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PART 1
Item 1. BUSINESS.

Overview

InterDigital designs and develops advanced technologies that enable and enhance wireless communications and
capabilities. Since our founding in 1972, we have designed and developed a wide range of innovations that are used in
digital cellular and wireless products and networks, including 2G, 3G, 4G and IEEE 802-related products and
networks. We are a leading contributor of intellectual property to the wireless communications industry.

Given our long history and focus on advanced research and development, InterDigital has amassed one of the most
significant patent portfolios in the wireless industry. As of December 31, 2012, InterDigital's wholly owned
subsidiaries held a portfolio of over 19,000 patents and patent applications related to the fundamental technologies
that enable wireless communications. In that portfolio are a number of patents and patent applications that we believe
are or may be essential or may become essential to cellular and other wireless standards, including the 2G, 3G, 4G and
the IEEE 802 suite of standards. That portfolio has largely been built through internal development, supplemented by
joint development projects with other companies as well as select patent acquisitions. Products incorporating our
patented inventions include: mobile devices, such as cellular phones, tablets, notebook computers and wireless
personal digital assistants; wireless infrastructure equipment, such as base stations; and components, dongles and
modules for wireless devices.

InterDigital derives revenues primarily from patent licensing and sales, technology solutions licensing and sales and
engineering services. In 2012, InterDigital generated revenues of $663.1 million, an increase of $361.4 million, or
120%, from 2011. Additional information about our revenues, profits and assets, as well as additional financial data, is
provided in the selected financial data in Part II, Item 6, and in the financial statements and accompanying Notes in
Part II, Item 8, of this Form 10-K.

Our Strategy

Our objective is to continue to be a leading designer and developer of technology solutions and intellectual property
for the wireless industry and to monetize those solutions and intellectual property through a combination of licensing,
sales and other revenue opportunities.

To execute our strategy, we intend to:

Develop and source innovative technologies related to wireless. We intend to maintain a leading position in advanced
wireless technology, by leveraging our expertise in digital cellular and wireless products to guide internal research
and development capabilities and direct our efforts in partnering with leading inventors and partnering with industry
players to source new technologies.

Establish and grow our patent-based revenue base. We intend to grow our licensing revenue base by adding licensees,
expanding into adjacent technology areas that align with our intellectual property position and leveraging the
continued growth of the overall mobile technology market. Those licensing efforts can be self-driven or executed in
conjunction with licensing partnerships and other efforts, and may involve the vigorous defense of our intellectual
property through litigation and other means. We also believe that the size and growth of our patent portfolio enable us
to sell patent assets that are not essential to our core licensing programs as a sustainable revenue stream, as well as to
execute patent exchanges that can strengthen our overall portfolio.

Maintain a collaborative relationship with key industry players and worldwide standards bodies. We intend to
continue contributing to the ongoing process of defining wireless standards and other industry-wide efforts, and
tncorporating our inventions into those technology areas. Those efforts, and the knowledge gained through them,
underpin internal development efforts and also help guide technology and intellectual property sourcing through
partners and other external sources.

Strategic Alternatives Review and Expansion of Business Strategy

On July 19, 2011, we announced that our Board of Directors had initiated a process to explore and evaluate potential
strategic alternatives for the company, including a sale or other transaction. On January 23, 2012, we announced that
our Board of Directors had concluded its review of strategic alternatives for the company and determined that it was in
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the best interests of the company and its shareholders to execute on the company's business plan and to expand the
plan to include patent sales and patent licensing partnerships as additional vehicles to generate revenue. On October
23, 2012, we announced a further
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expansion of our business strategy by enhancing our technology sourcing and establishing a business unit, InterDigital
Solutions, dedicated to monetizing the company's market-ready technologies and research capabilities.

Technology Research and Development

As an early participant in the digital wireless market, InterDigital developed pioneering solutions for the primary
cellular air interface technologies in use today, TDMA and CDMA. That early involvement, our continued
development of those advanced digital wireless technologies and innovations in OFDM/OFDMA and MIMO
technologies have enabled us to create our significant worldwide portfolio of patents. In conjunction with our
participation in certain standards bodies, we have filed declarations stating that we have patents that we believe are or
may be essential or may become essential to cellular and other wireless standards and that we agree to make such
patents available for use and license on fair, reasonable and non-discriminatory terms or similar terms consistent with
the requirements of the respective standards organizations.

Our capabilities in the development of advanced digital wireless technologies are based on the efforts of a highly
specialized engineering team, leveraging leading-edge equipment and software platforms. As of December 31, 2012,
we employed approximately 172 engineers, 43% of whom hold advanced degrees and 27% of whom hold doctorate
degrees. Over the last three years, investment in development has ranged from $63.8 million to $71.5 million, and the
largest portion of this expense has been personnel costs. Additional information about our development expenses is
provided in the results of operations, under the heading "Operating Expenses" in Part II, Item 7, of this Form 10-K.
On October 23, 2012, we announced an enhancement to our technology sourcing strategy. The company's internal,
self-funded research and development efforts were centralized under Innovation Labs, a unit that will continue to
pursue research into the ever-broadening field of mobile communications. In addition, we announced the formation of
Innovation Partners, a new external sourcing model based around partnerships with leading inventors and research
organizations, as well as the acquisition of technology and patent portfolios that align with InterDigital's roadmap.
Finally, the company announced the formation of InterDigital Solutions, with a partial mandate of securing
engineering services engagements that could supplement core internal research and development.

