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April 28,2019 Sector: Information Technology
Company Name: Industry: Communications Equipment
InterDioital Current Price: $65.01

g Target Price: $95
IDCC

Marko Stojanovic

InterDigital is a mobile technology research and development company that provides wireless and
video technologies for mobile devices, networks, and services worldwide. It provides technology
solutions for use in digital cellular and wireless products and networks, including 2G, 3G, 4G and
IEEE 802-related products and networks. The company develops cellular technologies, such as
technologies related to CDMA, TDMA, OFDM/OFDMA, and MIMO for use in 2G, 3G, and 4G
wireless networks, as well as mobile terminal devices; and 3GPP technology portfolio in 5G NR,
LTE-Advanced, and cellular Internet of Things (IoT) areas, as well as technologies for automobiles,
wearables, smart homes, drones, and other connected consumer electronic products.
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WACC: 9.3%

Thesis: As one of the leader in 5G technology, IDCC will be exposed to the new products that will use 5G
platforms. Potential growth of new products is estimated to be 38% CAGR for 2018-2022 and market

value of about $800B. IDCC has 3 different platforms and more than 36,000 patents that could be
intergraded in 5G technology. Their reoccurring revenue will stay the same for the next year, but any
additional deal would boost revenue that could spike the price up. Management is focusing to bring

their operating cost to the same level as of 2017, which will boost their margins up. Market is currently

still skeptical about their position in 5G market, but with the good outlook for China and USA trade deal, we

should expect new deals on the way.

Short-term outlook:

Interdigital short-term revenue growth depends primarily on executing new deals with 5G technology. Recent
acquisition of Technicolor’s will allow Interdigital expenditure into video/recording market with approximately
16,000 new patents. Recent launch from Verizon’s 5G provides the opportunity to bring products that will run
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on Interdigital platforms. With the trading deal between USA and China coming to the end and some kind of
positive outlook for both countries, we can expect to see more products shipped in the near future. The deal
would also provide easier way of negotiating new deals in China for Interdigital, which is one of the biggest
concerns for management at this moment. We can see that Interdigital is expending with new patents and
currently holding 36,000 patents. They are leader in the 5G technology that will allow them to expend with new
products and open themselves to the new market. Their secondary focus is Internet of things that is growing
slower than expected, but with 5G technology, this could be the driver for extra revenue in the near future.

Trade deal problems:

One of the biggest concerns that CEO has expressed himself was negotiation with Chinese companies that
are currently using the technology being patented by Interdigital. Due to the limited way of communication
and difficulty to approach new companies, Interdigital is hoping that new trade deal will resolve this issue and
allow them to bring more of recurring revenues. CEO said that majority of handset companies that are in
China are still not under their license. If the trade deal settles down in the near future, this could potentially

bring more revenue.

New acquisition of Technicolor:

The recent acquisition of Technicolot’s video/recoding division provided additional 16,000 patents that will
provide new market for Interdigital. Recent conference in Barcelona on February 12 promoted some of the
new products that Interdigital and Technicolor’s have been working on which includes 360 degree picture
model and feedbacks were very positives. There has been renewal deal with LG that announced their

cooperation on new technology for the Hillcrest Lab that will focused on television remotes.

New market is coming:

There is tremendous talk about 5G platform and what it will bring to customers. IDCC has shown ability to
adopt quickly in 2014 when 4G was released and their revenue was doubled since then. With this said, we can
expect their approach towards new technology in the same matter and try to stay one of the leader with
wireless connections. In their recent report they said that their patents are used by 9 out of 20 phone leaders
companies. They also showed the chart of their programs that is under review still, which is almost 50%.

