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INTRODUCTION

On January 14, 2009 (the “Filing Date”) Nortel Networks Corporation (“NNC” and
collectively with all jts subsidiaries “Nortel” or the “Company”), Nortel Networks
Limited (‘.‘NNL”), Nortel Networks Technology Corporation, Nortel Networks
International Corporation and Nortel Networks Global Corporation (collectively the
“Applicants”) filed for and obtained protection under the Companies’ Creditors
Arrangement Act (“CCAA”). Pursuant to the Order of this Honourable Court dated
January 14, 2009, as amended and restated (the “Imitial Order”), Emst & Young Inc.
was appointed as the Monitor of the Applicants (the “Monitor”) in the CCAA
proceedings. The stéy -of proceedings was extended to April 23, 2010, by this

Honourable Court in its Order dated January 21, 2010.

Nortel Networks Inc. (“NNI”) and certain of its U.S. subsidiaries concurrently filed

voluntary petitions under Chapter 11 of Title 11 of the U.S. Bankruptcy Code (the
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“Code”) in the United States Bankruptcy Court for the District of Delaware (the “U.S.
Court”) on January 14, 2009 (the “Chapter 11 Proceedings™). As required by U.S. law,
an official unsecured creditors committee (the “Committee”) was established in January,

2009.

An ad hoc group of holders of bonds issued by NNL, NNC and Nortel Networks Capital
Corporation has been organized and is participating in these proceedings as well as the
Chapter 11 Proceedings (the “Bondhelder Group™). In addition, pursuant to Orders of
this Honourable Court dated May 27, 2009, July 22, 2009 and July 30, 2009,
representative counsel was appointed on behalf of the former employees of the
Applicants, the continuing employees of the Applicants and the LTD Bent;ﬂciaries,
respectively, and each of fhese groups is participating in the CCAA proceedings (as

described in further detail below).

Nortel Networks (CALA) Inc. (together with NNI and certain of its subsidiaries that filed
on January 14, 2009, the “U.S. Debtors”) filed a voluntary petition under Chapter 11 of

Title 11 of the Code in the U.S. Court on July 14, 2009,

Nortel Networks UK Limited (“NNUK™) and certain of its subsidiaries located in EMEA
were granted Administration orders (the “UK Administration Orders™) by the High
Court of England and Wales on January 14, 2009 (collectively the “EMEA Debtors”).
The UK Administration Orders appointed Alan Bloom, Stephen Harris, Alan Hudson and
Chris Hill of Emst & Young LLP as Administrators of the various EMEA Debtors,
except for Ireland, to which David Hughes (Ernst & Young LLP Ireland) and Alan

Bloom were appointed (collectively the “Joint Administrators”). On June 8, 2009, the
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Joint Administrators appointed in respect of NNUK filed a petition with the U.S. Court
for the recognition of the Administration Proceedings as they relate to NNUK (the
“English Proceedings™) under Chapter 15 of the Code. On June 26, 2009, the U.S.
Court entered an order recognizing the English Proceedings as foreign main proceedings

under Chapter 15 of the Code.

6. On January 20, 2009, Nortel Networks Israel (Sales and Marketing) Limited and Nortel
Communications Holdings (1997) Limited (together “NN Israel”) were granted
Administration orders by the court in Israel (the “Israeli Administration Orders™). The
Isracli Administration Orders appointed representatives of Emst & Young LLP in the UK
and Isracl as Administrators of NN Israel (the “Joint Israeli Administrato;-s”) and
provided a stay of NN Israel’s creditors which, subject to further order Qf the Isracli

Court, remains in effect during the Administration.

7. Subsequent to the Filing Date, Nortel Networks SA commenced secondary insolvency
proceedings within the meaning of Article 27 of the European Union’s Council
Regulation (EC) No 1346/2000 on Insolvency Proceedings in the Republic of France
pursuant to which a liquidator and an administrator have been appointed by the Versailles

Commercial Court,

PURPOSE

8. The purpose of this Thirty-Ninth Report of the Monitor (“Thirty-Ninth Report”) is to

provide this Honourable Court with:



(a)

(b)

(¢)

(d)
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information about the process leading up to the seftlement (the “Settlement™)
reached among the Applicants, the Monitor, the Former Employee
Representatives (on their own behalf and on behalf of the parties they represent),
the LTD Employee Representative (on her own behalf and on behalf of the parties
she represents), the Former Employees’ Representative Counsel, the LTD
Beneficiaries’ Representative Counsel and the CAW (the “Settlement Parties™)
regarding certain issues related to, among other things, the Applicants® registered
Pension Plans, certain employee benefits for Pensioners and LTD Beneficiaries

among others (the “Benefits”) and certain employment related issues;

an update on the Settlement notice process approved by Order of this Honourable

Court dated February 9, 2010 (the “Notice Procedure Order™);

information concerning the Benefits and the Applicants’ Health and Welfare Trust
(the “HFWT™) to the extent relevant, including the manner and nature of payments,

and the Applicants’ Pension Plans;

an analysis of the Settlement and related documentation and the impact on

applicable stakeholders;

information related to the Applicants’ financial capacity to fulfil the terms of the

Settlement; and
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() the Monitor’s recommendation for approval of the Settlement and the making of
the Seitlement Approval Order in substantially the form as submitted by the

Applicants (the “Settlement Approval Order”™).

For the reasons set out in this Report, the Monitor believes that, overall, the Settlement
Agreement and Settlement Approval Order represent a fair balancing of the interests of
the Applicants’ stakeholders and an important step in the implementation of the
Applicants’ restructuring, arrived at after extensive negotiations among the Applicants,

the Monitor, the Representatives and other interested parties.

TERMS OF REFERENCE

1.

10.

In preparing this Thirty-Ninth Report, the Monitor has relied upon unaudited financial
information, the Company’s books and records, financial information prepared by the
Company and ‘discussions with management of Nortel. The Monitor has not audited,
reviewed or otherwise attempted to verify the accuracy or completeness of the
information and, accordingly, the Monitor expresses no opinion or other form of

assurance on the information contained in this Thirty-Ninth Report.

Capitalized terms used herein (including in the preceding paragraphs) and not otherwise
defined shall have the meanings given to them in the Monitor’s Thirty-Sixth Report dated
February 8, 2010 (the “Thirty-Sixth Report™), the Settlement Agrecment and the
Settlement Approval Order, which terms are reproduced on Schedule “A” hereto for ease

of reference.
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12. Unless otherwise stated, all monetary amounts contained herein are expressed in
Canadian dolars.
BACKGROUND

General Background

13.

14.

15.

Nortel is a technology company that designs, develops and deploys communication
products, systems, and solutions 1o its carrier and enterprise customers around the globe.
Its principal assets include its people, the intellectual property derived and maintained
from its research and development activities, its customers and other significant contracts

and agreements.

Since 'September 30, 2009, Nortel has conducted its global business through four
reportable business unit segments: Wireline and Wireless Networks, Metro Ethernet
Networks, Carrier Voice Application Solutions, and LG Nortel Co. Ltd. (“LGN”). The
revenue and assets of each of the business units,_except for LGN, are distributed among

the multiple Nortel legal entities and joint ventures around the world.

The Monitor has made various materials relating to the CCAA proceedings available on
its website at www.ey.com/ca/nortel. The Momilor’s website also contains a dynamic

link to Epiq Bankruptcy LLC’s website where materials relating to the voluntary

proceedings under Chapter 11 of the Code are posted,

Update on CCAA Proceedings

16.

At the commencement of the CCAA proceedings, the Applicants announced their

intention to assess their business strategy and consider restructuring opportunities with a
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18,

19.

-7

view to emerging as a stronger company. In the months following the Filing Date, the
Applicants took numerous actions to reduce costs and realize efficiencies, including
significant headcount reductions totalling to date approximately 9,200 (37%) of the
global workforce, including approximately 1,650 (28%) of the Canadian workforce, and
cessation of certain payments to former employees (including benefits under
unregistered, unfunded, supplemental retirement plans and cessation of termination and

severance payments).

In June 2009, the Applicants entered into the Interim Funding and Settlement Agreement
(the “JFSA”), which was approved by this Honourable Court on June 29, 2009. The
IFSA provided, among other things, funding to NNL from NNI for the periodlfrom the
Filing Date through September 30, 2009. The funding satisfied any claims NNL may
have had against NNI for reimbursement of corporate overhead and R&D costs, whether
pursuant to the transfer pricing agreement or otherwise, incurred by NNL on behalf of
NNI during such period. The total amount of such funding received was US$187.4

milliomn.

On June 19, 2009, in conjunction with the announcement of the sale of substantially all of
the assets of the CDMA/LTE Access business, Nortel also announced a significant
change in its strategic direction, indicating it was proceeding with discussions with

several parties to sell its other business units.

Since its June announcement, Nortel has closed two (2) major sales resulting in gross
proceeds of approximately US$2 billion and announced further sales which, if they close,

will yield approximately US$1 billion of additional proceeds. As a result of the sales
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already closed or announced, approximately 13,000 Nortel employees have been
transferred or will be transferred to the buyers of these business units, including
approximately 3,500 Canadian employees.  For further details on the Applicants’
progress in the CCAA proceedings, please refer to the Monitor’s Thirty-Seventh Report

dated February 11, 2010 (the “Thirty-Seventh Report™).

In August 2009, Nortel announced several organizational changes, including the creation
of Nortel Business Services (“NBS”) and the Corporate Group (“CG”) to transition and
align its resources to focus on the divestiture of its businesses and other assets, NBS is a
business reporting unit, which was created to provide the services required under the
Transition Services Agreements (the “TSAs™) entered into with the buyers of business
segments. The CG was created to continue the implementation of the Applicants’

restructuring strategy.

It is anticipated that NBS and the CG will continue to operate through the remainder of
2010 and 2011 as obligations under the TSAs are fulfilled, remaining assets are realized,
a plan of arrangement (a “Plan™) is developed and implemented, and the remaining
entities are ultimately wound-down. As recently announced, CG is focussed on a number
of key actions, including the completion of announced sales and the sale of remaining
businesses and assets, as well as exploring strategic alternatives to maximize the value of
the Applicants’ intellectual property. The Applicants have advised that by the end of
2010, it is expected that NBS and CG will be the Applicants® only operating segments,
with approximately 475 employees. Accordingly, the emergence of a ‘continuing’ Nortel

with a sizeable work{orce will not occur.
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In December 2009, the Applicants entered into the Canadian Funding and Settlement
Agreement (“CFSA”), which was approved by this Honourable Court on January 21,
2010. The CFSA, which is described in more detail in the Monitor’s Thirty-Fifth Report
dated Januvary 18, 2010 (the “Thirty-Fifth Report”), provides the Applicants with the
funding necessary to continue operating throughout the remainder of the CCAA
proceedings and to settle intercompany claims, including significant transfer pricing
claims between the Applicants and the U.S. Debtors. The CFSA also provides NNL with

further funding of US$190.8 million from NNI.

Though Nortel has completed sales for a number of its businesses and continues to pursue
sales of other businesses and non-core assets, it remains insolvent and sﬁbject to
proceedings under the CCAA.  The extent of the Applicants’ insolvency is highlighted
by the claims that have already been filed in these proceedings pursuant to a Claims
Procedure Order granted by this Honourable Court on June 30, 2009 (the “Claims
Procedure Order”). As outlined in the Monitor’s Twenty-Fifth Report dated October
25, 2009, approximately $27.9 billion of claims had been filed by the September 30, 2009
bar date established for certain claims, These claims are still subject to a yet to be
approved resolution procedure; however, they do not includé claims in the following

categories:

(@)  claims by directors and officers of the Applicants for indemnification and/or

contribution arising from such directors’ or officers’ service to any Applicant;

(b)  employee compensation claims; and
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(¢)  inter-company claims (other than with Joint Ventures).

Resolution of the claims filed pursuant to the Claims Procedure Order and initiation and
completion of claim processes for claims excluded by that order are still required.
Resolution of claims is one of the steps required to facilitate the Applicants® development

of a Plan and to ultimately bring a conclusion to these insolvency proceedings.

Claims resolution and the other activities of both NBS and the CG as outlined in the
Thirty-Seventh Report, including the development of a Plan, are all dependent upon the
Applicants having sufficient cash to support those activities. The recenily approved

CFSA provides the Applicants with a funding base to pursue the development df a Plan,

Intermediate Steps to Assist in the Development of the Plan

26.

With funding approved, the Applicants, with the assistance of the Monitor, identified

several intermediate steps towards the development of a Plan, including the following:

(@)  the transition of benefits for employees currently working from existing benefit
plans and administrative processes to-a structure more appropriate for the reduced

workforce;

(b)  the termination of unfunded or non-pension benefits for Pensioners, LTD
Beneficiaries and Survivors (as subsequently defined) in an orderly manner,

without undue disruption;

(c) the transition of the Pension Plans;
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the Court approved distribution of the corpus of the HWT to its beneficiaries
entitled thereto, and preservation of the corpus to the extent possible, pending

such distribution;
the achievement of greater certainty regarding the ranking of claims;
the retention of resources to assist in the restructuring; and

the avoidance of costs where possible, consistent with the Applicants’ business

strategy, including the avoidance of litigation, where possible.

27.  With these steps in mind, and as a result of the progress in the CCAA proceedings, the

Applicants and the Monitor commenced the settlement discussions.

SETTLEMENT PROCESS

28. A series of Court approved appointments of employee representatives and counsel

established a framework that facilitated discussions among such representatives, the

Applicants and the Monitor throughout the CCAA procecdings. The progress made in

the CCAA proceedings, including the sale transactions and the approval of the CFSA, led

to focussed discussions, a narrowing of issues, an expansion of the discussions to include

certain other stakeholder groups, and ultimately, the Settlement Agreement,

Appointment of Representatives

29.  As set out in detail in the Monitor’s Thirty-Sixth Report dated February 8, 2010 and the

Affidavit of Elena King sworn February 18, 2010 (the “King Affidavit™), after a series of

Court approved appointments, all but a very small number of individuals are represented
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in these proceedings by Former Employees’ Representative Counsel, LTD Beneficiaries’
Representative Counsel, Continuing Employees’ Representative Counsel or CAW
Counsel and by Former Employees’ Representatives, LTD Beneficiaries’ Representative
or Continuing Employees’ Representatives (collectively, the “Employee
Representatives”).  The Court approved mandate for the Former Employees’
Representatives and the LTD Beneficiaries’ Representative expressly stated that they
may represent their constituents for the purpose of setiling or compromising their claims

in the CCAA proceedings.
The only individuals not represented by the above appointments are:

(a)  aformer employee and a working employee who opted out of such representation;

and

() any former chief executive officer or chairman of the board of directors, any non-
employee member of the board of directors, or such former employees or officers
that are subject to investigation and charges by the Ontario Securities

Commission or the United States Securities and Exchange Commission |
((2) and (b) collectively referred to as the “Individual Parties™).

As described below, the Individual Parties were provided with notice of the Settlement

and the opportunity to oppose the Settlement Approval Motion, if they so wish.



-13-

Process Leading Up to Setilement

31.

32.

The Applicants and the Monitor have b.ecn engaged in discussions with Former
Employees’ Representative Counsel, LTD Beneficiaries Representative Counsel and the
CAW with respect to the claims of their respective constituents since their appointment
as representative counsel. Those discussions intensified with the completion of certain
sale transactions and the signing of the CFSA in December 2009. By letter dated January
6, 2010 (the “Janmary 6 Letter”), prior to the scheduled approval of the CFSA,
Settlement Representative Counsel wrote to the Monitor and the Applicants expressing,

on behalf of their clients, concerns with respect to:
(a) whether and for how long current benefits would continue to be paid;
(b)  that the Pension Plans not be wound up immediately;

(c) that the corpus of the HWT be preserved to the extent possible pending its Court

approved distribution; and

(@  that some minimum standards pay for severed employees be provided in addition

to the current hardship program.
A copy of the January 6 Letter is attached to this Report as Appendix “A”.

On January 11, 2010, the Applicants and the Monitor met with Settlement Representative
Counsel to better understand the concerns set out in the January 6 Letter. The Monitor
believed a multi-faceted agreement would be required to address these concerns.

Accordingly, the Monitor and the Applicants initiated discussions with the Settlement
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Representative Counsel, the CAW, the Superintendent of Financial Services in his
capacity as administrator of the PBGF (the “Superintendent™) and counsel to the Board,
the Bondholder Group and the Committee with a view to developing a comprehensive

settlement,

Throughout January 2010, the parties engaged in extensive negotiations and exchanged
numerous proposals. In addition, Continuing Employees’ Representative Counsel were

apprised of the settlement discussions.

The numerous meetings, negotiations and proposals exchanged among affected parties
culminated in the execution of a Settlement Agreement dated February 8, 2010 (the
“Settlement Agreement”) by the Applicants, the Monitor, Settlement Representative
Counsel, Settlement Employee Representatives and the CAW (collectively, the
“Scttlement Parties”). Although significant progress had been made in resolving issues
and agreeing on language with the Bondholder Group and the Committee, not all matters
could be resolved, including the “No Preclusion Clause”, discussed in paragraph 97

below,

A copy of the Settlement Agreement is attached hereto as Appendix “B”. The King
Affidavit includes a summary of the Settlement Agreement; however, reference should be
made directly to the Settlement Agreement for a complete understanding of its terms.
Attached as Schedule “C” to the Settlement Agreement is a letter among the Applicants,
the Monitor and the Superintendent (the “Letter Agreement”). Further details of the
Letter Agreement are set out in the King Affidavit. A discussion of the Settlement

Agreement follows, commencing at paragraph 41 of this Report.
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Update on Notice Process

36.

37.

Through an extensive notice and opposition process set out in the Notice Procedure Order

granted by this Honourable Court on February 9, 2010, all parties affected by the

Settlement Agreement were provided with notice of the Settlement, of the Settlement

Approval Order and the option to oppose the Scttlement Approval Motion, if they so

wish. Notice was provided to:

@

®

(©)

(d)

(e)

®

the Individual Parties;

the Former Employees (including pensioners, any person claiming an interest
under or on behalf of former employees and pensioners and surviving spouses in

receipt of an Applicant pension);
the LTD Beneficiaries;

the Unionized Employees;

the Continuing Employees; and

all provincial pension plan regulators and the federal pension plan regulator.

As set out in the Thirty-Sixth Report, several preliminary steps occurred prior to the

formal notice process set out in the Notice Procedure Order to provide affected parties

with notice of the Settlement. These preliminary steps included:
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on February 3, 2010, Representative Counsel held a webinar, available to the
constituents it represents and the Unionized Employees, for the purpose of
providing such parties with advance notice of a forthcoming motion that would

have an impact on their situation;

on February 8, 2010, Representative Counsel issued two press releases (in both
English and French) regarding the Settlement and the. holding of a webinar
relating thereto, which press releases are attached to this Report as Appendix “C™;

and

on February 8, 2010, the Applicants issued a press release (in both English and
French) to announce the entering into of the Settlement, which press release is

attached to this Report as Appendix “D”,

The Monitor has completed the following steps in accordance with the Notice Procedure

Order to provide Affected Settlement Notice Parties with notice of the Settlement,

including the Settlement Approval Order, and the option to oppose the Settlement

Approval Motion, if they so wish:

@

on February 10, 2010, the Monitor posted a copy of a document package
including the Notice Letter (in both English and French), Notice of Appearance
(in both English and French), the Settlement Agreement and all Schedules thereto,
the Thirty-Sixth Report and the Notice Procedure Order (collectively, the

“Settlement Document Package™) on its website at "www.ey.com/ca/nortel";
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commencing February 12, 2010 through to February 16, 2010, the Monitor, on
behalf of the Applicanis, sent a cdpy of the Notice Letter to each of the Individual
Partics, Fermer Employees, the LTD Beneficiaries, the Unionized Employees, the
Continuing Employees and the provincial pension plan regulators (for which it
has an address) in the manner described in the Thirty-Sixth Report and the Notice

Procedure Order;

the Monitor caused to be published, each on February 16, 2010, an English
version of the Notice Letter in the Toronto Star, The Globe and Mail (National
Edition), the Ottawa Citizen, the London Free Press, the Montreal Gazette, the
Calgary Herald, the Halifax Chronicle Herald, the Kingston Whig Stan:dard, the
Vancouver Sun and the Belleville Intelligencer and a French translation of the

Notice Letter in La Presse and Le Droit; and

on February 9, 2010, the Monitor commenced using its foll free help line to
respond to inquiries and information requests from Affected Settlement Notice

Parties.

Prior to the Settlement Approval Motion, the Monitor will provide notice to the Service

List of Notices of Appearance it has received by the bar date of 10:30 a.m. on March 1,

2010, which have not subsequently been withdrawn.

The Monitor will also provide copies of any Notices of Appearance not subsequently

withdrawn to the Settlement Parties, counsel to the Committee, counsel to the

Bondholder Group and Continuing Employees’ Representative Counsel.
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INFORMATION AND ANALYSIS CONCERNING THE SETTLEMENT

41.

42,

43.

The Monitor believes that the Settlement Agreement represents a fair and reasonable
conclusion of extensive negotiations among the Settlement Parties, the Superintendent
and counsel to the Committee and the Bondholder Group in addressing the issues that

will assist in the development of a Plan, as discussed in paragraph 26 above,

Below is a summary of estimated payments the Applicants will make pursuant to the

Settlement Agreement (capitalized terms used in the below table are as subsequently

defined).
“Approvimate "
| - Amounith 7

Pensioner M&D *

$24.4 million
LTD M&D and LTD Life $3.0 million*
STBs $2.8 million
LTD Income $12.2 million
SIBs $1.4 million
Pension Payments $8.9 million
Termination Fund $4.3 million
Total $57 million

As set out in the above table, the Applicants will make payments under the Settlement
Agreemeht in an aggregate approximate amount of up to $57 million. Of this amount,
approximately $12.8 million was provided for in the Applicants’ first quarter cash flows.
Accordingly, the incremental cost to the Applicants beyond that previously budgeted and

reflected in the first quarter cash flows is approximately $44.2 million.

