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(collectively, “Nortel”)

SETTLEMENT AGREEMENT BETWEEN STAFF OF THE
ONTARIO SECURITIES COMMISSION AND NORTEL

INTRODUCTION

On May 16, 2007, the Ontario Securities Commission (the “Commission”) issued a
Notice of Hearing pursuant to sections 127 and 127.1 of the Securities Act, R.S.0. 1990,
c.. S.5, as amended (the “Act”) to consider this Settlement Agreement between Staff of
the Commission (“Staff”’) and Nortel.

JOINT SETTLEMENT RECOMMENDATION

Staff agree to recommend settlement of the proceeding against Nortel in accordance with
the terms and conditions set-out below (the “Settlement”). Nortel consents to the making
of an order against it in the form attached as Schedule “A” based on the facts set out in

Part III of this Settlement Agreement.
STATEMENT OF FACTS

For the purpose of this Settlement only, Nortel agrees with the facts set out in this Part
IIL. | |



2

Staff and Nortel agree that the facts set out in this Part III for the purposes of this
Settlement are without prejudice to Nortel in any other proceeding of any kind including,
but without limiting the generality of the foregoing, any proceedings brought by the
Commission under the Act (subject to paragraph 81) or any civil, criminal or other
proceedings currently pending or which may be brought by any other person or agency.
Without limiting the generality of the foregoing sentence, Nortel expressly denies that
this Settlement Agreement is intended to be an admission of civil or criminal liability by

Nortel and Nortel expressly denies any such admission of civil or criminal liability.

All dollar amounts referred to herein, unless otherwise stated, are in U.S. dollars and,
unless otherwise stated, all references to financial results are to Nortel Networks
Corporation’s results reported in its consolidated financial statements for the relevant
period prepared under generally accepted accounting principles (“GAAP”) in the United
States (“U.S. GAAP”).

A. The Respondents

Nortel Networks Corporation (“NNC”) is a reporting issuer in Ontario and its shares are

listed on both the Toronto and New York stock exchanges under the symbol “NT”.

Nortel Networks Limited (“NNL”) is the principal direct operating subsidiary of NNC.
NNL is a reporting issuer in Ontario and its preferred shares are listed on the Toronto
Stock Exchange under the symbol “NTL”. All of NNL’s issued and outstanding common
shares are held by NNC.

The principal executive offices of NNC and NNL (collectively referred to herein as

“Nortel” or the “Company”) are located in Toronto, Ontario.
B. Overview of Agreed Facts

The conduct at issue relates to Nortel’s financial results for the fiscal year ended
December 31, 2000, the third and fourth quarters of 2002 and the first and second
quarters of 2003. These time periods are referred to herein individually as the “Relevant

Fiscal Periods” and collectively as the “Material Time”.



10.

11

12.

13.

14.

For each of the Relevant Fiscal Periods, each of NNC and NNL prepared and filed with
the Commission two sets of financial statements which were represented to have been
prepared either in accordance with U.S. GAAP or GAAP in Canada (“Canadian GAAP”),

as the case may be.

During the Material Time, the emphasis by former members of Nortel’s senior corporate
finance management on meeting revenue and/or earnings targets led to a culture within
the finance organization of Nortel that condoned two types of inappropriate accounting
practices (described in paragraphs 13 and 14 below), which did not comply with
applicable GAAP and were contrary to the public interest.

Further, during the Material Time, Nortel failed to implement appropriate internal
controls and procedures to identify, monitor, control and fully disclose the accounting
practices described in paragraphs 13 and 14 below, which failure was contrary to the

public interest.
(i) Revenue Recognition

During the 2000 fiscal year, former Nortel senior corporate finance management
inappropriately changed Nortel’s accounting policies several times either to recognize
revenue brernaturely or to defer the recognition of revenue to a subsequent period. After
changing internal accounting policies, these same senior corporate finance managers did
not understand the relevant U.S. GAAP requirements, misapplied these U.S. GAAP
requirementé and, in certain circumstances, “turned a blind eye” to these U.S. GAAP
requirements. As a result, revenue was recognized for numerous transactions for the
fiscal year ended December 31, 2000 in a manner not in accordance with U.S. GAAP.
This conduct was driven by the need to close the gap between actual and targeted revenue

and earnings.
(i) Provisioning

During the third and fourth quarters of 2002 and the first and second quarters of 2003,
former Nortel corporate and finance management (who have since been terminated for

cause) endorsed, and finance employees carried out, accounting practices relating to the
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recording and release of certain accrued liabilities and provisions that were not in
accordance with U.S. GAAP or Canadian GAAP. In three of those four quarters, these
practices were undertaken to meet internally imposed pro forma earnings before taxes
targets. While the dollar amount ‘of most of the individual provisions was relatively
small, the aggregate value of the provisions made the difference between a profit and a
loss, on a pro forma basis, in the fourth quarter of 2002 and the difference between a loss
and a profit, on a pro forma basis, in the first and second quarters of 2003. The pro forma
calculation was used by the Company to make its determination on whether to award
various bonuses under bonus plans that provided for payments tied to a pro forma

profitability metric.

Nortel admits that these inappropriate accounting practices and the absence of effective
internal control over its financial reporting contributed to the issuance of financial
statements by the Company during the Material Time that were not in compliance with
U.S. GAAP and/or Canadian GAAP. As a result of these practices and internal control
deficiencies, Nortel was required to restate its publicIy disclosed U.S. GAAP and
Canadian GAAP financial statements for the Relevant Fiscal Periods and other fiscal

periods as described herein.
C. The Restatements
(i) First Restatement

In May 2003, Nortel commenced certain balance sheet reviews at the direction of certain
former members of management that led to a review and analysis of the Company’s

assets and liabilities (the “Balance Sheet Review”).

The objectives of the Balance Sheet Review were reported to be to: (i) identify balance
sheet accounts that, as at June 30, 2003, were not supportable and required adjustment;
(i1) determine whether such adjustments related to the third quarter of 2003 or prior
periods; and (iii) document certain account balances in accordance with Nortel’s

accounting policies and procedures.
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The Balance Sheet Review was supplemented by additional procedures carried out

-between July and November 2003 to quantify the effects of potential adjustments and

review the appropriateness of releases of certain contractual liability and other related
provisions (alsb called accruals, reserves or accrued liabilities) in the six fiscal quarters

ending with the fiscal quarter ended June 30, 2003.

The Balance Sheet Review, as supplemented, resulted in the restatement (effected in
December 2003) of Nortel’s consolidated financial statements for the years ended
December 31, 2002, 2001 and 2000 and for the quarters ended March 31, 2003 and June
30, 2003 (the “First Restatement™).

The net effect of the adjustments made to NNC’s financial statements in the First
Restatement was a reduction in accumulated deficit of $497 million, $178 million and
$31 million as at December 31, 2002, 2001 and 2000, respectively. Among the
adjustments made as part of the First Restatement, approximately $935 million and $514

million of certain liabilities (primarily accruals and provisions) carried on NNC’s

) previ§usly reported consolidated balance sheet as at December 31, 2002 and 2001,

respectively, were released to income in prior periods.

On December 23, 2003, each of NNC and NNL filed with the United States Securities
and Exchange Commission (the “SEC”) its amended Annual Report on Form 10-K/A for
the year ended December 31, 2002 and amended Quarterly Reports on Form 10-Q/A for
the quarters ended March 31, 2003 and June 30, 2003 reflecting the First Restatement.
On the same date, these same documents, together with the corresponding filings
represented to have been prepared in accordance with Canadian GAAP, were filed with

the Commission.

In conjunction with the First Restatement, Nortel’s external auditors, Deloitte & Touche
LLP (“D&T”), informed the Audit Committee that there were two “reportable

conditions”, each of which constituted a “material weakness” in Nortel’s internal control

- over financial reporting (as such terms were formerly defined under standards established

by the American Institute of Certified Public Accountants (the “AICPA”), which were

applicable with respect to 2003). These reportable conditions, which were disclosed in
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NNC'’s and NNL’s Quarterly Reports on Form 10-Q for the quarter ended September 30,
2003 filed with the SEC and the Commission in November 2003, were as follows:

@) lack of compliance with established Nortel procedures for monitoring and
adjusting balances relating to certain accruals and provisions, including

restructuring charges; and

(i))  lack of compliance with established Nortel procedures for appropriately applying
U.S. GAAP to the initial recording of certain liabilities, including those described
in Statement of Financial Accounting Standards (“SFAS”) No. 5, “Accounting for
Contingencies” (“SFAS No. 5”), and to foreign currency translation as described
in SFAS No. 52, “Foreign Currency Translation” (“SFAS No. 52”).

These material weaknesses contributed to the need for the First Restatement.

(ii) Independent Review

In late October 2003, the Audit Committees of the Boards of Directors of NNC and NNL
(collectively, the “Audit Committee™) initiated an independent review of the facts and

circumstances leading to the First Restatement (the “Independent Review”), and engaged

* the law firm Wilmer Cutler Pickering Hale and Dorr LLP (“WilmerHale) to advise it in

connection with the Independent Review. WilmerHale retained Huron Consulting

Services LLC (“Huron”) to provide expert accounting assistance.

Through the Independent Review, the Audit Committee sought to gain a full
understanding of the events that caused significant excess liabilities to be maintained on
Nortel’s balance sheet that needed to be restated, and to recommend that the Boards of
Directors of NNC and NNL (collectively, the “Board”) adopt, and direct management to
implement, necessary remedial measures to address personnel, controls, compliance and

discipline.

The Independent Review focused initially on events relating to the establishment and
release of contractual liability and other related provisions in the second half of 2002 and

the first half of 2003, including the involvement of the Company’s senior corporate
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leadership. As the review evolved, its focus was broadened to include specific
provisioning activities in each of the Company’s business units and geographic regions
and was expanded to include provisioning activities in the third and fourth quarters of
2003.

Based on periodic reports by WilmerHale on the progress of the Independent Review, the
Audit Committee recommended, and the Board approved, the termination for cause in
April 2004 of Frank Dunn (“Dunn”), the Company’s former President and Chief
Executive Officer, Douglas Beatty (“Beatty”), the Company’s former Chief Financial
Officer, and Michael Gollogly (“Gollogly”), the Company’s former Controller, and in
August 2004 of seven additional senior finance employees with significant responsibility
for Nortel’s financial reporting as a whole or for their respective business units and

geographic regions.

In January 2005, the Audit Committee reported to the Board the findings of the
Independent Review as set forth in a document entitled “Summary of Findings and of'
Recommended Remedial Measures of the Independent Review” submitted to the Audit
Committee by WilmerHale and Huron (the “Independent Review Sﬁmmary”). The Audit
Committee adopted the findings of the Independent Review and the recommended
remedial measures set forth in the Independent Review Summary in their entirety. The
Independent Review Summary was appended, in its entirety, to a press release issued by
Nortel on January 11, 2005 and filed with the Commission and was reproduced, in its
entirety, in NNC’s and NNL’s Annual Reports on Form 10-K for the year ended
December 31, 2003 (collectively, the “2003 Annual Report”) filed with the SEC and the

- Commission in January 2005.

The Independent Review concluded that former corporate management (who had been
terminated for cause) and former finance management in Nortel’s Finance organization
(who had also been terminated for cause) endorsed, and employees carried out,
accounting practices relating to the recording and release of provisions that were not in
compliance with U.S. GAAP in at least four quarters, including the third and fourth
quarters of 2002 and the first and second quarters of 2003. In three of those four quarters
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— when Nortel was at, or close to, break even — these practices were undertaken to meet
internally imposed pro forma earnings before taxes (“EBT”) targets. While the dollar
value of most of the individual provisions was relatively small, the aggregate value of the
provisions made the difference between a profit and a reported loss, on a pro forma basis,
in the fourth quarter of 2002 and the difference between a loss and a reported profit, on a
pro forma basis, in the first and second quarters of 2003. This conduct caused Nortel to
report a loss in the fourth quarter of 2002 and to pay no employee bonuses, and to
achieve and maintain profitability in the first and second quarters of 2003, which, in turn,
caused it to pay bonuses to all Nortel employees and significant bonuses to senior

management under bonus plans tied to a pro forma profitability metric.

Nortel admits that the inappropriate accounting practices referred to above rélating to the
recording and release of provisions, and discussed more fully in the Independent Review

Summary, were also not in compliance with Canadian GAAP.

. The findings of fact set forth in the Independent Review Summary, attached hereto as

Schedule “B”, are expressly indorporated in Part III of this Settlement Agreement.

At the request of the Audit Committee, the Independent Review Summary also set forth
governing principles for remedial measures recommended by WilmerHale. The

recommendations were directed at:
1) establishing standards of conduct to be enforced through appropriate discipline;
(i)  infusing strong technical skills and experience into the Finance organization;

(i11)  requiring comprehensive, on-going training on increasingly complex accounting

standards;
(iv)  strengthening and improving internal controls and processes;

(v)  establishing a compliance program throughout the Company which is
appropriately staffed and funded;
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(vi)  requiring management to provide clear and concise information, in a timely

manner, to the Board to facilitate its decision-making; and

(vi)) implementing an information technology platform that improves the reliability of

financial reporting and reduces opportunities for manipulation of results.

The Audit Committee recommended, and the Board approved, the adoption of all of the
recommendations contained in the Independent Review Summary. The Board directed
management to develop a detailed plan and timetable for the implementation of these

recommendations, the results of which are described in Schedule “C” attached hereto.
(iii) Second Restatement

As the Independent Review progressed, the Audit Committee directed Nortel’s new
corporate management to examine in depth the concerns identified by WilmerHale
regarding provisioning activity. That examination, and other errors identified by
management including errors relating to revenue recognition, led to the restatement of
Nortel’s financial statements for the years ended December 31, 2002 and 2001 and the
quarters ended March 31, 2003 and 2002, June 30, 2003 and 2002 and September 30,
2003 and 2002 (the “Second Restatement”), and the revision of NNC’s previously

announced unaudited results for the year ended December 31, 2003.