As of December 31, 2012, our patent portfolio consisted of approximately 1,500 U.S. patents (approximately 190 of
which were issued in 2012) and approximately 8,800 non-U.S. patents (approximately 1,200 of which were issued in
2012). As of the same date, we also had numerous patent applications pending worldwide, with approximately 1,200
pending applications in the United States and approximately 7,900 pending non-U.S. applications. The patents and
applications comprising our portfolio relate predominantly to digital wireless radiotelephony technology (including,
without limitation, 2G, 3G and 4G technologies). Issued patents expire at differing times ranging from 2013 through
2031.

Our current research efforts are focused on technology solutions to solve the industry's challenge of providing enough
bandwidth for handsets and various other connected devices, such as tablets and laptops. We have taken a broad
approach to solve these challenges, which includes air interface enhancements, policy-driven bandwidth management,
cognitive radio and intelligent and optimized data delivery. We are developing technologies that will enable efficient
multimedia content delivery across heterogeneous devices and networks, to enable richer multimedia experience with
optimal data usage and radio network efficiency. From an air interface perspective, we are creating evolved system
architectures that enable operation in small cells and additional frequency bands, improved cell-edge performance as
well as device-to-device communications. These solutions provide interference mitigation across cells, uniform
coverage and significantly improved data rates, system capacity and energy efficiency. We are also developing
technologies that will optimize use of the current network resources by dynamically allocating and aggregating
bandwidth across different networks and spectrum bands. With the goal of reducing the looming bandwidth
supply/demand gap in mobile networks, our technologies will enable the aggregation, segregation and offload of
traffic.

In the field of machine-to-machine (M2M) applications, we are developing technologies to enable seamless
interconnection for multiple access types (cellular, WLAN, WPAN) and M2M service frameworks that can be
managed by an operator and leveraged by a diverse set of vertical applications.

InterDigital’s Technology Position

Cellular Technologies
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We have a long history of developing cellular technologies, including those related to CDMA and TDMA and, more
recently, OFDM/OFDMA and MIMO. A number of our TDMA-based and CDMA-based inventions are being used in
all 2G, 2.5G and 3G wireless networks and mobile terminal devices.

We led the industry in establishing TDMA-based TIA/EIA-54 as a digital wireless U.S. standard in the 1980s. We
developed a substantial portfolio of TDMA-based patented inventions. These inventions include or relate to
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fundamental elements of TDMA-based systems in use around the world. Some of our TDMA inventions include or
relate to:

The fundamental architecture of commercial TD/FDMA systems;

Methods of synchronizing TD/FDMA systems;

A flexible approach to managing system capacity through the reassignment of online subscriber units to different time
slots and/or frequencies in response to system conditions;

The design of a multi-component base station, utilizing distributed intelligence, which allows for more robust
performance; and

dnitializing procedures that enable roaming.

We have also developed and patented innovative CDMA technology solutions. Today, we hold a significant
worldwide portfolio of CDMA patents and patent applications. Similar to our TDMA inventions, we believe that a
number of our CDMA inventions are or may be essential or may become essential to the implementation of CDMA
systems in use today. Some of our CDMA inventions include or relate to:

Global pilot: The use of a common pilot channel to synchronize sub-channels in a multiple access environment;
Bandwidth allocation: Techniques including multi-channel and multi-code mechanisms;

Power control: Highly efficient schemes for controlling the transmission output power of terminal and base station
devices, a vital feature in a CDMA system;

Joint detection and interference cancellation techniques for reducing interference;

Soft handover enhancement techniques between designated cells;

Various sub-channel access and coding techniques;

Packet data;

Fast handoff;

Geo-location for calculating the position of terminal users;

Multi-user detection;

High-speed packet data channel coding; and

High-speed packet data delivery in a mobile environment, including enhanced uplink.

The cellular industry has ongoing initiatives aimed at technology improvements. We have engineering development
projects to build and enhance our technology portfolio in many of these areas, including the LTE and LTE-Advanced
projects for 3GPP radio technology, further evolution of the 3GPP WCDMA Standard (including HSPA+) and
continuing improvements to the legacy GSM-EDGE Radio Access Network. The common goal is to improve the user
experience and reduce the cost to operators via increased capacity, reduced cost per bit, increased data rates, improved
cell-edge or coverage solutions and reduced latency. Of the above technologies, LTE is the most advanced in that it
uses the newer OFDMA/MIMO. Some of our LTE inventions include or relate to:

MIMO technologies for reducing interference and increasing data rates;

OFDM/OFDMA/SC-FDMA;

Power control;

Hybrid-ARQ for fast error correction;

Discontinuous reception for improved battery life;

€Control channel structures for efficient signaling;

Advanced resource scheduling/allocation (bandwidth on-demand);

Security;

Home Node-B (femto cells);

Relay communications for improved cell-edge performance;
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L. TE receiver implementations;

Carrier aggregation for LTE-Advanced;

Multi-carrier HSDPA;

€Coordinated Multi-Point Communications for LTE-Advanced; and

Machine Type Communications (“MTC”).