! Where a range is indicated for these amounts in paragraphs 56 to 74 below, the high end of the range is used,

consistent with the calculation of the Payments Charge.

* These respective amounts include the estimated amount of Pensioner M&D and the estimated amount of LTD

M&D and LTD Life, respectively, to be incurred in 2010 and submitted in 2011 (prior to February 28, 2011).
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The orderly termination of benefits paid through the HWT facilitates the planning for the
-transition of the benefits of currently working employees, the retention of whom is an

integral part of the restructuring.

Benefits

)

45,

46.

Background Concerning the HWT

The Settlement Agreement does not provide for a distribution of the HWT. Rather, the
Settlement Agreement provides that the Settlement Parties will work towards a Court
approved distribution of the HWT corpus in 2010 to its beneficiaries entitled thereto and
the resolution of any issues necessarily incident to such distribution. However, in order
to understand the Settlement Agreement, it is necessary to have some basic background
concerning the benefits being paid to Pensioners, LTD Beneficiaries and Survivors, and
the role of the HWT therein. The Monitor will provide more detailed information
concerning the HWT and the benefits and their funding when the distribution motion is

brought.

The HWT was established by agreement dated Janvary 1, 1980 between Northern
Telecom Limited” and Montreal Trust Company (as trustee), and amended by agreement
made as of June 1, 1994 (the “Trust Agreement”). Nortel is the successor to Northern
Telecom. The current trustee of the HWT is The Northern Trust Company, Canada,
appointed by deed dated December 1, 2005. The Trust Agreement (and amendment

thereto) is attached as Appendix “E” to this Report.

2

Article IX of the Trust Agreement provides that where the word “Corporation” is used in the agreement, it will
be deemed to mean and shall include successors of Northern Telecom Limited and any other company with
which Northern Telecom may have amalgamated.
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The Trust Agreement provides that the Applicants may designate certain of the following
health and welfare pIaﬁs, “or such other similar plan or plans as the Corporation may
from time to time place in effect” as the Health and Welfare Plan: a health care plan, a
management long term disability plan, a union long term disability plan, a management
survivor income benefit plan, a management short term disability plan and a group life
insurance plan. The Trust Agreement further provides that it is a health and welfare trust
established to give effect to the Health and Welfare Plan. The HWT has been operated
such that certain employee benefits have been paid by the HWT with trust assets,
whereas other employee benefits have been funded by the Applicants on a pay-as-you-go

basis, but paid through the HWT as an administrative matter.

Nortel established the HWT as a tax-efficient vehicle for providing health and welfare
benefits to employees and former employees of the Applicants, and sought and obtained a
tax ruling from Revenue Canada. The Monitor has been advised by its counsel that
Nortel was under no statutory or other legal obligation to establish or to fund a health and
welfare trust and there is no regulation applicable to the HWT. Based on the Monitor’s
review to date, the HWT has never had sufficient assets in the trust to pay the present
value of all the benefits for all the plans that are designated under it nor was it legally

required to do so.

The net assets of the HWT available for benefit payments at December 31, 2008 were
approximately $123 million, of which approximately $37 million was represented by an

amount “Due from Sponsoring Company”. The Monitor has been advised by the
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Applicants that this balance represents amounts due by the Applicants primarily related to

benefit payments made to beneficiaries of the HWT prior to the Filing Date.

50.  Attached to this Report are certain documents relevant to the HWT:

(@)  Appendix “F” - The Valuation of Post-Employment Benefit Liabilities for

Accounting Purposes as at December 31, 2008, prepared by Mercer;

(b)  Appendix “G” - The Report on Non-Pension Post-Retirement Benefit Cost and
Disclosure for the Fiscal Year ending December 31, 2008, prepared by Mercer;

and

(c) Appendix “H” - The unaudited, internal financial statements for the HWT, dated

ettt s

December 31, 2008.

51.  The majority of investments held in the HWT are of a long term nature. Their market

value as at December 31, 2009 was approximately $78 million.

52.  The HWT provides that the Applicants will pay fees or expenses related to the HWT.
The Settlement Agreement provides that any fees or expenses incurred in connection with
any dispute or litigation among the beneficiaries of the HWT concerning entitlement shall
be paid out of the HWT corpus. All other expenses related to the termination of the

HWT shall be paid by the Applicants,
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Payment of Benefits in the CCAA Proceedings

Pursuant to the Initial Order, the Applicants are permitted (but not required) to pay,
among other things, employee benefits (including employee medical and similar benefit
plans). The Applicants have been paying employee benefits including to Pensioners,
LTD Beneficiaries and Survivors, since the commencement of the CCAA proceedings.
The Applicants have continued to use the HWT in the CCAA proceedings as the most
efficient, cost effective vehicle to provide for payment of benefits while the Applicants

completed sale transactions and transitioned employees.

In 2009, employee and pensioner benefits (excluding benefits for working emplqyees and
pension plan benefits) paid on a pay-as-you-go-basis by the Applicants primarily through
the HWT as an administrative matter totalled approximately $22 million, with an
additional approximate amount of $19.1 million being paid from the corpus of the HWT.
Pursuant to the Settlement Agreement, in 2010, employee and pensioner benefits in the
aggregate amount of between $35.4 million and $39.9 million will be paid by the
Applicants on a pay-as-you-go basis primarily through the HWT as an administrative
matter, with an additional approximate amount of $7.9 million being paid from the

corpus of the HWT.

A full discussion of the payments made on a pay-as-you-go basis and from the corpus of
the HWT since the making of the Initial Order, including in 2010, will be included in a
subsequent Monitor’s report that will be filed once a motion for Court approval of the

distribution of the HWT is brought.
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Pay-as-You-Go Payments
Pensioner Medical and Dental

Medical and dental benefits for the Applicants’ pensioners (“Pensioner M&D”)
historically were paid on a pay-as-you-go basis by the Applicants through the HWT as an

administrative matter, which has continued throughout the CCAA proceedings.

The cost of the Pensioner M&D for 2009 was approximately $16,7 million. For 2010,

the estimated cost of the Pensioner M&D is between $17.1 million and $20.9 million.
Approximately 11,900 pensioners currently receive Pensioner M&D.

LTD Medical and Dental and LTD Life

Medical and dental benefits for the Applicants’ employees in receipt of long term
disability benefits (“L'TD M&ID™) were historically paid on a pay-as-you-go basis by the
Applicants through the HWT as an administrative matter, which has continued

throughout the CCAA proceedings.

Life msurance premiums for the Applicants’” employees in receipt of long-term disability
benefits (“LTD Life”) were historically paid on a pay-as-you-go basis by the Applicants
through the HWT as an administrative matter, which has continued throughout the

CCAA proceedings.

The cost of the LTD M&D and LTD Life for 2009 was approximately $2.5 million. For
2010, the estimated cost of the LTD M&D and LTD Life is between $2.1 million and

$2.6 million.
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Approximately 400 employees (of whom approximately 150 are unionized, with
approximately 100 of them being represented by the CAW, and approximately 250 are

not unionized) are currently in receipt of LTD M&D and LTD Life.

Survivor Transition Benefits

Survivor transition benefits (“STBs”) are income benefits for survivors of certain
unionized former employees of the Applicants, payable for a five year period. STBs
were historically paid on a pay-as-you-go basis by the Applicants, which has continued

throughout the CCAA proceedings.

The cost of the STBs for 2009 was approximately $2.8 million. For 2010, the éstimated

cost of the STBs is approximately $2.8 million,

Approximately 308 survivors of former employees of the Applicants are currently in

receipt of STBs.

Formerly Funded by HWT But Pay-as-You-Go under the Settlement Agreement
LTD Income

Income replacement benefits for employees of the Applicants in receipt of long term
disability benefits (“LTD Income”) were historically paid by the HWT from HWT

assets, which has continued throughout the CCAA proceedings.

The cost of the LTD Income benefits for 2009 was approximately $12 million. For 2010,

the estimated cost of the LTD Income benefits is between $12 million and $12.2 million.
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Approximately 400 employees are currently in receipt of LTD Income benefits.

Survivor Income Benefits

Survivor income benefits (“SIBs™) are life-time income benefits for survivors of certain
non-unionized employees of the Applicants. SIBs are no longer offered but continue to be
paid to a group of surviving spouses. SIBs were historically paid by the HWT from

HWT assets, which has continued throughout the CCAA proceedings.

The cost of the SIBs for 2009 was approximately $1.4 million. For 2010, the estimated

cost of the SIBs is approximately $1.4 million.

Approximately 82 survivors of former employees of the Applicants are currently in
receipt of SIBs (with all individuals in receipt of SIBs and STBs being referred to herein

as “Survivors™).

Funded by HWT
Retiree Life

Life insurance premiums for the Applicants’ pensioners (“Retiree Life”) were
historically paid by the HWT from HWT assets, which has continued throughout the

CCAA proceedings.

The cost of the Retiree Life premiums for 2009 was approximately $5.7 million. For

2010, the estimated cost of the Retiree Life premiums is approximately $7.9 million.

Approximately 11,900 pensioners are currently covered by Retiree Life.
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Provision of Benefits under Settlement Agreement

As discussed above, through a series of Court approved sale transactions, many of the

Applicants’ operations have been sold. As a result, the Applicants and the Monitor

considered the transitioning of the currently working employee benefits from existing

plans as a next step in the restructuring to assist in the development of a Plan. It was

timely therefore to consider termination of benefits for Pensioners, LTD Beneficiaries

and Survivors, all of whom are not currently working for the Applicants. Following

discussions with, among others, Settlement Representative Counsel, the Applicants

agreed as part of the Settlement that: .

(a)

(b)

Pensioner M&D and LTD M&D will be funded solely from the Applicants’ funds
for the coverage period ending December 31, 2010 (the “Medical and Dental
Payments”), provided that no Medical and Dental Payments claims submitted

after February 28, 2011 shall be accepted, honoured or paid;

LTD Life will be funded solely from the Applicants’ funds and Retiree Life will

be paid from the corpus of the HWT until December 31, 2010; and

LTD Income, STBs and SIBs will be funded solely from the Applicants’ funds in
respect of the coverage period from January 1, 2010 to December 31, 2010 (the

“Income Payments™).

In the Monitor’s view, the terms of the Settlement Agreement provide certainty to the

Applicants and their stakeholders through establishing the date on which the Applicants

will terminate payment of benefits to Pensioners, LTD Beneficiaries and Survivors,
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faéilitating the distribution of the HWT, provide advance notice of such termination and
preserve the corpus of the HWT to the extent possible pending a Court approved
distribution. The Settlement Agreement therefore also assists in an efficient transition of
benefits for employees currently working, which will in turn assist in the development of

a Plan,

Pension Plans

The Applicants provide pension benefits to their employees and former employees (and
their survivors) through two registered pension plans, the Nortel Networks Limited
Managerial and Non-Negotiated Pension Plan (the “Salaried Plan”) and tl}e Nortel
Networks Negotiated Pension Plan (the “Union Plan”). The Pension Plans are registered

under provincial pension benefits standards legislation.

The Salaried Plan is a combination defined benefit and defined contribution pension plan.
The Applicants amended the Salaried Plan several years ago to introduce a defined
contribution component, which continues for active employees. The Union Plan is a
defined benefit pension plan. Defined benefit pension plans provide that upon retirement
plan members will receive a certain pension benefit and the plan sponsor is required to
make sufficient confributions to the plan to pay such benefits. By contrast, defined
contribution pension plans set out the amount that is required to be contributed to the
plan, and the amount of pension a member will receive will depend entirely upon the

contributions made and the return on same.

The terms of the Initial Order permitted but did not require current service contributions

and special payments to continue to be made to the Pension Plans. However, the
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Applicants made current service and special payments contributions to the Pension Plans
throughout 2009, Current service contributions (applicable to defined benefit only)
totalled approximately $3.3 million for 2009. For 2010 (up to September 30, 2010}, the
Applicants will make current service contributions in the amount of $3.4 million to the

Pension Plans.

Special payments (applicable to defined benefit only) totalled approximately $22 million
for 2009. For 2010 (up to March 31, 2010), special payments in the amount of $5.5

million will be made to the Pension Plans.

The aggregate amount of current service contributions and special payments made to the
Pension Plans throughout 2009 was approximately $25.3 million. Pursuant to the
Settlement Agreement, the Applicants will make further current service contributions and

special payments to the Pension Plans in 2010 in the aggregate amount of $8.9 million.

The last actuarial valuation reports with respect fo the Pension Plans were filed in
September 2007 for the period ending December 31, 2006. The next actuarial valuation
reports for the Pension Plans are not required to be filed under the Pension Benefits Act
(the “PBA”) until Septémber 2010 for the period ending December 31, 2009, It is likely
that a 2009 Valuation would indicate that the Pension Plans have significant deficits,
requiring signiﬁcanﬂ).r increased special payments.  Further, the Applicants as
Administrator of the Pension Plans filed claims pursuant to the Claims Procedure Order
in September, 2009 in respect of each of the Pension Plans, which have not yet been
adjudicated or allowed, indicating an estimated total deficit of approximately $1.1 billion.

Pursuant to the terms of the Settlement Agreement and the Settlement Approval Order:
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the Applicants will not be required to make special payments after March 31,

2010;

the failure to make such payments and the claims in respect of the deficits will not

result in any priority or trust under the PBA; and

any claims for payments or contributions to the Pension Plans in excess of the
Pension Payments and any deficit claim, to the extent allowed, will rank on a pari

passu basis with the claims of the ordinary unsecured creditors of the Applicants.

The Applicants and the Monitor consider the transitioning of administration of the

Pension Plans one of the next steps in the restructuring to assist in the development of a

Plan as a result of the following factors:

(a)

(®)

(©

@

through a series of Court approved sale transactions, many of the Applicants’

operations have been sold;

approximately 13,000 Nortel employees have been transferred or will be
transferred to the buyers of these business units, including 3,500 Canadian

employees;
there is reduced staff to administer the Pension Plans;

the continuation of the Pension Plans and continued funding of the Pension Plans
is not a viable option given Nortel’s insolvency, the substantial reduction in

operations and the size and complexity of the Pension Plans; and
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(¢)  an organized tramsition of the Pension Plans will maximize efficiencies and

minimize costs thus, among other things, potentially reducing deficit claims.

An option available to the Applicants was an immediate wind up of the Pension Plans.
Following discussions with, among others, Settlement Representative Counsel, the
Applicants agreed as part of the Seitlement not to wind up the Pension Plans

immediately. Instead, the Applicants agreed to:

(a) continue to make contributions to the Pension Plans in the same manner as they
have been doing over the course of the CCAA proceedings, through March 31,
2010, in the aggregate amount of $2,216,254 per month (the “Marcrh: Pension

Payments™);

(b) thereafter through to September 30, 2010, make only current service payments to
the Pension Plans, in the aggregate amount of $379,837 per month (the
“September Pension Payments”, together with the March Pension Payments, the

“Pension Payments™); and
(¢)  cease to administer the Pension Plans on September 30, 2010 at 11:59 p.m.

The Applicants and the Monitor are working on arrangements for continuing employees
for the period commencing October 1, 2010. In the meantime, the Applicants have
advised the Monitor that they intend to continue to pay contributions in respect of the
defined contribution component of the Salaried Plan, relating solely to those employees

currently working and those LTD Beneficiaries who participate in the defined
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contribution component of the Salaried Plan. In this regard, the Applicants are asking

that, for greater certainty, it be clear in the Settlement Approval Order that the provisions

of the Seitlement Approval Order and the Settlement Agreement stipulating the

Applicants’ contributions to the Pension Plans apply only to the defined benefit

component of the Salaried Plan.

In the Monitor’s view, the terms of the Settlement Agreement relating to the Pension

Plans provide certainty to the Applicants and their stakeholders. The Settlement

Agreement provides certainty through establishing:

@

(b)

©

(d

the date on which the Applicants will cease to administer the Pension Plans and

make any further payments thereto;

the type and exact amount of remaining payments that the Applicants will make

to the Pension Plans;
the consent of the Settlement Employee Representatives to the foregoing; and

that, so long as the Applicants are the administrator of the Pension Plans, there
will be no change to the plan terms of the Pension Plans withowut approval of the
Court, and no change to the current asset mix or investment policies with respect
to the Pension Plans other than at the request, and with the consent, of the

Settlement Representative Counsel and the approval of the Court.

The Settlement Agreement therefore assists in an efficient transition of the Pension Plans,

which will in turn assist in the development of a Plan.
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Termination Fund

87.

88.

In addition to the continued payment of employee and pensioner benefits and

contributions to the Pension Plans for a period of time, the Applicants have also agreed as

part of the Settlement to make payments to eligible former employees as an advance

against their claims in the CCAA proceedings.

Pursuant to the Settlement Agreement, the Applicants have agreed to create a pool of

$4.3 million (inclusive of certain Representative Counsel’s costs to a maximum of

$100,000.00) (the “Termination Fund”) as follows:

@

(®)

the Termination Fund is for the benefit of those employees and former CI:anOYBGS
of the Applicants whose employment with the Applicants has been terminated or
will be terminated prior to or on June 30, 2010 to whom amounts are or may
become owing for termination or severance payments, who have not been offered
employment with a purchaser of the Applicants’ assets and who have not received
or are not entitled to receive (i) a gross cumulative Annual Incentive Plan
payment from and after October 1, 2009 of $3,000 or more; or (ii) a Key
Employee Incentive Plan or Key Employee Retention Plan payment in 2009; or
(iii) payment from any Court approved equivalent 2010 plan (the “Eligible

Employees™);

Eligible Employees shall be paid a maximum of $3,000 (subject to applicable

withholding taxes) fiom the Termination Fund (the “Termination Payments”);



89,

90.

-33-

(© any Termination Payments shall be credited against allowed claims of such

individuals, which claims shall be correspondingly reduced; and

(@)  to the extent that funds are unused in respect of terminations prior to or on June
30, 2010, or payment of Settlement Representative Counsel’s costs referred to
above, the Termination Fund may be used to make payments on account of
terminations after June 30, 2010 or if such unused funds are to be used for another
purpose, such purpose must be approved by the Court, on such basis as is agreed

to between Representative Counsel and the Monitor.

The Applicants have advised the Monitor that the Applicants will, to the extent possible,
attemipt to accommodate requests to roll over Termination Payments into registered

retirement savings plans.

In the Monitor’s view, the establishment of the Termination Fund in the context of the
Settlement Agreement is in the interests of both the Applicants and their stakeholders.
Through the Termination Payments, Eligible Employees will receive a cash distribution
subsequent to implementation of the Settlement; they do not need to wait until the
implementation of a Plan to receive a cash payment. The Termination Payments will be
credited ageinst allowed claims of Eligible Employees. As part of the Settlement, Former
Employees Representative Counsel will withdraw pending litigation in the Supreme
Court of Canada seeking minimum standards severance payments. Litigation risk and

cost to the Applicants and their creditors are therefore reduced.
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Payments Chai'ge

91.

92.

The Settlement Agreement provides that the Pensioners, LTD Beneficiaries and Former

Employees are entitled to the benefit of a charge on the Applicants’ Property (as defined

in the Initial Order) to securc payment of the Medical and Dental Payments, Income

Payments, Termination Payments and Pension Payments (the “Payments Charge”) as

follows:

@

(b)

(©)

(d)

the amount of the Payments Charge will not exceed an aggregate amount of $57

million;

the Payments Charge will rank subordinate in priority to the Inter-bompany

Charge (as defined in the Initial Order);

the Payments Charge will apply in these proceedings and in any subsequent

bankruptcy or receivership; and

the maximum amount secured by the Payments Charge will be reduced as the
Medical and Dental Payments, Income Payments, Termination Payments and
Pension Payments are made by an amount equal to each such payment made and
the Payments Charge will be extinguished once the last such payment is made (as

evidenced by a Monitor’s certificate),

As discussed below, the Applicants have sufficient funds to meet their payment

obligations under the Settlement Agreement. However, in the Monitor’s view, it is
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appropriate in all the circumstances to give those entitled to payments under the

Settlement Agreement the additional security provided by the Payments Charge,

Ranking of Claims and Releases

93.

94.

Various provisions of the Settlement Agreement and the Settlement Approval Order,
including those barring and releasing claims, establish the ranking of HWT Claims and
Pension Claims as ordinary unsecured claims on a pari passu basis with the claims of
ordinary unsecured creditors of the Applicants, thereby reducing uncertainty with respect

to what will likely be significant claims against the Applicants.

The terms of the Settlement Agreement and the Settlement Approval Order include the
following provisions limiting and barring certain claims (please refer to the Settlement

Agreement and the Settlement Approval Order for the full text of the barring provisions):

(a) any Pension Claims made in the CCAA proceedings or any subsequent
receivership, bankruptcy or any other proceedings conceming the Applicants or
any Nortel Worldwide Entity or the Pension Plans shall, to the extent that they are
allowed pursuant to any claims adjudication procedure established in such
proceedings, rank as ordinary unsecured claims on a pari passu basis with the
claims of ordinary unsecured creditors of the Applicants and shall not attract any

lien or deemed trust status;

(b)  no person shall assert any Pension Claim other than as an ordinary unsecured
claim ranking on a pari passu basis with the claims of ordinary unsecured

creditors;
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the portion of the proofs of claim already filed or subsequently filed by the
Superintendent, as administrator of and on behalf of the PBGF, by the Applicants,
by any Employee Claimants or any other person, asserting or advancing priority
or preferential treatment of any kind be disallowed but only as to the claim for

priority or preferential treatment’;

any HWT Claims made in these proceedings or in any subsequent receivership,
bankruptcy or any other proceedings concerning the Applicants, any Nortel
Worldwide Entity or the HWT shall, to the extent they are allowed against the

Applicants pursuant to any claims adjudication procedure established in such

proceedings, rank as ordinary unsecured claims on a pari passu basis with the

claims of ordinary unsecured creditors of the Applicants, and no part of any such
HWT Claims shall rank as a preferential or priority claim or shall be the subject

of a constructive trust or trust of any nature or kind; and

no person shall assert any HWT Claim other than as an ordinary unsecured claim

ranking on a pari passu basis with the claims of ordinary unsecured creditors.