Overall in the Second Restatement, as a result of adjustments to correct errors related to
revenue recognition, NNC increased revenues by an aggregate of $1.492 billion in 2001
and $439 million in 2002. NNC also increased previously announced 2003 revenues by
an aggregate of $386 million. Most of these adjustments constituted the recognition of
revenue that had previously been improperly recognized in prior years and should have
been deferred (often over a number of years). This also had the effect of reducing
previously- reported revenues in 1998, 1999 and 2000 by approximately $158 million,
$355 million and $2.866 billion, respectively. Of these adjustments identified in the
Second Restatement, approximately $750 million of revenues was deferred to years after

2003, while approximately $250 million of revenues was permanently reversed.
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Some of the adjustments related to errors involving issues in connection with
arrangements known as “bill and hold” transactions, in which revenue is recognized
before actual delivery of the product. During the Second Restatement process, Nortel
management determined that the relevant U.S. GAAP accounting policy had been
incorrectly applied to a number of contracts, and revenues had been recognized where the
relevant criteria had not been fully met, and therefore deferred all revenues associated
with bill and hold arrangements to subsequent periods. With respect to the fourth quarter
of 2000, approximately $1 billion of revenue was recognized incorrectly from bill and
hold transactions which failed to meet the appropriate accounting guidance as set out in
the SEC’s Staff Accounting Bulletin 101, “Revenue Recognition in Financial
Statements” (“SAB 101”). Subsequently, in the course of the Revenue Independent
Review (as defined Below), it was determined that former senior finance management,
contrary to earlier advice received from D&T as to the criteria that should be met
pursuant to SAB 101 in order to recognize revenue when delivery of product has not
occurred, had failed to ensure that bill and hold transactions be requested by the buyer

(hot the seller) in accordance with the guidance set out in SAB 101.

Over the course of the Second Restatement process, management and D&T identified a
number of additional reportable conditions, each constituting a material weakness, in

Nortel’s internal control over financial reporting as at December 31, 2003. At the time of

-the Second Restatement, a total of six material weaknesses had been identified. The

material weaknesses identified were:

(1) lack of compliance with written Nortel procedures for monitoring and adjusting
balances related to certain accruals and provisions, including restructuring charges

and contract and customer accruals;

(if)  lack of compliance with Nortel procedures for appropriately applying applicable
GAAP to the initial recording of certain liabilities, including those described in

SFAS No.5, and to foreign currency translation as described in SFAS No. 52;

(1ii)  lack of sufficient personnel with appropriate knowledge, experience and training

in U.S. GAAP and lack of sufficient analysis and documentation of the
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application of U.S. GAAP to transactions, including, but not limited to, revenue

transactions;

(iv)  lack of a clear organization and accountability structure within the accounting
function, including insufficient review and supervision, combined with financial
reporting systems that are not integrated and which require extensive manual

interventions;

(v)  lack of sufficient awareness of, and timely and appropriate remediation of,

internal control issues by Nortel personnel; and

(vi)  an inappropriate “tone at the top”, which contributed to the lack of a strong
control environment. As reported in the Independent Review Summary, there was
a “[m]anagement ‘tone at the top’ that conveyed the strong leadership message
that earnings targets could be met through application of accounting practices that
finance managers knew or ought to have known were not in compliance with U.S.

GAAP and that questioning these practices was not acceptable”.
These material weaknesses contributed to the need for the Second Restatement.
(iv) Revenue Independent Review

In lightv of the magnitude of the Second Restatement adjustments to previously reported
revenues, the Audit Committee determined to review the facts and circumstances leading
to the restatement of these revenues for specific transactions identified in the Second
Restatement (the “Revenue Independent Review™), with a particular emphasis on the
underlying conduct that led to the initial recognition of these revenues. The Revenue
Independent Review also considered any appropriate additional remedial measures,

including those involving internal controls and processes.

The Audit Committee engaged WilmerHale to advise it in connection with the Revenue
Independent Review. WilmerHale retained Huron to provide expert accounting

assistance.
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The Revenue Independent Review focused principally on transactions that accounted for
approximately $3.0 billion of the $3.4 billion in restated revenue from the Second
Restatement, with a particular emphasis on transactions that accounted for approximately

$2.6 billion in the fourth quarter of 2000.

The Revenue Independent Review found, and Nortel admits, that, in an effort to meet
internal and external targets, Nortel’s senior corporate finance management team, none of
whom are current employees of the Company, changed the Company’s accounting
policies several times during 2000, either to defer revenue out to a subsequent period or
pull revenue into the current period. After changing internal accounting policies, senior
corporate finance management did not understand the relevant U.S. GAAP requirements,
misapplied these U.S. GAAP requirements, and in certain circumstances, “turned a blind
eye” to these U.S. GAAP requirements. As a result, the Revenue Independent Review
concluded that Nortel recognized revenue for numerous transactions with disregard for
the proper accounting and this conduct was driven by the need to close revenue and

earnings gaps.

The findings of the Revenue Independent Review were presented to the Audit Committee
and the Board and disclosed in NNC’s and NNL’s amended Annual Reports on Form 10-
K/A for the year ended December 31, 2005 (collectively, the “2005 Annual Report™)
filed with the SEC and the Commission. As disclosed in the 2005 Annual Report, the
first five of the six material weaknesses in Nortel’s internal control over financial
reporting described in paragraph 36 continued to exist as at December 31, 2005 (as the
term “material weakness” is now defined under standards established by the United

States Public Company Accounting Oversight Board (the “PCAOB”)).
(v) . Further Conclusions Respecting Conduct

The filing by Nortel with the Commission of financial statements for each of the Relevant
Fiscal Periods that did not comply with Canadian GAAP, as set out above, was contrary
to sections 77 and 78 of the Act.
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Nortel’s representation in its financial statements filed with the Commission for each of
the Relevant Fiscal Periods (and in its other continuous disclosure filings for the Relevant
Fiscal Periods containing financial information derived from such financial statements)
that such financial statements had been prepared in accordance with Canadian GAAP or
U.S. GAAP, as the case may be, was materially misleading or untrue or did not state a
fact that was required to be stated or that was necessary to make the statement not

misleading, and was contrary to the public interest.

The inappropriate provisioning and revenue recognition practices which the Independent
Review or the Revenue Independent Review, as applicable, found to have occurred were

contrary to the public interest.
(vi) Third Restatement

As part of its remediation efforts and to compensate for the material weaknesses in

Nortel’s internal control over financial reporting, management undertook in 2005 and

“early 2006 to enhance Nortel’s internal controls and procedures relating to recognition of

revenue. These efforts included extensive documentation and review of customer
contracts for revenue recognized in 2005 and earlier periods. As a result of the contract
review, it became apparent that certain of the contracts had not been accounted for
properly under U.S. GAAP. Most of these errors related to contractual arrangements
involving multiple deliverables, for which revenue recognized in prior periods should
have been deferred to later periods, under SEC Staff Accounting Bulletin 104, “Revenue
Recognition” and AICPA Statement of Position (“SOP”) 97-2, “Software Revenue

Recognition”.

In addition, based on Nortel’s review of its revenue recognition policies and discussions
with D&T as part of the 2005 audit, Nortel determined that in its previous application of
these policies, it had misinterpreted certain of these policies principally related to
complex contractual arrangements with customers where multiple deliverables were
accounted for using the percentage-of-completion method of accounting under SOP 81-1,
“Accounting for Performance of Construction-Type and Certain Production-Type

Contracts”, as described below:
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(1) certain complex arrangements with multiple deliverables had been previously
accounted for under the percentage-of-completion method of SOP 81-1, but
elements outside the scope of SOP 81-1 should have been examined for separation
under the guidance in Financial Accounting Standards Board Emerging Issues
Task Force Issue No. 00-21, “Revenue Arrangements for Multiple Deliverables”;

and

(i)  certain complex arrangements accounted for under the percentage-of-completion
method did not meet the criteria for this treatment in SOP 81-1 and should instead

have been accounted for using completed contract accounting under SOP 81-1.

In correcting for both application errors, the timing of revenue recognition was frequently
determined to be incorrect, with revenue having generally been recognized prematurely

when it should have been deferred and recognized in later periods.

Management’s determination that these errors required correction led to the Audit
Committee’s decision on March 9, 2006 to effect a restaterhent of Nortel’s financial
statements for the years ended December 31, 2004, 2003, 2002 and 2001 and the first
three quarters of 2005 (the ;‘Third Restatement”). Overall in the Third Restatement, as a
result of adjustments to correct errors related to revenue recognition, NNC decreased
revenues by an aggregate of $261 million, $312 million and $520 million in 2003, 2004
and the first nine months of 2005, respectively. These adjustments constituted the
recognition of revenues that had previously been improperly recognized in prior periods
and should have been deferred to future periods. This also had the effect of reducing
NNC’s previously reported revenues in 2001 and 2002 by approximately $67 million and

$270 million, respectively.

Following the announcement of the Third Restatement on March 10, 2006, the Audit
Committee directed the Internal Audit group to conduct a review of the facts and
circumstances surrounding the Third Restatement principally to review the underlying
conduct of the initial recording of the errors and any overlap of items in the Third
Restatement and the Second Restatement. Internal Audit engaged third party forensic

accountants to assist in the review. On completion of its review, Internal Audit reported
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to the Audit Committee that, among other things, it found no evidence of intent to
improperly record revenues associated with the contracts included in the Third
Restatement nor any evidence of misconduct other than what was previously reported by
WilmerHale in connection with the Independent Review and Revenue Independent
Review. The findings of Internal Audit were disclosed in NNC’s and NNL’s Quarterly
Reports on Form 10-Q for the quarter ended March 31, 2006 filed with the SEC and the

Commission.

MITIGATING FACTS AND CHANGES IMPLEMENTED OR PLANNED BY
NORTEL

@) Co-operation of Nortel

Staff acknowledge that Nortel has been co-operative with Staff throughout Staff’s review
of these matters and has acted in accordance with Commission Staff Notice 15-702 —

Credit for Cooperation.

The Company has represented, and Staff accept, that when first apprised of the need for
the First Restatement, the Audit Committee initiated the Independent Review on its own
accord and in circumstances where the Audit Committee had no belief that misconduct

was involved.

The Audit Committee, consisting solely of outside (non-management) directors,
supervised and directed the Independent Review and retained experienced counsel with

no prior relationship with Nortel to assist it.

Nortel promptly reported to Staff the need for each of the restatements as well as the

Independent Review.

Similarly, when during the course of work on the Second Restatement Nortel’s
management identified certain errors relating to the recognition of revenue, Staff were
promptly advised of the matter and also of the Audit Committee’s decision to conduct
another independent review into the facts and circumstances that led to those errors.

WilmerHale was again retained to assist in the Revenue Independent Review.
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Throughout the Independent Review and the Revenue Independent Review, the Audit
Committee provided to Staff, through counsel, reports on the progress of each review,

including by way of comprehensive briefings by WilmerHale and Huron to Staff.

Staff have been assisted by Nortel throughout Staff’s investigation in their gathering and
review of the underlying facts. Nortel has volunteered documents sought by Staff to
assess the matters. In addition, numerous of Nortel’s present and former employees,
officers and directors have made themselves available to Staff to be voluntarily

interviewed on request.

The findings of the Independent Review were publicly disclosed by Nortel in January
2005 by appending the Independent Review Summary, in its entirety, to a press release
issued by Nortel and reproducing it, in its entirety, in the 2003 Annual Report. The
findings of the Revenue Independent Review were also publicly disclosed by Nortel in
the 2005 Annual Report.

As described more fully below in Part IV(iii), Nortel' has undertaken the broad-based
remediation recommended by the Independent Review to prevent a recurrence, to rebuild

Nortel’s corporate culture, and to ensure sound financial reporting,

NNC has addressed the claims of shareholders who are part of class action lawsuits filed
in Canada and the United States through the seftlement of those class actions, described
below in Part IV(ii). These shareholder class actions concern NNC's financial statements
for certain of the Relevant Fiscal Periods. Shareholders who have opted out of the
proposed settlement can pursue individual claims against NNC if they so choose. In
addition to individual claims against Nortel, class action litigation purportedly on behalf
of certain participants and beneficiaries of the Nortel Long-Term Investment Plan also
remains outstanding in Tennessee under the United States Employee Retirement Income

Security Act arising out of certain of the factual matters addressed herein.

Nortel has shared, and continues to share, with Staff and to publicly disclose in its
quarterly and annual public filings, management’s progress in implementing the various

remedial measures to address the findings of the Independent Review and the Revenue
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Independent Review and to address the material weaknesses in the Company’s internal

control over financial reporting.
(ii) Settlement of Shareholder Class Actions

On June 20, 2006, NNC entered into concurrent and related settlement agreements with
the respective lead or representative plaintiffs in seven class action lawsuits in Canada
and the United States brought on behalf of persons who purchased NNC common shares
or call options on NNC common shares, or who wrote (sold) put options on NNC
common shares, during the periods October 24, 2000 through February 15, 2001 and
April 24, 2003 through April 27, 2004 (the “Shareholder Class Action Settlement”).

The claims raised in these various class action proceedings include claims relating to

NNC’s reporting of financial results during the Material Time.

Under the terms of the Shareholder Class Action Settlement, NNC agreed to contribute to
a global settlement fund for class members a total of $575 million in cash plus related
interest of approximately $5 million and issue 628,667,750 common shares of NNC
(whi.ch was adjusted to 62,866,775 common shares to account for a one-for-ten share
consolidation implemented by NNC effective December 1, 2006), and contribute one-half
of any recovery in NNC’s existing litigation against Messrs. Beatty, Dunn and Gollogly
seeking the return of bonus compensation paid to them in 2003. NNC’s insurers also
agreed to contribute a total of $228.5 million to the global settlement fund. NNC further

agreed to certain corporate governance enhancements.

The Shareholder Class Action Settlement was the result of a lengthy, mediated
negotiation process, aided by a senior United States District Judge, which focused on
achieving a resolution of these lawsuits that was both fair to the respective class members
and which NNC could afford in order to remain as a viable and competitive company.
The issuance of a substantial number of NNC’s common shares under the Shareholder
Class Action Settlement (representing approximately 14.5% of its current outstanding
common equity) will provide class members with a stake in NNC’s future performance

and prospects.
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The Shareholder Class Action Settlement was conditioned upon, among other things,
final court approval by the respective courts in New York, Ontario, Québec and British
Columbia where the class actions were filed and certified as class proceedings (the

“Courts”).

In October and November 2006, settlement approval hearings were held by each of the
Courts, and each Court has since approved the settlement of its respective proceedings on
the terms provided therefor in the Shareholder Class Action Settlement and has found
such settlement to be fair, reasonable and adequate or fair, reasonable and in the best

interest of the class as certified by such Court, as the case may be.
The Shareholder Class Action Settlement became final and effective on March 20, 2007.
(iii) Remedial Measures Undertaken or Planned by Nortel

When it initiated the Independent Review in October 2003, the Audit Committee wanted
to understand, as a governance matter, how the errors arose and to adopt» appropriate
procedures and controls to eliminate the potential for similar errors. As it learned of the
inappropriate provisioning practices in the Finance organization, the Audit Committee
recognized that the corporate cultre at Nortel required fundamental change, beginning
with dramatic changes in the “tone at the tQp”.' Likewise, the Audit Committee
recognized that existing processes and procedures had been inadequate, and that

significant improvements and additional processes and controls were essential.