Other Wireless Technologies

Our strong wireless background includes engineering and corporate development activities that focus on solutions that
apply to other wireless market segments. These segments primarily fall within the continually expanding scope of the
IEEE 802, IETF and ETSI standards. We are building a portfolio of technology related to WLAN, Wi-Fi, WMAN and
the digital cellular area that includes, for example, improvements to the IEEE 802.11 PHY and MAC to increase peak
data rates (i.e., IEEE 802.11n, 802.11ac, 802.11ad and future variants), handover among radio access technologies
(IEEE 802.21), mesh networks (IEEE 802.11s), radio resource measurements (IEEE 802.11k), wireless network
management (IEEE 802.11v), wireless network security and broadband wireless (IEEE 802.16, including WiMAX
wireless technology). We are actively developing technology for newer Wi-Fi and WLAN standards focused on fast
initial link setup (802.11ai), hotspot operation (WFA HOTSPOT 2.0) and the use of additional spectrum bands, such
as TV-Whitespace (802.11af) and sub 1 GHz (802.11ah). We also are expanding our portfolio of technologies in areas
such as M2M or MTC, mobility, spectrum management and session continuity within ETSI and IETF. In addition, we
have commenced development of a portfolio related to improved video delivery, including solutions related to the
ITU-T HEVC standards.

Patent-Based Revenue

We believe that companies making, importing, using or selling products compliant with the standards covered by our
patent portfolio, including all manufacturers of mobile handsets, tablets and other devices, require a license under our
patents and will require licenses under patents that may issue from our pending patent applications. As of the end of
2012, our licensing efforts had resulted in agreements with companies representing 63% of worldwide 3G device
shipments, with an additional 22% of that market the subject of pending litigation. In 2012, we began the process of
securing licensing agreements with companies shipping 4G products. We have successfully entered into licensing
agreements with many of the leading mobile communications companies globally, including Apple Inc., HTC
Corporation, BlackBerry and Samsung Electronics Co., Ltd., among others.

Most of our patent license agreements are structured on a royalty-bearing basis, while others are structured on a
paid-up basis or a combination thereof. Upon entering into a new patent license agreement, the licensee typically
agrees to pay consideration for sales made prior to the effective date of the license agreement (i.e., past sales) and also
agrees to pay royalties or license fees on licensed products sold during the term of the agreement. We expect that, for
the most part, new license agreements will follow this model. Almost all of our patent license agreements provide for
the payment of royalties based on sales of licensed products designed to operate in accordance with particular
standards (convenience-based licenses), as opposed to the payment of royalties if the manufacture, sale or use of the
licensed product infringes one of our patents (infringement-based licenses).

In most cases, we recognize the revenue from per-unit royalties in the period when we receive royalty reports from
licensees. In circumstances where we receive consideration for past sales, we recognize such payments as revenue in
the period in which the patent license agreement is signed. Some of these patent license agreements provide for the
non-refundable prepayment of royalties that are usually made in exchange for prepayment discounts. As the licensee
reports sales of covered products, the royalties are calculated and either applied against any prepayment or become
payable in cash or other consideration. Additionally, royalties on sales of licensed products under the license
agreement become payable or applied against prepayments based on the royalty formula applicable to the particular
license agreement. These formulas include flat dollar rates per unit, a percentage of sales, a percentage of sales with a
per-unit cap and other similar measures. The formulas can also vary by other factors, including territory, covered
standards, quantity and dates sold.

Some of our patent licenses are paid up, requiring no additional payments relating to designated sales under agreed
upon conditions. Those conditions can include paid-up licenses for a period of time, for a class of products, for a
number of products sold, under certain patents or patent claims, for sales in certain countries or a combination thereof.
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Licenses have become paid-up based on the payment of fixed amounts or after the payment of royalties for a term.
With the exception of amounts allocated to past sales, we recognize revenues related to fixed amounts on a
straight-line basis. Our license agreements typically contain provisions that give us the right to audit our licensees'
books and records to ensure compliance with the licensees' reporting and payment obligations under those agreements.
From time to time, these audits reveal underreporting or
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underpayments under the applicable agreements. In such cases, we seek payment for the amount owed and enter into
negotiations with the licensee to resolve the discrepancy.

On January 23, 2012, we announced that the company would be adding targeted sales of portions of its large and
growing patent portfolio as a revenue stream. This strategy is based on the expectation that the company's portfolio
and its growth rate extend well beyond the requirements for a successful licensing program. In addition, the strategy
leverages the desire from new entrants in the mobile technology space to build strong intellectual property positions to
support their businesses.