By the terms of the Settlement Agreement and the Settlement Approval Order, the

following releases are granted (please refer to the Settlement Agreement and the

Settlement Approval Order for the full text of the releases):

The provisions described in subparagraphs (a), (b) and (c) only apply fo claims by the Superintendent on behalf
of the PBGF and any administrator appointed by the Superintendent if: (a) the Pension Payments are made in
accordance with the Settlement Agreement; and (b) no bankruptcy order is made with respect to the Applicants
on or before September 30, 2010,
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(@  a release in favour of the Releasees, the CAW, the Representatives, the
Superintendent, as administrator of and on behalf of the PBGF,* and their legal
counsel and financial advisors and each of the heirs, executors, administrators,
legal representatives, successors and assigns of each of the foregoing from any
and all direct and indirect claims related to (i) the Pension Plans, and (ii) the
HWT, provided that nothing in the release shall release a director of the
Applicants from any matter referred to in subsection 5.1(2) of the CCAA or with
respect to fraud on the part of any Releasee, with respect to that Releasee only;

and

(b)  arelease in favour of the Nortel Releasees from any and all direct an& indirect
claims that the Pension Claims and the HWT Claims, or any part thereof, rank as
a preferential or priority claim over the claims of ordinary unsecured creditors of
the Applicants, as a trust (whether deemed or otherwise) or a lien or charge, or

under any other legal or equitable theory.

96. By the terms of the Settlement Agreement, under no circumstances shall any CCAA Plan
of Arrangement in the Nortel proceedings be proposed or approved: (i) if it provides for
separate classification of any Pension HWT Claimants from ordinary unsecured creditors
of Nortel, including, without limitation, bondholders and Nortel Networks Inc.; or (ii) if

the Pension HWT Claimants and the other ordinary mnsecured creditors of Nortel do not

* In the case of the Superintendent, as administrator of and on behalf of the PRGF, the release set out in the
Settlement Approval Order is only effective if the provisions of the Settlement Approval Order described in
subparagraphs 94(a)(b)(c) above apply (please refer to the previous footnote for a description of when such
provisions apply).
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receive the same pari passu treatment of their allowed ordinary unsecured claims against

Nortel pursuant to the Plan.

In the event of a bankruptcy of the Applicants, notwithstanding any provision of the
Settlement Agreement, if there is an amendment to any provision of the Bankruptcy and
Insolvency Actthat changes the current, relative priorities of the claims against the
Applicants, no party is precluded by the Settlement Agreement from arguing the
applicability or non-applicability of any such amendment in relation to any such claim (as
found in both the Settlement Agreement and the Settlement Approval Order, the “No

Preclusion Clause™).

In the Monitor’s view, the Setﬂement Agreement and the Settlement Approval Order,
including the provisions respecting the ranking of HWT Claims and Pension Claims as
ordinary unsecured claims and the various releases, represent an important step in
resolving issues related to claims and potential claims against the Applicants, which will

assist in the development of a Plan.

Retaining Resources Necessary to Continue Restructuring

99.

Although the Applicants have made significant progress  to date in the CCAA
proceedings, there is still work to be done. As set out in the Thirty-Seventh Report, the
Monitor is of the view the commitment and retention of remaining employees will be
essential to the execution of obligations pursuant to TSAs, the completion of the
Applicants’ restructuring (including assisting in sales of remaining assets) and the

completion of a Plan. Accordingly, the Monitor supported the Applicants’ request for
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approval of an employee incentive plan and for certain payments to be made under the

Applicants’ previously approved 2009 KEIP and 2009 KERP to participants thereunder.

In recognition of the importance of retaining sufficient resources necessary to complete
the restructuring for the benefit of the Applicants® stakeholders, as part of the Settlement
the Representatives, on their own behalf and on behalf of those they represent (and the
Superintendent, as part of the Letter Agreement), agreed not to oppose: (1) any employee
incentive program, including any charge therefor, that is determined by the Monitor to be
reasonable and necessary for the continued operation of the Applicants; and (i) the
creation of a trust with respect to claims or potential claims against persons who accept
directorships of a Nortel Worldwide Entity in order to facilitate the restfucturing,

provided that certain conditions are met.

Avoiding Litigation Costs

101.

102.

Provisions of the Settlement Agreement and the Settlement Approval Order result in the
release of certain rights and claims primarily concerning pension plan administration,
HWT administration and priorities (see paragraphs 94 and 95 above). The Monitor
understands that the releases were part of the settlement process necessary in order for the
Representatives, on their own behalf and on behalf of those they represent, to achieve
certainty of payment of employee benefits and pension benefits, an achievement that
Settlement Representative Counsel expressed as important to their constituents in the

process leading up to the Settlement,

The release of certain claims and rights is an important step in the development of a Plan.

The releases assist in claim determination and reduce the risk of litigation against the
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Applicants and their directors (who benefit from a priority charge pursuant to the Initial
Order); thereby reducing the risk that assets would be depleted in order to fund

potentially significant litigation costs.

The Monitor will not comment on the relative risks or potential success of any claims
released as part of the Settlement; however, the Monitor is of the view that the releases
represent a fair balancing of interests given the certainty achieved regarding employee
benefits and the avoidance of potential litigation risks and costs and disruption to the

development of a Plan.

Financial Capacity to Fulfil Terms of Settlement

104.

105.

On January 21, 2010, this Honourable Court issued an order approving the CFSA. The
CFSA addresses the Applicants’ liquidity requirements through the anticipated

completion of transition services activities and plan development.

The CFSA allows the Applicants some flexibility in their spending; however, the
Applicants must have sufficient liquidity to meet their contractual obligations to provide
transition services pursuant to the various business sales they have concluded and outlays
related to their corporate activities. The Applicants have worked closely with the
Monitor to analyze their financial capacity to fulfill the terms of the Settlement
Agreement. The Monitor believes the liquidity provided by the CFSA is sufficient for
the Applicants to fulfil the terms of the Settlement Agreement and carry on with their

restructuring.
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Implications Absent the Settlement

106.  In the Monitor’s view, absent the Settlement:

(a) it would be difficult to achieve consensus on the contitation of company funding
for: (a) benefits to individuals not actively engaged in the operation of the
Applicants’ businesses; and (b) pension payments;

(b)  there would be a greater risk of immediate termination of benefits to Pensioners,
LTD Beneficiaries and Survivors, leading to greater hardship and disruption;

(c)  there would be a greater risk of litigation regarding pension claims and claims in
respect of the HWT, leading to increased costs to the Applicants (and therefore
the Applicants’ creditors), uncertainty and potential disruption to the development
of a Plan; and

(d  the transition of benefits for currently working employees might be disrupted.

Summary
107.  In total, the Scttlement Agreement provides for payments of approXimately $57 million

in Benefits and Pension Plan contributions in 2010 and Termination Payments.
Beneficiaries of the HWT, including Pensioners, LTD Beneficiaries and Survivors,
maintain their rights in respect of the HWT. Further, all employee claims allowed against

the Applicants are maintained as ordinary unsecured claims.
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108.  The Settlement Agreement addresses certain issues, which include:

@

®)

()

providing affected parties with cerfainty as to the time frame in which the

unavoidable cessation of benefits and transfer of the Pension Plans will occur and

advance notice of the transition by allowing for:

@®

(ii)

(i)

(v)

™

continuation of disability income benefits, medical, life and dental benefits

for LTD Beneficiaries until December 31, 2010;

continuation of medical, life and dental benefits to pensioners until

December 31, 2010;

continuation of survivor income and survivor transition income benefits

until December 31, 2010;

continuation of special payment contributions to the Pension Plans until

March 31, 2010; and

continuation of current service funding of the Pension Plans until

September 30, 2010;

preservation of the corpus of the HWT (for an anticipated distribution in 2010 of

the HWT corpus fo its beneficiaries entitled thereto);

provision to Eligible Employees of a cash payment to be credited against their

allowed claims;
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(d)  provision to parties receiving or entitled to receive employee and pensioner
benefits, pension benefits and Termination Payments with a charge over the

Applicants’ property to secure such payments;

(¢)  reduction of uncertainty with respect to what will likely be significant claims
against the Applicants through the ranking of claims relating to the Pension Plans
and the HWT as ordinary unsecured claims on a pari passu basis with the claims

of the ordinary unsecured creditors of the Applicants; and

)] provision of transition without litigation (and the associated costs) on certain

major issues relating to the Applicants’ restructuring,

RECOMMENDATION

109.

The Monitor believes that, overall, the Settlement Agreement and Settlement Approval
Order represent a fair balancing of the interests of the Applicants’ stakeholders and an
important step in the implementation of the Applicants’ restructuring, arrived at after
extensive negotiations among the Applicants, Monitor, Settlement Repi'esentative
Counsel, Settlement Employee Representatives, CAW, Superintendent, and counsel to
the Committee and the Bondholder Group. The Monitor recommends this Honourable
Court approve the Setflement Agreement and grant the Settlement Approval Order on the

terms and conditions substantially in the form as submitted by the Applicants.
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All of which is respectfully submitted this 18th day of February, 2010.

ERNST & YOUNG INC.
In its capacity as Monitor of the Applicants

%mw

Murray A. McDonald
President
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PURPOSE

1. This supplement to the Thirty-Ninth Report of the Monitor (“Supplemental Thirty-
Ninth Report”) is provided in reference to the Monitor’s Thirty-Ninth Report dated
February 18, 2010 (the “Thirty-Ninth Report”). The purpose of this Supplemental

Thirty-Ninth Report is to provide:

(a) copies of additional information the Monitor received from Mercer following
issuance of the Thirty-Ninth Report regarding Canadian non-pension post-
employment benefits and post-retirement benefiis (collectively, the “Non-Pension

Benefifs™);

(b}  clarification on the summary table included in the Thirty-Ninth Report at

paragraph 42; and
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(c)  an update on inguiries the Monitor, its counsel and Settlement Representative
Counsel have received relating to the Setflement from Affected Settlement Notice

Parties.

TERMS OF REFERENCE

In preparing this Supplemental Thirty-Ninth Report, EV] has relied upon unaudited
financial information, the Company’s books and records, financial information prepared
by the Company and discussions with management of Nortel. EYI has not audited,
reviewed or otherwise attempted to verify the accuracy or completeness of the
information and accordingly, expresses no opinion or other form of assurance on the
information contained in this Supplemental Thirty-Ninth Report. Unless otherwise

stated, all monetary amounts contained herein are expressed in Canadian dollars.

Capitalized terms not defined in this Supplemental Thirty-Ninth Report are as defined in

the Thirty-Ninth Report.

GENERAL BACKGROUND

4,

The Thirty-Ninth Report was filed in support of the Applicants’ motion for approval of
the Settlement Approval Order and contained information on or relevant to the

Settlement, including:

(@) information concerning the Benefits and the HWT, to the extent relevant, and, in
this regard, attached the following documents as appendices to the Thirty-Ninth

Report:
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(i)  Appendix “F” - The Valuation of Post-Employment Benefit Liabilities for

Accounting Purposes as at December 31, 2008, prepared by Mercer; and

(i)  Appendix “G” - The Report on Non-Pension Post-Retirement Benefit Cost
and Disclosure for the Fiscal Year ending December 31, 2008, prepared

by Mercer; and

(b)  a summary of estimated payments the Applicants will make pursuant to the

Settlement Agreement, in a table format.

INFORMATION ON THE HWT

5. Following the issuance of the Thirty-Ninth Report, the Monitor received information on
the Non-Pension Benefits as at December 31, 2009. The information was provided to the
Monitor from Mercer, after ceriification by the Company. The information on Non-
Pension Benefits (as prepared by Mercer) available at the time of the issuance of the
Thirty-Ninth Report was as at December 31, 2008 and was attached as Appendices “F”

and “G” to the Thirty-Ninth Report.

6. The Monitor has prepared this Supplemental Thirty-Ninth Report in order to provide this
Honourable Court, the Service List and any other interested parties (in the case of other
interested parties, by way of posting on the Monitor’s website at www.ey.com/ca/nortel)
with the most recent information prepared by Mercer on the Non-Pension Benefits.
Accordingly, attached as Appendices hereto are the following documents prepared by

Mercer:
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(@) Appendix “A” - Canadian Post Employment Benefits Accounting In Accordance
with CICA 3461 and US Accounting Standards for Fiscal 2009 (the “Mercer

Post Employment Benefits Accounting™) ; and ‘

(b} Appendix “B” - Report on Non-Pension Post Retirement Benefit Cost and

Disclosure for the Fiscal Year Ending December 31, 2009,

7. The Mercer Post-Employment Benefits Accounting contains a note that it replaces the
February 2, 2010 Letter. In a letter dated February 23, 2010 (a copy of which is attached
hereto as Appendix “C”) (the “Mercer February 23 Letter”), Mercer advised the
Monitor that the only difference between the February 2, 2010 Letter and the Mercer
Post-Employment Benefits Accounting is that the latter includes, in the Mercer opinion
letter thereto, a reference to Nortel advising Mercer that Nortel intends to account for the
cessation of payment of non-pension benefits after December 31, 2010 as a subsequent

event that would be accounted for in fiscal 2010 or later.

SUMMARY TABLE

8. This Supplemental Thirty-Ninth Report does not change the amount of any of the
estimated payments the Applicants will make pursuant to the Settlement Agreement and

as set out in the {able at paragraph 42 of the Thirty-Ninth Repott,

0. For purposes of clarification, the table at paragraph 42 of the Thirty-Ninth Report that
summarizes certain benefit payments refers to an approximate amount for Pensioner
M&D that is higher than the range indicated at paragraph 57 of the Thirty-Ninth Report,

This is because the value in the table includes the estimated cost of Pensioner M&D
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which would be paid in 2011, but referab!e; to medical and dental claims made in respect
of 2010, in the amount of approximately $3.5 million. Similarly, the table at paragraph
42 of the Thirty-Ninth Report refers to an approximate amount for LTD M&D and LTD
Life that is higher than the range indicated at paragraph 61 of the Thirty-Ninth Report,
because it includes those benefits which would be paid in 2011, but referable to claims

made in respect of 2010, in the aggregate approximate amount of $400,000.

UPDATE ON INQUIRIES RECEIVED

10.

11.

12.

As early as February 9, 2010, following the issuance of the press releases referred to in
paragraph 37 of the Thirty-Ninth Report, the Monitor started receiving inquirics relatiﬁg
to the Settlement on its toll-free help line. The number of inquiries the Monitor has
received has increased following issuance of the Notice Letter and publication of the
Notice Letter in a number of newspapers in accordance with the Notice Procedure Order.
The majority of inquiries received on the Monitor’s toll-free help line are from

pensioners inquiring about the impact of the Settlement on the Pension Plans.

During the week ended February 13, 2010 (following the issuance of the press releases
on February 8, 2010), the Monitor received approximately 15 inquiries on its toll free

help line.

During the week ended February 20, 2010 (following the issuance of the Notice Letter
and the publication of the Notice Letter in a number of newspapers), the Monitor

received approximately 260 inquiries on its toll free help line.
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13.  In addition to inquiries received on the Monitor’s toll free help line, the Monitor and its
counsel, Goodmans LLP, are also receiving inquiries by email and fax (although the level
of inquiries through these mediums is much lowet). To date, the Monitor and Goodmans

LLP have received approximately 15 inquiries by email or fax.

14, The Monitor has been advised by Settlement Representative Counsel that it has received
approximately 275 inquiries on its toll free help line and by email. Settlement
Representative Counsel has advised that the majority of these inquiries have been

received on its toll free help line.

15.  In response to certain inquiries received, the Seitlement Agreement has been translated
into French. The French translation of the Settlement Agreement will be available on the

Monitor’s website at “www.ey.com/ca/Nortel” today.

All of which is respectfully submitted this 23nd day of February, 2010.

ERNST & YOUNG INC.
In its capacity as Monitor of the Applicants

Murray A. McDonald
President
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Ellen Whelan, FSA, FCIA
Principal

M E R C E R 161 Bay Street, P,O. Box 501
Torante, Ontario M5J 285
416 868 2124 Fax 416 868 8959

MARSH MERCER XROLL ellen.whalan@mercer.com
GUY CARPENTER  OLIVER WYMAN www.mercer.ca

23 February 201G (Replaces 2 February 2010 letter)

Elizabeth Smith

Global Pension and Other Post-Employment
Benefit Accounting and Control

Nortel Networks Inc.

220 Athens Way, Suite 300

Nashville, TN 37228

Private & Confidential

Subject: Canadian Post Employment Benefits Accounting In Accordance with CICA 3461
and US Accounting Standards for Fiscal 2009

Dear Elizabeth:

Mercer was requested by Nortel Networks Corporation (*Nortel”) to calculate the Post
Employment Obligations as at December 31, 2008 and December 31, 2009. In accordance
with our mandate, the purpose of these valuations is to enable Nortel to account for the plan
cost for fiscal 2009 and prepare year end disclosure information as at December 31, 2009 in
accordance with Canadian Institute of Chartered Accountants Handbook Section 3461
("CICA 34617 and US accounting standards as issued by the Financial Accounting
Standards Board ("US accounting standards”).

The results provided in this report and have been determined using methods and
assumptions appropriate for financial reporting purpeses and may not be appropriate for
other purposes such as funding the benefits.

In February 2010, we have been notified by Norte! that they will stop paying non-pension
benefits after December 31, 2010. We have also been advised by Nortel that it intends to
account for this event as a subsequent event. Any required curtailment and settlement in
this respect would be accounted for in fiscal 2010 or later.

Consulting. Qutsourring. investients,
Mercer (Canada) Limited
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23 February 2010 (Replaces 2 February 2010 letter)
Elizabeth Smith

Nortel Networks

The following post employment benefit plans for Canadian members are included in the
valuation results presented in this report:

= Short Term Disability (STD) Benefits (including continuation of Life insurance, Medical
and Dental}

Long Term Disability (LTD) income Benefits

Continuation of Life Insurance, Medical and Dental Benefits during LTD

Survivor income Benefits (SIB) — Non-Union

Survivor Transition Benefits (STB) - Union

Continuation of DC pension contributions while disabled

Note that our report does not inctude other post employment benefits that Nortel may
provide that are not isted above. In particular, this report does not include obligations for
the continuation of employee paid optional life insurance plan to disabled employees, as we
understand that Nortel is not responsible to pay for such coverage. The assets currently
held in & H&W Trust have not been used in the determination of the accounting obligations
or accounting expense provided in this report as we understand that the funds do not meet
the definition of an asset for accounting purposes for these plans.

Valuation Resulits

The following summarizes the estimated benefit obligations as at December 31, 2009 and
December 31, 2008 as well as the incremental expense that should be booked for fiscal
2008

All amounts in $000s (Cdn.)

Incremental
Expense

Post Employment Benefits (PEB) 31.12.09 31.12.08 (Difference)
8TD including continuation of Life, Medical and Dentat $200 $200 $0
LTD 105,600 104,600 1,000
Basic Life, Medical and Dental benefits during LTD 28,000 30,000 {4,000}
Survivor Benefits (SIB/STB) 18,800 23,000 {3,200)
DC Confributions during LTD 200 4,000 (100

Total $152,500 $158,800 ($6,300)
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23 February 2010 (Replaces 2 February 2010 latter)
Elfzabeth Smith

Norte! Networks

Under US accounting standards, the annual benefit cost (i.e. expense) is determined as the
sum of the change in the unfunded liability during the year plus the actual cash payments for
the post employment benefits made in the year. We understand that cash payments have
been expensed when made and therefore Nortef need only record the incremental expense
at this time of an income of $6.3M. While CICA 3461 would permit the amortization of gains
or losses, we understand that Nortel has chosen to recognize gains and losses immediately .
for Canadian GAAP reporting purposes and therefore the above figures are appropriate for
both Canadian and US reporting.

The following changes have been made to the valuation data and assumptions as at
December 31, 2009 compared to the assumptions as at December 31, 2008:

* Disabled member data has been updated as at September 31, 2009;

* Per disabled member medical and dental claims cost assumptions have been updated to
reflect 2008 and 2009 claims for the Union plan and 2009/2010 fiex credits and
coniributions for the Non-Union plan;

= The termination assumption (includes mortality and recovery) has been changed to the
Canadian Group L.ong Term Disability Termination Experience 1988-1997, from the
GLTD 87 table with CIA modifications for the LTD benefits, and the continuation of
medical, dental and life insurance benefits;

* Forthe SIB/STB benefits, the mortality agsumption has been changed to the RP 2000
table with full generational projected improvements from the RP 2000 table with
projected improvements to 2017;

* The LTD indexing has been changed to 2.5% per annum from 1.25% per annuin,
{Nortel's plan determines the actual benefit increase as 60% of the assumed inflation);
and :

= The discount rate for all benefits has been changed to 3.10% per annum from 2.10% per
annum.

All of our valuation resulis include estimates of future obligations for administrative charges
and applicable taxes that would be expected to be incurred to administer the plan in the
future.