The Board insisted on a change in the “tone at the top” in the senior management of
Nortel. The Board began the remediation process in April 2004 with the termination for
cause of the then incumbent CEO, CFO and Controller. In August 2004, as the
Independent Review progressed, the Board terminated for cause seven additional senior
finance employees. The Board demanded the return of all bonus compensation that the
ten terminated officers had received in 2003 and then directed Nortel to commence legal

proceedings against the former CEO, CFO and Controller for this purpose.

Following the completion of the Second Restatement in 2005, the Board identified and

retained new senior management, from outside Nortel, with, in the Board’s assessment,
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strong accounting and financial reporting skills and a proven record of integrity and
ethical behaviour. The Board recruited a new CEO, CFO, Controller and Internal
Auditor/Chief Compliance Officer and created the new position of Executive Vice-
President, Corporate Operations, which it also filled with an external hire. It also

recruited a new Chief Legal Officer on the retirement of his predecessor.

The Company has represented to Staff, and Staff accept, that the Audit Committee sought
to analyze the root causes of the inappropriate provisioning conduct and accounting
errors in order to understand the broad based remediation required to prevent a
recurrence, to rebuild the corporate culture based on transparency and accountability, and
to ensure sound financial reporting and comprehensive disclosure. The Audit Committee
recommended to the Board a framework of remedial measures, which it grouped into
three categories — people, processes and technology (the “Remedial Framework™). The
Board adopted the Remedial Framework and directed management to develop measures

for the implementation of that framework and to implement them.

Nortel has represented to Staff, and Staff accept, that management has implemented a

broad range of remedial actions to implement the Remedial Framework, as more

. particularly detailed in Schedule “C” attached hereto.

The Company has also represented to Staff, and Staff accept, that Nortel has made
significant improvements during 2006 to its Sarbanes-Oxley Act of 2002 (“SOX”)
compliance program. The structure of its SOX compliance team has been changed to
improve communication and provide more integration with corporate and regional
management, and the team’s leadership maintains regular communication with Nortel’s
external auditors. An internal quality assurance function was established in 2006 to
review documentation and testing strategies of all key internal controls. A SOX Steering
Committee was established in 2006 comprised of members of the executive leadership
team from all key functions. This committee meets regularly to discuss the progress of

the SOX compliance program and review issues as required.

- Consistent with guidance issued by the SEC, management has also undertaken a

comprehensive redesign of its methodology of conducting assessments of the Company’s
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internal control over financial reporting and implemented a top-down, risk-based
approach to identification of risks to reliable financial reporting and the related internal

controls.

In connection with the preparation of NNC’s and NNL’s Annual Reports on Form 10-K
for the year ended December 31, 2006 (collectively, the “2006 Annual Report”), the
Company’s management assessed the effectiveness of Nortel’s internal control over
financial reporting in accordance with the requirements of section 404 of SOX (“SOX
404”) and concluded that one “material weakness” (as defined under the applicable
standards of the PCAOB) in the Company’s internal control over financial reporting
existed as at December 31, 2006. The material weakness identified, and disclosed in the
2006 Annual Report, was a lack of sufficient cross-functional communication and
coordination, including further definition of roles and responsibilities, with respect to the
scope and timing of customer arrangements, insufficient segregation of duties in certain
areas, delayed implementation of Nortel review processes and personnel for the
Company’s Korean joint venture, LG-Norfel Co. Ltd. (“LG-Nortel”), and insufficient
controls over certain end user computing applications, all of which impact upon the

appropriate application of U.S. GAAP to revenue generating transactions.

Specifically, as disclosed in the 2006 Annual Report, it was determined that the Company
did not sufficiently and effectively communicate and coordinate between and among the
various Finance and non-Finance organizations in a consistent manner across the
Company on the scope and terms of customer arrangements, including the proper
identification of all undelivered obligations that may impact upon revenue recognition,
which deficiency was compounded by the complexity of the Company’s customer
arrangements, in order to ensure that related revenues were accurately recorded in
accordance with U.S. GAAP. As well, management determined that the Company
requires further definition of roles and responsibilities, and further enhancement of
segregation of duties, in particular with respect to the front-end processes around
customer arrangements and with respect to access to computer systems, to ensure these
revenues are identified and recorded in a timely and accurate manner. With regards to

LG-Nortel, which was formed in November 2005 and included in management’s
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assessment of internal control over financial reporting starting in January 2006,
management determined that these deficiencies were compounded by delays in putting in
place review processes and personnel with appropriate knowledge, experience and
training in U.S. GAAP. Further, the Company utilizes various end user computing
applications (for example, spreadsheets) to support accounting for revenue generating
transactions, which are not sufficiently protected from unauthorized changes and

sufficiently reviewed for completeness and accuracy.

Nortel has represented that, based on progress during 2006 and into 2007, the Company’s
goal is the remediation of the above-described material weakness during the course of
2007 and the full implementation of the remedial measures to implement the Remédial
Framework. Nortel continues to identify, develop and implement remedial measures in
light of management’s assessment of the effectiveness of internal control over financial
reporting, in order to strengthen internal control over financial reporting and disclosure
controls and procedures, and to address the above-described material weakness in the
Company’s internal control over financial reporting as at December 31, 2006, as well as
to ensure Nortel continues to sustain the remedial measures taken to address ‘the
recommendations set forth in the Independent Review Summary. For example, during
the course of 2006, the Finance function in LG-Nortel was strengthened, including the
installation of a new leade; of this function. In addition, since December 31, 2006,
Nortel has appointed an individual in its technical accounting group with the appropriate
U.S. GAAP knowledge and experience to be fully dedicated to the review of the joint
venture contracts on a timely basis, in accordance with Nortel’s new contract review
policy (described in the attached Schedule “C”). Further, new guidelines and training
were developed by the Company in the second half of 2006 to improve revenue
recognition processes. Additional training courses and tools for non-finance roles are
currently being developed and deployed by the Company. Analysis of the Company’s

revenue related processes will continue during 2007 to identify key controls that should |

be added to these processes, in particular with respect to cross-functional interactions.

Nortel has outlined ongoing remediation plans to address the remaining actions to

implement the Remedial Framework and to address the remaining material weakness in
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its internal control over financial reporting, as outlined in the attached Schedule “D” (the

“Remediation Plan”).

Nortel has committed substantial financial and personnel resources to the remedial

initiatives referred to herein. The Company estimates that the costs incurred by it to the

date hereof relating to its remediation activities (including the costs of the Independent

Review, the Revenue Independent Review, incremental external audit costs related to

internal control remedial measures, and investments in the Company’s Finance

organization and processes) have exceeded $500 million.

TERMS OF SETTLEMENT

Nortel agrees to settle this matter on the basis of an Order:

1. approving this Settlement;

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

)

(i)

during the Reporting Period (as defined below), within 30 days of filing
each of its quarterly and annual reports, Nortel will deliver to Staff a
written report (a “Remédiation Progress Report” or “Report”) detailing its
progress in implementing the Remediation Plan, as outlined in Schedule
“D” attached hereto, and addressing the other matters described in Schedule
“E” attached hereto. Remediation Progress Reports shall be delivered for
the period commencing the first quarter-end after the Commission has
approved this Settlement Agreement 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, to the reasonable
satisfaction of Staff, that the Company 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 “E”
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hereto;

(1)) Remediation Progress Reports shall be signed by the CFO and Controller of
the Company and will include confirmation that the Report has been
reviewed by the Chief Compliance Officer and the Audit Committee and

reflects their comments, if any, on the Report;

(iv) Staff shall be entitled to engage a third party expert or experts (the
“Consultant”), acceptable to and at the expense of the Company, to assist
Staff with their review and assessment of any Remediation Progress Report

or Reports; and

(v) at the request of, and on reasonable notice from, Staff and/or the Consultant,
representatives of the Company (including, where appropriate, the CFO, the
Controller, the Chief Compliance Officer and/or the Chair of the Audit
Committee) will meet with the Staff and/or the Consultant to discuss and

answer questions on any Report; and

3. pursuant to section 127.1 of the Act, that Nortel make a payment to the
Commission in the amount CDN $1,000,000 as a contribution towards the costs of

the investigation.
STAFF COMMITMENT

If this Settlement is approved by the Commission, Staff will not initiate any other
proceeding under the Act against Nortel in relation to the facts set out in Part III of this

Settlement Agreement.

If this Settlement is approved by the Commission and at any subsequent time Nortel fails
to honour the terms of Settlement contained in paragraph 79 of this Settlement
Agreement, Staff reserve the right to bring proceedings against Nortel based on the facts
set out in Part III of this Settlement Agreement, and based on the breach of this

Settlement Agreement.



VIL.

82.

83.

&4.

85.

86.

24
APPROVAL OF SETTLEMENT

Approval of the settlement set out in this Settlement Agreement shall be sought at a
hearing of the Commission scheduled for May 22, 2007 at 11:00 a.m. or such other date
and time as may be agreed to by Staff and Nortel (the “Settlement Hearing”).

Representatives of Nortel will attend the Settlement Hearing.

Counsel for Staff or Nortel may refer to any part, or all, of this Settlement Agreement at
the Settlement Hearing. Staff and Nortel agree that this Settlement Agreement will

constitute the entirety of the evidence to be submitted at the Settlement Hearing.

If this Settlement is approved by the Commission, Nortel agrees to waive its rights to full

hearing, judicial review or appeal of the matter under the Act.

Staff and Nortel agree that if this Settlement is approved by the Commission, subject to
paragraph 4 above and without limiting in any way Nortel’s ability to make full answer
and ‘defence in, or enter into settlements with respect to, any civil, criminal or other
proceeding, Nortel will not make any public statement inconsistent with this Settlement

Agreement.

I, for any reason whatsoever, this Settlement is not approved by the Commission, or any

order in the form attached as Schedule “A” is not made by the Commission:

i) this Settlement Agreement and its terms, including all discussions and
negotiations between Staff and Nortel leading up to their presentation at the

Settlement Hearing, shall be without prejudice to Staff and Nortel;

(i)  Staff and Nortel shall be entitled to all available proceedings, remedies and
challenges, including proceeding to a hearing of the allegations in the Notice of
Hearing and Statement of Allegations of Staff, unaffected by this Settlement

Agreement or the settlement discussions/negotiations;

(i)  the terms of this Settlement Agreement will not be referred to in any subsequent
proceeding, or disclosed to any person, except with the written consent of Staff

and Nortel or as may be required by law; and
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(iv)  Nortel agrees that it will not, in any proceeding, refer to or rely upon this
Settlement Agreement, the settlement discussions/negotiations or the process of
approval of this Settlement Agreement as the basis for any attack on the
Commission’s jurisdiction, alleged bias or appearance of bias, alleged unfairness

or any other remedies or challenges that may otherwise be available.

Except as required by its terms, this Settlement Agreement will be treated as confidential
by the Commission until approved, and forever if, for any reason whatsoever, the
Settlement Agreement is not approved by the Commission, except with the written

consent of Staff and Nortel or as may be required by law.

Any obligations of confidentiality with respect to this Settlement Agreement shall

terminate upon approval of this Settlement by the Commission.
EXECUTION OF SETTLEMENT AGREEMENT

This Settlement Agreement may be signed in one or more counterparts that together shall

constitute a binding agreement.

A facsimile copy of any signature shall be as effective as an original signature.



DATED this [¢7P day of May, 2007

DATED this /&r{-day of May, 2007

Title: Chief Legal O
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NORTEL NETWORKS CORPORATION

VSt

Name: Mike S. Zaﬁrdzskl
Title: .President and Chief Executive Officer

-~

Name: Gordon A. Davigs _
Title: Chief Legal Officer and Corporate Secretary

NORTEL NETWORKS LIMITED

//4 ZM//M\/Z“

Name: Mlke §/Zaﬁrovsk1
Title: President and Chief Executive Ofﬁcer

By: §Q‘]

Name: Gordon A. Da\ﬁs
f

iter and Corporate Secretary

STAFF OF THE ONTARIO SECURITIES
COMMISSION

By: b o~

Name: Michael J. Watson
Title; Director of Enforcement
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SCHEDULE “A”

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”)

ORDER
(Sections 127 and 127.1)

WHEREAS the Ontario Securities Commission (the “Commission™) issued a Notice of
Hearmg dated May 16, 2007 pursuant to sections 127 and 127.1 of the Securities Act, R.S.O.
- 1990, c. S.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 -
: Allegatlons in respect of Nortel;- : :

: AND WHEREAS Nortel entered’ mto a settlement agreement dated May 16, 2007 (the
“Settlement Agreement”) with Staff of the Comm1ss1on in relation to the matters set out in the
Statement of Allegations; -

AND UPON reviewing the Settlement Agreement, the Notice of Hearing and the
Statement of Allegations, and upon considering submissions of Nortel and of Staff of the
Commuission;

AND WHEREAS the Commission 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) 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
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“Report™) detailing its progress in implementing the Remediation Plan, as
outlined in Schedule “A” to this Order [Schedule “D” to the Settlement
Agreement], and addressing the other matters described in Schedule “B”
to this Order [Schedule “E” to the Settlement Agreement]. 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”);

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

(iii) 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;

(iv)  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 Remedlatlon Progress

' Report or Reports and

L (V) : at the request of, and on reasonable notlce from, Staff of the Comm1ssmn

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 discuss and answer
questions on any Report; and

3. 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 this day of , 2007
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SUMMARY OF FINDINGS AND
OF RECOMMENDED REMEDIAL MEASURES

OF THE INDEPENDENT REVIEW

SUBMITTED TO THE A UDIT COMMITTEE
OF THE BOARDS OF DIRECTORS
OF NORTEL NETWORKS CORPORATION
AND NORTEL NETWORKS LIMITED

Wilmer Cutler Pickering Hale and Dorr LLP
2445 M Street, N.W., \
“W'ashin’gfon D:C. 20037

" fHuron Consulting: Servzces LLC

99 High'Street B
Boston, Massachusetts 021 10



Ini fate October 2003, Nortél Networks Corporation (*Nortel" or.the “Company™) announced that it inténded to restate
approximately $900M of liabilities carried on.its previously reported balance sheet asof June:30,2003, following a:
comprehensive internal.review:of these liabilities (“First Restatement™).. The Companystated that the prmclpal effects 6f the
‘restatement would be a reduction in previously reported:net losses for:2000, 2001, and 2002 and an increase in sharebolders?
-cqmty -and net:assets previously reported on'its balance sheet. Coucurrent:with this'annousicement, the A udit Comminees of:
‘the Boards of Direétors of Noriel Networks Corporation and Nortel Networks Limited (collectively, the:“Audit Committee”
and the “Board of Directors™:or “Board,” respectively) initiated an independent review of the facts and circumstances leading;:
‘foithe First Restatement.. The Audit Committee wanted to gain a full understanding of the cvents that caused significant
excess liabilities 10 be maintained on:the balance sheet that needed te be restated, and o recommend that the:Board of
Directors adopt, and direct:management to implement, necessary remedial theasures to address personnel, controls,
complxance ‘and dlscxpimc The Audit Commitiee engaged Wilmer Cutler Pickering Hale and Dorr' LLP. (‘WC’Pl {D") to
advise it in connection with its independent review. Because of'the significatit accounting issues involved m the inquiry,
WCPHD retained Huron Consilting Services LLC (*Huron™). to provide expert: accounting ‘asSistance. Huron has.been
involvedin all phases of WCPHD’s work.