In 2012, we executed two patent sales for total revenues of $384.0 million. The major part of those revenues included
a $375.0 million patent transaction with Intel Corporation, involving approximately 1,700 patents and applications
related to 3G, LTE and 802.11 technologies. The transaction represented approximately 8% of InterDigital's total
portfolio of patents and applications at the time.

Other Potential Revenue Sources

The company's strong technology expertise and research and development team also form the basis for other potential
revenue opportunities, focused around such areas as engineering services, research joint ventures and the continued
development, commercialization and licensing of research and development projects that have progressed to a
pre-commercial or commercial phase.

On October 23, 2012, the company announced the formation of InterDigital Solutions. This unit is focused on
commercializing market-ready technologies. These include: the company's Smart Access Manager, a standards-based
bandwidth management solution for operators, infrastructure companies and device manufacturers, M2M
communications technology; and other advanced technologies. InterDigital Solutions' mission adds a component to
leverage InterDigital's technology and team to engage in strategic engineering services engagements that supplement
the company's core research while acting as new sources of revenue.

During 2012, InterDigital completed the formation of a joint venture with Sony Corporation of America. Called
Convida Wireless, the joint venture combines InterDigital's advanced M2M research capabilities with Sony's
consumer electronics expertise. The agreement also includes a patent license from InterDigital for Sony's sale of 3G
and 4G products. The formation of Convida Wireless will provide an outlet for driving new research in the growing
M2M wireless communications field.

Wireless Communications Industry Overview

The wireless communications industry continues to experience rapid growth worldwide, as well as an expansion of
device types entering the market. IHS iSuppli estimates that just over 1.5 billion handsets and tablets alone were
shipped in 2012—a number that is expected to grow to more than 2 billion devices yearly in 2016 (source: IHS iSuppli,
Market Data Tracker, 2012). In addition, the rate of uptake of the latest 4G technologies has been very rapid, with
global LTE subscriber growth increasing 334% in 2012 over 2011 (IHS iSuppli Consumer and Communications
Market Tracker Report, August 2012).
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Global Mobile Device Shipments
Worldwide shipments of mobile handsets, PCs and tablets, 2006-2016 ('000s). Source: IHS iSuppli Connected
Devices Database, Q3 2012.

Global LTE Handset Shipments

Worldwide shipments of LTE handsets, 2010-2016 ('000s). Source: IHS iSuppli Design Forecast - Mobile Handsets,
H2 2012.

To achieve economies of scale and support interoperability among different participants, products for the wireless
industry have typically been designed to operate in accordance with certain standards. Wireless communications
standards are formal guidelines for engineers, designers, manufacturers and service providers that regulate and define
the use of the radio frequency spectrum in conjunction with providing detailed specifications for wireless
communications products. A primary goal of the standards is to ensure interoperability of products marketed by
multiple companies. A large number of international and regional wireless Standards Development Organizations
(“SDOs”), including the ITU, ETSI, TIA (USA), IEEE, ATIS (USA), TTA (Korea), ARIB (Japan) and ANSI, have
responsibility for the development and administration of wireless
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communications standards. New standards are typically adopted with each new generation of products, are often
compatible with previous generations and are defined to ensure equipment interoperability and regulatory compliance.
Standards have evolved in response to consumer demand for services and expanded capabilities of mobile devices.
Cellular standards have evolved from voice-oriented services to multimedia services that exploit the higher speeds
offered by newer technologies, such as 3G or, most recently, LTE (Long Term Evolution). The wireless
communications industry has also made significant advances in non-cellular wireless technologies. In particular, IEEE
802.11 WLAN has gained momentum in recent years as a wireless broadband solution in the home, office and select
public areas. IEEE 802.11 technology offers high-speed data connectivity through unlicensed spectra within a
relatively modest operating range. The IEEE wireless standards bodies are creating sets of standards to enable higher
data rates, provide coverage over longer distances, enable roaming and integrate more fully with cellular networks.
SDOs typically ask participating companies to declare formally whether they believe they hold patents or patent
applications essential to a particular standard and whether they are willing to license those patents on either a
royalty-bearing basis on fair, reasonable and nondiscriminatory terms or on a royalty-free basis. To manufacture, have
made, sell, offer to sell or use such products on a non-infringing basis, a manufacturer or other entity doing so must
first obtain a license from the holder of essential patent rights. The SDOs do not have enforcement authority against
entities that fail to obtain required licenses, nor do they have the ability to protect the intellectual property rights of
holders of essential patents.

InterDigital often publicly characterizes its business, including license agreements and development projects, as
pertaining to standards generally characterized as 2G, 3G and/or 4G. In doing this, we generally rely on the positions
of the applicable standards-setting organizations in defining the relevant standards. However, the definitions may
evolve or change over time, including after we have characterized certain transactions.

Business Activities

2012 Patent Sales

On June 18, 2012, we announced that certain of our subsidiaries had entered into a definitive agreement to sell
approximately 1,700 patents and patent applications, including approximately 160 issued U.S. patents and
approximately 40 U.S. patent applications, to Intel Corporation for $375.0 million. The sale agreement involved
patents primarily related to 3G, LTE and 802.11 technologies. Upon completion of the transaction in third quarter
2012, we recognized $375.0 million as patent sales revenue and $15.6 million as patent sales expense, which was
recorded within the patent administration and licensing line on our Consolidated Statements of Income. Included in
the patent sales expense was the remaining net book value of the patents sold, as well as commissions and legal and
accounting services fees paid in conjunction with the sale.

