Ontario Commission des P.O. Box 55, 19th Floor CP 55, 19e étage
’E\ Securities valeurs mobilieres 20 Queen Street West 20, rue Queen ouest

Ontano

L l . Toronto ON M5H 3S8 Toronto ON MS&H 3S8
Commission de I'Ontario »

Web site: www.osc.gov.on.ca
TDX 76
CDS-08C

IN THE MATTER OF THE SECURITIES ACT
R.S.0. 1990, c. S.5, AS AMENDED

- and -

, IN THE MATTER OF
NORTEL NETWORKS CORPORATION and NORTEL NETWORKS LIMITED
(collectively, “Nortel”)

o ORDER
- (Sections 127 and 127.1)

WHEREAS the Ontario Securities Commission (the “Commission”) issued a Notice of
Hearing dated May 16, 2007 pursuant to sections 127 and 127.1 of the Securities Act, R.S.O.
1990, c. 8.5, as amended (the “Act”) announcing that it proposed to consider a settlement
agreement entered into by Nortel and Staff of the Commission; -

AND WHEREAS on May 16, 2007 Staff of the Commission filed a Statement of
Allegations in respect of Nortel;

AND WHEREAS Nortel entered into a settlement agreement dated May 16, 2007 (the
“Settlement Agreement”) with Staff of the Commission in relation to the matters set out in the

- Statement of Allegations;

- AND UPON reviewing the Settlement Agreement, the Notice of Hearing and the
Staternent of Allegations, and upon considering submissions of Nortel and of Staff of the
Commission;

- AND WHEREAS the Comm1ss1on is of the opinion that it is in the public interest to
make this Order;

IT IS HEREBY ORDERED THAT:
1. the Settlement Agreement is approved;

2. pursuant to sections 127(1)4 and 127(2) of the Act:



(i)

(i)

(iv)

™)

-2-

during the Reporting Period (as defined below), within 30 days of filing
each of its quarterly and annual reports, Nortel shall deliver to Staff of the
Commission a written report (a “Remediation Progress Report” or
“Report”) detailing its progress in implementing the Remediation Plan, as
outlined in Schedule “A” to this Order, and addressing the other matters
described in Schedule “B” to this Order. Remediation Progress Reports
shall be delivered for the period commencing the first quarter-end after the
date of this Order and ending the earlier of (a) the quarter-end after Nortel
has remedied all material weaknesses in its internal control over financial
reporting to the satisfaction of its external auditors, and (b) the date when
Nortel has reported to Staff of the Commission, to the reasonable
satisfaction of Staff, that Nortel has completed the implementation of the
Remediation Plan (the “Reporting Period”);

Remediation Progress Reports shall be prepared substantially in
accordance with the instructions in the reporting template attached as
Schedule “B”;

Remediation Progress Reports shall be signed by the Chief Financial
Officer and the Controller of Nortel and will include confirmation that the
Report has been reviewed by the Chief Compliance Officer and the Audit
Committee of Nortel and reflects their comments, if any, on the Report;

Staff of the Commission shall be-entitled to engage a third party expert or
experts (the “Consultant™), acceptable to and at the expense of Nortel, to
assist Staff with their review and assessment of any Remed1at1on Progress -

Report or Reports; and

at the request of, and on reasonable notice from, Staff of the Commission
and/or the Consultant, representatives of Nortel (including, where
appropriate, the Chief Financial Officer, the Controller, the Chief
Compliance Officer and/or the Chair of the Audit Committee of Nortel)
will meet with the Staff and/or the Consultant to (11scuss and answer
questions on any Report; and

pursuant to section 127.1 of the Act, Nortel shall make a payment to the

Commission in the amount CDN $1,000,000 as a contribution towards the costs
of the investigation.

Dated at Toronto, Ontario thisﬂ w2 day of /7 / % , 2007
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SCHEDULE “B”

REMEDIATION PROGRESS REPORT TEMPLATE REFERRED TO IN PARAGRAPH
79 OF THE SETTLEMENT AGREEMENT DATED MAY 16, 2007 BETWEEN STAFF
OF THE ONTARIO SECURITIES COMMISSION AND NORTEL NETWORKS
CORPORATION AND NORTEL NETWORKS LIMITED.

1.

REPORTING PERIOD

Each feport will identify the period to which the report relates (the “reporting period”).

PROGRESS OF REMEDIATION PLAN

Each report will provide reasonable details of the actions taken during the reporting period
for; and status of, each of the remedial measures identified in the Remediation Plan (as set
forth on Schedule “D” to the Settlement Agreement). The reports will indicate whether the
Company has met or is on track to meet the target timeline for 1mplementat1on of each
remechal measure and, if not, what actions remain outstandmg, the pnnc1pa1 reasons for the -

delay and ‘any revised internal timeline to complete such actions. The reports will also

-include reasonable details of all modiﬁcations or adjustments in any of the planned

- remedial measures identified in the Remedlatlon Report and the principal reasons for such

modlﬁcatlons or adJustments

Should the existing material weakness (aé referred to at paragraph 74 of the Settlement
Agreement) remain, in whole or in part, at the end of the reporting period, the report will

include reasonable details as to the 10110 wing in respect of each such material weakness:

@) a description of the material weakness;

(i1) a description of the root causes of the material weakness as identified by
management;

(1i1) a description of the principal compensating procedures and processes that

management has put in place to ensure the reliability of the Company’s financial

reporting in light of the material weakness;

(iv) the specific remedial actions which management has identified are required to be

taken to fully remedy the material weakness or, if such actions have yet to be
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identified, the process which management proposes to follow to identify such

remedial actions; and

) the estimated internal timeline for implementing such remedial actions and/or

process.

TRA]NINC, COMPLIANCE, ETHICS AND INTERNAL AUDIT

Each report will provide an overview of the areas of focus and activities of the Company’s
financial accounting training programs and Compliance, Ethics and Internal Audit
functions (as described in paragraphs (iv), (v) and (xviii) of Schedule “C” to the Settlement

Agreement) during the reporting period, including (without limitation) reporting on:

(@) the activities of the Company’s Global Finance Training and Communications

group, including remedial and on-going financial accounting traim'hg programs
~developed for Finance, Control and FP&A employees and including the minimum |

_ annual training requirements established for Finance employees;

(i1) the communications activities of the Ethics and Compliance functions, including

activities directed towards the promotioh ,ofNo'rtel’s ethics “hot line”, the volume -

- of calls received by the hot line and an overview of the categories of areas raised

in such calls; and

-(1i1) progress on the testing and deployment of the SAP system.

CONFIRMATIONS

Each report will confirm that the report has been reviewed by the Company’s Chief

Compliance Officer and the Audit Committee and reflects their comments, if any, on the

report.

* Where applicable, a report will confirm whether:

@) the Company has remedied the material weakness in its internal controls over

financial reporting to the satisfaction of its external auditors; and/or

(i1) the Company has completed the implementation of the Remediation Plan.
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5.

SIGNATURES

Each report will be signed by the Chief Financial Officer and Controller of the Company.