.Scope of the Independeni Review

The® mdcpendent réview focused mmally on events relalmg to.the establishment and release of contractual liability and other:
telated provisions (also called.accruals, reserves, or accrued liabilities) in the; second half of 2002 and the first half of 2003,
mcludmg the involvement of senior corporate leadership. {(The review:did not intlude prnvasxonmg activity in'theifirst: half of
2002. becausc itwas-not:expected that any such:activity: couldhave had a material impact on-theiresults of those- quarters i

li ght of the su,mf cant losses in those periods.) As tbe revxew evol"ved its: focus bmadened to’ mcluds spec;f ¢ provxsmmng

Committee. expandcd the reviéw 1o mclude provxsxonm_g acnvmes in the:third and fourth quarters of 2003.

The Audit Commitice expressh, directed that requested documents be promptly provided and that employees cooperate with
requests for interviews; the Audit-Committee instructed senior management to implement these directions throughout:the
Company. ‘Over the course of the i mquu'y more than-50 current-and former Nortel employces weré initerviewed, some more

“than once. ‘While the independent:inquiry did not examine the work of Nortel's external-auditor, Deloitie & Touche LLP,
several current and former audit engagement.partners were interviewed. Hundreds of thousands of hard copy and electronic:
dotuments and emails were collected and reviewed from corporate headquarters in; Brampton from company servers, and
from key emplo) ees inthe:business units and in the regions: :

It'was beyo'nditheas'cope"df'thc:independen’t iriquiryftd'ﬁudi; or.otherwise review the substantive accuracy of Nortel's restated’
financial statements. . As the inquiry progressed, the Audit-Committee directed new corporate management to examine in
depth the ¢oncerns identified by WCPHD regarding provisioning activity and to review provision releases in each of the four
quarters-of 2003, down to.a low threshold. . That examination, and other errors identificd by management, led to a second
restatement of financial results, filed wday (the “Second Restatement™). WCPHD and Huron played norcle in »
management’s restatement efforts. 1t was also-beyond the scope of the independent inquiry 1o review other dspetts of
Nortel’s accounting practices. The Second Restatement addresses a humber of these practices.

WCPHD and Huron reported regularly to the Audit Committee-on the - progress. ofthe i investigation.- Most, or all, of the:

- independentand non-management Board members atiended these. ‘Audit Committee briefings. The Chairs of the Audit .

‘Committee and of the Board of Directors were bricfed between Audit Committeé ineetings 1o provide them with a“real:time”
understanding of the progress of the invéstigation. ‘At the direction of the' Audit Committee, WCPHD and Huron met
regu!arly with new management and the Company’s external auditors.to provide facts developed through the inquiry, so: ‘both;

would have this information as they proceeded through the Second Restatement.. WCPHD and Huron also briefed Canadxan_

and U.S. regulators on a regular basis. The Audit Committee has reviewed in detail the findings of the 1ndcpendent review
and the recommended remedial measures, and it has adopted those findings and proposed remedial measures in their entirety.
This synopsis:summarizes. those findings and proposed remedial measures. ' "

Suinary of Findings of the Independent Review

The ‘investigation necessarily y focused on the financial pictiire of the Company at the time that decisions were:made and .
actions weretaken régarding provisioning activity. Because of significant charges 1o financial resulis reflectzd in ‘the Second'
Rcstatemem, the restated financial results differ. from'the historical results that formed the backdrop for this:inquiry.
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1 summary, former corporate management"'(now-tenninatedffbr' cause)-and former finance management {now-terminated for
gause) in the Company's finance organization endorsed, and employees carried, .out, accounting practices relating to the:
recording andirelease.of provisions that were not in compliance with U.S: generally’accepted accounting principles (“b Si-

GAAP”)in.at least four quarters, including the third and fourth-quarters of 2002 and the firstand second quarters of 2003, To
Lhree of thosefour quarters < when Nortél was at;or close to, break even.~- these practices were-undertakento:meet
internally: imposed pro-forma earnings before taxes (“EBT") targets., While the dollar valuc of most of the individual,
provisions:was: relatively small, the aggregate value of the provisions'made thedifference between:a profitand a: repartcd
loss,‘on a pro-forma basis, in the fourth quarter of 2002 and the difference between'a loss and a reported profit,on a pro
forma basis, in‘the first.and secofid quarters of 2003., This conduct caused Nortel to report a:loss in the fourth quarier of 2002
and to pay-no employee bonuses, and 10 achieve and maintain, profitability in the first and second quarters-of 2003; which, in
turn, caused it to pay bonuses'to all Noriel employees.and significant bonuses to senior management under bonus plans ticd
to a pro:forma profitability metric.

The failure to foﬂow US:GAAP with Yespett to provxsxonmg can‘be understood:in light'of the management, organizational
structure, gnd. internal controlsithat characterized Noriel's finance:organization., These: characlenstxcs. discyssed below;
include: ~

+  Management “i6ne:at the top™that conveyed the strong leadership message ‘that earning§targets could be' met
through application:of accounting prattices thit finance managers knew or:ought to'have known were not:in,
compliance with:U;S..GAAP and that questioning these practices was not acceptable;

% Latk of echnicalacconinting éxpertise which fostered accounting practices:mot in comphance with U] GAAP
Weak or ineffective internal controls which, in tumn, provided little orng check on inaccurate financial reporting;

»  Operation of a.complicatéd “matrix™ structuré which contributéd to a lack of élear responsibility and accountability.
by business'units and by regions; and

s Lack of integration between the business units-and corporate management that led to'a lack of transparency
fegarding: provisioning activity to achieve internal EBT targets. h

Nortel posted significant fosses i in 2001 and 2002 and downisized its work force by -niearly two-thirds. ‘The. remammg
_employees were asked o undertake significant additional responsibilities with-no increase i pay and no bonusesThe:

Company’s former senior corporate management asserted, at the start:of the inquiry, that the Company’s downturn, and

concomitant downsxzmg of operations and workforce, led 1o a loss of documentation and a decline in financial discipline..
Those factors, in their view, were primarily responsible for the significant excess provisions-on the balance sheet as of June
. 30.:2003, which resulted in the First Restatement. While: ihat downtum:surely played a:part in the’ cxrcumsmnccs leading to
. the Flrsl Rcstatement, the:root causes ran far deeper..

When Frank Dunn became CFO in 1999, and then CEQ in 2001, he drove:senior management in his finance-organization o
achieve EBT targets-that he set with his:senior management team. The provisioning practices adopied by Dunn and other
finance employees o achieve internal EBT targets'were not in compliance with U.S. GAAP, particularly Statement of
Financial Accounting Standards Number 5 (“SFAS 57). SFAS 5, which governs accounting for contmgencxes, requires,
among other things, a probability analysis for each risk before a provision can be recorded. It also requires thata tnggenn&
event -- such as resolution of the exposure or a change i éstimate - occur in the quarter to warrant the release of a provision.
Dunn and other finance employees recognized that provisioning activity - how much to reserve for a particular exposure and
when that reserve.should be released -~ inherently involved application of sxgmﬁcant Jjudgment 1 under U.S. GAAP. Dunn.and
others stretched the judgment mherent in-the provisioning process to create a flexible tool to achieve EBT targets. “They:
viewed provisioning as “a gray area” They becane comfortable with the concept that the value of 2 provision could be:
reasonebly setatvirtually amy number-within a-wide range and that a provision release-could be justified in & numberof”
quarters after the quarter in which the exposure, which formed the basis for the-provision, was resolved. Dunn and others
exercised their judgment strategically io achieve EBT 1argets: '

‘Third quarter, 2002. At the direction of then-CFO Doug Beatty, a company-wide analysis of accrued liabilities.on the
balance sheet was launched in carly August 2002. The CFO and the Controller, Michael Gollogly, leamed that this analysis:
showed approximately $303M in provisions that were no longer required and were available for release. The CFO and the’
‘Controller, each a corporate officer, knew, or ought to have known, thiat excéss provisions, if retained on the balance sheet,
would cause the Company sfinancial stateinents to bé inaccuraie and that U.S, GAAP would have required ¢ either ihat'such
‘provisions be released in that period and properly:disclosed, or that prior penod ﬁnancaal statements be restated. Insread,
they permitted:finance employees in the business units and in the regions to release excess accruals into income-over the
following several’ ‘quarters: They acted in contravention of U.S. GAAP by: fa:lmg to-correct the Company’s financial -

: ik

statements to aecount: for the significant.excessaccrued liabihncs ‘Neither the CFO nor.the Controller advised the: Audit-
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Cominittee and/or the Board of Directors that srgmﬁcam exeéss provisions on thc balance sheet Kad'been identified and- thats
the Company’s financial statements might besinaccurate, tiordid either;suggest. suchinformation:should be disclosed in'the:
‘Company’s financial. statements, )

AS & result.of this‘company-wide reviéw, senior finance emiployees: recoomzed that their respective business unit or region
had excess provisions on Nortel's balance sheet, and directed other finance employees:to track these excess provisions.
Nortel finance employees had their own distinct term for a provision.on the balance sheet that was.no longer needed - it was-
“hard:™ Each business. unit developed Jdn-varying levels of detail and over-varying periods of time, internal “hardness™
schedules that identified provisions that were no longer-required and were available for release. Finance employees treated
provisions identified on these schedules as:a pool from which releases-could be made to “close the gap” between actual EBT
and EBT targem in:subsequent quarters.

Fourth quarter, 2002. By mid-2002, .employees throughout the:Company-were being recruited by.other compames and
morale'was low. Corporate management sought to retainthese emplovees but recognized that other publiccompanies had.
come:under criticism for awarding “stay™ bonuses in the: face:of enormous losses. At masagement’s recommendation, the.
Board determined 10 reward employees: with bonuses-under bonus plans tied to profitability. :One plan, the Retumto
Profitability (“RTP”) bonus; contemplated a one-time bonus payment to every employee, save 43 10p executives. in.the first
quarter in‘which the Company achieved pro forma profitabifity. The 43 executives were eligible 1o receive 20% of their
share of the RTP bonus.in the first quarter in which the Company attained profitability, 40% afier the second consecutive:
guarter of cumulative profitability, and the remaining 40% upon four.quarters of cumulative profitability.. In‘orderifor the
RTP bonuses to-be paid, pro forma profits-had to:exceed, by at least-one: dollar, the total cost of the bonus for that _quarter.
Another plan, the Restricted Stock Unit (“RSU7) plan, made a ssgmﬂcant number of share units available for award by the-
Board to the same43 executives in four installments; Lxed to proﬁ!abxlxtv milestones, Once 8mi lestone wasmet; the: Board
had dxscretxon whether: to:make the. award:.

Through the first three quarters; of 2002, Nortel expefienced significant losses, and management reported to the Board ‘that it’
expected losses would ‘continue in the fou:th quarier. After the initial results for the business units:and regions were
consolidated, they showed that Nortel unexpectedly would achieve pro forma profitability in ‘the-fourth:quarter. - Frank Dunn;
who had been promoted to CEQ in-2001, understood that profitability had been attained from an operational standpoint but-
determined that it was unwise to report profitability and pay bonuses in the fourth quarter because performance for the rest'of.
the year had becn poor.- He determined that provisions should be taken 10 cause a loss for the quarter. Over a two day period
- late in the closmg process, the CFO and the Controller worked with employees in the finance organizations in the business
units, the regions, and in global operations, to xdennfy and record additional provisions totaling more than;$175 million. All
of‘ these provisions were recorded “top—s;de” - that is, by employees in the office of the Controller based on information

- _provided by the business units, regions and global operations ~ because of the late date in. the closing process on which they.

were made. Nortsl's results for the fourth quarter of 2002 turned from an unexpected profit inio the loss previously:
forecasted by management to the Board of Directors. Neither the CEO,:the CFO, rior the Contioller advised the. Audit’ .
Committee and/or the Board of Directors of this-concerted provisioning activity 1o improperly turn a profit‘into a loss. Nortel
has since determined that many 6f thése provisions were not recorded in compliance with-U.S. GAAP, and has reversed those
provmons in the Second Restatement:. The loss then: reported by Noriel in the fourth quarter meant that no employee bonuses
" were paid for-that quarter.

First guarter, 2003. While Nortel had announced publicly that it expected to achieve pro forma profitability in the second
quarter of 2003, Dunn told a number of employees that he intended io achieve profitability one quarter earlier, and he
¢stablished internal EBT targets for each business.unit and for corporate 10-reach that goal. At Dunn’s direction, “roadmaps™
were developed to-show how the targets could be achieved. These roadmaps made clear that the internal EBT targets for the
quarter could onl) be met through release from the balance: sheet of excess provisions that lacked an accounung trigger inithe:
quarter. At the request of finance management in each business unit, finance employees idéntified excess; or “hard,”
provisions from the balance sheet, and, together, they detérminied which provisions to release to close the gap and 'meet ‘the
internal EBT targets. That release activity was supplemented by releases, directed by the CFO and by the Controller, of:
excess corporate provisions that had been.identified in the third quarter of 2002 as. available for release. Releases of
provisions by corporate and by each business unitand région, including excess: prov;sxons, totaling S361M, enabled Nortel to;
show a'consolidated pro forma profit in the first quarier, notwithstanding that its operations were running at a loss. The .
Finance Vice Presidents of the business units and two of the three regions, the Asia Controller, the CFQ, the Controller, and
the. CEO knew, or-ought to have known. that U.S. GAAP did not permit the release, without proper justification, of excess:
provisions into:the:income statement. Nortel has since-détermined that many.of these releases in this.quarter'were 1ot in
accordance with U:S: GAAP, and has réversed those releasesiin the First and Second Restaierents and restated the releases
into. proper quarters.
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‘When presenting the- preliminary’results for the quarter to'the; Audit Commitiee, the Controller inaccurately represented that
Ahe vast-majority of these releases were:“businéss‘as;usual” and in compliance with U.S. GAAP, and that the remaining
releases; were one time, non-recurring events and.in compliance with U.S. GAAP. Further, the- CFO-and thc Controller failed
10 advise the Audit Commitiee:and/or the Board of Directors that release of excess corporate provlsxons ‘was required to
achieve profitability-and- make up for the shostfall in operanonal results; that such releases were needed to cover the cost'of
ﬂsc bonus compensation; that.no event in the.quarter triggered the releases (as required by U.S. GAAP); that the releases
implicated Staff Accounting -Bulletin'99 (relating ‘to'materiality) because they turned a loss forthe.quarter intoa profit; ‘and’
that they retained a significant amount of excess provisions on the balance sheei to be used, when needed, in a subsequent”
‘quarter. Inseparate executive sessions held by the Audit Commitice with the CFO and the: Controller, neither the CFO nor
the Controller raised quality of carnings issues -nor questioned the payment of the:RTP.bonus. Based on management's:
representations, the Audit Committee approved the quanterly results, and the Board approved the award of the RTP bonus.