We intend to pursue additional patent sale opportunities as part of our expanded strategy. However, we are unable to
predict the timing and magnitude of any such sales due to the unpredictable nature of the sales cycle for such
transactions.

2012 Patent Licensing Activity

In first quarter 2012, we entered into a worldwide, non-exclusive, royalty-bearing patent license agreement with
u-blox AG, headquartered in Switzerland. The agreement covers various products, including wireless modules for
consumer electronics and M2M devices which are designed to operate in accordance with 2G, 3G and 4G wireless
technologies, including LTE and LTE-Advanced. U-blox is a leading fabless semiconductor provider of embedded
position and wireless communications solutions for the consumer, industrial and automotive markets.

Also in first quarter 2012, we entered into an amendment to our worldwide, non-exclusive, royalty-bearing patent
license agreement with Cinterion Wireless Modules GmbH, headquartered in Munich, Germany. This amendment
expanded the scope of our existing agreement with Cinterion to include products designed to operate in accordance
with 4G wireless technologies, including LTE, LTE-Advanced and WiMax standards, in addition to 2G and 3G
wireless technologies. We also expanded the patent license, which previously provided coverage for M2M and PC
cards, to cover modules for use in certain consumer electronic devices, such as personal computers, tablets and
gaming devices. Cinterion is one of the world's leading suppliers of cellular M2M communication modules.

In first quarter 2012, we also entered into an amendment to our worldwide, non-exclusive, royalty-bearing patent
license agreement with Sierra Wireless, Inc. to include a license for products designed to operate in accordance with
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4G wireless technologies, including LTE, LTE-Advanced and WiMax. Based in Richmond, Canada, Sierra Wireless
is a leading supplier of hardware, software and connected services for mobile lifestyles and M2M communications.
In second quarter 2012, we entered into amendments to our worldwide, non-exclusive, royalty-bearing patent license
agreements with each of Acer, Inc. and Pantech Co. Ltd. The license agreements as amended include patent coverage
for
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products not previously covered, including tablets. Both of the original license agreements covered 2G, 3G and 4G
technologies when signed in 2009 (Pantech) and 2011 (Acer).

In third quarter 2012, we entered into a worldwide, non-exclusive, royalty-bearing patent license agreement with
Wistron Corporation, a Taiwanese corporation. The agreement covers various products, including handsets, wireless
modules, computers, tablets and other consumer electronic devices, designed to operate in accordance with 2G, 3G
and 4G wireless standards, including LTE and LTE-Advanced. Wistron is a leading original design manufacturer in
the laptop market.

In fourth quarter 2012, we entered into agreements that amend the terms of our worldwide, non-exclusive,
royalty-bearing patent license agreements with BlackBerry and Quanta Computers, Inc., in each case to add coverage
for 4G products, including LTE, LTE-Advanced and WiMax products.

Also in fourth quarter 2012, we entered into a patent license agreement with Sony Corporation of America that covers
Sony's sale of 3G and 4G products.

Customers Generating Revenues Exceeding 10% of Total 2012 Revenues

Intel and Samsung comprised approximately 57% and 15% of our total 2012 revenues, respectively.

In 2009, we entered into a patent license agreement with Samsung Electronics Co., Ltd. (the “2009 Samsung PLA”)
covering Samsung's affiliates, including Samsung Electronics America, Inc. Under the terms of the 2009 Samsung
PLA, we granted Samsung a non-exclusive, worldwide, fixed-fee royalty-bearing license covering the sale of
single-mode terminal units and infrastructure designed to operate in accordance with TDMA-based 2G standards that
became paid-up in 2010 and a non-exclusive, worldwide, fixed-fee royalty-bearing license covering the sale of
terminal units and infrastructure designed to operate in accordance with 3G standards through 2012. The 2009
Samsung PLA superseded a binding term sheet signed in November 2008 by such parties and terminated a patent
license agreement entered into between us and Samsung in 1996. The 2009 Samsung PLA also ended all litigation and
arbitration proceedings then ongoing between the parties. Pursuant to the 2009 Samsung PLA, Samsung paid
InterDigital $400.0 million in four equal installments over an 18-month period. Samsung paid the first two

$100.0 million installments in 2009. We received the third and fourth $100.0 million installments in January 2010 and
July 2010, respectively. We recognized revenue associated with the 2009 Samsung PLA on a straight-line basis over
the life of the agreement. During 2012, we recognized $102.7 million of revenue associated with the 2009 Samsung
PLA.

