of
1997 from one of its licensees.
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Cost of Product Revenues. Cost of product revefarabe third quarter of 1998 increased to $3.Qiamilfrom $2.2 million for the third
quarter of 1997, primarily due to the increaserimdpict revenues. The Company had approximately dggative gross margin on product
sales for the quarter ended September 30, 1998nagared to a negative gross margin of 13% for tretgr ended September 30, 1997. The
Company did not achieve product revenues suffidefiilly absorb manufacturing overhead costsaidrd, acceptable absorption rates.
Included in cost of product revenues are costsadyct assembly, integration and testing, distobabmmissions, freight and tariffs, and
expenses associated with installation, supporieardanty services related to the UltraPhone systéiss included in the cost of sales are
any manufacturing overhead expenses the Comparipdtiased that are not absorbed into inventory basethe low volume of production
during the quarter.

Other Operating Expenses. Other operating expenslesle sales and marketing expenses, generaldmihitrative expenses, patent
administration and licensing, and product developnespenses.

Sales and marketing expenses decreased 35.5%&0$87or the third quarter of 1998 as comparedlitd million during the third quarter
1997. The decrease is primarily due to a decrenaetivity levels but was partially offset by inaseed commission expense due to the inc
in UltraPhone product revenues in the three moatfod of 1998.

General and administrative expenses for the thiattgr of 1998 decreased 21.6% to $1.2 million f&i6 million for the third quarter of
1997. The decrease is primarily due to the timihgeotain costs and cost containment measures.

Patents administration and licensing activitiesemge increased 41.9% to $1.8 million for the thjudrter of 1998 as compared to $1.3
million for the third quarter of 1997 primarily dte an increase in the Company's activities in supgf its licensing strategy of offering non-
exclusive, royalty bearing patent, technology, kdmw and trademark licensees.

Product development expenses for the third quaft&®98 decreased 18.1% to $4.5 million as comptré&b.5 million during the third
quarter of 1997. The decrease over the prior yeaog is due primarily to decreased staff and & levels devoted to the further
development of the Company's UltraPhone product@autioe timing of certain costs related to the Camps B-CDMA technology.

Other Income and Expense. Interest income forttind tuarter of 1998 was $651,000 as compared 46,800 for the third quarter of 1997.
The decrease was due to lower interest rates atestierm instruments. Interest expense for thetquanded September 30, 1998 was
$75,000 as compared to $81,000 for the quarterceB8dptember 30, 1997. The decrease is due printaridydecrease in the Company's long
term debt.

Results of Operations - Nine Months Ended Septerd®et998 Compared to Nine Months Ended Septemhet@®7

Total Revenues. Total revenues for the nine moartisled September 30, 1998 increased 29.6% to $6lighrfrom $47.3 million for the

nine months ended September 30, 1997 due to agaiselin licensing and alliance revenues, partidfset by decreasing product revenues.
Product revenues decreased 85% during the ninehmentded September 30, 1998 to $6.3 million fro2i&4nillion in the comparable

period of 1997 primarily due to the completion bisnents of the Indonesian order in 1997. Alsouded in product revenues for the nine
months ended September 30, 1997 is approximat€l9,860 related to sales of prototype TrueLink padda Siemens. Licensing and
alliance revenues for the nine months ended Septesth 1998 includes $2.6 million from Samsung93$8illion from Alcatel, $48.1 million
from new licensees and $478,000 in recurring rig&lticense and alliance revenues for the ninethsoended September 30, 1997 includes
$2.1 million as part of the Samsung agreement$, &illion as part of the Siemens agreements anl i®illion of royalty revenue from one
licensee.