Summaries of the membership data, valuation methods and actuarial assumptions, and plan
provisions used in calculating the obligations are provided in the attached Appendices A, B
and C.
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23 February 2010 (Replaces 2 February 2010 letter)
Elizabeth Smith

Nortel Networks

Statement of Opinion

After checking with representatives of Nortel, to the best of our knowledge, there ate no
events subsequent to the valuation date which, in our opinion, would have a material impact
on the resuilis of the valuation.

The valuations of the Plan were performed in accordance with generally accepted principles
and procedures. The methods used In the valuations of benefit obligations and
determination of plan costs were selected by Management in accordance with the
requirements of CICA 3461 and US accounting standards.

Nortel's Management has selected the assumptions used in the valuations of the plan
obligations and determination of plan costs. They are Management's best-estimate
assumptions, selected for accounting purposes, in accordance with CICA 3461 and US
accounting standards. These assumptions are in accordance with accepted actuarial
practice and we believe each of these assumptions is reasonable.
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23 February 2010 (Replaces 2 February 2010 letter)
Elizabeth Smith

Nortel Networks

In my opinion,

» The data on which the valuations are based are sufficient and reliable for the purposes
of the valuations, and

* The calculations have been made in accordance with the requirernents of CICA 3461
and US accounting standards.

This report has been prepared and my opinion given, in accordance with accepted actuarial
practice in Canada.

Professional Qualifications

We are available to answer any questions on the material contained in this report or to
provide explanations or further details, as may be appropriate. |, Ellen Whelan, the
undersigned credentialed actuary, mest the Qualification Standards of the American
Academy of Actuaries to render the actuarial opinion contained in this report. We are not
aware of any relationship, including investments or other services that could creste a
conflict-of-interest that would impair our objectivity.

Respectiully submitted,

Y P78

February 18, 2010

Ellen Whelan Date
Fellow of the Canadian Institute of Acluaries
Fellow of the Sodety of Actuaries

Mercer {Canada) Limited, 161 Bay Strest, P.0. Box 501, Toronto, Ontario M5J 285
Telephone: 416 868 2124 (E. Whelan)

Copy:

Leila Wong, Nortel Networks Corporation
Paul Forestell, Mercer

Teresa Palandra, Mercer

Yeh-Ching Seto, Mercer

Erica Yu, Mercer

IAnorishopeblyeard009ver - 2009 post oy C 2009 - feb 23 (fingt).doc
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Appendix A
Membership Data
The valuation is based on membership data as at September 30, 2009. We have used and

relied on financial and membership data supplied by Nortel and Sun Life. Plan membership
data are summarized below.

We have not independently verified the accuracy or completeness of the data except to the
extent required by generally accepted professional standards and practices, Mercer will riot be
held responsible for any liability arising from the use of incomplete, inaccurate or not up-to-
date data or documentation. We have applied tests for internal consistency, as well as for
consistency with the data used for the previous valuation. These tests were applied to
membership reconciliation, basic information (date of birth, date of hire, date of membership,
gender, etc.}, earnings, and service. The results of these tests were satisfactory.

30.09.09
STD
Estimated STD Payments for year ending' $2 .4 milfion?
LTD Income Benefits, Medical and Dental Benefits
Mumber of disabled members 398
Average net monthly income benefits $2,482
Average age at disabliity 41.2
Average duration since disability 12.9 years
Life =Union
Number of disabled members — Basic Life Insurance 150
Average age at disability 40.1
Average duralion since disability 162
Average Basic Life Insurance $48,384
Life — Non-Unicn
Number of disabled members — Basic Life Insurance 236
Average age at disability 422
Average duration since disability 10.8
Average Basic Life Insurance $64,508
STB - Unlon
Number of SIB recipients 11
Average age 588
Averags Monthly benefit amount $586
SIB — Non-Union
Number of SIB recipients 82
Average age 69.4
Average Manthly benefit amount $1,304

' These amounts exclude benefits provided in the first five days of STD payments s this period is not fracked
by Nortel.

2 Payments are estimated by taking the October 2007 ~ September 2008 payments and increased by 3.0%.

Mercer (Canada) Limited A-1
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Appendix B

Valuation Methods and Assumptions

Cost Method

Obligation figures provided in this report represent the full present value of benefits expected
to be received for all disabled members and their dependents and surviving spouses.

Funding Policy

The benefits are defined benefit plans funded on a pay as you go basis {(Nortel funds on a
cash basis as benefits are paid).

Accounting Policy

Under US accounting standards, the annual benefit cost (i.e. expense) is determined as the
sum of the change in the unfunded liability during the year plus the actual cash payments for
the post employment benefits made in the year. We understand that cash payments have
been expensed when made. Nortel has chosen to recognize gains and losses immediately
for Canadian GAAP reporting purposes alfso and therefore the same figures apply for both
Canadian and US reporting.

Summary of Assumptions

Over time, a plan’s total cost will depend on a number of factors, including the amount of
benefits the plan pays, the number of people who are paid benefits, the amount of plan
expenses and taxes, and the amount earned on any assets invested to pay the benefits.
These amounts and other variables are uncertain and unknowable at the valuation date, but
are predicted fo fall within a reasonable range of possibilities.

To prepare this report, actuarial assumptions, as described below, were selected to produce
a single scenario from the range of possibilities. The results of that single scenario are
included In this report. However, as you know, the future is uncertain and the plan’'s actual
experience will likely differ from those assumptions; these differences may be significant or
material. In addition, different assumptions or scenarios may also be within the reasonable
range and results based on those assumptions would be different. Actuarial assumptions
may also be changed from one valuation to the next because of legisiated changes to
government coverage, plan experience, changes in expectations about the future, especiatly
interest rates, inflation and health care trend rates,

Mercer (Canada) Limited B-1
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STD and Continuation of Benefits while on STD

fncome benefit

8.3% of October 2008 to September 2009 STD payments

Medical, Dental and Life
Insurance Benefits

14% of obligation for income payments

LTD and Continuation of Medical/Dental Benefits while on L.TD

Discount rate

»  3.10% per annum as at December 31, 2000
= 2.10% per annum as at December 31, 2008

COLA increase for
members with indexed
benefits

= 50% of 2.50% per annum at December 31, 2009
*  B80% of 1.25% per annurm at December 31, 2008

Medical trend rate 9.0% per annum fn 2009 grading down linearly to 5.0% per annum in and
after 2028.

Dental trend rate 4.75% per annum

CPP offsef LTD claimants that are within the first three years of disability and do not

currently have a CPP offset are assumed to be approved for a $375/month
CPP disability payment in the future.

Tenmination Rate {due to
Mortality, Termination
and Recovery)
Assumption

* Canadian Group Long Term Disability Termination Experience 1988-
1997 as at December 31, 2009
* GLTD 87 with CIA modifications as at December 31, 2008

Percentage married

80% of union employees are assumed to be married. Actual fiex election
used for non-union.

Administration and taxes
on LTD Income Benefit

10.95% on liability

Assumed 2009 claim
cost per disabled
employee per year
(includes administration
costs and taxes){see
summary attached C-9,
C-10)

Union Non-Union

Medical $7,098 $2,256
{average of flex
options)
$1,202
Dental $1.008 (average of flex
optlons)

Incurred But Nof The IBNR reserve was estimated by applying a reserve factor on the
Reported Reserve assumad number of IBNR claims. The key assumptions used are as
{IBNR) follows:
Nortel Networks Nortel Technology
Disability Incidence 3.5/1,000 employees  3.5/1,000 employess
Rates
Reporting Lag on 7 months 8 months
Claims
Number of Employees 2,554 1,685
Average Gross Benefit $3,700/month $3.700/month
Mercer (Carada) Limited B-2
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Life (Self-Insured Waiver of Premium)

Discount rafe -

3.10% per annum as at December 31, 2009
2.10% per annum as at December 31, 2008

Termination Rafe (due =
to Maortality, Termination
and Recovery) .
Assumption

Canadian Group Long Tem Disability Temination Experience 1988-
1997 as at December 31, 2008
GLTD 87 with CIA modifications as at December 31,2008

Administration and taxes 7.95% of liability

on Life Waiver Benefit

SIB (Non-Union)/STB (Union)

Discount rate a

3.10% per annum as at December 31, 2009
2.10% per annum as at December 31, 2008

Mortality table "

RP 2000 no collar mortality table with full generational projected
improvements as at December 31, 2009

RP 2000 no collar mortality table with projected improvements to 2017
as al December 31, 2008

Adrninistration cosfs and  9.46% of claims

taxes on income

payments

Incurred But Not The IBNR Reserve is estimated to be negligible as there would only be a
Reported Reserve liability for STB and the liablity for this five-year benefit is estimated to be
(IBNR) small. There are no IBNR reserves related to SIB as the benefit is no

longer provided to non-union employees. The reserve for the krown
claimanis is assumed %o be sufficient to cover IBNR reserves,

Mercer (Canada) Limiled

B3
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Union Per Disabled Member Claims

Health Jan08-Dec)8 Jan0g-Aug09
Annualized Claims Amnualized Claims
1 1 0.666666667 0.666666667
Employee: Rest of Family: Employee: Rest of Family:
Aggregate Claims $38,941.08 227,440.97 502,933.78 124,477.07
Headcount: 229 189 209 174
Per Capita: 3,663.50 1,203.39 2,406.38 715.39
Monthly: 305.29 100.28 300.80 89.42
Load: 125% 100% 125% 100%
Marital Assumption: nia 80% nia 80%
Disabled Claim Cost: 4561.84 447.54
Weighting 25% 75%
Trend 1.2 1409
Monthly Weighted Ave Health Claim Cost; 512
Admin 1.08
Taxes 1.07
Total Monthly 592
Annual 7,008
[Bental Jan08-Dec08 Jan09-Aug03
Annualized Claims Annualized Clalms
1 1 0.666666667 0.866666667
Employee; Rest of Family: Employee: Rest of Family:
Aggregate Claims 8550212 86,334.89 60,112.16 57,896.81
Headcount: 227 184 207 170
Per Capita: 376.66 469.21 290.40 340.57
Monthly: 31.39 3910 36.30 42.57
Load: 100% 180% 100% 100%
Marital Assumption: nia 80% nia 80%:
Disabled Claim Cost: §2.67 70.36
Weighting 25% 5%
Trend 1.08725625 1.061558733
Monthly Weighted Average Dental Claim Cost: 72.68
Admin 1.08
Taxes 1.07
Total Monthly 83,89
Annual 1,008

Mercer (Canada) Limited
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Appendix C

Sumimary of Plan Provisions

STD — income Payments and Continuation of Medical and Dental Benefits and
Life Insurance

Short Term Disability (STD) benefits are provided for up to one year for most union
employees. The benefit level ranges between 90% and 66-2/3%, depending on service and
the duration of the claim. For exampls, the benefit level is 90% for the first 5 weeks and 66-
2/3% for the next 47 weeks for a union employee with 2 years of service.

Non-union employees are entitled to STD benefits for up to six months. Effective January 1,
2006, the STD income benefit is 100% of salary for the first 6 weeks and 67% of salary for
the remainder of the henefit period (20 weeks). Employes-paid opticnal STD is available to
increase the STD benefit o 90% of salary for weeks 7 — 26.

Effective January 1, 2004, STD benefits for COEU members are the same as for non-union
employess.

Medical and dental benefits and fife insurance are continued during STD for both union and
non-urnion employees.

LTD - Income Payments and Continuation of Medical and Dental Benefits
Long Term Disability (L'TD) benefits are provided after the STD benefits end.

For most union employees, the income benefit is a flat amount based on their benefit group.
Effective January 1, 2004, members of the COEU have the non-union LTD FLEX plan
design. Before January 1, 2004, the benefit ranged from $1,850 to $3,050 per month. The
current benefit range for members of the CUCW is $1,975 to $2,250. The benefit for
members of the CAW before April 1, 2003 ranged from $1,850 to $3,050 and after April 1,
2003 the range is $1,950 to $3,150. There is a 75% ail source maximum and o provision
for Cost of Living Adjustment (COLA) on the benefit.

For the non-union employees, the income benefit is based on their Flexible Benefit plan
election, with the option of 50% or 67% of salary (reduced from 70%, effective January 1,
2008}, with or without Cost of Living Adjustment (COLA) benefit. Beginning after two years
of receiving LTD benefit payments, each January, the full amount of disability payment will
be increased by the lesser of 60% of the Consumer Price Index or 8%. This COLA feature
does not apply if the employee is covered under the core LTD option only.

For both union and non-union LTD employees, continuation of medical and dental benefits

and life insurance is provided up to the earlier of recovery, death or age 65. f the non-union
member has waived coverage or Is In the Basic or Comprehensive plan, they will be put into

Mercer {Canada) Limifed C-1
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the Comprehensive plan at no cost to them. If the member is in the Plus or Select pian, they
can continue in that plan provided they pay the employee contributions.

Life Insurance for Employees on LTD

There is employer-paid basic coverage and employee-paid optional coverage for life
insurance. Premium for the basic life insurance is continued and paid by Nortel. Nortel has
no liability for the continuation of employee-paid optional life coverage.

For union employees, the basic coverage is a flat amount for members of the CUCW; a flat
amount that varies by benefit group for members of the CAW; and the FLEX non union basic
life for members of the COEU. The coverage varies from $32,500 to about $45,000.
Effective-Aprit 1, 2003 basic life for members of the CAW increased for any employee not on
LTD to range from $76,000 to $87,000 depending on benefit group.

For non-union employees, the basic coverage is one-time salary.

For both groups, the definition of disability is the same as the LTD definition.

Survivor Income Benefits (SIB) and Survivor Transition Benefits {(STB)

Survivor Income Benefit (SIB) is a monthly income benefit provided upon the death of non-
union employees. This benefit coverage is no longer provided with the exception of a closed
group of surviving spouses. The payment of benefits is provided for the lifetime of the
surviving spouse.

Survivor Transition Benefit (STB) is a monthly income benefit provided upon the death of
certain union employees or certain retired union employees. In the case of an occupation-
related death of an employee, an additional lump sum benefit is also provided. The monthly
benefit is provided to the surviving spouse for 60 months following the death of the
employee. Monthly bensfit amounts range from $250 - $825.

Coverage for two of the union groups is as follows:

= CAW - effective April 1, 2003, there is no STB for active employees or future retirees.
Employees on LTD at the time of this benefit change wiil maintain STB coverage while
on LTD, but wili no longer have STB coverage if they retire or return to active status.

* COEU - effective January 1, 2004, active employees were covered under the hon union
Flex pian, and STB benefits for current or future retirees were eliminated.

Current refirees retain the STB coverage.

Mercer (Canada) Limited c-2
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Nortel Notworks Corporation Report on Non-Penslon Post Retirement Benefit Cost and Disclosure
for Fiscal 2009 under CICA 3461 and in accordance with US Accounting Standards

1

Report Highlights

This report has been prepared by Mercer (Canada) Limited at the request of Nortel Networks
Corporation ("Nortel”). This report provides information relfating to Nortel's Canadian Non-
Pension Post Retirement Benefit Plan (“the Plan”) intended for use in accounting for the costs of
the Plan and preparing Nortel's financial statements under Canadian and US accounting
standards. The information presented in this report has been prepared in accordance with
Section 3461 of the CICA Handbook (“CICA 3461") and US accounting standards as issued by
the Financial Accounting Standards Board (“US accounting standards").

The Non-Pension Post Retirement Benefit Plan is a defined benefit plan funded on a cash basis
by contributions from Nortel.

We have used CICA 3461 terminclogy in this report where it differs from US accounting
terminology. A glossary of the differences between US accounting and CICA terminology is
included at the end of this report.

Results are presented separately for Nortel Technology and Nortel Networks for the purposes of
allocating the non-pension post retirement benefit cost between those entities. These results are
intended for internal purposes only.

Nortef's fiscal year-end date is December 31 and the measurement date for the plan chligations
as described in this report is December 31,

Al resulis presented in this report are in Canadian doitars.

Mercer (Canada)} Limited 1



Nortel Networks Corporation Repaort on Non-Pension Post Retirement Benefit Gost and Disclosure
for Fiscal 2009 under CICA 3461 and in accordance with US Accounting Standards

Fiscal Year Ending December 31, 2009

The benefit cost (also referred to as expense in this report) for the fiscal year ending

December 31, 2009 is a credit of $3,401,000. This amount includes a curtaiiment gain of
$5,835,000 and immediate recognition of prior service credits of $9,910,000 on account of
restructuring and workforce reduction activities in 2009, for a total curtailment gain of
$15,795,000. For CICA reporting of benefit cost, these items are shown separately, and for US
reporting, they are shown in total. :

The Accrued Benefit Obligation ("ABO") as at December 31, 2009 is $368,830,000. The
corresponding Accrued Benefit Liability is $368,830,000 for the purposes of US accounting
standards and $472,195,000 for the purposes of CICA 3461,

The employer contributions and employer-paid benefit payments during the fiscal year ending
Becember 31, 2009 were $28,571,000.

Other comprehensive income (OCH) for the fiscal year ending December 31, 2009 was a charge
of $48,377,000.

It should be noted that future health care cost trends are especially difficult to predict, and actual
experience is likely to differ from expected. The use of a healih care cost frend of 1% per year
above the assumptions used in this valuation for the fiscal year ending December 31, 2009
would result in an increase 1o the total ABO of approximately 6%.

Fiscal Year Ending December 31, 2010

The projected benefit cost calculated for the fiscal year ending December 31, 2010, using a
discount rate of 6.08% per annum is a charge of $8,302,000.

The actual benefit cost may differ frorn the above mentioned projection in order to reflect any
benefit plan changes or significant events taking place during the coming fiscal year,

Changes in Plan Provisions
There were no changes in plan provisions since the last disclosure as of December 31, 2008.

Changes in Actuarial Assumptions

There have been changes In actuarial assumptions since the last disclosure as of December 31,
2008. Please refer to the Summary of Actuarial Assumptions in Appendix G of this report fora
description of these changes.

Changes in Actuarial Methods
There were no changes in actuarial methods since the last disclosure as of Decamber 31, 2008.

Special Events Accounting Treatment

Restructuring and workforce reduction activities in 2009 were material encugh to warrant
curtailment treatment. See Section 3 and Appendix A for more information.

Mercer {Canada) Limited 2
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for Fiscal 2009 under CICA 3461 and In accordance with US Accounting Standards

In February 2010, we have been nofified by Norte! that they will stop paying non-pensicn
benefits after December 31, 2010. We have also been advised by Nortel that it Intends to
account for this event as a subsequent event. Any required curtailment and settiement in this
respect would be accounted for in fiscal 2010 or later.

Mevrcor (Canada) Limited 3
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Report on Non-Pension Post Retirement Benefit Cost and Disclosure

for Fiscal 2009 under CIGA 3461 and In accordance with US Accounting Standards

Principal Expense and Disclosure Information

A summary of principal expense and disclosure information, as required for disclosure purposes
pursuant to CICA 3461 and US accounting standards, for the current and prior fiscal years in
respect of the combined Medicaf and Life insurance plans for Nortel Networks and Norte!
Technology follows (please refer to Appendix E for information by entity).

(Al amounts in $000's)

Fiscal Year Ending Fiscal Year Ending

Components of Benefit Cost under CICA 3461 31.12.09 31.12.08

Current service cost $589 $1,519

Interest cost 24,853 27,183

Actual return on plan assets 0 it

Actuarial loss (gaim) 25,369 {152,342)
Plan amendments Q 0

Curtaiiment loss {gain) {5,835) 0

Costs arising in the period $44,976 ($123,640)
Differences between costs arising in the period and costs

recognized in the period in respect of:

= Refum on plan assets 0 v

= Actuarial foss {gain) (35,867) 152,3424

* Plan amendments {12,510} {(2,808)
» Transitional obligation {asset) 0 0

Benefit cost recognized {$3,401) $25,894

Mercer (Canada) Limited



Nortel Networks Corporation Report on Non-Pension Post Retirement Benefit Cost and Disclosure
for Fiscal 2009 under CICA 3461 and in accordance with US Accounting Standards

{All amounts in $000°s)

Components of Net Periodic Postretiremont Benefit Fiscal Year Ending Fiscal Year Ending
Cost (NPPBC) under US Accounting Standards 31.12.09 31.12.08
Service cost $569 $1,519
Interest cost 24,853 27,183
Expected return on plan assets 4] 0
Amortizations

»  Transifion (asset) obligation 0] o
= Prior service (credit) cost (2,800) (2,808)
= Actuarial (gain) loss {10,498) 0
Sub-total NPPBC $12,344 $25,894
Curtailment (gain) loss {15,745) 4]
Settlement (gain) loss 0 0
Special termination benefits 0 0
Total NPPBC {$3,401) $25,894

Mercer (Canada) Limited 5






Nortol Networks Corporation Report an Non-Pension Post Retlrement Benefit Cost and Disclosure
for Fiscal 2008 under CICA 3461 and in accordance with US Accounting Standards

Fiscal Year Ending Fiscal Year Ending

Welghted-Average Assumptions for Expense 31.12.09 31.12.08
Discount rate’ 7.37% 5.60%
Rate of compensation increase {excluding merit and 1.25% 3.25%
promotion)

Initial weighted average heatlth care trend rate 6.14% 8.47%
Ultimate weighted average health care trend rate 4.82% 4.70%
Year ultimate rate reached ) 2028 2015

Fiscal Year Ending Fiscal Year Ending

Weighted-Average Assumptions for Disclosure 31.12.09 31.12.08
Discount rate 8.09% 7.37%
Rate of compensation increase (excluding merit and 2.50% 1.25%
promaotion)

Initial weighted average health care trend rate 6.11% 8.14%
Ultimate weighted average health care trend rate 4.82% 4.82%
Year ultimate rate reached 2028 2028

' Note the discount rate changed from 7.37% per annum to 6.65% per annum at July 1, 200¢ and then to 8,09% per

annum at September 30, 2008 due to the remeasurement of the Plan at that date.