Patent Infringement and Declaratory Judgment Proceedings

From time to time, if we believe any party is required to license our patents in order to manufacture and sell certain
products and such party refuses to do so, we may institute legal action against them. This legal action typically takes
the form of a patent infringement lawsuit or an administrative proceeding such as a Section 337 proceeding before the
United States International Trade Commission (“USITC” or the "Commission"). In a patent infringement lawsuit, we
would typically seek damages for past infringement and an injunction against future infringement. In a USITC
proceeding, we would seek an exclusion order to bar infringing goods from entry into the United States, as well as a
cease and desist order to bar further sales of infringing goods that have already been imported into the United States.
The response from the subject party can come in the form of challenges to the validity, enforceability, essentiality
and/or applicability of our patents to their products. In addition, a party might file a declaratory judgment action to
seek a court's declaration that our patents are invalid, unenforceable, not infringed by the other party's products or are
not essential. Our response to such a declaratory judgment action may include claims of infringement. When we
include claims of infringement in a patent infringement lawsuit, a favorable ruling for the company can result in the
payment of damages for past sales, the setting of a royalty for future sales or issuance by the court of an injunction
enjoining the manufacturer from manufacturing and/or selling the infringing product.

Contractual Arbitration Proceedings

We and our customers, in the normal course of business, may have disagreements as to the rights and obligations of
the parties under the applicable agreement. For example, we could have a disagreement with a licensee as to the
amount of reported sales and royalties. Our license agreements typically provide for audit rights as well as private
arbitration as the mechanism for resolving disputes. Arbitration proceedings can be resolved through an award
rendered by the arbitrators or by settlement between the parties. Parties to arbitration might have the right to have the
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award reviewed in a court of competent jurisdiction. However, based on public policy favoring the use of arbitration,
it is generally difficult to have arbitration awards vacated or modified. The party securing an arbitration award may
seek to have that award converted into a judgment through an enforcement proceeding. The purpose of such a
proceeding is to secure a judgment that can be used for, if need be, seizing assets of the other party.
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Competition
With respect to our technology development activities, we face competition from in-house development teams at other
wireless device companies and semiconductor companies and wireless operators that participate in the wireless
standards bodies, whose competing solutions could be adopted into the standards instead of the solutions that we set
forth into the standards-setting arena.
Due to the exclusionary nature of patent rights, we do not compete, in a traditional sense, with other patent holders for
licensing relationships or sale transactions. Other patent holders do not have the same rights to the inventions and
technologies encompassed by our patent portfolio. In any device or piece of equipment that contains intellectual
property, the manufacturer may need to obtain licenses from multiple holders of intellectual property. In licensing our
patent portfolio, we compete with other patent holders for a share of the royalties, which may face practical
limitations. We believe that licenses under a number of our patents are required to manufacture and sell 2G, 3G and
4G products. However, numerous companies also claim that they hold 2G, 3G and 4G patents that are or may be
essential or may become essential to cellular and other wireless standards. To the extent that multiple parties all seek
royalties on the same product, the manufacturers could claim to have difficulty in meeting the financial requirements
of each patent holder. In the past, certain manufacturers have sought antitrust exemptions to act collectively on a
voluntary basis. In addition, certain manufacturers have sought to limit aggregate licensing fees or rates for essential
patents. Similarly, potential purchasers of our patents often amass patent portfolios for defensive and/or
cross-licensing purposes and could choose to acquire patent assets within the same general technology space from
other patent holders.
In the last several years, intellectual property has emerged as a strategically important asset class and a number of
large patent acquisition transactions have taken place. As new participants have entered the wireless communications
industry, the market for intellectual property has become increasingly competitive, with many large, well capitalized
companies pursuing wireless patent portfolios. As we enhance our technology sourcing by supplementing our internal
research and development efforts with acquisitions of intellectual property assets, we compete with such other
companies over available wireless assets.
Employees
As of December 31, 2012, we had approximately 290 employees. None of our employees are represented by a
collective bargaining unit.
Geographic Concentrations
We have one reportable segment. During 2012, the majority of our revenue was derived from the previously discussed
patent sale to Intel, which is headquartered in the United States. The remainder of our 2012 revenue derived from a
limited number of licensees based outside of the United States, primarily in Asia. These revenues were paid in
U.S. dollars and were not subject to any substantial foreign exchange transaction risk. The table below lists the
countries of the headquarters of our licensees and the total revenue derived from each country for the periods indicated
(in thousands):

For the Year Ended December 31,

2012 2011 2010
United States $406,950 $13,719 $18,953
Korea 118,078 118,078 175,614
Canada 40,667 54,728 38,820
Taiwan 40,394 43,993 21,559
Japan 39,558 61,594 121,113
China 9,246 688 6,305
Germany 3,470 5,439 10,292
Other Europe 4,700 3,461 1,877
Other Asia — 42 12
Total $663,063 $301,742 $394,545
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At December 31, 2012, 2011 and 2010, we held $185.4 million, or nearly 100%, $146.0 million, or nearly 100%, and
$138.4 million, or 99%, respectively, of our property and equipment and patents in the United States net of
accumulated depreciation and amortization. At December 31, 2012, 2011 and 2010, we also held $0 million, $0.1
million and $0.2 million, respectively, of property and equipment, net of accumulated depreciation, in Canada.
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Corporate Information

The ultimate predecessor company of InterDigital, Inc. was incorporated in 1972 under the laws of the
Commonwealth of Pennsylvania and conducted its initial public offering in November 1981. Our corporate
headquarters and administrative offices are located in Wilmington, Delaware, USA. Our research and technology
development centers are located in the following locations: King of Prussia, Pennsylvania, USA; Melville, New York,
USA; San Diego, California, USA; and Montreal, Quebec, Canada.