Cost of Product Revenues. The cost of product res®for the nine months ended September 30, 1998ated 71.9% to $10.6 million frc
$37.9 million for the nine months ended SeptemiBerl®97. The Company incurred a negative grossimargproduct revenues of 68% for
the nine months ended September 30, 1998 as codthfmaaepositive gross margin of 10% for the ninenthgeriod ended September 30,
1997. Included in cost of product revenues aresaoisproduct assembly, integration and testingritistor commissions, freight and tariffs,
and
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expenses associated with installation, supporwveardanty services related to the UltraPhone syste@roseases in inventory reserves, as well
as the overhead expenses the Company has incarnedimtaining its production resources that wereahsorbed into inventory due to the
low volume of production. At low production levetgjch as those experienced in the nine months ebejgimber 30, 1998, the Company
incurs substantial negative gross profit margirsabee production costs are spread over only agléhmtimber of units of production.

Other Operating Expenses. Other operating expénskesgle sales and marketing expenses, generaldmthistrative expenses, patent
administration and licensing, and product developnespenses.

Sales and marketing expenses decreased 47.2%®ton#lon for the nine months ended September 388lcompared from $5.6 million
during the nine months ended September 30, 199 d€brease is primarily due to decreased commissigpense, commensurate with the
decrease in product revenues and decreased ldvalrketing and sales activities, related to thenBany's UltraPhone system.

General and administrative expenses for the ninetinsoended September 30, 1998 decreased 26.6%lton§idon from $5.6 million for the
nine months ended September 30, 1997. The dedregseeral and administrative expenses is primaltlg to the cost containment measi
and the timing of certain administrative expenses.

Patents administration and licensing expensesaserk120.2% to $8.6 million for the nine monthseeh8eptember 30, 1998 as compared to
$3.9 million for the nine months ended Septemberl307. The increase over the prior year perigatimarily due to expenses related to new
patents and increased activity related to capitajinbn the revenue potential of InterDigital's exi’e TDMA and CDMA patent portfolios.

Product development expenses decreased 32.9%efairtea months ended September 30, 1998 to $12lipmriilom $18.2 million for the
nine months ended September 30, 1997. The deaveas¢he prior year period is due primarily to tiscontinued development of the
Company's UltraPhone product, and increased stdffativity levels devoted to the development ef BRCDMA technology.

Other Income and Expense. Interest income for e months ended September 30, 1998 decreasedysfigim $1.7 million as compared
to $1.8 million for the nine months ended Septen@erl997. The decrease is due primarily to lowtsrest rates on shorter term instrum
in the Company's portfolio. Interest expense ferrime month period ended September 30, 1998 wag @320 as compared to $309,000 for
the nine month period ended September 30, 1997d&bease is due to lower balances on long term deb

Year 2000

The Company has also begun a planning processplenment a Year 2000 compliance program, consistfrajditing, assessing,
remediating, testing, and contingent planning,nsuee the Company's IT (Information Technology) aod{T systems will function proper
beyond 1999. Such program is designed to coveryastems operated by the Company as well as sysipenated by third parties that the
Company considers to be critical to its operatidie Company has established a committee consistimgmbers of management from
various disciplines to implement this program.

As part of its Year 2000 compliance program, thenany has begun to identify, test and upgradeyitems for Year 2000 compatibility. In
addition, the Company is in the process of ideityand contacting its alliance partners and @itiendors to ensure that those third parties
have assessed the Year 2000 issues on their ovansy/gand in certain cases, to those of such gartles' critical third parties) and are tak
steps to ensure that their systems are Year 200@atible. The Company believes that it will have #fility to allocate adequate resources
for its Year 2000 compliance program and expecysyaar 2000 remediation required to be made oaovits systems to be completed on a
timely basis. However, there can be no assuraratdttase systems or the systems of third parties ugich the Company's business relies
will be converted on a timely basis or successfuilye Company's business, financial conditiongesults of operations could be materially
adversely affected by the failure of its systemghose operated by third parties upon whom the @y relies to properly operate or mar
dates beyond 1999. The costs associated with the 290 compliance program have not been fullyssesk but are not expected to be
material.
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Statement Pursuant to the Private Securities Litighon Reform Act of 1995

The foregoing Management's Discussion and Anabyaigains forward looking statements reflecting, agother things, InterDigital's

current beliefs and expectations as to variahitityevenues and cash flow, demands on working alapiear 2000 program, and prospects for
the Myanmar joint venture. Words such as "expetseheduled”, and "believes", variations of suchidgpand words with similar meaning
connotations are intended to identify such forwlaoking statements.