Second guarter, 2003. Seeking to continue:to show profitability.in the second quarter and meet-the'first RSU milestone and
the.second tranche of the RTP bonus, senior corporate manageiment developed-intemnal EBT targets'to achieve:pro forma..
profitability: As wasthe:case in the first quarter; it became clear during the quarter that operational results-would be a loss,
‘At the request of finance management in each business-unit, finance employees egain identified “hard” provisions from: the.
‘balance sheet, and, toge{her they determined which proyisions to release to close the gap and achieve the internal EBT
targets. ‘Nortel has since determined that many-of these releases were not in.accordance with U.S. GAAP, and has reversed:
those:releases in the First'and Second Restatements and restated the reléases’into proper quarters:: In both. the first and'second
quartcrs of ”003 the dollar value of many mdlvxdual rcleases was. rclatxvaly small but the- aggregate-valueiof the-feleases:

The CEO, the CFO and the. Controller failed io advise the Audit Commiittee-or the Board of Directors that operations of the
business units-were running at a loss during the second quarter-and that the validity of many of the numérous provision
releases, totaling more than $370million, could be-questionablé. Based on manageinént’sirepresentations, the: Audit
‘Committee approved the quanerly resulis, and the Board: appmved payment of: the second tranche of the RTP bonusiand
iawarded restricted stock under the RSU plan.:

Third and fourth quarters. 2003.-In’ ltght of concerns raised bythe mappropnate accounting judgmentsoutlined above 1
‘Audit Committee expanded it§ investigation to-détermine wlhiethier excess provisions were released w.mest internal EBT
targets in each of'these two quarters. No eviderice emérged to mggest an intentto release provisions straiegically in those
Guarters to-meet EBT targets.: Given the significant volume of provision releases in these two guarters, the Audit Commitiee
directed management to review provisionreleases.-down to.a low; threshold, using the same methods used to evaluate the:
‘releases made in‘the, first half of the year.. This review has resulted in additional adjustmems for these: quarters which are
reﬂectcd in the Second Restatement.

'-c;oyemm;g-Pfirgc’igles,ﬁ;;'r-ﬁmd;az Medsires

The-Audit Committee asked WCPHD to recommend governing principles, based on-its. mdependent mquzr}, to prevent

' recurrence of the inappropriate accounting conduct, to rebuild a finance environment based on transparency and integrity;: and,f
1o’ensure sound financial reporting and comprehensive disclosure.. The recommendations developed by WCPHD and
jprovided to the Audit Cominitice were dirceted at: :

:Establxshmg standards.of conduct to be enforced through appropnaxe discipling;’

‘Infusing strong technical Sk]"S and experience into-the finance organization;

Requiring comprehensive, on-going training on increasingly complex accounting standards;

Strengthening and improving internal controls and processes;.

Establishing a compliance program mroughout the Company which is appropriately staffed and funded;,
Requiring management to provide clearand concise information, in-a timely manner, 1o the Board to facthtc its-
decision-making; and

» Implementing an information technology-platform thaf ir
opportunities for manipulation of results.. '

. e & &8 0

¢ reliability of financial’ rcpomng and reduces the
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‘These récommiendatiors were fouped.irito thres categories — people; processes and technology —and-are discussed below:
« _People

AN eﬂ'ecnve “toneiat: the fop™f requxres effective; pchcxes and, procedures, butthese alone are:not sufficient., Those who
.manage:and lead the: ‘Company,:and are its officers, must.exercise the highest fiduciary- duties to the:Company and- »
ighareholders and must-be’accountable; both to:corporate' management and the Board; for accurately reporting financial
results,

Based.on periodic repoits by WCPHD on the progréss of the independent inquiry, the Audit Committee recommended, and
the Board of Directers approved, termination for cause of the:CEQ, the CFQ, the Controller, and seven additional senior
“finance-employees, The Board of Directors-determined that each-of these individuals-had. slg,mﬁcam responsibilities for
‘Nortel's financial reporting:as a-whole, or for their respecuve business units and geographic-regions,-and that each was-

‘aware; or ought to have been aware, that Nortel's provisioning actmty, described above, did not compiy WithU.S. GAAP.
'fNor!el hes formally demanded the retum of all borius:compensation paid to each of these individuals in 2003. Onceithe

Board receives responses.to'this demand, it should deterining:the appropnate course of action to pursué:iwith:éachiof these ten-
“former émployees:

‘Senior-corporate officers, including the four Presidents ‘of {he biisiness ‘Units during the period €overed by this inquiry, thé:
four Presidents of the regions, and the President of Global Operations, now re¢ognize that ifiappropriate activity involvi ng
provisioning occurred “on their waich.” ‘While they lacked an‘understanding that certain provisioning activities in‘their
respective business units were not in corhpliance with U.S. GAAP, they now fecognize that guch conduct-was instrumental in
achieving the reported results in the fourth quarter-of 2002 and the first and second quarters-of 2003. To demonstrate
personal commitment to the governing principles-stated above and to:lead the:Company forward, cach of these officers: ‘has
“volumteered to return:tothe Company the entire RTP bonus that he or she was awarded, ‘net.of taxes already paid, and to
;dlsclaxm any opportunity to receive the.third and. fourth installments.of the RSU bonus, which the Board has accepted.. In
dight.of the Board's. expectanon that senior. employees of the Company will lead by cxample the Board should declinéto:
;award the third and fourth tranches of the RSU plan to the remaining eligible employees, irrespective of whether the:
‘profitability metricsforisuch bonuses are miet as'a result of the Sécond Restatement..

The Board:of Directors must make- clear that it has not tolerated, and will not in the future tolerate,’ ‘accounting ‘conduct that!
involves the: misapplication of U.S. ‘GAAP. It must furthér communicate its expectation that every Nortel employee will

adhere to the highest ethical standards; will have training and experience:commensurate with his-or hér job responsibilities;
-dnd will be held accountable for his or her‘actions and'decisions. The Board of Directors and nianagement should continue tp.
uddr’ess the issues as"sociazed‘with the ina;)propriaie use of provisions. ‘

Recent:experience has: shown that the Nortel finance organizationlacks ‘sufficiéntiiechnical accounting cxperuse ‘Many
finance employees are “career” Nortel employees and leamned accounting:at Nortel, Whatever basic accounting knowledge:is.
resident within Nortel is largely knowledge of Cariadian GAAP, not U.S. GAAP. ‘Nortel reported in accordance with:
iCanadian GAAP-until 2000, when it.switched to reporting in accordance with U.S, GAAP. High quality finance emplovees
are critical to the soundness of the Company’s financial reporting: systems and controls so that the results of operations are
‘reported accurately and in a timely manner. The Board of Directors shouid direct managcmcm 1o recruit, from outside-
:Noriel, individuals with strong accounting and financial reporting skills.and a proven record of i mtegnty and ethical behavior’
ﬁto fill key finance positions.. The Board should also direct management to réview the fraining and experience of Nortel mid-
level finance employees and fo supplement this expertise, where appropriate, by hiring individual$ from outside Nottel with,
strong:accounting training and background.

‘Nortel has‘long had an internal “technical accounting group” to which finance employees were suppased to turn for
resolution of difficult accounting questions and for technical accounting interpretations. While this practice is a sound one,
the practical application has fallen short: Finance employees did not regularly turn to this group for resolution of an issue,
-and-it was far from.clear that this group had the “last word™ on such issues.. Thiat technical accounting group should be led by:
;avery-senior finance exécutive with m-depth knowledge of, .and experience in‘applying, U.S. GAAP. Managementi should
‘be directed to conduct a benchmarking study to evaluate whether the technical accounting group is properly orgamzed itss
-personnel component is.consistent with other similar compames, its staff has.appropriate.and current expertise; and its
‘authority to.resolve sccounting issues, and technical interpretations is-clearly defi ned within: the organization.:
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Notwithsianding | the énormoirs time and resources that. the Compzmy has devoted’ to restatement actxvxucs far the past year;
many-employeecs; appear'to lack a clear'understanding of the: accountmg issues that, gave: fise-to the restatements,, That is,
Jperhaps ot surprising.in.light of the Jack of basic U.S. GAAP training-and expertise in the finance organization.
‘Management has taken significant steps toremedy:this deficit’by requiring mandatory training, devéloped by extefnal
consultants, and taught by knowledgeable finance employees. These remedial training programs are.an important first step,
but much more must be done 10 ensure that the finance organization is. fluentiin. governing accounting standards and
principles. Widespread training, by outside experts, at all levels.of the finance organization,:must continue o that-all finance
‘employees receive comprehensive training in U.S.-GAAP and in the:consequences-of failing to follow U.S..GAAP. Going
forward, management should develop in depth, on-going coniinuing education programs that explain continuously evolving
‘complex accounting standards.. Managerhent should assess the staffing of its training organization, and the adequacy of its
trainers, Every:Nortel employee, including each finance employee, must now acknowledge annually, in writing, that he or
she has read Nortel's code of conduct and will adhere to that code. The ceriification for each finance employee should be -
:expanded to: include-an ac&nowledgement that each:such emplovee is familiar with all applicable U.5..GAAP. requirements;.
In: addmon, the Board should consider whether each:finance: cemployee should be required to complete a: certain.number-of
‘hourssof continuing; ‘professional education:each.’ <year:

¢  Processes

A basic companent of sound corporate oversight is the:control structure; Internal conirols ~ the Company'§ ‘accounting
‘policies; organizational stracture, systems, processes, employees, leadesship, and culture -~ working together, foster accurate
financial reporting and sound disclosure'in a-timely. manner.. While. management has' recogmzcd weaknesses in existing:
proceésses-and cantrols, and has taken steps to remedy these. deficiencies, more needs 1o be, done:

Nortel is a multi-hational -'brgammuon:that»has:changed ‘organizational structure over the past'several years. One legacy of'
this‘changing structure is:a mairix organization in which thére is.no clear asslgnmem of respansxbxhty for assessing the:
adequacy-and usage ‘of contractual liability’ provxs:ons, even‘where responsibility is clear, it is unlikely that sufficient.
imonitoring is, in place to make:sure that provisioning activity is in accord with U.S. GAAP. The need for the matrix
‘grganization:mustbe;resexamined in light of the risks that it poses to financial dxsc:plmc and accoumabmty and, if & -matrig
structure continues to be used, clear accountability must be: established.

Historically, finance employees responsible for meeting EBT targets had authority to record and release provisions. That
practice must end immediately. The control organization must have sole authorityto make these.decisions and record these
‘entries, The Board of Directors must insist that the:re-engineering of the control organization be a management priority: In.
addmon, the Commller and the control orgamzatxon working with the Géneral . Counsel, must: devclop ‘standards.of
ransparency:i in. fi nancsa.l reporting: that meet both the letter and the spmt of legal requirements.

Nortel’s: wmmn accoummg pohcxes must be reviewed and, where necessary; rewritien to ensure strici adherence to-U.S.:

GAAP and provide numerous “real life” cxampics of practlcal applicanons ‘Procedires must be adopted to identify evolving
‘interpretations of accounting standards and best practices under U.S. GAAP and to develop and conform:Nortel’s policies in _
‘a timely manner. Employees charged with responsibxhty for' Nortel’s accounting policies must have substantial knowledge of:
the strengths and weaknesses of the financial organization and knowledge of best practices in similarly situated companies
-and ensure that accounting practices follow Nortel’s policies. These policies must be communicated to finance and control
.employees, and. management must stress the. importance of adherence to the policies and impose sanctions if they are not
followed.

“The-internal audit function must be strengthened and must provide an independent chieck on the integrity of financial -
‘reporting. -Historically, Noriel's internal auditor focused solely on ‘bperational,” reviews and had no role'in determining
‘whether Nortel's accounting policies were in compliance with U.S. GAAP or in evaluating whether these.policies were,
iproperly applied. The Audit Committee has already established new priorities | for the internal audxtor relatmg to the:
‘evaluation of risk exposures for financial reporting. Internal audit should continue iis practice of proposing an annual work
;plan, and should ensure that the work plan focuses.on the new priorities sef by the Audit Committes. The Company is
-currently: conducung a search to fill the vacant posmon of internal auditor. The internal sudit function requires a leader with
isubstantial experience in applying'U.S. GAAP in a similarly-situated conipany and grest familiarity in applying professnonal_
‘standards issued by the Institute of Infernal Auditors. The internal auditor should:report to the CEO 10 remove any potential,
thrédt to independence. The internal auditor should continue 1o have direct and regular access fo the Board and the Audit
Commitiee. Staffing of internal audit must be consistent with its mandate.
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These governing principles are an effort to forge a‘framework for rebuilding the Nortel finance environment. Equally
important, the Board, the CEQ, and the CFO must continue 10 promote high ethical standards:throughout the Company.
‘Words annpuncing adherence to the highest standard of integrity are relatively easy-to-express, but it is-actions, not words,
thaticount. The Board has established the-position of a Chief Ethics and Compliance Officer.: “The Board has-also adopted 4.
code-of ethical.conduct:and business practices which outlines principles to guide ethical decision-making and provides
practical answers to ethics questions regularly asked in the workplace.. The Board should direct management 10 enhance
significantly the existing compliance program. Together, the code and a.strengthened compliance. program set the tone: and,
the standards of behavior that the Company expects from its employees. Employees must be convinced of the Company’s
‘commitment to-an éthical-climate, and of the central role that they piay in ‘ensuring that the Company's code.is: followed.
They must view tompliance with the Company’s code of conduct, standards, and control systems:as.acentral priarity, and
understand they will be rewarded for ethical behavior, even if it uncovers:some problem that others might prefer to remain
undisclosed. On aregular basis, the Board should review the activities of the compliance office, the strength of the
compliance program, and the risks:it has addressed. '

The Board mustreceive from management,in sufficiént time' prior:to meetings, all materials:necessary-for-itio.monitor-and
act,on business risks.affecting Nortel and information relating to decisions:the-Board is being asked o make. The Audit
‘Committee needs clear-and concise information relating to Nortel's financial _reporting. . Thc Board should implement a:
process whereby management would providea quartcrly assessment-of the-overall quahty and transparency of Nortells
financial reporting and suggestions for unpmvemcnts in-formand content, which the external auditors would review-and
comment.; The Board’s practice:of receiving all information respecting Nortel’s financial performance on a: consolidated.
‘basis, and.of each of its business units, only from the CFO should change. ‘The heads:of each business unit $hould be;
‘expected to take full responigibility for the finiancial results of their respective businesses and. to provide quarterly:
preseiitations to the:Board with the sénior finance employee in that businessunit. ‘Periodically; the Audit Committee shou}d
‘have separate, executive sessions with the chief operations and finance employees for: each business unit to discuss issues
specific to'their businesses.

