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Health and Welfare Trust

In prior periods, we had incorrectly netted employee benefit plan assets against the post-employment and post-retirement
liabilities and lT](‘r‘l\"l‘Fl(‘ﬂU rpr'nnrnwprl c-"nnc: and losges rhrnnch the consnlidated statement of nnpmtlnnc. related to certain

assets held in an employee benef' t trust in Canada, or Health and Welfare Trust. Historically, we had accounted for the
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assets of the Health and Welfare Trust in accordance with SFAS No. 106 CATOY ey ACCOUNILHENE 100 rUdL nEuirciincii

Benefit Plans’” (**SFAS 106"") and SFAS No. 112, “Employers’ Accounting for Post-Employment Benefit Plans™
(**SFAS 112"") which, among other things, permitted the netting of these plan assets against the post-employment and
post-retirement liabilities if the assets are appropriately segregated and restricted. Upon further review, we determined
that these assets should not have been netted against the liabilities because the Health and Welfare Trust was not legally
structured so as to segregate and restrict its assets to meet the definition of plan assets under SFAS 106 and SFAS 112
As a result, we corrected prior periods to present plan assets and liabilities on a gross basis, and to recognize gains and
losses in OCL.

We further determined that Nortel was the primary beneficiary of the Health and Welfare Trust, which met the definition
of a variable interest entity under FIN 46R “‘Consolidation of Variable Interest Entities’’. As a result, we corrected prior
periods to consolidate the Health and Welfare Trust into our results as of July 1., 2003, the effective date of FIN 46R.
The combined impact of these adjustments in the Third Restatement was an increase in cost of revenues of $2 and $10,
an increase in selling, general and administrative expense of $3 and $12, an increase in R&D expense of $4 and $6 and
an increase in other income of $8 and $9 for the years ended December 31, 2004 and 2003, respectively. As of
December 31, 2004, total assets increased by $138 and liabilities increased by $144, including the related foreign
exchange impact, as a result of these adjustments.
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