Such statements are subject to risks and unceemimterDigital cautions the readers that imparfactors in some cases have affected and,
in the future, could materially affect actual réswind cause actual results to differ materiathyrfithe results expressed in any such forward
looking statement. For example, working capitalisgments may be affected by the Company's alidityenerate revenues, secure other
sources of adequate capital (or access therefahtboperations and to maintain capital, whichumtmay be affected by general economic
and industry specific conditions, its ability tocsessfully implement the alliance and the licenginsgrams, its ability to successfully deve
and commercialize product, ability to hire qualifipersonnel, and the costs related to enforcenfétst patent rights. Receipt of expected
revenues from alliances or royalties could be &by InterDigital's ability to enter into additial strategic alliances, the ability of
InterDigital's alliance partners to meet InterDadj expectations or contractual commitments, bikyaof InterDigital to successfully
negotiate additional licensing agreements for d@fepts and other intellectual property or to erdats rights under its license agreements, the
outcomes under legal and administrative cases mwedings relating to InterDigital's assertiofit®patents rights, the ability or success of
InterDigital in protecting its intellectual propgntights, and the ability to successfully proveimjement of its patents. The Year 2000
program could be affected by the Company's (odtparties upon which the Company's business redigitijy to successfully identify or
remediate affected systems. The performance dfifremmar contract could be affected by the abilityptocure financing, government
permits and other factors. In addition, factorgetihg one forward looking statement may affeceoforward looking statements and other
factors may exist that are not listed above or énatot fully known to InterDigital at this timiaterDigital undertakes no obligation to
publicly update any forward looking statements, theeas a result of new information, future evemtstherwise.
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PART Il - OTHER INFORMATION

Item 1. Legal Proceedings

As reported in the Company's Annual Report on FbPaK for the year ended December 31, 1997, Intdt8lics a party to a lawsuit
involving Ericsson Inc. During the third quarterdB9 Ericsson Inc. filed a Motion for Partial Summdudgement, with respect to which
InterDigital has subsequently replied. In additidaring the third quarter of 1998, the United Stddéstrict Court for the Northern District of
Texas granted InterDigital's Motion to amend itau@terclaim by adding four additional patents.

Item 6. Exhibits and Reports on Form 8-K.
(&) The following is a list of exhibits filed asmpaf this Form 10-Q:
Exhibit 27 Financial Data Schedule

(b) The following is a list of Current Reports oarf 8-K filed during the third quarter of 1998:

None.
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SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

INTERDIGITAL COMMUNICATIONS CORPORATION

Dat e: Novenber 12, 1998 /sl WIlliam A. Doyl e, President

WIlliam A Doyle, President

Dat e: Novenber 12, 1998 /sl Loretta P. Brehony

Loretta P. Brehony, Vice President,
Fi nance
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ARTICLE 5
MULTIPLIER: 1,00C

PERIOD TYPE 9 MOS
FISCAL YEAR END DEC 31 199
PERIOD END SEP 30 199
CASH 6,921
SECURITIES 35,15¢
RECEIVABLES 2,79¢
ALLOWANCES 954
INVENTORY 11,86:
CURRENT ASSET¢ 62,65
PP&E 24,08¢
DEPRECIATION 14,12
TOTAL ASSETS 84,52¢
CURRENT LIABILITIES 22,22
BONDS 3,20¢
PREFERRED MANDATORY 0
PREFERREL 10
COMMON 484
OTHER SE 57,89:
TOTAL LIABILITY AND EQUITY 84,52¢
SALES 6,331
TOTAL REVENUES 61,36
CGS 10,64«
TOTAL COSTS 10,64«
OTHER EXPENSE! 12,18¢
LOSS PROVISION 63
INTEREST EXPENSE 274
INCOME PRETAX 24,30(
INCOME TAX 4,92(
INCOME CONTINUING 19,38(
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 19,38(
EPS PRIMARY A4C
EPS DILUTED .39
End of Filing
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