Mercer {Canada) Limited 3]
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Report on Non-Pension Post Retirement Benefit Cost and Disclosure

for Fiscal 2009 under CICA 3461 and In accordance with US Accounting Standards

(All amounts in $000’s)

Estimated Amounts That Will Be Amortized

From AOCI info NPPBG in the Next Fiscal Year under

Fiscal Year Ending Fiscal Year Ending

US Accounting Standards 31.12.09 31.12.08
Transition obligation (assel) $0 $0
Prior service costs (credit) (1,534) (2,808)
Actuarial loss (gain) (11,971} (13,759)
Totaf {$13,505) {$16,567)

Fiscal Year Ending Fiscal Year Ending

Change In Accrued Benefit Obllgation (ABO) 31.12.09 31.12.08
ABO at end of prior year $352,428 $498,503
Adjustment for change in measurement date N/A 2,379
Current service cost 589 1,519
inferest cost 24,853 27,183
Employees’ contributions 0 0
Pian amendments 0 0
Benefits paid (28,571) (24,817)
Increase (decrease) in obligation due to curtailment (5,835) 0
Actuarial loss (gain) 25,369 {152,342)
ABO at end of year $368,830 $352,425

Fiscal Year Ending Fiscal Year Ending

Change in Plan Assets 31.12.09 31.12.08
Fair value of plan assets at end of prior year $0 $0
Actual return on plan assets 0 0
Employer contributions 28,571 24,817
Employees’ condributions 0 0
Benefits paid (28,571) (24,817}
Falr value of plan assets at end of year $0 $0

Reconciliation of Funded Status to Accrued Benefit

Fiscal Year Ending Fiscal Year Ending

Asset {Liabifity} under CICA 3461 31.12.08 31.42.08
Funded stafus at end of year {$368,830) ($352,425)
Employer contributions during period from measurement

date to fiscal year end 0 0]
Unamortized transitional obligation (asset) 0 0
Unamortlized past service costs {13,506) (26,016)
Unamertized net actuarial loss (gain) (89,859} {125,728)
Accrued benefit asset (liability) ($472,195) {$504,167)

Mercer (Canada) Limited
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for Fiscal 2009 under CICA 3461 and in accordance with US Accounting Standards

(Al amounts in $000's)

Reconciliation of Funded Status under US Accounting  Fiscal Year Ending Fiscal Year Ending

Standards 31.12.09 31.12,08
ABPO at end of year $368,830 $352,425
Fair value of plan assets at end of year 0 0.
Net asset (liability) amount recognized in statement of

financial position — Surplus (Deficit) at end of year {$368,830) {$352,425)

Amounts Recognized in Statement of Financial

Position Pursuant to US Accounting Standards Fiscal Year Ending Fiscal Year Ending
Consist of 31.12.09 31.12.08
Current (liabifities) (528,384} ($26,578)
Non-current (liabiiities) . (340,446) (325,847)

Net asset (liability) amount recognized in statement of

financial position {$368,830) ($352,425) -

Amounts Not Yet Reflected in NPPBC and are included Fiscal Year Ending Fiscal Year Ending

in AQCH under US Accounting Standards (Before Tax) 31.12.09 31.12.08
Transition asset (abligation) $0 30
Prior service credit (cost) 13,508 26,016
Actuarial gain (loss) 89,859 125,728
AOCI $103,365 $151,742
Cumulative employer coniributions in excess of NPPBGC (472,195} (504,167)
Net amount recognized in statement of financial position {$368,330) ($352,425)
Reconciliation of AOCI under US Accounting Fiscal Year Ending Fiscal Year Ending
Standards 31.12.09 31.12.08
AQCI at the end of the prior year $151,742 $17,872
Adjustment for change in measurement date N/A (702)
Adjustment for STB benefit payments NIA, {13,088}
Adjustment for ADB benefit payments N/A (1,874}
Other comprehensive income (loss) (48,377 149,534
AQCI at the end of the year $103,365 $151,742

Mercer {Canada) Limited 8
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for Flscal 2009 under CICA 3461 and In accordance with US Accounting Standards

{All amounts in $000’s)

Changes Recognized in Other Gomprohensive Income
{Loss) during the period under US Accounting

Fiscal Year Ending Fiscal Year Ending

Standards 31.12.09 31.12.08
Transition (asset) obligation arising during the period 30 $0
Pricr service {credit} cost arising during the period o] ¢
Net actuarial (gain} loss arising during the period 25,369 (152,342)
Non-routine events (l.e. curtailment, settlements) 6] 4]
Amoriization of fransitional asset (obfigation) ) o
Amortization of prior service credit (cost) 12,510 2,808
Amortization of actuarial gain (loss) 10,498 0
Total changes recognized in other comprehensive

(income) loss $48,377 {$149,534)

Additional Information for Plans with APBO in Excess

Fiscal Year Ending Fiscal Year Ending

of Plan Assets 31.12.09 3.12.08
APBO $368,830 $352,425
Fair value of pian assets 30 30

Effect of Change in Assumed Health Care Cost Trend

Fiscal Year Ending Fiseal Year Ending

Rates 3.12.09 31.12.08
Effect on aggregate of current service cost and interest cost

* One-percentage point increase $1,695 $2,871
= One-percenfage point decrease ($1.455) ($2.363)
Effect on ABO at fiscal year end

* One-percentage point increase $20,982 $22,119
= One-percentage point decrease ($18,078) {$19,026)

Fiscal Year Ending Fiscal Year Ending

Effect of Change in Assumed Discount Rate 31.12.09 31.12.08
Effect on ABO at fiscal year end

= Twenty five basis points increase ($8,451) {$8,065)
* Tweniy five basis points decrease $8,809 $8,356

Mercer (Canada) Limited
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{All amounis in $000's)

Expected Gash Flows for the Plans Life Medical Total
Expected employer contributions for the next

fiscal year $9,505 $18,879 $28,384
Expected benefit payments for fiscal year

ending

= 2010 $9,505 $18,879 $28,384
= 2011 $9,601 $19,066 $28,667
= 2012 $9,662 $19,160 $28,822
= 2013 59,604 $19,195 $28,889
« 2014 $9,681 $19,188 $28,869
= 2015-2019 $47.131 $05,078 $142,209

Mercer (Canada)} Limited
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for Fiscal 2009 under CICA 3461 and in accordance with US Accounting Standards

3

Certification

We have prepared an actuarial valuaiion of Nortel's benefit obligations for accounting purposes
as at April 1, 2008 and exirapolated those results to December 31, 2008. In accordance with our
mandate, the purpose of this valuation and extrapolation is to determine the benefit cost of the
Plan, in accordance with CICA 3461 and US accounting standards, to enable the Company to
account for the costs of the Plan for the fiscal year beginning January 1, 2009 and ending
December 31, 20009. :

In addition, we have prepared a second actuarial valuation of Nortel's benefit obligations for
accounting purposes as at August 31, 2009 and extrapolated those results to December 31,
2009. in accordance with our mandate, the purpose of this valuation and extrapolation is to
determine the obligations of the Plan in accordance with CICA 3461 and US accounting
standards to enable the Company to satisfy the disclosure requirements as at December 31,
2009 under CICA 3461 and US accounting standards.

This report has been prepared exclusively for Nortel. This valuation report may not be relied
upon for any purpose other than what is described in this report or by any party other than Norte!
and its auditors. Mercer is not responsible for the consequences of any other use.

Over time, a plan’s total cost will depend on a number of factors, including the amount of
benefits the Plan pays, the number of people paid benefits, the amount of plan expenses, and
the amount earned on any assets invested to pay the benefits. These amounts and other
variables are uncertain and unknowable at the valuation date, but are predicted to fall within a
reasonable range of possibilities.

To prepare this report, actuarial assumptions, as described in Appendix C, are used to select a
single scenario from the range of possibilities. The resuits of that single scenario are included in
this report. However, the future is uncertain and the Plan’s actual experience will differ from
those assumptions; these differences may be significant or material. In addition, different
assumptions or scenarios may also be within the reasonable range and results based on those
assumptions would be different. Actuarial assumptions may also be changed from one valuation
to the next because of legislated changes lo government coverages, plan experience, changes
in expectations about the future and other factors.

Mercer {Canada) Limited 11
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Because actual plan experience will differ from the assumptions, decisions about benefit
changes, investment policy, funding amounts, benefit security and/or benefit-related issues
should be made only after careful consideration of alternative future financial conditions and
scenarios, and not solely on the basis of a valuation report or reposts.

Plan Provisions

The results of the valuations set forth in this report reflect the provisions of the Pian as of
December 31, 2009, A summary of the plan provisions and the plan amendments are provided
in Appendix D of this report.

There was no substantive commitment reported to us by Management.

Data

The 2009 benefit cost contained in this report is based on data as at April 1, 2008 updated to
reflect the restructuring activity through December 31, 2009. The 2009 disclosure is based on
August 31, 2009 membership data. The membership data is summarized later in this report.

We used and relied upon participant and financial data supplied by Nortel and Sun Life and plan
documents provided by Nortel. We have tested the data for internal consistency and
reasonableness and have no reason to doubt its substantial accuracy. Audits of the source
records would not normally be performed in connection with this work and we have not dene so
in this case. '

Subsequent Events

In February 2010, we have been notified by Norte! that they will stop paying non-pension
benefils after December 31, 2010. We have also been advised by Norte! that it intends to
account for this event as a subsequent event. Any required curtaiiment and setflemant in this
respect would be accounted for in fiscal 2010 or Iater.

Methods and Assumptions

Qur vatuation has been prepared on the basis of actuarial methods and assumptions selected
by Nortel’s management (“Management”) for accounting purposes in accordance with CICA
3461 and US accounting standards, The actuarial methods and assumptions used for the
purposes of this valuation are summarized in Appendix C.

We have provided advice on the selection of assumpfions used in the development of the
benefit cost and the ABO, notably the health care trend rate and variations in claims costs by
age. The demographic assumpfions are consistent with those used in the valuation of the
company’s pension plans. -

Mercer {Canada) Limited 12



Nortel Networks Corporation Report on Nen-Penslon Post Retirement Benefit Cost and Disclosure
for Fiscal 2009 under CICA 3481 and in accordance with US Accounting Standards

The changes to the actuarial methods and assumptions used to develop disclosure information
for the current fiscal period compared to those used to determine the disclosure information as
of December 31, 2008, are as follows:

* The discount rate used to measure the obligations at December 31, 2008 was 7.37% per
annum. The discount raie used fo measure the obligation at September 30, 2009 and
December 31, 2009 was 6.09% per annum.

= The moriality assumption has been updated from the RP2000 projected to 2017 to RP2000
Fully Generationat.

~ The claims cost assumptions have been updated to reflect claims experience and Mercer's
new aging factors.

= The premiums for the British Colurnbia Medical Services Plan have been updated to reflect
the recently announced premium increase effective January 1, 2010, The trend rate
assumption for these premiums has also been changed to 6.0% per annum in 2009 to 2012
grading down 1o 4.5% per annum in and after 2015, from 3.0% per annum.

= The inflation assumption increased from 1.25% per annum at December 31, 2008 to 2.5%
per annum,.

* The salary scale assumption increased from 2.25% per annum at December 31, 2008 to
3.5% per annum (flat equivalent rate).

Emerging experience differing from the assumptions will result in gains or losses that will be
revealed in future valuations. Future health care cost trends are difficult to predict, and actual
experience is likely to differ from expected.

Actuarial computations under CICA 3461 and US accounting standards are intended for use in
enabling the Company to account for the costs of post-retirement benefits under generally
accepted accounting principles. Computations intended for other purposes may produce
significantly different results. Accordingly, additional computations may be needed for other
purposes such as purchase price calculations or plan design cosfings.

Mercer (Canada) Limited 13
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for Fiscal 2008 under CICA 3461 and in accardance with US Accounting Standards

Statement of Opinion

The valuation of the Plan was performed in accordance with generally accepted principles and
procedures. The methods used in the valuations of benefit obligations and determination of plan
casts were selected by Management in accordance with the requirements of CICA 3461 and US
accounting standards,

Nortel's Management has selected the assumptions used in the valuations of the plan
obligations and determination of plan costs. They are Management's best-estimate
assumptions, selected for accounting purposes, in accordance with GICA 3461 and us
accounting standards. These assumptions are in accordance with accepted acluarial practice
and we believe each of these assumptions are reasonable.

In my opinion,

* The data on which the valuations are based are sufficient and reliable for the purposes of the
valuations, and

* The calculations have been made in accordance with the requirements of CICA 3461 and
US accounting standards.

This report has been prepared and my opinions given, in accordance with accepted aciuarial
practice in Canada.

Professional Qualifications

We are available to answer any questions on the material contained in this report or fo provide
explanations or further details, as may be appropriate. |, Ellen Whelan, the undersigned
credentialed actuary, meet the Qualification Standards of the American Academy of Actuaries to
render the actuarial opinion contained in this report. We are not aware of any relationship,
including investments or other services that could create a conflict-of-interest that would impair
our objectivity.

Respectfully submitted,

W ARY 7R

Eflen Whelan Erica Yu
Fellow of the Canadian Institute of Actuaries Associate of the Society of Actuaries
Fellow of the Scclely of Actuaries

February 18, 2010 February 18, 2010

Date Date

Mercer (Canada) Limited, 161 Bay Street, P.Q. Box 501, Toronto, Ontario M5J 255

Telephone: 416 868 2124 (E. Whelan), 416 868 7954 (E. Yu)

Mercer (Canada) Limited 14



Nortel Networks Corporation

Report on Non-Pension Post Retirement Benefit Cost and Disclosure

for Fiscal 2008 under CICA 3461 and in accordance with US Accounting Standards

Appendix A

Development of Costs

This Appendix shows the financial position of the Plan and the calculation of the various
components of plan costs,

Financial Position of the Plan

Medical Plan
(Al amounts in $000's)

01.01.09 01.01.08

1. ABO

a. Retirees and survivors ($218,648) {$319,415)

b. Active fully eligible members (18,386) (22,808}

¢, Active not fully eligible members (9,551) (31,718)

d. Total {a. +b.+¢c.) {$246,585) ($373,941)
2. Fair value of plan assets o 0
3. Surplus (Deficit) (1(d) + 2.) ($246,585) ($373,941)
4. Employer contributions during period from measurement

date fo fiscal year end 0 3,980
5. Unamartized transitional obligation (assef) ] 0
6. Unamortized past service cost (gain) (22,608) (25,359)
7. Unamortized net actuarial loss {gain) (100,415) 17,944
8. Accrued benefit asset (liability)

(3.+4,. 5. +6,+7.) ($369,608) {$377,366)
Mercer (Canada) Limited 15
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for Fiscal 2009 under CICA 3461 and in accordance with US Accounting Standards

{All amounts in $000’s)

Reconciliation of Accrued Benefit Asset {Liability)

Fiscal Year Ending Fiscal Year Ending

Under CICA 3461 - Medical 31.12.09 31.12.08
1. Accrued benefit asset {liability) at beginning of year ($369,608) ($377,366)
2. (Benefit cost) income for the year 6,347 (19,350)
3. Benefit cost for gap period N/A (4.839)
4. Benefit payments 19,469 18,859
5. Adjustment for STB benefit payments N/A 13,088
8. Accrued benefit asset (liability) at end of year ($343,792) {$369,608)
Period from Period from Period from Fiscal Year
01.01.09to 01,07.09tc 01.10.09 to Ending
Interest Cost — Medical 30.06.09 30.09.09 31.12.09 31.12.08
1. ABO? $248,585 $261,023 $273,870 $373,941
2. Current service cost adjusted for the
period 208 95 90 0
3. a. Plan amendment 0 t) G 0
b. Weighted for timing 0 0 0 0
4. a. Benefit payments 18,860 19,065 18,160 21,849
b. Weighted for fiming and adjusted
for the period 4877 2,403 2415 10,825
5. Average ABO (1.+ 2.+ 3.b. - 4.b.} $242,116 $268,715 $271,545 $364,173
6. a. Discountrate . 7.37% 6.65% 6.09% 5.60%
b. Weighted for timing 3.65% 1.68% 1.53% 5.60%
7. Interest cost {5. x 6.b.) $8,849 $4,337 $4,169 $20,394
Unamortized
Amount at
Beginning of
Past Service Cost — Medical Period Years Remaining Awmortization Amount
1. a. Jan 1, 2009 — Jun 30, 2009 ($58) 1.52 (319}
Jui 1, 2008 — Sep 30, 2008 (36) 1.02 {9
Oct 1, 2009 — Dec 31, 2009 (26) 077 (8)
b. Jan 1, 2009 — Jun 30, 2009 (22,550} 10.42 {1,073)
Jul 1, 2009 — Sep 30, 2008 (19,654) 9.92 (499)
Oct 1, 2009 - Dec 31, 2009 {18,676) 967 (487)
2. Total N/A N/A ($2,095)

2 Fiscal 2008 interest cost is caloulated based on September 30, 2007 ABO.

Mercer (Canada) Limited
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Report on Non-Pension Post Retirement Benefit Cost and Disclosurs

for Fiscal 2008 under CICA 3461 and in accordance with US Accounting Standards

(Al amounts in $000's)

Amortizations - Medical

Amortization Amount

3. Unamortized loss {gain) subject to amortization as of January 1, 2009 for
period January 1, 2009 to June 30, 2009

a,
b.
c.
d

e.

1.

4.

Unamortized net actuarial loss (gain) ($100,415)
ABO 246,585

10% of ABO b. 24,659

Unamortized net actuarial loss {gain) subject to amortization

(excess of a. over ¢) {75,756)
Expected average vemaining service lifetime 6.00

Weight for time period 0.496

Amortization amount (d. + e. x f) ($6,261)

4. Reconciliation of unamortized loss (gain)

a.
b.
c.

June 30, 2009 ($94,154)
Remeasurement as of Juna 30, 2009 16,747
June 30, 2009 {a. + b.) {$77,407)

5. Unamortized loss (gain) subject ta amortization as of June 30, 2009 for
period July 1, 2008 to September 30, 2008

a.

b.
c
d

o

Unamortized net actuarial Joss (gain} ($77.407)
ABO 261,023

10% of ABO b. 26,102

Unamortized net actuarial loss (gain) subject to amortization

{excess of a. over c) (b1,305)
Expected average remaining service lifetime 6.00

Weight for time period 0.252

. Amortization amount (d. + e. x f) . ($2,156)

6. Reconciliation of unamortized loss (gain)

a
b.
C.

September 30, 2009 {$75,251)
Remeasurement as of September 30, 2009 14,294
September 30, 2009 (a. + b.) {$60,957)

Mercer (Canada) Limited
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Report on Nen-Pension Post Retirement Benefit Cost and Disclosure

for Fiscal 2000 under CICA 3461 and in accordance with US Accounting Standards

{All amounts in $000’s)

Amortizations - Madical

Amortization Amount

7. Unamortized loss (gain} subject to amortization as of September 30, 2009

for period October 1, 2009 to December 31, 2009

a. Unamortized net actuarial loss {gain) {60,957)
h. ABO 273,870
c. 10% of ABOb. 27,387
o, Unamortized net actuarial loss {gain) subject to amortization

{excess of a. gver ¢} (33,570}
e. Expecled average remaining service lifetime 6.00
f.  Weight for ime period 0.252
g. Amortization amount (d. + e. xf) {$1,410}

Mercer {Canada) Limited
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Nortel Networks Corporation

{All amounts in $000's)

Repart on Non-Pension Post Retirement Benefit Cost and Disclosure
for Fiscal 2009 under CICA 3461 and In accordance with US Accounting Standards

Medical Rempasurement Remeasurement Romeasurement
(Gains) and Losses Due to: as at 30.06.09 as at 30.09.00 as at 31.12.09 Total
1. Change in demographics §0 30 ($13,425) {$13.425)
2. Ciaims cost differing from

expecied, BC provincial premium

and Guebec drug offset o) 4] (13,201) {13.201)
3. Change in moriality table [¢] 0 1,103 1,103
4.  Change in discount rate $16,747 14,204 ] 31,041
5. Difference between aciual

benefit payments and expected

benefit payments o 0 480 480
8. Total $16,747 $14,294 {$25,043) $5,998

Mercer (Canada) Limited
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Nortel Networks Corporation Report on Non-Pension Past Retirement Benefit Cost and Disclosure

for Fiscal 2009 under CICA 3461 and in accordance with US Accounting Standards

Life Insurance Plan
(All amounts in $000's) -

01.01.09 01.01.08
1. ABO

a. Retirees and survivors ($97,244) ($110,030)

b. Active fully sligibie members {5,146) (7.249)

¢ Active not fully eligible members (3,450) (7.283)

d. Total (a.+b.+c.} ($105,840) ($124,562)
2. Fair value of plan assets 0 0
3. Surplus (Deficit) {1(d) + 2.} ($105,340) ($124,562)
4. Employer contributions during period from measurement

date to fiscal year end H 808
5. Unamortized transitional obligation (asset) 0 0
6. Unamortized past service cost (gain) (3,408) (4.167)
7. Unamortized net actuarial loss {(gain) {25,311) (6.290)
8. Accrued benefit asset {liability)

(3. +4. 45 +6.+7) ($134,559) ($134,211)
Reconciliation of Accrued Bonefit Asset (Liability) Fiscal Year Ending Fiscal Year Ending
Under CICA 3461 - Life 31.12.09 31.12.08
1. Accrued benefit asset (liability) at beginning of year ($134,559) ($134,2110)
2. Benefit cost for the year {2,945) (6.544)
3. Benefit cost for gap period N/A (1.636)
4. Benefit payments 8,102 5,958
5. Adjustment for ADB benefit payments N/A 1.874
6. Accrued benefit asset (Hability) at end of year {$128,402) {$134,559)