*  Technology

Management has: announced ‘that it intends. to acquire’ ‘and install a SAP information technalogy platform to-facilitate
production of accurate financial results in a timely and cost effective manner. The objectives of any technology platform:
xmplememed by Nortel should include identification of existing control procedurés that are redundant or inefficient;,
‘prevention/detection and correction of errors on a timely basis; prevention or detection of* fraud; sumplxﬁcauon of systems
and increased productivity; rediiction of opportunities for.fhanual intervention; ability to trace transactions from start to;
finiish; improved operation of controls; and substantive analysis.of results, mcludmg both operating and financial meirics. In,
$uri, those responsible for implementing SAP should have a strong focus on re-engineering-existing processes so; that the-
¢ontrol elements intrinsic-to the SAP system:are effective..

E®ERES

Afterthorough consideration,:the Audit:-Commitice has recommended, and the Board 6f Directors las approved, adoption of
‘each of these recommendations.” The Board of Directors has directed management to-develap a detailed plan and timetable:
for the implementation of these récommiiendations and.intends fo:monitor the implementation of these principles by:
Thanagement:
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SCHEDULE “C”

REMEDIAL ACTIONS REFERRED TO IN PARAGRAPH 71 OF THE SETTLEMENT
AGREEMENT DATED MAY 16, 2007 BETWEEN STAFF OF THE ONTARIO
SECURITIES COMMISSION AND NORTEL NETWORKS CORPORATION AND
NORTEL NETWORKS LIMITED.

People:

(1)

(i)

(iii)

New executive management has communicated, in multiple ways, consistently
and frequently, its expectation to Nortel employees that all employees will be held
accountable for their conduct. In connection with the inappropriate provisioning
and revenue recognition practices identified by the independent inquiries,
appropriate disciplinary sanctions were developed by management based on the
individual conduct and knowledge of employees that were involved in these
practices. After evaluating individual conduct and knowledge, management has

taken further employee disciplinary actions in 2006. .

Recognizing that Nortel needed to “turn a new page” with new operational

* leaders, in November 2005 the four individuals who headed the business units in

2002 and 2003 and-the individual who headed Nortel’s Global Operations unit

during the same period left the Company.

Management has made significant progress in upgrading the skill sets and

experience of the Company’s Finance organization, both through external hires

- and through remedial and on-going training of current employees, and including

the establishment of a new senior Finance management team and appointment of a
Controller with extensive experience in U.S. GAAP. From January 1, 2004 to
December 31, 2006, the Company filled 673 positions with external hires (476 in
Control and 197 in Financial Planning & Analysis (“FP&A”)), of which 168 (142
in Control and 26 in FP&A) are certified public accountants. In 2005, the CFO
reviewed the job requirements of every vacancy and new position in the Finance
organization to ensure that candidates would have the appropriate skill sets,

experience and professional designations for each such position. Starting in 2006,
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Finance leaders are required to review and approve the job requirements of every
vacancy and new position. As well, the Finance organization has supplemented

its capacity by retaining outside experts on a temporary or project basis.

Through its Global Finance Training and Communications (“GFTC”) group,
which reports to the Assistant Controller, Nortel has developed and offered (on a
mandatory basis for targeted employee populations in 2006) remedial and ongoing
training in areas of financial accounting that were found to be problematic in the
restatements, including provisions and accruals, revenue recognition, foreign

exchange and finance ethics. These training programs include the following:

- since 2004, a one-day mandatory training program for Finance employees
related to provisioning focusing on SFAS No. 5 and expense accruals under
U.S. GAAP. As of December 31, 2006, 1,373 Finance employees
(representing approximately 89% of the 1,539 Finance personnel designated

to take this mandatory training) have successfully completed the course.

-  implemented in 2006, a supplemental training session on provisions
accounting based on learnings and specific case study examples from the
Company’s restatements which is mandatory for all Control employees with
authority to approve manual journal entry transactions. As of December 31,
2006, 75 Control employeeé (representing approximately 70% of the 107
Control employees - designated to take this mandatofy training) have

successfully completed the course.

—  a comprehensive three-day revenue recognition training program, which
was made mandatory in 2006 for a targeted population of FP&A and
Control employees. As of December 31, 2006, 568 FP&A and Control
employees (representing approximately 87% of the 650 FP&A and Control
employees designated to take this mandatory training) have successfully

completed the course.
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Nortel retained third party resources and expertise as it considered appropriate to
assist with the development and delivery of these training programs. In addition,
an Executive Global Finance Training Council has been established to oversee
and set priorities for training for Finance employees in accordance with a new
Finance training policy, which details minimum annual training requirements (by
level) for all Finance employees. In addition to direct feedback from the
Executive Finance Training Council (including direction from the Assistant
Controller who is a member of the Council), the GFTC group identifies on-going
training needs through a variety of sources such as: (i) recommendations from the
Company’s technical accounting function relative to queries received and errors
identified on a consistent basis as well as emerging issues and new accounting
guidance; and (ii) informal feedback from other Finance leaders. As new
accounting guidaince, pronouncements and directives on U.S. GAAP are
promulgated, the Controller and other members of the GFTC group now provide
quarterly training and updates, by webcast. Further, Nortel is in the process of
developing a Competency and Training Model to define the necessary skill sets
for key positions and accompanying training requirements in FP&A and Control.
In this connection, Nortel surveyed its Finance leadership team to identify core
skills required to successfully perform certaih Finance roles and c‘ompare(i the
identified skills with its existing training curriculum. The Competency and
Training Model wﬂl be used to facilitate employee development, evaluate
candidates for vacant positions, provide guidelines on mandatory and elective

training requirements, and further develop and refine the GFTC group’s priorities.

The Company initially created separate Offices of Ethics and Compliance, and in
November 2006 combined these functions, which include Internal Audit and
Security, under the responsibility of the Chief Compliance Officer. Nortel
believes that this new structure will allow for more effective coordination of
ethics and compliance activities and is in line with best practices of large multi-
national corporations. The Board has appointed, in its assessment, a highly
qualified individual to oversee these four key functions. Nortel believes that it has

put in place a compliance infrastructure as well as a consistent approach to
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corporate discipline for breaches of its policies, procedures and Code of Conduct.
The Chief Compliance Officer reports directly to the CEO and the Audit
Committee and only the Audit Committee can hire or fire the Chief Compliance
Officer. The Ethics function is responsible for recommending changes to and
interpretations of Nortel’s Code of Conduct, improving employee awareness of
the Code of Conduct, monitoring annual employee certification of the Code of
Conduct, devising and conducting Code-specific and other training for employees,
and intake of employee allegations of Code violations. An updated Code of
Conduct was issued by the Ethics function in September 2006, and mandatory
training in the new Code’s provisions and employee certification, where permitted
by applicable law, has been implemented. The Compliance function has the
following responsibilities: reviewing planned activities and transactions to ensure
compliance with Company policies and applicable laws; reviewing policies and
procedures to ensure compliance with applicable laws; developing employee
compliance training; conducting compliance audits of the business units and
regions in which compliance risks are assessed; reviewing findings of compliance
audits; monitoring resolution of calls to Nortel’s ethics “hot line” to ensure
complaints are promptly and thoroughly investigated and resolved; identifying
risk areas that require additional training; and identifying potential areas of
compliance risk, based on the internal and external environments, and developing
corrective actioh plans. Nortel has enhanced its anti-fraud managemeﬁt process,
including by establishing an anti-fraud policy and guidance on how to
communicate knowledge of potential fraud under the Code of Conduct. To ensure
that Nortel’s ethics hot line will remain an effective and active means for
employees to report concerns, Nortel continues to promote the use and
effectiveness of the hot line to employees. A highly visible icon was developed
and is placed on Nortel’s Global Web home page to provide employees with a
daily visible reminder of the hot line. As a further means of reminding employees
of the hot line, posters advertising the hot line were prepared and placed at major
facilities in 2006. A follow-up poster campaign is contemplated for 2007.

Nortel’s ethics certification process requires employees to certify annually that
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they have read, understood and will comply with the Code of Conduct. The
certification process is typically used as another opportunity to remind employees
of the requirement to report actual and suspected violations, and of the existence
of the hot line. In addition, many of Nortel’s general training sessions are used to
reinforce the existence and importance of the hot line. Specialized training for
Finance employees has also been used to remind Finance employees of the hot
line. In late 2006, Nortel launched an on-line scenario-based ethics training
module. The training is mandatory for all employees. This training module
reinforces the existence and importance of the hot line. One scenario in particular
involves using the hot line to deal with employee concerns. Nortel issues a
quarterly Compliance newsletter which also publicizes the hot line. In addition to
the above, communications from leaders have from time to time reminded
employees of the hot line and encouraged them to use it. To demonstrate the
effectiveness of the hot line, Nortel is implementing measures to communicate
generally to employees, to the extent permitted by privacy laws and Nortel’s
privacy policy, the results of disciplinary actions arising from reported allegations.
This is intended to ensure employees understand that allegations are taken
seriously, will be investigated and dealt with thoroughly, and employees are
treated similarly. The primary vehicle for communicating such matters to
employees will be the quarterly Compliance newsletter. In addition, employees
reporting concerns are advised of the results of investigations, to the extent
permitted by privacy laws and Nortel’s privacy policy. The quarterly Compliance
newsletter, as well .as Nortel’s annual ethics certification process, will serve as a
continuing means to communicate the importance of compliance with Nortel’s

Code of Conduct.

The Company created a Compliance Committee in February 2006 to oversee the
effectiveness of Nortel’s compliance program, policies, procedures and the Code
of Conduct and provide direction to the Office of Compliance. The Compliance
Committee is now composed of Nortel’s CEO, CFO, Chief Compliance Officer,
Chief Legal Officer, and Executive Vice President, Corporate Operations, in order

to ensure coordination of legal, compliance, ethics and risk management programs
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and activities throughout the Company. The Compliance Committee’s oversight
responsibilities include: ensuring that the Company’s compliance program is well
communicated; regularly reviewing policies, procedures and other internal
systems to ensure they are in compliance with the Code of Conduct, relevant laws,
and are in alignment with the overall compliance program; receiving reports on
calls to the ethics hot line and other sources to verify that each complaint is
properly reviewed, investigated and resolved; monitoring on-going compliance
training and awareness programs; reviewing the results of compliance audits and
actions taken to address audit findings and recommendations; reviewing all
reports of fraud or related unethical activities to ensure they are brought to the
attention of the Audit Committee and investigated as appropriate; reviewing the
compliance risk assessments and proactive actions to address the risks; and
monitoring of discipline imposed by the Company to ensure that discipline is fair
and consistent across the Company. The Chief Compliance Ofﬁcer reports on the
activities of the Compliance Committee to the Audit Committee on a quarterly
basis, including the volume of usage of the ethics hot line and any areas identified
by the Compliance function as requiring additional training or potential areas of

compliance risk.

Processes:

(vil)) In response to the finding of the Independent Review that historically Nortel
Finance employees responsible for meeting EBT targets, rather than employees in
the Control organization, had authority to record and release provisions, the Board
directed management to end that practice by separating the FP&A and Control
functions and by vesting the Control organization with sole responsibility for
accounting decisions and accounting entries. With the exception of joint venture
entities and Nortel Government Solutions, Inc. (a variable interest entity for
accounting purposes, which is subject to a “hold separate” arrangement to comply
with U.S. national industrial security requirements), the Company implemented
the new segregated structure over a six-month period, from September 2005 to
February 2006, and the FP&A functions are now separate from the Control
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function, and the Control organization has had the exclusive authority to approve
and post general ledger entries commencing with the closing of Nortel’s books
and records for the quarter ended March 31, 2006, other than tax-related entries

which are approved by the Company’s Tax organization.

Management has restructured the Company’s technical accounting function into
two groups to provide technical accounting guidance: one for revenue recognition
issues, called Global Revenue Governance (“GRG”), and one for all other
accounting issues, called Global Technical Accounting (“GTA”). Both GRG and
GTA report directly to the Assistant Controller. The mandate of GRG is to render
binding guidance on the accounting for revenue recognition for contracts and
contract amendments and to serve as the final authority on revenue recognition
decisions. The mandate of GTA is to make binding decisions for the accounting
on all technical non-revenue issues, including issues related to provisions.

Important issues arising out of either GRG or GTA are required to be raised with

the Controller for resolution. Internal finance process guidelines (“FPGs”) have

~ been adopted to formalize the authority of GRG and GTA. These FPGs contain

matrices with dollar thresholds above which the Assistant Controller or the
Controller, as applicable, must approve the accounting guidance. New directors
of both GRG and GTA, with appropriate technical qualifications, have been
recruited from outside Nortel. Management has also increased the staffing of
GRG and GTA and upgraded the technical qualifications of their respective

personnel.