Our Internet address is www.interdigital.com, where, in the “Investors” section, we make available, free of charge, our
Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, certain other reports
and filings required to be filed under the Securities Exchange Act of 1934, as amended, and all amendments to those
reports or filings as soon as reasonably practicable after such material is electronically filed with or furnished to the
United States Securities and Exchange Commission. The information contained on or connected to our website is not
incorporated by reference into this Form 10-K.

Item 1A. RISK FACTORS.

We face a variety of risks that may affect our business, financial condition, operating results, the trading price of our
common stock, or any combination thereof. You should carefully consider the following information and the other
information in this Form 10-K in evaluating our business and prospects and before making an investment decision
with respect to our common stock. If any of these risks were to occur, our business, financial condition, results of
operations or prospects could be materially and adversely affected. In such an event, the market price of our common
stock could decline and you could lose all or part of your investment. The risks and uncertainties we describe below
are not the only ones facing us. Additional risks not presently known to us or that we currently deem immaterial may
also affect our business.

Risks Related to Our Business

Rulings in third party legal proceedings, increased scrutiny by antitrust authorities, the outcome of potential patent
legislation, USPTO rule changes and international patent rule changes may affect our strategies for patent prosecution,
licensing and enforcement and may increase our costs of doing business.

The potential effect of rulings in legal proceedings among third parties may affect our strategies for patent
prosecution, licensing and enforcement. In addition, domestic and foreign antitrust authorities have recently increased
their scrutiny of the use of standard essential patents in the mobile wireless industry, including the enforcement of
such patents against competitors. Such scrutiny may lead to an increase in antitrust inquiries and/or enforcement
actions and/or impact the availability of injunctive and monetary relief, which may adversely affect our strategies for
patent prosecution, licensing and enforcement and increase our costs of operation. Finally, changes to certain U.S. and
international patent laws, rules and regulations may occur in the future, some or all of which may affect our costs, the
scope of future patent coverage we secure and remedies we may be entitled to in patent litigation and may require us
to reevaluate and modify our patent prosecution, licensing and enforcement strategies. We continue to monitor and
evaluate our strategies for prosecution, licensing and enforcement with regard to these developments; however, any
resulting change in such strategies may have an adverse impact on our business and financial condition.

Setbacks in defending and enforcing our patent rights could cause our revenue and cash flow to decline.

Major telecommunications equipment manufacturers have challenged, and we expect will continue to challenge, the
infringement, validity and enforceability of certain of our patents. In some instances, certain of our patent claims
could be substantially narrowed or declared invalid, unenforceable, not essential or not infringed. We cannot assure
that the validity and enforceability of our patents will be maintained or that our patents will be determined to be
applicable to any particular product or standard. Moreover, third parties could attempt to circumvent certain of our
patents through design changes. Any significant adverse finding as to the validity, enforceability or scope of certain of
our patents and/or any successful design-around of certain patents could result in the loss of patent licensing revenue
from existing licensees, through termination or modification of agreements or otherwise and could substantially
impair our ability to secure new patent licensing arrangements, either at all or on beneficial terms.
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Our recently announced plans to broaden our revenue sources through enhanced technology sourcing,
commercializing our market-ready technologies and research capabilities and pursuing patent licensing partnerships
and patent sales may not be successful and could cause our revenue and cash flow to decline.

On January 23, 2012, we announced that we had expanded our business plan to include patent sales and patent
licensing partnerships as additional vehicles to generate revenue. On October 23, 2012, we announced a further
expansion of our business strategy by enhancing our technology sourcing and establishing a business unit dedicated to
monetizing the company's market-ready technologies and research capabilities. There is no guarantee that we will
succeed in acquiring technology and patents or partnering with inventors and research organizations to contribute new
areas to our existing portfolio of intellectual property. Also, our technology development activities may experience
delays, or the markets for our technology solutions may fail to materialize to the extent or at the rate we expect, each
of which could reduce our opportunities for technology sales and licensing and could materially adversely affect our
long-term business, financial condition and operating results. There is no guarantee that we will succeed in our pursuit
of select patent licensing partnerships or additional patent sales, and, if we are successful, there is no guarantee that
the revenue and cash flow generated through such patent sales or licensing partnerships will be greater than the
revenue and cash flow we would have generated if we had retained and licensed the patents ourselves. In addition,
potential licensees may be reluctant to enter into new patent license agreements, and current licensees may be
reluctant to renew their agreements, either at all or on terms acceptable to the company, based on the belief that we
plan to sell some of the patents we are asking them to license, which could ultimately cause our revenue and cash flow
to decline.

Challenges relating to our ability to enter into new license agreements could cause our revenue and cash flow to
decline.