Mercer (Canada) Limited 21
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(All amounts in $000's)

Report on Non-Pension Post Retirement Benefit Cost and Disclosure
for Fiscal 2009 under CICA 3464 and In accordance with US Accounting Standards

Interest Cost
Period from Period from Period from  Fiscal Year
01.01.09tc 01.07.09tc 01.10.09 to Ending
Interest Cost — Life 30.06.09 30.09.09 31.12.09 31.12.08
1. ABO? $105,840 $112,082 $119,321 $124,562
2. Current service cost adjusted for the
period 94 49 53 it
3. a. Plan amendment 0 0 0 t]
b. Weighted for timing 0 ¢ 0 0
4. a. Benefit payments 7,718 7,858 7.922 7,379
b. Weighted for timing and adjusted
for the period 1,914 990 999 3,690
5. Average ABO(1.+2. +3.b.-4.b.) $104,020 $112,051 $118,375 $121,234
6. a. Discount rate 7.37% 6.65% 6.09% 5.60%
b.  Weighted for timing 3.65% 1.68% 1.53% 5.60%
7. Interest cost (5. x 6.h.) $3,802 $1,878 $1,817 $6,789
*  Fiscal 2008 inferest cost is calculated based on September 30, 2007 ABO.
Mercer {Canada) Limited 22
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(All amounts in $000's)

Report on Non-Pension Post Retirement Benefit Cost and Disclosure
for Fiscal 2009 under CICA 3461 and in accordance with US Accounting Standards

Unamortized
Amount at
Beginning of
Past Service Cost - Life Period Years Remaining Amortization Amount

1. a. Jan1, 2009 —Jun 30, 2009 ($413) 1.30 ($158)
Jul 1, 2009 — Sep 30, 2008 (233) 6.8 (73)
Oct 1, 2009 - Dec 31, 2009 (156) 0.3 (©
b. Jan 1, 2009 - Jun 30, 2009 (2,995) 10.42 (143)
Jut 1, 2009 - Sep 30, 2008 (2,610) 9.92 (67)
Oct 1, 2009 - Dec 31, 2009 {2,480) 9.687 T (64
2. Total N/A N/A {$505)

Amortizations - Life

Amortization Amount

3. Unamortized loss (gain} subject to amortization as of January 1, 2009 for
period January 1, 2009 fo June 30, 2009

a. Unamoriized net actuarial loss {gain} ($25,311)
b. ABO 105,840
c. 10% of ABOb. 10,584
d. Unamortized net actuarial loss {gain) subject to amortization

(excess of a. over c} (14,727)
e. Expected average remaining service lifetime 13.00
f.  Weight for time period 0.496
g. Amortization amount {d. = e. x f.) ($562)

4. Reconciliation of unamortized loss (gain)
a. June 30, 2009 ($24,749)
b. Remeasurement as of June 30, 2009 7.826
¢. June 30, 2009 {a. + b.) {$16,923)
5. Unamortized loss {gain) subject to amortization as of June 30, 2009 for

period July 1, 2009 to September 30, 2009
a. Unamortized net actuarlal loss {gain} {$16,923)
b. ABO 112,992
¢. 10% of ABO b. 11,209
d. Unamortizad net actuarial loss (gain) subject to amottization

{excess of a. pver ¢) (5,624)
e. Expected average remaining service lifetime 13.00
f.  Weight for time period 0.252
g. Amortization amount {d, + e. x f) {$109)

Mercer {Canada)} Limited
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Nortel Networks Corporation Report on Non-Pension Post Retirement Benefit Cost and Disclosure
for Fiscal 2009 under GICA 3461 and In accordance with US Accounting Standards

(All amounts in $000’s)

Amortizations - Life Amortization Amount

8. Reconciliation of unamortized loss {gain)

a. September 30, 2009 (316,814)
b. Remeasurement as of September 30, 2009 6,679
€. September 30, 2009 (a. + b.) ($10,135})

7. Unamortized loss (gain) subject fo amortization as of September 30, 2009
for period October 1, 2008 1o December 31, 2009

a. Unamortized net actuariai loss (gain) {$10,135)
bh. ABO 119,321
c. 10% of ABO b, 11,932
d.  Unamortized net actuarial foss (gain) subject to amortization

{excess of a. over ¢) 0
e. Expected average remaining service lifetime 13.00
f. Weight for time period 0.252
g- Amortization amount (d. - e. x f.) $0

Mercer (Canada) Limited 24



g¢ panany (epeues) 8313y

(oo2'sz1$) L0Z2$ {s06°LELS) (z60'zELS) IEs (asy'zeLs) gs2'ze18) 900'L% {ror'cesg) (Anpqey) sasse

Wauaq parusay

(595'9) 0 (g86'0) (se1'oL) ¢ - (sst'o1) {eza'a)) 0 (eza'gl) (ureB) ssoj jeuenoe

18U pazjtowens|

(.29')) 108 (2152} {o£0'z) 28 {e04'2) (evg'e} oz (zoL'e} 1500 aopmies

1sed pazioweun

a 0 0 o 0 ] o 0 i} (19ss®) UON=bygo

jeusyisues

pEZRIOLIEUN

ov'Lzis) 00e'LS (rosr'zzie) frze'sLL$) 162§ {e19°5118) (Z662LLS) zhis (vez'ciig) {(woeq) smyding

$ob°LEs (00s') {vas'zz.} VZE'BEL (2ez) 8L9'61L Z266'ZLL 2¥d YELELL oav

0% 0% 03 0% 0% 08 0% 0% 0% sjesse

ue)d Jo anjea e

JUSWHIELND  JUIGNEND  JUSHIEUND JUSWHIEMND JUSWIEMNG  JUSWEHNG  JUSUNELING  JUSWEND  JUSWIIEln am
lauy 10 yoeduy Auy aloyag uY 3o youdur) Auy ouojag PLITR) 40 3oeduz) Auy azog0g

60°ZL"}E J© JuswIEINg 60°60"0€ Je S Juatujeuny 60°90°DE 3© 52 Judwmjelny

(£.000% ut sjunowe |iy)

spuepuels BUBEnosoy SrT Ui SOUBPIOOIE Ul PUB [O%E YOIL) J8pUn 600 [BOSI4 J0j
2INSO[SI PUE IS0 |BUBE JUSWANSY IS0 UOISUSJ-UON Lo Noday uoiRI0dIoD SHIOMIDN [SHON



Norted Networks Corporation Report on Non-Pension Post Retirement Bensfit Cost and Disclosure
for Fiscal 2008 under CICA 3461 and in accordance with US Accounting Standards

(All amounts in $000's)

Life Remeasurement Remeasurement Remeasurement
{Gains) and Losses Due to: as at 30.06.09 as at 30.09.09 as at 31.12.09 Total
1. Change In demographics $0 $0 $2,178 $2,178
2. Change in mortaiity table 0 0 187 187
3. Change in salary scale

assumplion ] 35 1,203 1,203
4. Change In discount rata 7,828 6,644 0 14,505

5. Difference between actual
benafit payments and expected
benefit paymenis o] 0 1,298 1,298

6. Total $7,826 $6,679 $4,866 §19,371
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Nortel Networks Corporation Report an Non-Pension Post Retiroment Benefit Cost and Disclosure
for Fiscal 2009 under CICA 3461 and In accordance with US Accounting Standards

Appendix 8

Membership Data

The actuarial valuation is based on membership data as at August 31, 2009, provided by Nortel.

We have not independently verified the accuracy or completeness of the data except to the extent
required by generally accepted professional standards and practices, Mercer will not be held
responsible for any lability arising from the use of incomplete, inaccurate or not up-to-date data
or documentation. We have applied tests for internal consistency, as well as for consistency with
the data used for the previous valuation. These tests were applfed to membership reconciliation,
basic information (date of birth, date of hire, date of membership, gender, etc.), earnings, and
service. The results of these tests were satisfactory,

Plan membership data as at August 31, 2009 and April 1, 2008 (the last valuation) are
summarized in the following pages.

Mercer {Canada) Limited 27
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Analysis of Membership Data

Nortel
Nortel Networks Technology

As at 31.08.09 Non-Union Union Total Non-Union
Active and LTB Members
Number 2,014 264 2,278 1,528
Avarage earnings §111,925 N/A N/& $118,270
Average age (years) 47.1 52.9 47 .8 45.4
Average service (years) 18.7 266 196 17.3
Active and LTD Members Terminations as at 31.12.09
Number 615 26 641 546
Average age (years) 46.4 46.3 45.4 447
Average service {ysars) 17.9 19.9 17.9 16.3
Inactive Members
Refirees
Total Number 4,237 5,558 9,795 872
®  Average Age T2.t 734 728 69.2
Number with Medicai/Dental T 3,169 §,512 8,681 663
®  Average Age 73.5 73.5 73.5 7.3
Number with Life Insurance 4,056 5,449 9,505 858
= Average Age 7.5 73.2 72.5 69.0
»  Average Life Insurance $38,323 $14,897 $24,893 $45,722
Spouses of Retirees
Number with Medical/iDental 2,306 3,405 5711 443
Average age (years) 69.9 71.2 70.7 67.1
Surviving Spouses
Number with Medical/Dental 543 637 1,180 M4
Average age {years) 80.1 77.3 78.6 77.9
Number currently in receipt of STB NIA 297 297 N/A
Average age (years) NIA 774 774 N/A

A spilit of STB reciplents by status (active/retired) was not available, We determinad the split of STB obligation
between that for active employees and that for retired employees by age at death of the employee.The number of
members in receipt of STB fram death's of active members has been estimated o be 11 {average age of spouse
is 58.6). The obligation for these members has been included In the post employment figures, The number of
members in raceipt of STH from death’s of retired members has been estimated to be 207 {average age of spouse
is 77.4). The obligation for these members has been included in the post retirement figures along with an
obligation for potential fulure refired members’ death where a spouse would be eligible to receive STB banefits.
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Nortel

Nortel Networks Technology
As at 01.04.08 Non-Union Union Total Non-Union
Active and LTD Members
MNumber 2,726 323 3,049 2,131
Average earnings $108,350 NIA 96,872 112,620
Average age (years) 456 51.8 46,2 44.2
Average service (years) 16.8 252 17.7 15.4
Inactive Members
Retirees
Number 4,185 5,534 9,719 850
Average age (years) 70.8 720 718 68,0
Spouses of Retirees
Number 2,801 3,419 6,220 555
Average age (years) 673 887 68.6 64.6
Surviving Spouses
Number 749 637 1,386 73
Average age (years) 76.6 75.8 76.3 726

Mercer {Canada) Limited
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Nortel Networks Distribution of Active and Disabled Members
By Age Group and Completed Years of Service as at 31.08.09

Age 03 5.8 1014 15419 20.24 2529 30-34 35.39 40+ Total
Under 20 0
20-24 0
25-29 12 9 21
30-34 10 40 33 1 84
35-39 8 e6 149 36 259
40-44 4 80 118 160 83 3 448
45-49 2 49 101 103 205 129 5 594
50-54 1 22 62 60 75 184 49 13 466
55-59 2 7 36 19 30 75 54 28 2 253
60-64 3 8 9 11 34 27 3 22 145
65-60 1 1 5 1 ]
70-74 0.
75+ 0
Total 39 277 507 388 405 425 135 77 25 2,278

The distribution of the active members by age and completed years of service as at August 31,
2009 is summarized as follows:

Nortel Technology Distribution of Acfive and Disabled Members
By Age Group and Completed Years of Service as at 31.08.09

Age 0-4 5-9 10-14 1519 20-24 25.29 30-34 35.329 40+ Total
Under20 0
20-24 0
25-29 8 6 12
30-34 2 49 47 1 99
35-3¢ 2 48 119 51 220
40-44 61 113 157 54 2 387
45-49 33 91 94 168 58 444
50-54 1 9 48 42 49 79 19 1 248
55-58 6 18 12 11 17 13 4 81
60-64 3 5 3 7 5 5 2 30
6569 1 1 1 1 2 1 7
70-74 0
75+ 0
Total 11 213 440 362 286 164 39 10 3 1,528
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Total Distribution of Active and Disabled Members
By Age Group and Completed Years of Service as at 31.08.09

Age 0-4 5.9 10-14 15-19 2024 25.29 30-34 35-39 40+ Total
Under 20 )
20-24 0
25-29 18 16 33
30-34 12 89 a0 2 183
35-39 10 114 268 a7 479
40-44 4 141 23 317 137 ] 835
45-49 2 82 162 197 373 187 5 1,038
60-54 P H 110 102 124 263 68 14 714
55-59 2 13 54 31 41 892 67 32 2 334
60-64 3 11 14 14 41 32 36 24 175
65-69 2 1 2 1 2 5 2 16
70-74 0:
75+ 0
Total 50 490 947 750 691 589 174 87 28 3,808
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The distribution of the retirees and surviving spouses by age as at August 31, 2009 is
summarized as foilows:

Nortel Networks Distribution of Retirees and

Surviving Spouses By Age Group as at 31.08.09

Surviving
Age Retirees Spouses Total
Under 50 2 0 11
50 - 54 73 4 84
5559 448 11 475
60~ 64 1,680 50 1,747
65 - 69 1,783 105 1,919
70-74 1,839 183 2,052
75+ 3,970 827 4,894
Total 9,795 1,180 11,182

Nortel Technology Distribution of Retirees and
Surviving Spouses By Age Group as at 31.08.09

Surviving
Age Retirees Spouses Total
Under 50 2 0 L
50 -54 8 2 Tl
55~ 59 68 1 72
60 - 64 213 0 216
65 -69 215 5 229
70-74 174 3 183
75+ 192 23 229
Total 872 34 945

Nortel Total Distribution of Retirees and Surviving

Spouses By Age Group as at as at 31.08.09

Surviving

Age Retirees Spouses Total

Under 50 4 0 16
50— 54 81 8 85
55508 516 12 547
60 -64 1,893 50 1,963
65 -69 1,088 110 2,148
7074 2,013 186 2,235
75+ 4,162 850 5,123
Total 10,667 1,214 12,127

Mercer (Canada) Limited
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Appendix C

Valuation Methods and Assumptions

This Appendix describes the methods and assumptions used to value the Plan as welt as
accounting policies used to calculate the benefit cost.

Cost Method

Obligations shown in this report are determined using the projected henefit method pro-rated on
service (as defined in CICA 3481 and under US accounting standards). The objective under this
method is to expense each member's benefits under the Plan taking into consideration
projections of benefit costs to and during retirement, and allocating an equal portion of the costs
to each year of service.

For retirees, spouses of retirees and surviving spouses, the ABO at a point in time is the
actuarial present value of all future projected benefit as at that point in time.

For each active member, a "full eligibility” date is determined as the first date the member has or
will have met the age and service requirements to qualify for all benefits after retirement.
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Full eligibility varies by plan and is defined as follows:

Attribution Period

Program Group Start Date End Date {Full Eligibility Date)

Grandfathered Partl  Entry date In pension plan Earlier of age 55 and 2 years of pensionable

Traditional service and the date when the member

{non-unjon) completes 30 years of pensionable service
Partil  Hire date Age 55 and 5 years of continuous service

Non- Part|  Entry date in pension plan Earlier of age 55 and 2 years of pensionable

Grandfathered service and the date when the member

Traditional completes 30 years of pensionable service

(non-uion) Partll  Hire date Age 55 and 10 years of continuous service

Balanced All Later of hire age and age 40  Assumed Retirement Age

(non-union})

SARP All Later of hire age and age 40  Assumed Retirement Age

{union)

For active members who have reached “full eligibility”, the ABO at a point in time is the actuarial
present value of all future projected benefits as at that point in time. For these members, the
current service cost is zero,

For active members who have not yet reached “full eligibility”, the ABO at a point in time is the
actuarial present value of all future projected benefits, as at that point in time multiplied by the
ratio of service at that time to projected service at “full eligibility”. For these members, the
Current Service Cost (for the year beginning at that time) is the actuarial present value of
benefits deemed to accrue in the year beginning at that time, and is determined as the actuarial
present vaiue of all future projected benefits divided by the projected service at “full eligibility”.

The plan’s Current Service Cost is the sum of the individual members’ Current Service Cost,
and the Plan’s ABO is the sum of the ABOs for all members under the Plan.

There have been no changes in the cost method since the last valuation.

Funding Policy

The post-retirement benefits are funded on a pay-as-you-go basis. (Nortel funds on a cash basis
as benefits are paid.}

Accounting Policies
Management applied the Recommendations of CICA 3461 retroactively as at January 1, 2000.

The Medical and Life plans are trealed as two separate plans for the purpose of determining
curnulative gains and losses. For each plan, cumutative gains and losses in excess of 10% of
the beginning of year ABO are amortized over the expecied average remaining service to
retirement of active members expecied to receive benefits under the Plan. Nortel Networks and
Nortel Technology are treated as a single entity for the purposes of determining cumulative
gains and losses and the amortization in future periods.
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The Company has elected to amortize past service costs resulfing from plan amendments on a
linear basis over the expected average remaining service (o full eligibility) of active members
expected to receive benefits under the Plan.

MNortel's fiscal year-end is December 31 and the measurement date is December 31.

The attribution period is the period of an employee’s service to which the expected non-pension
post-retirement benefit obligation for that employee is assigned. The beginning of the aftribution
period is the date of hire (or pension plan membership date, depending on the Flan}, which is
the beginning of the credited service period. The end of the attribution period is the full eligibility
date for the various Norlei plans, as described in the summary of plan provisions section of this
report.
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Summary of Assumptions
The following assumptions were used in valuing the benefit obligations under the Plan.

Measurement dafe

December 31

Discount rate

6.00% per annum for remeasurement as at September 30, 2009 and 2009
benefit cost for the period from October 1, 2009 to December 31, 2009, 2008
disclosure and 2010 benefit cost

6.65% per annum for remeasurement as at June 30, 2009 and 2008 benefit
cost for the period from July 1, 2009 to September 30, 2009

7.37% per annum for 2008 disclosure and 2009 benefit cost for the period
from January 1, 2009 to June 30, 2009

CPI

2.50% per annum for rermeasurement as at September 30, 2009 and 2009
benefit cost for the period from October 1, 2009 to December 31, 2009, 2000
disclosure and 2010 benefit cost

2.00% per annum for remeasurement as at June 30, 2009 and 2009 benefit
cost for the period from July 1, 2009 to September 30, 2008

1.25% per annum for 2008 disclosure and 2009 benefit cost for the period
from January 1, 2009 to June 30, 2009

Salary increases

Salary increases used {o determine future life insurance benefits for non-union
employees are assumed to be the sum of two factors:

» Aninflationary and preductivity component; and
= Merit and promotional increases.

For 2008 year end disclosure and 2008 benefit cost, the infiation and
productivity cornponent was 1.25% per annum. For 2009 disclosure, the
inflation and productivity component is 2.50% (i.e. inflation = CPI, productivity
= 0%).

Meril and promotion

Merit and promotion increases were based on age, Job Code Incentive (JC1)
level and Professional / Non-professional cods as follows:

Prof & JCI above 1 Prof & JCl Level 1 or
or Non-Prof & JCI Non-Prof & JCi below

Age ahove 4 8
20 0.00% 0.00%
25 4.00% 1.00%
30 4.00% 0.50%
35 3.00% 0.50%
40 2.25% 0.50%
45 1.75% 0.60%
50 1.25% 0.00%
55 1.25% 0.00%

Mercer (Canada) Limited
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Health care cost frend
rates (2008 disclosture
and 2009 benefit cost)

Grandfathered Traditional Program

Semi-Private Hospital 4.75% per annum

Prascription Drugs 9.00% per annum in 2008 grading down to
5.00% per annum in and after 2028

Other Health Care 4.75% per anhum

Vision Care 0.00% per annum

Dental Care 4.75% per annum

Pravincial Premium 3.25% per annum

Non-Grandfathered Traditional Program

Catastrophic Plan 8.00% per annum in 2008 grading down to
§.00% per annum in and after 2028

Healthcare Spending No increases

Account Adlocation

Provincial Premium 3.25% per annum

Balanced Program and SARP

Healthcare Spending No increases

Account Allocation

Provincial Premium 3.25% per anfum

Mercer (Canada) Limited
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Heaith care cost trend

Grandfathered Traditional Program

rates (2009 disclosure  gepy private Hospital ~ 4.75% per annum
and 2010 benefit cost) ™ P °P , _
Prescription Drugs 8.00% per annum in 2008 grading down to
5.00% per annum in and after 2028
Other Health Care 4.,75% per anhum
Vision Care 0.00% per annum
Dental Care 4.,75% per annum
Provincial Premium 3.25% per annum
{non-BC)
BC Provincial Premiurn  6.0% per annum for 3 years, then 4.5% per annum
thereafter
Non-Grandfathered Traditional Program
Catastrophic Plan 8.00% per annum in 2008 grading down o
5.00% per annum in and after 2028
Healthcare Spending No increases
Account Allocation
Provincial Premium 3.25% per annum
{non-BC)
BC Provincial Premium  6.0% per annum for 3 years, then 4.5% per annum
thereafter
Balanced Program and SARP
Healthcare Spending No increases
Account Allocation
Provincial Premium 3.25% per annum
{non-BC)
BC Provincial Premium  6.0% per ahnum for 3 years, then 4.5% per annum
thereafter
M_ortalfty (2008 RP2000 mortality table projected fo 2017,
ggﬁ;%:‘:*éfsgnd 2009 Rates at sample ages are shown below (per 1,000 members);
Age Male Female
20 025 0.15
30 0.41 0.22
40 0.54 0.55
50 1.57 1.26
60 513 4,64
70 17.18 15.37
80 54.26 40.72
90 171.33 125.13
Mortality (2009 RP2000 mortality table fully generational.
disclosure and 2010
benefit cost)

Mercer (Canada) Limited
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Withdrewal We have made an allowance for future terminations of employment before

retirement for reasons other than death or retirement. Sample termination
rates, by employee group, are as foliows:

Age Non-Union Union
20 12.92% - 9.18%
25 10.86% 9.18%
30 9.03% 7.49%
35 7.34% 5.16%
40 5.66% 3.70%
45 3.97% 2.55%
50 3.03% 1.47%
55 1.14% 0.43%
The termination scale ends at the full eligibility date,
Retirement rafes Retirement Scale

Traditional (Grandfathered and Non-Grandfathered) Programs

Non-Union (Part 1}

* 5% per year from Company-Initiated Retirement Age® to Employee-
Initiated Retirement Age®

=  40% at Employee-Initiated Retirement Age

* 15% per year from Employee-Initiated Retirement Age to Age 65
= 100% at Age 65

Non-Union (Part Ii}

» 5% per year from Age 55 fo Age 59

= 20% per year from Age 60 to Age 64

= 100% at Age 65

Union

= 15% per year from Company-Initiated Retirement Age® to Employee-
Initiated Retirement Age*

= 40% at Employee-Initiated Retirement Age
¥ 15% per year from Employee-initiated Retirement Age to Age 65
= 100% at Age 65

Balanced Program
Non-Union Plan Oniy
= Same as Non-Union Plan for Part Il members

SARP Program
Union Plan Only
* Same as Union Plan for Traditional Programs

5

years of pensionable service.