Since April 2004, responsibility for drafting and revising Nortel’s internal
accounting and finance process guidelines has been vested in the Global Finance
Policies & Process (“GFPP”) group, led by a certified public accountant. The
mandate of GFPP is to keep Nortel’s internal accounting guidance current and in
compliance with U.S. GAAP, to make that guidance “user-friendly” with “real
life” examples of practical applications where appropriate and to identify changes
to U.S. GAAP and update Nortel’s accounting policies accordingly. As at
December 31, 2006, GFPP has developed twenty-five accounting guidelines on



x)

C-8

various topics, including 'accruals, provisions, revenue recognition and foreign
exchange. In addition, GFPP has developed thirteen FPGs on various topics,
including manual journal entries, balance sheet reviews, revenue recognition
documentation and account reconciliations. Further, as at March 31, 2007, GFPP
has reviewed and, where necessary, revised all key internal accounting guidelines
and included “real life” examples of practical applications of such guidance where
it was considered appropriate. Monthly newsletters to Finance employees are

issued on new policies, accounting guidelines and FPGs.

As part of its remediation efforts and to compensate for the material weaknesses
in Nortel’s internal control over financial reporting, management undertook
intensive efforts in 2005 and early 2006 to improve its internal controls and
procedures relating to revenue recognition. These efforts included, among other
measures, an extensive collection and review by GRG of documentation on
customer contracts, comprising approximately 75% of 2005 revenues, to
determine whether Nortel’s revenue recognition accounting policies were being
applied properly and consistently aeross the organization. As a result of these and
other efforts, various revenue recognition errors were identified and adjusted in
the 2005 Annual Report, as described in more detail in paragraphs 45-47 of the
Settlement Agreement. In the first quarter of 2006, Nortel issued a new FPG
requiring a review by GRG for all new contrécts and amendments to existing
contracts having a total revenue impact in excess of $5 million. The review is
required to be completed by the time of the Audit Committee meeting in respect
of the quarter in which the delivery of product, or performance of services or
fulfillment of other contractual obligations, occurs. Additional measures have
been implemented in an effort to ensure that all contracts are submitted to GRG
for binding accounting guidance. For example, GRG is now provided with a
quarterly confirmation of all contracts, and incremental approval from the
Controller is required for amendments or superseding contracts that change the
timing of revenue recognition. Both GRG and Nortel’s Contract Assurance

group, which group’s mandate is to accurately execute on the application of U.S.
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GAAP and GRG guidance issued pursuant to the new FPG, now report to the

Assistant Controller.

Starting in 2004, Nortel’s management has implemented significant controls
around manual journal entries (“MJEs”) in an effort to reduce their susceptibility
to human error and manipulation. These controls include the development and
adoption of FPGs that specify the supporting documentation that must be provided
before a MJE can be approved and posted to the general ledger, the authority level
of individuals authorized to approve MJEs and the segregation of duties among
the initiator, approver and poster of the MJE. MIJEs and all supporting
documentation are required to be loaded into a database to facilitate both record
retention and access by all appropriate parties, such as the compliance reviewers,
Internal Audit and the external auditors. Also, Finance employees received
training on the application of the new MJE controls and their requirements. With
the exception of joint venture entities and Nortel Government Solutions, Inc.,
incremental compliance reviews were commenced in 2005 for ail MIJEs over a
specified dollar value for compliance with the new documentation requirements
for MJEs. In 2006, Nortel established the Global MJE Center of Excellence to
implement a consistent global compliance review process and global compliance
reporting under the leadership of the Company’s U.S. Regional Controller, who
reports directly to the Controller. Under this global incremental review process,
any MIJE that fails to satisfy one or more of the substantive requirements (such as
failure to attach complete, relevant subporting documents or appropriate
approvals) is required to be rejected by the reviewer and returned to the initiator

of the MJE for remediation and subsequent validation by the reviewer.

Beginning with the filing of Nortel’s 2004 Form 10-K, management adopted and
began to implement a series of improved internal controls on the preparation and
review of post closing adjustments (“PCAs”). Because all PCAs are MJEs
submitted after the initial consolidation of the financial statements, management
determined to apply all of the control requirements gpverning MJEs to PCAs. To

eliminate the potential for inappropriate corporate initiation of PCAs, PCAs must
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be initiated in the regions or business units, with the exception of normal and
appropriate corporate tax, consolidation and elimination entries. Once approved,
proposed PCAs are subject to the same incremental compliance review as MJ Es.
All of the materials relevant to each PCA are loaded into a database that is
accessible by all appropriate parties including Nortel’s external auditors. The
Director of Corporate Consolidations (the “Director”) is required to review each
proposed PCA for materiality and, based on that analysis, recommend to the
Controller the proposed PCAs that should be posted and those that should be
placed on a list of unadjusted differences. The Director and Controller then
review those recommendations and the underlying accounting rationale, and the

Controller must determine which adjustments to record. Any unadjusted

differences remaining at the end of this process which have been deemed to be

immaterial are required to be reported to the Audit Committee. Management’s
goal is to remediate the gaps in controls which do not operate effectively to
prevent late entries.  During 2006, the Corporate Consolidations group
commenced a process to review the root causes of PCAs. This process has

evolved and, starting in 2007, Corporate Consolidations, with assistance from the

'SOX group, collects information on each PCA to determine the root cause of the

PCA, in particular what (if any) internal control deficiency gave rise to the PCA,
and a remediation plan is developed and implemented by the initiator of the PCA,
as appropﬁate, with specific timelines for completion of the required remedial
activity. Corporate Consolidations is responsible for tracking the remedial actions

against plans and timelines.

Commencing in 2005, the Controller initiated weekly meetings, held throughout
the quarter-close process until the financial statements are filed, in which
technical accounting issues are discussed, monitored and resolved. These
meetings are attended by the Controller, Assistant Controller, senior managers in
GRG and GTA and other employees, depending on the issues under discussion,

and the external auditors.
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(xiv) Starting in 2005, Nortel’s management has implemented an enhanced balance

(xv)

sheet review (“BSR”) process in recognition that timely and thorough BSRs
provide an effective internal control. With the exception of tax (which is the
responsibility of the Company’s Tax organization), all balance sheet line items
have been assigned an “owner” within the Control organization who is responsible
for overseeing all transactional activity within the account, including determining
the propriety of all such activity in compliance with U.S. GAAP and for preparing
documentation about the account prior to each quarterly BSR. The BSR process
includes a comprehensive evaluation of activity within key liability accounts and a
specific focus on the review of provisioning activity as well as cumulative foreign
exchange translation adjustment movements. The process also includes a review
of restructuring charges, the monitoring of which has been centralized within the
Control function. Each balance sheet account owner must explain the activity in
the account and identify the triggering events for all substantial activity. The
controls and review processes around current liability balances and related
releases have been enhanced through the develdpment of improved continuity
schedules (which track quarterly changes in accrued liabilities accounts) with
narrative explanation for substantial additions and identification of the triggering
events for all substantial releases. The continuity schedules are required to be
reviewed and analyzed by Nortel’s Corporate Consolidations group and presented

by the Controller to the Audit Committee quarterly.

Beginning in 2005, management enhanced the reviews conducted during its
internal quarterly profit and loss meetings (“Results Calls™) to provide a forum for
discussion of the results for each of its business units separately and the results on
a consolidated basis, and discuss the variance analysis to budget, to the prior
period and to the prior year. In the Results Calls for each business unit, the
finance leader of the business unit, FP&A and the applicable Regional Controller
are called upon to identify and discuss significant technical accounting issues,
including revenue recognition items, that arose during the period that could affect
the results for that period. Where technical accounting issues remain outstanding,

they are discussed during the Results Calls as well as during the Controller’s
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accounting issues meetings. To the extent technical accounting issues have not
been resolved at the time of the Results Calls, such issues are to be resolved and
reported on during the BSRs, which occur prior to the filing of the financial

statements.

Recognizing that timely and accurate account reconciliations are a priority,
Nortel’s new management has implemented a policy requiring timely account
reconciliations to confirm the accuracy and completeness of ending balances in
each general ledger account. In the third quarter of 2006, management issued a
new global FPG on the account reconciliation process to outline the requirements
for account reconciliations, and which requires quarterly reconciliation of each
balance sheet account. Certain accounts determined to be high risk, based on an
account risk analysis by the appropriate Control leader, must be reconciled prior
to the Audit Committee meeting for the applicable reporting period. Reports are

prepared to monitor the timely preparation and review of reconciliations.

With respect to foreign exchangé, in 2005, Nortel’s manégement enhanced its
annual functional currency study which ultimately determines the method(')l.og'y
for translating subsidiary foreign currency resﬁlts to U.S. dollar reporting
currency. The enhanced study improved the analysis and documentation to
substantiate the functional currency defermination, and is reviewed and approved
by the appropriate regional Controller and corporate Controller. In addition, in
2005, management implemented a quafterly process to analyze inter-company
balances for compliance with SFAS No. 52, paragraph 20. The Treasury function
reviews inter-company loans quarterly and inter-company trade positions annually
to assist Control in determining if any balances are of a long-term investment,
whereby foreign exchange would be recorded in equity. Systems have been
automated to support the translation of a significant operating subsidiary’s foreign

currency results to U.S. dollar reporting.

The Audit Committee has established new priorities for the Internal Audit

organization relating to the evaluation of risk exposures for financial reporting,
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and management has amended the charter for the internal audit function to include

“oversight responsibilities for the adequacy and effectiveness of financial reporting

controls. The Audit Committee realigned the reporting responsibilities for
Internal Audit and directed senior management to strengthen significantly the
internal audit function in the first quarter of 2004, and also hired a new Internal
Audit leader as of July 2005. The head of Internal Audit reports directly to the
CEO and the Audit Committee to ensure that Internal Audit is independent from
the activities it reviews. Beginning in 2005, Internal Audit work plans include a
focus on accounting for transactions, financial reporting and financial reporting
controls. Starting in 2006, the Internal Audit work plan includes an assessment of
the adequacy and degree of compliance with financial, operational and system

controls.

As part - of the efforts to increase awareness of and timely and appropriate
remediation of internal controls, in the second quarter of 2006 Nortel established a
SOX Steering Committee compriséd of senior management from Finance, Legal,'
Human Résources, Internal Audit, Information Services and Operations. Regular
reporting of remediation activities to senior management, including an escalation

process to address areas where remediation planned dates were not met was

implemented. The SOX vice president regularly meets with Internal Audit and

reports to the Audit Committee on the ongoing developinent, implementatibn and
progress of remedial measures. Training is provided for teams that document and
administered controls to improve control design competencies. In addition, the
SOX team implemented a revised SOX 404 scope, a comprehensive methodology
redesign and changes to the documentation requirements to greatly improve the
quality of the SOX 404 documentation. As a result of all of these activities, there
was significant remediation in 2006 of internal control deficiencies identified in
various business processes that impact the Company’s internal control over

financial reporting.

The Board has implemented processes for Nortel’s management to provide

quarterly assessments in respect of the overall quality and transparency of the
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.Company’s financial reporting and suggestions for improvements in its form and

content, which Nortel’s external auditors have the opportunity to review and
comment on. These processes include quarterly reporting by the CFO and
Controller to the Board and by the SOX vice president and head of Internal Audit
to the Audit Committee. Further, the presidents of the business units are expected
to take full responsibility for the respective financial results of their businesses
and, commencing in 2007, will be required, on a quarterly rotation basis, to
provide presentations to the Board with the Vice President, Finance on the
financial results of their respective business units. In addition, the Audit
Committee will periodically hold separate executive sessions with the Vice

President, Finance to discuss financial issues specific to each business unit.

Technology:

(xxi)

(xxii)

In an effort to improve Nortel’s financial reporting systems and capabilities, to
simplify its multiple accounting systems, and to reduce the number of MIJEs,
Nortel retained an outside consulting firm to advise on the appropriateness of
implementing a Systems, Application and Products (“SAP”) platform worldwide
that would consolidate many of Nortel’s systems into a single integrated financial
software system. Based on that advice, Nortel adopted the SAP platform to
integrate its processes and systems, and undertook an assessment of existing
financial systems and processes to determine the mosf effective implementation of
standard SAP software. The finance design and build for the initial scope of the
SAP system, including general ledger functionality, was completed by the end of
August 2006, and these processes are planned to be tested and fully deployed
during 2007. Once fully deployed, Nortel estimates that MJEs will be reduced by
approximately 30%. Processes for additional activities will be built upon this first
phase of functionality. Process design for these additional activities has been
completed and management expects that the build, testing and deployment will be
completed by the third quarter of 2007.

The Company’s general computing control (“GCC”) environment has been

strengthened with the implementation of new and enhanced controls. During
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2006, numerous control deficiencies were remediated across applications,
interfaces and the infrastructure impacting internal control over financial
reporting. In particular, Nortel established a standard user management process
that facilitates the approval of all user access requests and the removal of accounts
when appropriate and implemented regular reviews of business user accounts.
Further, Nortel implemented standard and enhanced controls regarding change
management to applications to ensure the changes are appropriately tested,
approved and implemented. In addition, enhanced security protection of data files
used to transfer data from one application to another were implemented.
Segregation of duties was improved in the GCC environment by restricting the
number of operating system administrators with privileged access maintaining an
audit trail of software changes that are made to some key information system

applications.