We face challenges in entering into new patent license agreements. The most significant challenge we face is that
most potential licensees do not voluntarily seek to enter into license agreements with us before they commence
manufacturing and/or selling devices that use our patented inventions. As a result, we must approach companies that
are reluctant to take licenses and attempt to establish license agreements with them. The process of identifying
potential users of our inventions and negotiating license agreements with reluctant prospective licensees requires
significant time, effort and expense. Once discussions with unlicensed companies have commenced, we face the
additional challenges imposed by the significant negotiation issues that arise from time to time. Given these
challenges relating to our ability to enter into new license agreements, we cannot assure that all prospective licensees
will be identified or, if they are identified, will be persuaded during negotiations to enter into a patent license
agreement with us, either at all or on terms acceptable to us, and, as a result, our revenue and cash flow could
materially decline. In addition, the length of time required to negotiate a license agreement leads to delays in the
receipt of the associated revenue stream, which could also cause our revenue and cash flow to decline.

Due to the nature of our business, we could be involved in a number of costly litigation, arbitration and administrative
proceedings to enforce our intellectual property rights.

While some companies seek licenses before they commence manufacturing and/or selling devices that use our
patented inventions, most do not. Consequently, we approach companies and seek to establish license agreements for
using our inventions. We expend significant time and effort identifying potential users of our inventions and
negotiating license agreements with companies that may be reluctant to take licenses. However, if we believe that a
third party is required to take a license to our patents in order to manufacture, sell, offer for sale, import, or use
products, we may commence legal or administrative action against the third party if they refuse to enter into a license
agreement with us. In turn, we could face counterclaims that challenge the essential nature of our patents, that our
patents are invalid, unenforceable or not infringed or that our royalty rates are other than fair, reasonable and
nondiscriminatory. As a result of enforcing our patents, we could be subject to significant legal fees and costs,
including the costs and fees of opposing counsel in certain jurisdictions if we are unsuccessful. In addition, litigation,
arbitration and administrative proceedings require significant key employee involvement for significant periods of
time, which could divert these employees from other business activities.

In addition, the cost of enforcing and defending our intellectual property has been and may continue to be significant.
Litigation may be required to enforce our intellectual property rights, protect our trade secrets, enforce patent license
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and confidentiality agreements or determine the validity, enforceability and scope of proprietary rights of others. In
addition, third parties could commence litigation against us seeking to invalidate our patents or obtain a determination
that our patents are not infringed, are not essential, are invalid or are unenforceable. As a result of any such litigation,
we could lose our proprietary rights or incur substantial unexpected operating costs. Any action we take to protect our
intellectual property rights could be costly and could require significant amounts of time by key members of executive
management and other personnel.
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Our revenue may be affected by the deployment of 4G or other technologies in place of 2G and 3G technologies or by
the need to extend or modify certain existing license agreements to cover subsequently issued patents.

Although we own a growing portfolio of issued and pending patents related to 4G and non-cellular technologies, our
patent portfolio licensing program in these areas is less established and may not be as successful in generating
licensing income as our 2G and 3G licensing programs. Many wireless operators have selected LTE (or, to a lesser
extent, WiMAX) as next-generation technologies for deployment in existing or future spectrum bands as
complementary to their existing 2G or 3G networks. Although we believe that certain of our technology is, may be or
may become essential to LTE and WiMAX standards, we may not be as successful in licensing 4G products as we
have been in licensing 2G and 3G products or we may not achieve a level of royalty revenues on such 4G products
that is comparable to that we have historically received on 2G and 3G products.

The licenses that we grant under our patent license agreements typically only cover products designated to operate in
accordance with specified cellular technologies and that were manufactured or deployed or soon to be manufactured
or deployed at the time of entry into the agreement. As a result, most of our current patent license agreements cover
products designed to operate in accordance with 2G and/or 3G Standards but do not cover products designed to
operate in accordance with 4G Standards. Also, we have patent license agreements with licensees that now offer for
sale types of products that were not sold by such licensees at the time the patent license agreements were entered into
and, thus, are not licensed by us. We do not derive patent licensing revenue from the sale of products by our licensees
that are not covered by a patent license agreement. In order to grant a patent license for any such products, we will
need to extend or modify our patent license agreements or enter into new license agreements with such licensees. We
may not be able to modify these license agreements on financial terms acceptable to us, without affecting the other
material terms and conditions of our license agreements with such licensees or at all. Further, such modifications may
adversely affect our revenue on the sale of products covered by the license prior to modification.

Our revenue and cash flow are dependent upon our licensees' sales and market conditions and other factors that are
beyond our control or are difficult to forecast.

A significant portion of our licensing revenues are running royalty-based and dependent on sales by our licensees that
are outside our control and that could be negatively affected by a variety of factors, including global and/or
country-specific economic conditions, country-specific natural disasters impacting licensee manufacturing and sales,
buying patterns of end users, competition for our licensees' products and any decline in the sale prices our licensees
receive for their covered products. In addition, our operating results also could be affected by general economic and
other conditions that cause a downturn in the market for the licensees of ou