Employee-Initiated Retirement Age refers to the earlier of: Age 65, age 60 with age pius pensionable service
equal to 80 or more, and age 55 with age plus pensionable service equal to 85 or more, or age 55 with 20 years of
pensionabie service for female members, in service with Norte! Networks on May 31, 1673.

Mercer {Canada) Limited
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Disability rates We have made no explicit allowance for the possibifity that plan members
become disabled before retirement.
Members currently in receipt of LTD benefits are assumed fo retire at age 65.
Marital status » Foractive employees, 80% are assumed to be married at retirement with
males assumed to be 2 years older than their female spouses,
= For current retirees, actual spousal information was used
Age 65 2008 per Grandfathered Traditional Program
covered person claim Semi-private Hospital $41
costs (before o 7
administration and Prescription Drugs 640
taxes) (2008 disclosure  Other Medical 144
9 £ - -
and 2009 benefit cost) Vision Care 24
Dental Care 235
Total $1,084

Non-Grandfathered Traditional Program

Catastrophic Medical Program®
Healthcare Spending Account

Balanced Program
Healthcare Spending Account

SARP
Healthcare Spending Account

5987

$50 per year of service from age 40 to
retirement age

$50 per year of service from age 40 to
retirament age

$50 per year of service from age 40 to
retirement age

T

assumptions shown hare are before the assumed offset amount.

Drug cosls are reduced from age 85 due to coverage from the provingial government drug plans, The

All drug costs can be claimed under this plan. The costs for drug benefits are reduced from age 65 due to the

coverage from the provincial government drug plans. The assumptions shown here are before the assumed offset

amount.

Morcer {Canada) Limited
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Age 652010 per Grandfathered Traditional Program
covered person claim nri ;
costs (including Semi-private Hosp::al $26
administration and Prescription Drugs 765
taxes} (2009 disclosure  Ofher Medical 136
and 2010 benefit cost) -
Vision Care 18
Dental Care 2863
Total $1,200
Non-Grandfathered Tradjtional Program
Catastrophic Medical Program™  $985
Healthcare Spending Account $50"" per year of service from age 40 to
refirement age
Balanced Program
Healtheare Spending Account $50" per year of service from age 40 to
retirement age
SARP Program
Healthcare Spending Account $50"" per year of service from age 40 to
retirement age
Post refirement increases Cost at Age
in utilization by age 55 85 70 75 20 85
Supplementary
Hospital 45% 64% 100% 161% 253% 388% 562%
Prescription Drugs ™ 76%  88% 100% 109% 113% 114% 113%
Other Medical 106% 103% 100% 102% 110% 121% 135%
Vision Care 106% 103% 100% 97% 95% 92% 89%
Dental Care 107% 104% 100% 95% 90% 83% 74%
Catastrophic
Medical Plan 75% 88% 100% 108% 113% 114% 113%

Healthcare

Spending Account 100% 100% 100% 100% 100% 100% 100%

Prescription drug offset  Alberta: 55% of claims

assymption at age 65 ) .
and after (2008 Ontarlo: 65% of claims

disclosure and 2009 Quebec: 100% of claims (assume 100% of Quebec retirees elected RAMQ at
benefit cost) age 65)
Others: 0%

Drug costs are reduced from age 65 due to coverage from the provincial government drug plans. The
assumptions shown here are before the assumed offset amount.

All drug costs can be claimed under this plan. The costs for drug benefits are reduced from age 65 due to the

coverage from the provincial government drug plans. The assumptions shown here are hefore the assumed offset

amount.

Mercer {Canada) Limited

Amount decreases to 50% upen members death and continues for surviving spouses.

Drug costs are reduced from age 65 due fo coverage from the provincial government drug plans. The
assumptlions shown here are before the assumed offset amount.
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Prescription drug offsef  Alberta: 55% of claims
assumplion atage 65 optario: 65% of claims
and after (2009 o . o, i
disclosure and 2010 Quebec: 50% of claims (assume 100% of Quebeg retirees elected RAMQ at
benefit cost) age 65)
Others: 0%
Adjustment factors for The liabilities for the catastrophic medical coverage under the Non-
the Catastrophic Medical Grandfathered Traditional Program were inftially calculated based on the
Fian deductible and above claims cost, aging, frend and drug offset assumptions. The resulting
fifefime maximum obligations were then reduced by multiplying by the following factors by age at
the valuation date to reflect the expected impact of the plan's kfetime
deductible ($7,500 per family) and iifetime maximum ($500,000 per family)
provisions. it has been assumed that the current fiat lifetime deductible and
maximum amounis do not increase in the future,
Age Group Adjustment Factors
Less than 30 0.98
30t0 34 0.95
3510 39 0.93
40 to 44 0.92
45 {0 49 0.89
5010 54 0.87
5510 59 0.82
60+ 0.89
Provincial government As of April 1, 2008 the refirea premium for the government plans are as
plans (2008 disclosure follows: .
and 2009 benefit cost)  province Single Family
RAMG Premium {(Nortel $175 $350
reimbursement)
British Columbia 354 596
Provincial government As of January 1, 2010 the retiree premium for the government plans are as
plans (2009 disclosure follows:
and 2010 benefit cost)  proyince single Family
RAMQ Premium (Nortei $175 $350
reimbursement)
British Columbia 357 $102
Administrative expenses  Medical 4.30% of claims
Drental 4.30% of claims
Life Insurance 1.50% of claims
STB 2.30% of claims

Mercer (Canada} Limited
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Taxes Provisions for the following provincial premium and sales {axes have been
made:
Provincial Sales Taxes:
Quebec 9.00% of claims and expenses
Ontario 8.00% of claims and expenses
Other Provinces Nil
Premium Taxes:
Quebec 2.35% of claims and gxpenses
Ontario 2.00% of claims and expenses
Other Provinces 2.00% to 4.00% of claims and expenses for Life

Insurance and STB, and for Medical/Dental
depending on the province as follows:

= 2.00%: Alberta, British Columbia, Manitoba,
New Brunswick, Saskatchewan

= 3.00%: Nova Scotia

= 3.50% Prince Edward Isiand

*  4.00%: Newfoundland and Labrador
Goods and Services Tax:

All Provinces 5.00% of expenses
Altribution period As described in the Summary of Non-Pension Post Retirement Benefit Plan
Provisions.

Claims Cost Development

Grandfathered Traditional Plan

The 2010 per covered person claim costs at age 65 are based on actual claims experience for
Nortel's retired members or surviving spouses for the calendar years, 2007 to 2009. The claims
cost assumptions include administration and taxes. Claim costs were trended to the mid-point
{July 1, 2010) of the current valuation period. Refer to the schedule for the development of the
2008 claim costs on the following pages.

Catastrophic Plan

To determine the per capita costs of age 65 for the catastrophic plan, we relied on the data used
for the Grandfathered Traditional Plan and applied certain relative value adjustments to develop
the costs for the catastrophic plan.
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Grandfathered Traditional Plan

2009 Total 2008 Total 2007 Total

Actual Nortel retirees” paid claims {before administration costs and taxes)

Hospital $953,756 51,080,673 $1,101,260
Drug 6,738,069 6,981,234 6,646,711
Vislon care 321,565 287,525 280,146
Other medical 2,356,118 2,530,114 1,862,758
Dentad 3,773,716 3,547,802 3,505,179
Tofal $14,140,215 $14,427 347 $13,4065,054
Number of Norte! retirees, spouses and survlving spouses

= Eligible for medical henefits 18,985 18,918 18,803
= Eligible for dental benefits 18,085 18,916 18,803
Per covered member costs

Hospitad $50.24 $57.13 $58.57
Drug 472.94 492 47 464.71
Vision care 16.94 16,20 16.43
Other medicat 124.05 13376 99,07
Dental 188,77 187.58 186.42
TFotal $862.94 $886.11 $824.1%
Trend to July 01, 2008

Haspital 1.00 1.05 140
Drug 1.00 1.08 1.47
Vision care 1.00 1.00 1.00
Other medical 1.00 1.05 1.10
Dental 1.00 1.08 1.10
2009 per covered member costs

Hospital $50.24 $59.84 $64.26
Brug 472.94 £31.87 542.03
Vision care 16.94 15.20 15.43
Ciher medical 124.05 140.1% 108,70
Dental 168,77 196,46 204,55
Total $862.94 $943.48 $934.98
Weighting 50% 33% 17%
Trend to July 01, 20410

Hospital 1.048

Drug 1.080

Vision care 1.000

Offer medical 1.048

Dental 1.048

2010 per covered member costs

Hospital $68.43

Prug 544.43

Vislon care 18.1

Cther medicai 132.87

Dental 208,42

Total $960.25
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Adjustment factors to convert 2010 per covered momber costs
into age 65 per covered member costs

Haspital 0.3937

Drug 1.2288

Vision care 1.0554

Other medical 0.8956

Dental 1.1038

Drug offset assumption af age 65 0%

Par covered member age 65 claims costs (2010 per covered member costs x adjustment factors)

Hospital $28.00

Drug - incorporating 0% drug offset 660.00

Vision care 17.00

Other medical 119.00

Denta! 230.00

Total $1,053.00
Administration costs and taxes

v Administration costs for medical 4.52%  of ¢laims
« Premium and sales taxes 9.50% of ¢laims
Total administration costs and taxes 14.43%; of claims

Administration costs and taxes

= Administration costs for dental 4.52%  of claims
» Premium and sales taxes 9.50%  of clalms
Total administration costs and taxes 14.44%  of claims

Per covered member age 66 claims costs with administration costs and taxes

Haspital $26.32
Drug - Incorporating 0% drug offset ¥65.63
Vislon care 18.45
Olher medical 136.18
Derdal 263.22
Total $1,210.82

Benefit adjustment factors due to differences In pian provisions

Hospital . 1.00
Drug 1.00
Vision care 1.00
Other medical 1.00
Dental 1.00

Nortel 2010 per covered member age 65 claims costs with
administration costs and taxes

Total
Hospltal $26.32
Drug - incorporating 0% drug offset 765.63
Vision care 18.46
Other medical 136.19
Dental 263.22
Total $1,210.82
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Appendix D

Summary of Plan Provisions

Future Non-Union Retirees

On June 2, 2006 Nortel announced changes to the post retirement benefits provided to non-
union employees. Effective January 1, 2008, non-union employees who were not at least 50
years of age with 5 years of service on July 1, 2006:

* would be provided with medical and dental benefits on an “access-only” basis (100% retiree
paid); and
» aflat $10,000 iife benefit.

Current Retired Non-Union Members

May be covered by one of the various plans outlined on the following pages depending on their
compensation plan and depending on their retirement date,

Future and Current Union Retirees

Future Union retirees and current union retirees are covered under the Traditional
Grandfathered plan or SARP plan as shown on the following pages. (There are a few plan
differences for the union members covered under the Traditional plan than the non-union
members covered under this plan.}

Mercer (Ganada) Limited 46



Ly

poyun (wpruen) aoia

palanca 1oN

wmuxew aa4 usuadsip 29

g|qissod aisym
uonnisqns osusb ‘sbrup uopdussaly

%08 12 PRseAsd sBrup uogduasaig

> {osqsnin-uon; Brug

[Eoipap

pled-aaiae) %00} ‘asMIaL0 ‘9002
‘L KNP 1B aowues sread g ypm Og abe
1583) e sefoidws 3| pled-eloN %001

pled-aaifer 9001 'eSMAlaLo ‘0002
‘| Aing e evinles sieah ¢ yym og abe

pled-aaina %001 '9siwsLo ‘5002
‘3 AInp ye aoiares siesh G ym pg obe
yses} 12 ealojdws ) pied-RUON %001

. ‘ -Bueys 1500

821)1@] S} J0 YIeSp auy 8. Jey AY
paanpal uojeso|e pied Aueduica [enury

J529) 18 90kojdwa 3| ped-apoN %001

SBA

S8

LT
. Juepuadag 3 jesnods

0¥ abie woup 201ses J0 Jeak Jod
055 81 vopeaoje pled Auedwoo Enuuy

PRysies st ajqhonpap swgsy o1
Jaype sasuadxs [EoIpaW a|qi6)e jo {ued
ojydoaisejen wol)) %00 | sesinquiey

Ajwe} sed Jeak Jepusies
tod 0OD'ES 10 WRWIXEW 1e300d-)0-in0)

» ’ Junowny Jysueg

ViIN

Apwiey yed wnwpeewr algey poo'00cs

pajuniun

N tuntuIxep) ueld HersAC

YN

Afuo sjyauaq jeoipaw Lyepen o} sanddy
. Ajwey yad
Slqrionpap |18%00d-40-4no awpay) 005" 2§

sueyd Jejuap pue yijeey yog Jo
18yye Jepun pawnou sasuadxe o} sa|ddy

Jeak tepusfes Jad (AyweysiBuis) og/szs

. aigronpag

sbe1en0D feiusq pue [eopely

snyes

SAROE WIS 21B) oym g9 afie Japun
sesmal 29gany Jop werbold Jojsanu)
USWalRe) I8 9IRS 10 SiEak

01 yim o5 efie Jses] je og 1snw sakojdits
‘dyYS 9 wesbold pesueleq jj| Led
Ayiges|q ube) SuoT Jo sMEs sagoe

Wy Agoadp amad 1snul sakoidws ;) Jed

JuBLuBIal 1B 89lAIa% Jo sieak O gim

"gg ofie 15ea) )2 g Jsnw askojdus i} Ped

fnigesiq uua) Buot Jo snie)s saoe
wioy fgoenp augal Jsnly eskoldwg ;| Hed
© wesboid |RuoNpaI ) posetRlpURIS
au} 10} Ajenb jou saop salojdwa y

JUAWAIIES B 80)AJSS 0 SiEak g ypm
g5 afe jeeel Je aq jsnw askojdug o) ped

ApligEsic) wua | Buos 1o se)s aajoe
WOy A9ad[p ugal SN esfo|diug i Yey

00OT 'OF [0y 1B se sowuss
0 sueak g2 jsesj Je aARy J0 OF by

. Anpqibnz

Wnoaoy Suipuads aieayyesy

weiboid Nudonseien

d¥VYS pue wejlic)y pasurjey
feuoyipel ] passyiejpueig-uoN

weaboly euoipea)
PRIBYIBIPURIH-UON

weabold [euoFIpEI]
palaigejpueln

SPJEPURS BURUNGIOY SN UiM SIUEPICOSE U| PUZ L9YE YOI JPUN BOOZ FB0sId Joy

SUNSDIOE)] PUE 807 JUSUSY JUSIUIEY 150 UOSURZ-UON U0 Loday

uonzodies s3I0MIaN ISMON




i | . pajnun {epeue)) soorow

"EIQUWINIOD Yspug vl saslyal "BIWINIOD YSALE L) Sasm8) "BIQWINDS YSRLG W] S254151 )
10} swinwed soueanswy; UjEaY fetsuiaosd J0f m_..:_.__Em‘_n asuBinsu yesy jepunosd 204 sumnpwand souensu yiesy [epunosd ' ey
B 30 %00 SAEd SYIOMIBN [BLON  » Y110 %001 5AR0 DESOMISN [OPON w 8 JO %00E sAed ssuOMIBN |SUON  » SOl UL YHEBH BIUINOIY
tiosiad
PaIBACQION  w . PAUBAODJON = 1od /sIAZ ODZE 10 WINLYXKEW 2 0 340G = " piy Buueaps

SUONIPUOD A2 210ASS I10Y SIAZI00ZS
‘pue ‘ucsiad Jady s1AZ/ 0014 SO WNLEXEY »

30D P2 MyD

SUBHALGD
8k alanas Jo} sIAZ/00ZS pue ‘Losied
A Jady 8ifz /0044 10 WnuRXRW € 0) dr 950G s

PoIBACI JON : peleADD JON . UDJUN-HON 8eD UOISIA
winxew uerd Adnifu)/sssug jo .
. ' PRIBAGIJON  » II2I9A0 pUE SIGIoNPap 0} 108fNs %001 «  pousd U] O0G'Z)E I WNWIXEL B 0] %408« Buwisinp fing spenid

abeianos woos
ejeAld pue piEM UsSMeq SoURIAgg =

* 1500 Gupews) ay)

pasmADIIoN o« palanca BN = Jo9%0G pue Aepuad 05 1SN AR 4O %00 x ejidson
. swrituaid sAed aaigey swnwasd shed samey  »
swnwead sAed salysy  » - aignonpap ] sinonpen
$G6S 10 $590%6 U| $asuedxe 055/STS ‘#S6S IO 53BOXD U] SISUatXs D5E/5Z$ 5EY 10 S880Xa Uf Sasuadxa
je %000 pue ieak e Jexond jo N0 pSES 10 %001 pue Jzef B 19xood Jo N0 pEES 10 %001 pug Jeak e jayond Jo N0 568
0} dn Kiejniuc) DY o eiqiBye %08« 0y dn KEinuLo} GWYM Lo S|aBES %08« OF dn ABnuLc: DpvYM Uo SjqiBie B0
veld Bruq wsjeamb3 Dy NN ueld Brug wsieanb DNV NN ueld Bnig wejeanbs DY NN
MGLLE JO umusXet e JAfS 416 30 WNXeW g JAIGZLE 10 WnunXew B
o} (usueq sjgexe)) swnywsid sfed |suoN = 6] (Busq siqexe)) swirjwaad sAed jspoN  » 0] {Uatiaq sjgexe) swnjwsid shed PuoN x
QPUOW/SE'v L& Slquonpap Ajuuoy  x WBUoW/eE 1§ Siqyanpap fupoly = \UOLYEE LS Bjgnonpap Aluoly .
) 56§ 40 $520%0 L) SosusdXa JO U4L00L w PGB JO S590Xa U] Sasuadxa Jo %00L  w $56% J0 $589%9 U] 5o5uRdXa JO %00 a
ifpeood jo o pogs o) dn gg siaa0)  « MAgEdood o o y56501dn %EasIA0D »  JAfavD0d 1O IND GG 0} dn oag RBADD
ueld frug oy jepumold ue|d Brug DY jelounold ) ue|d Bnug Oy tepuneid .
. SEOONT g UOAD pug '
59 sasufley — (sagenl) bmg
wnogoy Bujpuadg surogieay weiborg nydonseien
dJUVYS pue weaboig pasunjey wesbolyd jeuonnipest wesboly Jeuoiipes )
‘reuonipel L paisyjelpueIg-uoy PRidyeipueln-ucN palayjelpueso .