Taking into consideration that they already have more than 34,000 patents we can expect more to come.
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New Accounting rule ASC606:

On January 1* 2018, InterDigital was required to adopt to new accounting revenue recognition called
ASC606. This ruling cause their revenue to drop drastically and it was reflected in the price of the stock.
However, if we look closely into their reported revenue for past 3 years, we can see that their reoccurring
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revenue kept constant of approximately $300M and we can see some surprises in non-current patent royalties.
This numbers are very interesting, because they usually move the stock price up in the short run. With new
potential market, IDCC is expecting to bring their reoccurring revenue to approximately 500M by 2022, and
if we take into consideration of some non-current patent royalties to be announced throughout the year, we
can expect this number to be much higher. Looking into their past 3 years, they have never missed
reoccurring revenue; however, ASC606 caused them to push some of the revenue into future. Looking into
2016 and 2017, they had recurring revenue around $350M and they were able to bring additional 200M in
both years. With 5G coming to the market in 2019, we can expect similar outcome for InterDigital.
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Operating costs:

One of their strong side is keeping their operating cost same no matter how much revenue they bring. This is
very important for the future revenue, if we consider that they are going to double their revenue. With that
said, their margins are growing with revenue and companies value is based on the thought to keep their
expenses same. In the last conference call, CEO announced that at the end of the year we should see
expenses to drop down to the same level as of 2017. This will boost margins even more, and bring free cash
flows up that will pay of well for investors.

Finl] a7 2B
o | @ | o u|m o | @ @ | w|m o | @ | o | u | m
Operating Exponses:
P —r— § A0S MIP MTE MG s § MOF AT ME S MOS e ¢ ME§ MBS mi§ MRS w4
Deveipmest N uE B0 ME @B B8 1 M3 @F T8 2 #E M3 W4 B
Saling, peneral and admintsratve 134 1./ 104 187 461 118 124 128 140 g4 142 18] 124 128 Al

Total Operating Expenses § 48 § G20 8 MG MAT S MAE  § M08 F MA S M4 S WS M4 & B3 RGO @2 E MEE A




SIENA college BioRxLUND /110

Concerns about their future:

Their business model is very dependent on making deals with companies that are potentially using their

patents. In the last conference calls, CEO explained that it is hard to find companies that will willingly agree
to pay them royalties for the patents. Many cases end up in the court and this could be costly for them if the
result of the court is not in their favor. Other concerns are how long their patents and licenses could sustain

same revenue and if their technology is going to be used for long or short time.

Valuation:

InterDigital remains an attractive platform to participate in the expansion of wireless
connectivity. Adding a multimedia licensing platform at nearly no incremental cost augments
the potential revenue platform and leverage. The view that 2018-2019 numbers are clouded
by the implementation of a new revenue standard and the sizable Technicolor acquisition,
but capture of revenue towards the platform potential would generate earnings growth and
outperformance. Capture of the platform is likely over time given IDCC’s strong record of
accomplishment. The price target of $95 comes from a 23x multiple on 2019 Non-GAAP
EPS estimate of $4.19.
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Profitability idec (LTM) idec Historical Peers' Median (LTM)
Return on Capital 26% 19110% -158%
Adjusted EBITDA Margin 389% 55.05% -039%
Return on Equity 39% 12.8% 222%
Adjusted Net margin 212% 27.3% 2789.6%
Invested Funds idec (LTM) idec Historical Peers' Median (LTM)
Cash/Capital 94.4% 95.5% 191%
NWC/Capital -129% -19.8% 14%
Operating Assets/Capital 16.8% 19.4% 575%
Goodwill/Capital 17% 00% 114%
Capital Structure idec (LTM) idcc Historical Peers' Median (LTM)
Total Debt/Market Cap. 015 012 010
Reported Cost of Borrowing 11.9% 10.0%
Cash Inferest/Total Debt 6.7%
C6FS Credit Rating ccc c
Credit Model Rating bb- b-to b
Probability of Default 0.06% 0.10%
Cost of Capital
CGFS Credit Rating  Credit Model Rating Probability of Default
Inplied Cost of Borrowing (idcc) 6.1% 6.6% 52%
Inplied Cost of Borrowing (Peers)  6.6% 73% 68%
Cost of New Debt Estimate 10.0%
Market Risk Premium Esfimate 2.3%
Cost of Equity Esfimate 12.3%
WACC Estimate 120%