Spiepuelg BUNUNCCaY S UM IUEPIOIIE Uf pU LOYE YOI JBPUN GOOE [B9SH 5o} .
BINTOSI) PUER 1507 JJBuay JUBBIRSY JS0d UoISUS-UTN U0 Loday uoj3ri0dion SyIoMION JOHON




& . pajiwry {epeuen) Jaa1a

' lesk
hmu:w_ﬂhuacoﬂmn._oaooc.r»uoﬁz ._

sieak ¢ Aue y| uosiad

42d 90O L$ [ORUOPOPLS f JPUORILSY w Liavag wmuixepy

BUON opucROyLO
%05 BnIeIoISeY Jofepy
%08 QHLOPOPUZ f SpUopoLSd
%08 ofseg
palaAoD JoN paleans JoN 10 S0UBINSUINSD 1ejusg
sswoM Buiginy —~
sppe Bupee -
T8OUBINSTROD %405
(wnuxew oezs) spewered a0 —
(sunLupxew ou) «m_nﬂaﬁowwm:m -

saols ojpeedoyuy -

wnwixew vepd |[erens

PUE Sjqonpap o} joelqns 24,00

. Jeaf Jepusies

. . Jad 1suopmoend Jad winuixew
0szs (Wedasiso 4sidesay yoasds
‘Jojoeidosyo ‘jsideisgorsAiyd)

san|jAas |Bajpaweled J0 181} pedalesg

[§1-17 4
Jepusyeo aed uosied Jad wnunxew
067$) Se01russ [eDjpALEe

{ejusp jejuapiooy
SABIY
SIOMAIBE asuBngUYy

shery - sejddns pue juswdinbs (espay -
SEOJJBS BILEMQWY - oferanoo eopaie soumoNd o I —
- saddns pue uadinbs tesjpey - HIURINSUNGT 9,0
DBIBAOD JION  w SSpNR W gepRpy] . [BOIDBIY SO0

wunosoy Bupuedg azeayyeey weihory oyydoygseyen

weibolg jeuonipes)
PaI2YIRIPURID-UON

dyVYS pue Wweaboad paouejeqy
levopipel), pasaejpuein-ucyN

wesfiold pevogipeal
paIOyIEIpULID

SPIEpUE)S BUNUN000Y S UM SOUBRICODE U| PUE 1GpE YOI JSRUN GOOT 20814 10
SINS0SH Pue §S07 JyeUag JUBWAlaY J50d UOISUBJ-UoN LD podsy

uoneiodion wxugrwoz [2HOoN



0g

pajiwn (epeuen) 1eaay

saaljes N300 40} Wauag yieap 00'0LS
10 abelaaco pred Auedod U] 0p0'ses

SSaUllal MY J0) JUBUSG WESp Q000LE
1o sBasanoo pled Auedwiod U] op0'0cS .
EEVE]
000'01$ 'ssmuauo
‘B00Z 't Alr 1B ajuas sieek § unm
05 ofe Jsee] j2 J WauaY ulesD 000°D1S
{0 abeanoo pred Auedwoo Ut 0po'eEg =

PREEY

000°0LE esivusylo

‘SO0 '+ AInr Je sapues sieef G ym

0g afe J5e3] 12 )l |ysusq Weap 0an'oLs
Jo ebeianco pred Auedwos woop'sEs

FEUGHPETL PaTaUeInuBIs TR

000'sZ$
40 8BEISADD WNWILIL B SABY DYM AYD

10 1d20X5 D0D'0 1S J0 SBEISADD WNLUY

aferanoa ay siseq fuswaigsel-aid jo
%05 5t efeisnod usym sdojs uonanpey

FEIBE 1B, 150d VO]

ebessnco
ol ;iseq Juswsmel-axd 10 %6y
sfabelaaon usum sdo)s uogonpay -~

EEVEY I A P s
uojupy

juBwayal JORE || SUIBWISS

BOUBINSUL JO JNOWIE [BJL) BU} 'SHBIRSS
020N J0) puz 'aaoqe pue i sem pueg
azoUm |joufed ojeaud ue seamel Jo4

TSRO S0 O] SGONTooRg

00D‘02 g Jo efmanoy E:E_Es_. -
, abesanoo
ayYfl ;seq Juswwslges-aid Jo o402
s1 9fRIQACD USYMm sdojs uoonpay —

. sheanoa
8j1] 91524 Wwatiensr-ard Jo oG
s1 oBetonoo uoym sdos uonanpey ~

S5IN3T 16, 1504 UOIFFUSH

SRl |6, 81 CO[u-ud)

usjupUoN

Alesiapuue

Juswalial yoee uo %6 Ag Bupnpay
9002 ) Ajnp wo

aopues sieak g yIm Og #6e 1ses) e Jou
41000°01% anR08) sesAc|dua LUoUN-UoN

abeianod
By 9jseq Juswasarald o) jenbg

A souBInsUf a7

wnosay Buipiedsg aresyijeap

weabold opdosseien

]

d¥vYS pur weiboag poouejeg
leuonpeay, paiayyeIpIRI9-UoN

weuforg jeuoijipel)
PRANZRIPURID-UON

weibolg [euoiapesy
[-EFCTFEEIT. I ST,

spiepuzls SURUNEDTY S YIM SOUEPIDDDR U) PUE |BFE YOI JBPUN §ODZ [E98ld Joj
3IN80|98]Q] pue [S67 YBUSF JUaWANSY IS0 UDISUSZ-UON U0 Joday

uoniRIodios SHIOMIDN [OHON




L& pajuey (epeueg) jaoialy

Ampuz Ag uonewoju] sinsojosiqg

UOJ3BWLIOJ] [RUO3IPPY

3 xjpuaddyy

SRIEpUR)S BUIILNDODY G LM SOUEIIDITE LY BUR LEYE YOI JSPUN G00Z 2054 Jo}

SUNSOAS(Y] PUE J807) WaUSF JUSWAINIY 1304 UC|SUBG-UON HO Loday uanelodion SHIoMITN 810N




2g , . A ) : pa3nug {epeueg) Jaosap

[CCERER] [CTEaT4] 185°31) PESEL WDIBECd jERUBLY jD JUUIHETS U] PeuBesR) JLhOWE jaN
L2 QZEss) 1 TE GE) [CEERY] CEFETTY 0L L 1800 liraiaq aipapiad Jau Jo 5583%0 U} SUaINgYIUCD Jekoidlus BARE)NWRY
S3L'E0Y Zer'ee 2444 ZIL'E £98'0L SULEL Bi'E Puzmieaf 1 100 U] paubonel jeio),
BS'83 002 05°LE Bi8'T 8.9 GAY L9 282'e . e {sgop) jepamon N
S05'CH pee's BED'D 63L - TAN 562'9 zee Ypwea (1500) anpuaz Iopy
i} a 5 a a 1} a 19580 (UepRBIq0) voysuER) L
rixe} 0)35] Bluosuy jd Joyzo uf pap | PUE 503 yijaUdg 3jpouad 19U Ul PAZNE00SE 194 10U SINNAKIE jo woEloEeaeY
Taea 8a%) Gea 6e) 116531 {rEsel) [ ET ) T617 0e2) TOC3 80N (951 av 1yw) unjyead JEjsuet jo oW Ll PEZUEESR WUNOWE jap
o] (Y] Zar'st) [ B15ZF »68 66, (salyimen) juanLnousy
LA ] (aee't) &z1')) {s0g) (ene'sz) (os2'an) (sco'sh (saigey)) usung
] a 1] [} 1] o 1] SISEER WHLNAUGN
0 18(8t0s wojysod o = 33 W) PR il 4
e Eae mmmm m TELay vEsel) TOe BEe) G D Tsrasi] {51 5 J9u2) uneod [ioUBUY J& fieage)s U) pozubDa) TWE 9
a Q. a [] [] 1] ] Aep raye foydu
{ace'goe) {8z8'ep) l16g'sL) weaey) (508'6E5) 5aoee) foes'eod) . (HousP) Smiding - SrjBjs paguna
] ] a [] [] -] [ . P2 - Elesse upyd JO njeA Jre
OER'sSE SE5'6C 1Eg'gL TEERL 50E'6ES sireee DES'sOE pua - woyieBuge euey
. ) §51 SV - FHIRIX papun) jo uopkjjjcucoay
(egt'zey) | lwess {122'68) loag'oL) £a5z"9Lt) lpes'+05) B0s'se4} FqErdnassy ysusg pennay
[T TPd002) [CGIYD) kL2 [P Teer Lol Tase e (ure) 5507 [ELEMAY N peeyyousRun
{s0g'en) (pee's} (aeg's) -3} LTI (o5 2] 1501 QIIAIRG 1B PIZINDURIVT
k] 1] 1] 1] 0 ] [ : IekORC jeuan: n
] 4 a o 1] 1] [} RiEp AN AL FHYe SURNNOLIUED edD
{5e5'8nE) [sz5's2) [E=EN regzI} (s0x'se) [sz2'0ep) loes'sgl) Gy2uap) sniding - smiey papund
[ [] [1] [] . [] [] [] pua+sjesy uejd Jo anjeA Jey
oRg'sse j14:1:1 185'54 vee'tr S05'85E SLL0ET OESROL Bu - Usefyg e Yeuvg
FRVT Y2ID - TNERS papunt jo noRelueoey
1] [] [] ] 1] ¢ [ pus - 510858 ye;d Jo anjer ey
[] [] [[] a a [] [1] sasuadxs yeid |Enjoy
i [} [ n 0 L} [H a {seanpisenp) suopBmboy
] 3 o 0 a ] i} {ino) b a3ysuen faN
0 g ] [ - ] a showded uBWeIReS
1} 0 0 1] 1} 1] 4 Jado|dwa o) 1o pied sndmey
(FLET feeql (a2} . e lpessa (ery'as) {sez'e) Ried tuecreg
] ] 1] q Q [ 1] SUBpnauibozs seisdwg
#1-1-14 5 -4 108 §8L'iT EH'5L 562'R ' BV JRATdws
] a ! [:] ] o o s1ouse uejd us Wl jahoy
[} 1] Q [} ] a Q posdiopd jo pua - sjesse weqd jo omEA e
. 5jes52 uBjd | ebveyn
GES 85S¢ 52562 YEB'TL SOC'ECE SLUOEZ DES'ROL pue ~ ut)iel|jge plevaq p@s 1sod peje), Y
BOE'EE (T 12e'l g 9ZTEl 050'8) (web) teop jeuenyay
13 q o b ] 1] EUBUSq UojRuLILR) jeprads
] 1] L] . [ a 1] weines Bupg uonebiao
(sen's) (z88'2) {aes} Ee £61°2) {ove'y) RN o AN Y, Bswarmy|
1] aq 1] 0 4 a (saImypteap) suOysTby
[ [} -] [i] 0 a . . (o) ur Jegsues) oy
{12592) {eee) (208). foesie) (erv'st) igez'e) pied syouag
[} [} [ Ll n 2 SHakpUDWE Ueld
1] ] -] [ a /] . i) sUphnguuas eakedus
£58'7Z Us5Z SEg' 168 ROL'ZZ 4a9's¢ 2099 1509 asEy
Ban j-1-18 201 73 £or 52 143 1853 AaRS
STHISE ie'se GES LEF'ZL FES'ALE :rA N oA SOMEE po/ad Joud Jo pus ~ uojeBljgo yavag wawaed isod payEmwnosy
: - Bl1g0 Jyeueg 30 ysad up sBueyn
55 e R a7 |30, legjpaly (3] : : -
12102 pURIg Abareuysey (ekon MBojouyasy jepaN Alojouyaa ) jeioN SYIOMAN [SliaN  SHISMGON JEUON  SYIOMIaN jEhiuN .

spJepueig Bujunosay S Him SIURPICODE U PUR | OFE YOND Jepin §00Z (0s14 1)
QUNSO[OSI() PUE 1800 JYBuaY JUSWAIRY ]SO USISUB-UON U Loday woneodIoD syiomiaN [axoN




€c . - ‘_uw#E_._ {epeues) joosaw

REOZ b4 14 5202 202 BE0E BE0Z PEUSESL WES BjEMN JBR L
wegh L boig HETT IRy HER'Y BIEULEN - VOHIENL) @m y)jeeH
%llg %159 %Lia %119 LG %EL'D 120435 - uogEYU] 29ma UhEsH
HOTE HOS'T %s'E 05T . %OST %OST (3geas uey +Wwow aseEy fnoa jo ajey
%80 HEN'D 5509 %50"3 80D YREQ'D A7 unoasig
- popad jo pua Ty
s2oz 220z jiraird RIOT 520z bzbz PAYIBAI SR1 AR AR A
HEE'Y %Y Seay HERY Wy HIBY HEW ~ UD|IEGL 8122 \njzo
%hLa %o %¥1'9 " Bdl'e %rt'e %ylg PBeg - UON2IL BIZS WyesH
HRETL HITL HITL Wzl ®EZ' L L7 (ojese d £ AW ASESIAY) uor 10 Ay
LY %LEL L LTL BitL WL #el Junoang
popad jo BuewBan iy
Fuopdumssy
S58'E0L zoy'az opsze B34 9U; §O pUB BYY 3R {00V
[TE] Teel) S5 {=woy) Rwen) sapusyaIdwsy Jemn
TrLI5E Fi i BEM'IT i85A dohid 3y jo pue euL e tAgY
o, . lizoy) (seey] awozyy o i
El‘ Trie] “Teto e 3} 210L
(¥4 0zre) Tozeey [i] X [1] . (e s5o) IBUEhe 1o
« lyes'ty Uz {85} (ae1} (zon) g} | (sz3) (Fes) 1900 aopIek Joglg
] [} 1} 0 4 [ B * (isese) venebnyo jeupsues),
TE3A JEIGL JXBY BY) JSAL BILIBIU] 2AIST SLIF ) il wo at i 3n
2.8 {eeg's) {eve's} 01§t 60505 £80' Lt aly'ez SUWODUE 3xSUSIAdWEs FAgi0 PUR 1583 TaURY DIEOLed 186 UF pazuBear o)
LL8°BY okt (Y, 3] 5822 ZET LY sBL'2E BE¥'61 (0) - (2) sitiemiy eagsuatastns Joyis v pezuBooa (1peio) 1865 ela |
sienby
TBooes) 250'7) . qu& G Tecaan) Fia)] [T (Q) )50 Joung oipeyed 150 yBnaly payEsw)IE: yopEZORNE [2)0]
TEEv oL 8LV L) 080'Y] EEL) . " (utefi) s50f frenine 19U ja UoyezuouNy
{ag'2l) (peg'd). Lezo'e) Gre) loew'ey {aps's} {068} : (1paud) 1504 #dpuaes Jopd Jo uopRETOLY
] o ] 0 4 0 ] {1285%) uopEhiL ogsUBN Jo voRENGWY
N snugy
BOEEE mamﬁw [ FEA] BIE 1T SZE gL S0 EL . ) pound uj Sursye (yeds) o7 jm0L
89852 5°C, y1] 3ZE) 8TLE EEAAY 030’8l Popod u) Bursye (upel) 30| |euemze Jan
1] 1] 1] [1} 0 Q L0 pepad U Buse (ipeas) 100 sopues Jond
- aegu| iy IR up i oo Wavag pue szecse urd ul SIBURYD
llop'e) TEs lmm £'5) [ i LT'E ore) $EEE . (owionu(} o2 euag juaweines jsod speued ay
8- a a [} a 0 [1] spelaq uopeuiuney (Bpads
-} 0 a .3 L] a a . {ujeB) ss0] jusitejag
(sea's} (2e0'2) r:hat] (B8 | (esp'e} ez (o1 U] ~ LW
(oza's} {1ve'y) -l B (18) 592’5} B9y} {158) 08 J0 utipuioan) HEIpRUILY ~ aWLLINgy
(esv'o;) (ezi'1) {og0) @) {oze's} (2028} &5} {u126) s3] 1R pEnIaz 01 o ueEZVOWY
(oowg) fegz't) . (z5e) (552} Geen [CEr) ] {apBsa) 1520 BANRS JORH A WCHEIIOLNY
] [} ] 0 L} ] o fissse) uonelygo oy Ja usy
o ] 0 a a e 0 9]orse uejd uo Wmel paetRs
£SBYZ 085’2 BER'L 1-3 £o5T o8o'cl 2058 1500 1S81%0)
aug sal [ 22 - toF 8E E 1507 AUAIDE
TV - 1500 eukg AWM prod sjpapad jau jo musuodwan
E i Toi e fous) 242 Tavo) §5 5 pEzmiivoe js00 peveg
3] [ Q [} [] 0 [i] (1o85e) ub)2Eqe [BUCHER] ~
owz) {285 lzzo'o) (2v8) (sen's) tovirs) (as8) SUHERUBIIE UB)d ~
(29y'se) 6Ly fa1'9 L] {985'0r) {£68"1Z) T feod'al) 5] (uB) ey -
2] L] o o [1] Q i . S5y wo DY -
i 112 i5adser ) pormd ay) vy pazufiosat 5)500 pUe pojsed BY L Busue sEna-nEon ELetL ]
9.8 ces's) I£y5'9) OLE'} 60502 <1174 aly'er Poped 2yl u) Bujspe jeon
“I5earst Tarn GEil Y1 I (0] Errd (3 (vi=B) so0q quaruepng
1] ] a o ] -] k] FILRIUPLBUY Uejd
[5:4-4 (s08') :teaH 126" Fredis 2ZTE oso'el ssn) )es) puEmisy
[:} o 0 a a 1] Q 5JaSER Lgld Yo wnp jensy
ES0'PT 058'z 855't 168 ez S69'5E £09'9 1803 Fossu)
608 saL 242 73 =1 T &tk 1803 B3RS
! ¥2iz- 50 pauag wanaiia 1sod sipoyed yeu o siveucdwog
1Ej0), {ERGK Ei] [T ESpaR [13]
LT ABejeuyae L apon ABojoty3A ) [awon L 1ZHoN 13pay 49N [RHON lapoN

SPIEPUZIS BURUMORaY SN WM BOUBPICIOR U PUB LBFE YOID Jepun BR0Z 0S| 1oy
2NSO[ISI] PUE 1503 JyaURY JUSWBIRSY (504 UOISUSJ-uDN uo podey uolelcdioy SHIDMION [9HON




Nortel Networks Corporation Report on Non-Pension Post Refirement Benefit Gost and Disclostire

for Fiscal 2009 under CICA 3461 and in accordance with US Accounting Standards

Appendix F

Employer Certification

With reéspact to the Report on Non-Pension Post Retirement Benefit Cost and Disclosure for the
Fiscal Year Ending Decembsr 31, 2009 under CICA Seclion 3461 and US accounting standards
of Nortel's Non-Pension Post Retirement Benefit Plan, | hereby certify that, to the best of my
knowledge and belief:

The membership data suphlied to the actuary provides a complete and accurate description

of all persons who are entifled to bensfits under the terms of the Plan for service up to the
date of the valuation;

A copy of the plan documents and of all amendments made up to December 31, 2009 were
supplied to the actuary;

Al substantive commitments have been cormunicated to the actuary;

Accounting policies adopted by the Company are those described.in this report; _

The actuarial methods, amortization method and amortization periods 1o be used for the
purposes of the vaiuation are those described in this report;

Management's best-estimaie assumptions for purposes of the valuation of the Plan and the
extrapolation of the financial position of the Plan as of the fiscal year end December 31,
2009 are those described in this raport; and

All events subsequert to the valuation that may have an impact on the results of the
valuation have been communicated to the actuary,

/Hlfo

Date

I éﬁ;}ﬁféﬁf& Lred.

Ssgned

[ WM\ gﬂ(l‘#\.

Narme

e oha Berelits )ALWK(

Title

Mercor {Canada} Limited 7 ) 7 54
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Nortel Networks Corporation

Appendix G

Report on Nan-Penslon Post Retirement Benefit Cost and Discfosure

for Figcal 2009 under CICA 3481 and In accordance with US Accounting Standards

Glossary of CICA 3461 and US Accounting Terms

This section illustrates the main difference in terminology between CICA 3461 and US

accounting ferms.

US Accounting

CICA 3461 Standards Definition
Accrued benefit asset Prepaid postretirement Cumulative employer coniributions in excess of benefit cost,
’ benefit cost

Accrued benefit liability

Accrued postretirement
benefit cost

The accumuiation of benefit cosis that have not yet been
funded. :

Accrued benefit Accurmiated The actuarial present value of all benefits expected to be

obligation Posiretiremment Benefit received, attributed to employee service rendsred before the
Obligation (APBO) valuation date.

Gurrent service cost Service cost The actuarial present value of benefits attributed to services

rendered by employees during a one year period.

Benefit cost Net periodic The amaunt recognized in the employer's financial staiements
postretirement benefit as the cost of a post refirement berefif plan for a period.
cost

Past service cost

Prior service cost

The cost of benefit Improvements atiributable to plan
participants’ prior service pursuant to a plan amendment or a
plan initiation that provides benefits in exchange for plan
participants’ prior service.

N/A

Accumulated Other
Comprehensive Income

Balance sheet item reporied on company's financial statement.
As of the fiscal year-end, it is equal to the sum of the net
acluarial gain {loss) plus prier service credit {cost} plus
transition asset (obligation) not yet recognized in net income.
The amount shown in this report is the before-tax amount and
the amount shown on the campany’s financial statement will be
afler-tax.

NIA

Other Comprehensive
Income

Except for certain amounts that are amortized, a company's net
income does not include actuariat gains and losses during a
year nor plan amendments during the year, These amounts are
included in other comprehensive income. Other
comprehensive income equals the change in accumulated other
comprehensive income during the fiscal year. Other
comprehensive income is shown on a company's books as an
after-lax amount but is shown in this report before taxes.

Mel"cer (Canada} Limited
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Ellen Whelan, FSA, FCIA
Principat )

M E RC E R 161 Bay Stroet
© P.O.Box 51
] Toranto, Ontarioc M5J 255
MARSH MERCER KROW. . 416 868 2124 Fax 416 868 8999
GUY CARPENTER  OLIVER WYMAN ellen.whelan@mercer.com
www.mercer.ca

23 February 20110

Lee K. Close

Vice President, Transaction Advisory Services
Emst & Young Inc. '
100 Queen Street, Suite 1600

Ottawa, ON K1P 1K1

Private & Confidential

Subject: Nortel Canadian Post Employment Benefits Accounting in Accordance with CICA
3461 and US Accounting Standards for Fiscal 2009 ,

Dear Lee:

As requested, this letter is to advise of the changes between the February 2, 2010 and
February 23, 2010 letter for the post employment benefits.

The content and figures contained in each lefter are the same except in the February 23,
2010 version the following paragraph has been added on page 1:

In February 2010, we have been notified by Norte! that they wil stop paying non-pension
benefits after December 31, 2010. We have aiso been advised by Nortei that it intends
to account for this event as a subsequent event. Any required curtallment and
settlement in this respect would be accounted for in fiscal 2010 or later.

Let me know if you have any further questions.

Sincerely,

Ellen Whelan, FSA, FCIA
Principal :
Copy:

Hing. Cu ing. .
" Meroar (Canada) iited Consulting. Outsourding, fnvestments,
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MARSH MERCER KROLL
GUY CARPENTER  OLIVER WYMAN

Page2

23 February 2010
Lee K. Close
Emst & Young Inc.

Gale Rubenstein, Goodmans LLP
Elizabeth Smith, Nortel Networks Limited
Wendy Ward, Nortel Networks Limited
Paul Forestell, Mercer

- Teresa Palandra, Mercer

{\noneiopebyaar2D08vwporiicleb234tr, doc
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