"10Ja19) suoseal fediounid ay) pue sjuswisn(pe pue SUOHEOYIPOW YONS [[€ JO S[IB}OP J[qRUOSESI OpN|OUL [[Im SH0doy
$$913014 uoyeIpowIay “sjUSUNSNIpe pue suonedYIpOW amyny 0) J0alqns o Aewr pue ‘uonoe [erpowal Jejnoned oY) Jo uono(dwoo
10 19)1ENb [ROSY PAJEIIISS A1) PUE SUONIE [eIpawal pauue|d JuoLINO Judsaidol sajep 1081e) pajewnss pue SWAY UOTOE SUIMO[[O] 3Y ] ,

Surpiedol onss1 IopeOIq B SIJEOIPUI ISNED 1001 oY)
Iagaym ‘quaunsnlpe oy} Jo asned 1001 oy} SuruTWISIP
‘suonoe  Ioyjo Juowre ‘opnpul M sisk[eue
SIYL ‘9007 Suump pafy spodas orpouad ur papodas
A[Tenuar sy 44 pajejol anuoAal e Jo anfea Je[[op 210}
oy} Jo 94,08 Adrewnrxoidde Sunuasaidar sydd pare[al
SNUSAdI U0 3q [[IM SIsK[eue SIy} JO SNOOJ [eniu[

L00Z 2O

3Y) Ul PIapNoul JUII)BISAI
oy} Jo ued se pojejsal
o1om 1By} ‘900z SuLnp pa[y
spodax osrpousd ur papodax
Arenmu (SVdd,,) siuounsnlpe
pouad youd poje[ar onudAax
Patoaaes Jo sasAjeue jonpuod (1)

{UONBIIUNIIO0))
[euondung-ssor) (&)

:MO[3Qq 0] PO1I9JAI S[OIUOD Paje]al
SNUSGASDI  1OYI0 Ul SOOUAIdYAp
JoYlo se oM se  uomodIly
JuswdMeS dY) Jo 4/ ydeiSered
ur 0] paugyar Jungodar jeroueuly
JoA0 [onuod [eusdjul s Auedwio))
91 Ul SsoWjeoMm  [euREW
9y} JO sosnedo 1001 9Y) SSAIpPpE
0} ue[d uonerpswal Suimo[[o} 3y
dojoasp 03 anunuod pue juswapdury

uvyd
uonvIPIUIY
SSaUYDa 4
Ul

NOILVWIOANI TVNOILIAAV

JALVA LIYVL
aALVNILST

NOILDV

«@» ATNATHDS

[-d

. . ‘TEALINIT SSIOMLAN THLION ANV
NOLLVYOJddOD SHAOMLAN TALION ANV NOISSTWINOD SALLIMNDAS OTIVINO AHL A0 AXV.LS NIAMLAL L00T
91 AVIN ALVA INTWATEOV INTWATLLEAS AHL 40 LL HIVEOVAVA NI OL QNI4T NV1d NOLLVIGIWTA




SMO[J UONBULIOJUI Jey} 2INSUd O} pauFIsap aIe . Suipnpur) soSueyo  ssecoxd
A9y} J9YloyMm SUTULIDAP O} PISSISSE 9 [[IM S[ONUO)) - 0007 €O [onuod ewur  juswadun (1)
"Ioyjoue
0} waysAs/dnoi3 suo woy paugjsuer; si Fununodde
9NUIAJI 0} JUBAS[II UOTJRULIOJUL 2IYM 9]OAD SNUIASI
ay ut syutod se yons ‘paygrjuapi aq [[im sjurod jonuo)) _ pue 9[040 9NUIAAI
Y UMNM  UONEBITUNWIUIOD
"S9I0UQ)SISUOOUL AU AJNIUaPI 0) SY 4 JO SISATeue oy oy sanipiqisuodsax
y3noxy ps1os[oo uonewLojur Yim paredwos aq [[im pue S3[0I QUOP oYMy
MIIARI PUS-03-PUS SIY) YFnosy) pajda[[0d UOTBULIOJU] 0} pue uonesunuuos ur sded
oyads ayy AJnuspr 0} IopIo
"S10)02.11p/s193eURW ur ‘Auedwo) oy Jnoysnoxy)
JUBAS[OI  9Y) UM  pauULIJUOD  puUB  PIjedrd ‘oypoue 0} dnoi3 jeuonouny
2q [[IM 3[0AD 9NUIASI I} JO SUBYOMO[J pua-0}-pug U0 WOl MO[J UOoHEBWIOJUl
. Jo Bumun pue Jouuew Ay
"UoNIUS009Y aNUIAIY pue Suipnpour ‘0ppAo onuoAsl pud
Sumroau] ‘uoweSeue|y 10001 ‘yuswaFeury I9pIO -0)-pud oY) jJo Surpueisiopun
Se yons ‘9[0Ad> onudAal 9y} jo sjuouodwod snouea aAIsuUsya1dwos arowr ® uIL)qO
9} UO PajepI[OSU0d pue Pajda[[0d 9q [[IM UOHBULIOJU] L00Z 20 0} sasA[eue Joyunj jonpuod (1)
"SIsA[eue 9y) Ul papnyoul aq [[Im ‘Aue JI ‘SonuoAsl
Sunoagye 00z Jo Ioyenb js11y Ay} Ul PapI0ddI SYJJ ‘ueyd uonerpowsI oY)
ojul suopnoe asoy) djerodioour
"SISA[eue JOYLINJ JOJ UOHBWLIOJUL pue suonoe [eIpaWdX
amydeo o0} oejdwey popelop ® Suisn  sydd ajeudoidde ayjo AJnuapr pue
9SaY} JO SIOENIUL 9Y) YNM P]OY 9q [[IM SMIIAIU] sjusunsnipe oy} Jo sasned 1001
oy} jo 3Juipuelsiopun I9)39q
"uonIud09a1 B QA3IYOR 0) IOPIO Ul ‘[BUON
anudA3I Jo jadse oywods e uo parmnbar aq Aew -D'] 0} paje[e1 asoyy Surpnpour
Zururen [euonIppe ISYOYM puE ‘SIIOUSIOLYIP [OXIU0D ‘podoy [enuuy 900Z
NOILVWYOANI TVNOILIAAV ALVALIIAVL | NOLIOV

AALVHWILSH . |

¢-a




"SISEq A[Y99MIq B UO 39)IWWO))
3uPalS XOS 9yl O} pue siseq A[jeam B U0
wed) Juawoeuew XOS 3y} 0) Surpodal uoneipawal
Aoua1d1yap {[e19A0 Y3 Jo ued se payoen aq f[im sannp

pue {$20UBISUI UIRLIID
ur  sapnp jo uonedardas
Jo oe[ papnpur A[jesyroads
yorgm quawssasse $0p XOS
900¢ 2y} ut paynuspt sponuods
[eUI)UT Ul SIIOUIIDIJIP
sannp jo uonedaidas pajejal

Jo uonessr3as 0} Paje[al SIAOUOIP JO UOLBIPIWDY L00Z 2O -onuaAdx onyads oY) ssaippe (1)
"SWAISAS $SOUISNQ 0) SSI00E
Suiaey [ouuosiod sao1ANdg  uoneuLoju]  ‘o[durexs
10} JUSWSSISSE HOy XOS 9007 ) SuLnp paynuapr
Sonsst ssaippe 0} papuedxo 3q PpnOYs I dIOYM ‘Korjod
seare Ajnuopt 03 wesy poddns [eoruyos) ¥OS oY) A1umoas 9)e10d100 0} SUOISIAGI
Aq pamaiaar Suidq st Aorjod Kyunoas sjerodion ayj, L00Z 20 ywowodpdunr  pue  Anuopt (1)
:sann(q Jo uonedaigds (q)
‘pajuows[duur aq [[Im
(3urureny feuonippe ‘ojdurexs 10j) suerd uvoneIpawDI
ojeudordde  ‘Appanospyos  Superado jou st ng
‘9jenbape st UBISIP [ONUOD B JRY) PAUTULIANAP SI I J]
"S[OXIU0D 3S3Y) 10J ANJIGRIUNOIDL TBI[D SI IO
2InsuUd 0} A1essodou aroym suonduosap qof Suisiaax
Suipnpur  ‘sjeudordde se  ‘pojuowdrdun aq M "UOTIEOTUNWIWIOD [BUOIOUN]
S[OTUOD M3U JO PadURYUD 9q [[IM S[OIUO0D Sunsixyg -ssor ur sdeS pue sosneo
1001 Ppaynuapr oy) SSAIppe
"9[0Kd 0) (sanqrisuodsax pue
anuaAdI 9y} Inoydnomy Apejeinooe pue A[93o[dwiod $9[01 paurfopal AI1essa09u Aue
HIVA LAYV B
I :
NOILVIWYOANI ﬂ—\ZQh:QQ vV AALVIILLST ~>,~°~&D-\

€-d




Jo 1ouuosiad sofes pue aduUBUI]
Kq pajojduiod pue 0} PaIdAIIP
SO[qBISAT[OP ojdnnu
M sjuowaSuele  9NUIAJIL

L00T 2O uo Fururen o) 0} uonippe ur (1)
"JPMON-DT JO I2[[ONUO)) JUBISISSY ‘Korjod
se ousLadxs JyvyD 'S YHM uonounj [onuo) Sumureny soueuy s Auedwo))
oY) woy [enpiaiput ue pajutodde Auasor [PUON-DT 9y} 0} JIeqlwis  ‘S[ONUOd
[euIUl S JOUON-DT  JO
‘[PUON-DT JO Q4D 2y Aq AT3d211p yed se Aorjod Sururen soueury
parojiuow 3q [[im [ouuosiad [ouION-DT Jo Surutel], L00Z 20 e Juoundun pue dopaasp (1)
JPUON-OT (9)
"SanssI sannp Jo uonedardas prose
0} I9PIO Ul SUIDISAS 9} UIYIM S[ONU0D dAT)UIAdId
Jo xAe| ' se swoysAs tondwoo umpIm  sopnl
powwesgord soyuny juowsidun [jim Auedwo) oy
“sfoid uonewoysues], soueur s,JopoN Jo Med sy
"Iopea] wea) AZo[ouysa) XOS 3y} Yim uonounfuod
ul sIseq ApPjPom B U0 XOS JA Y} AqQ pomaradal
S yolym ‘swojsAs xoindwoo 0} ssaode  Furpregor
sonsst sannp jo uonedaidos ssaippe 0) A[eoyroads ' *M3IAJI J3SN [enuUR
padooasp usaq sey uepd josfoxd poqerep v -Twas papuedxa ue juowa|duur
pue aunsp ‘swsks 1ondwod
"MI1AI 0} ssaooe Jurpredor sannp
Josn [enuue-Twos papuedxs oy poddns o3 a8ueyd Jo uonedarSos  jusIOIINSUL
0} spasu 901 s . dnoi3 oYy moy 0} se dnoid sooiAalg : 0) ajejal S91OUSIOIJIP
UOTRULIOJU] dY) M AemIdpun oIe SUOISSNOSI(] L00Z €O paynuapl ay) JO ulendd se (1)
NOILVIWHOANI TVNOLLIAAV ALVA LAV NOILOV

dALVALLSA

y-d




"R 10J pa1o3Ie) SAIOUAIOYIP YN JO UOHBIPIWDI
Uuo uoIsnouod [[eroA0 yum ‘judy Suunp soeid
aye} [[IM pUB PIINPIYDS UDSQ SBY JUSWSSISSE ()
XOS 900T 3y 10§ 2dods ur yYOH Yoes Jo Junssy,

"LVOIN
00y ouerndwod xQOS sAuedwo) syl ySnoiy)

poxoen ole saOUADYOP YONT JO UOHBIPIWY

"SJUBIUNOOOR
juspuadapur s Auedwio) oY) YiIm PamaIAdl UIq
9ABY PUE JUIWSSISSE 0 XOS 900T 2} UT poynuapr
SONSSI 9U} SSAIPPe 0] PISIAAL Udd(q aAeY (S}oayspeaids

se yons) syDONd 10j sourepmng pue SpIlepuelg

L00220

"SYDNH 0} ss9908
pazuoyneun JO UONRUNWI[D

oy  senorred  ur pue
‘uawissasse y0y XOS 900T

oy ur paynudpl (SYONH.,)
suoneorjdde Bupndwiod

Josn  pus Ul  SOIOUSDIJOp
Pole[al ONUOADI JY} SSAIPpE
0} suornoe erpawal Juswadur

ssuonednddy

dunndwo) BETY) | puy

(p)

" 9[NPaYDS SIY) Ul SWII}I UOTJOR JUBAI[DI
I9Y10 Y} UMM pawinsqns de [OUON-DT Furpiegar
PassaIppe 9q 0} SaNSSI UONIUZ0031 dNUIARI JIYIQ

L00T 20

‘[PMON-DT 03 o1j10ads
JUSWISSasSe Oy XOS 900C 99
Ul PayuSPI S[ONUOD [BUIdIUL
Ul SIUdIOAP dY) SSAIppe

()

pue ‘]9UON-DT JO
[ouuosiad soueur aeudordde
£q 35102 UoNIUZ0031 ANUIALI
Aep-ooryy  jo  uono[dwod

NOILVWIOANI TVNOLLIA Q 12

(ALVA LIDYVI
AALVAILSH

‘007 10 Ul [PMON-DT

NOILDV

¢-a




"paxmbor
a1aym Zuluren) 9je[eoss pue ssarfoid royuowr
0} ATqiuow pajeIauad are aouepuaje uo spodoy]

"SUOIIOUNJ 9JUBUL] USIMIOq
PoAOW 9ARY JJRIS JO IOqUINU B 95UIS PIULIJU0D
-21 Sutaq axe ururex) Joj suonendod pajedie],

L00Z +O

L00T 7O

L00Z +O

‘uoneindod
1981%) JuaudSeuewl
Iop1o  pagnuapr  dy) o}
weidoxd Suruen uoniudooal
aNUAI yuowddur

pue ‘uonendod 181y
swoSeuew J9pIO  PAYUPI
oy 10} weidoxd Sururen
uonus0021 anuoAdx dojoasp

S[opowr 21n)onIys
uoroesuer) pue  uonIugooal
ONUIAI uo Bururen
a)oidwod pue uonezruegio
soes oy ur  uonendod
P31y oeudoadde  Ajrjuopt

(aD)

()

()

L00Z €O

‘uonjendod pajo8ie)
Aq Buwen  syuowoIuele
9NUSASI 10} [dpoW UONIU0991
SNUSAIX Kep-ouo pue
Surureny uonUS0021 SNUIAAI
Aep-sa1yy  jo  uonddwod

:Bururea ],
uoNIU30d3Y INUIAIY JIYIQ

Q)]

()

NOILVWYOANI TYNOILLIAQV

(ALVA LTOYVL |

AALVWILST

NOILOV

9-d




18Y) S310UI01Jap d1J10dS oY) JO UOHBIPIWAI UO pew

[e QjeIpawidl  ‘9AOQe  SWIOY

ssardoxd y3ySry 0} ApPam pojersuad ore spodoy L00Z 20 ay} ur pajou asoyy woy wede (1)
ruoneIpdwd LHwnyq (¥)
*PIIBIPIWIDI U9
peY uonIug0391 SNUIAII 0} PIJR[AI SAOUIIIP DDD
900T 31 JO %6 Adreunxoxdde 200z ‘g1 [udy e sy ‘swa)sAs uononpoid 03 dnox3
SOOIAIOG UoneULIONU] Y Aq
"SIOUIIDIJAP PAIE[al ANUIADI FUIUTBIAI $S9008 SB Uons ‘9[0Ad anusAal
SuIssaIppe Ul SONJIAIOR  SIOIAIDG  UONRULIOJU] pUa-0)-pud ) yoddns
JO sme)s oy} MIIAI 0} IOpEd] XOS SIIAIG jey) SWIDISAS UI SIIOUIIDJOP
uotyewIoju] oY) Yum AppRamiq spow XOS dA YL L00Z 20 Sumrewar  oyp  ojerpawnar (1)
:(DDDy) Slou0)
gunndwo) [eRUIN (3)
“Jusunear) uonIudooar anuaaal yadoxd
2INSUD 0) dJUBUL] YIIM PIJBN[BAD 9q P[NOYS S}OBIU0D
SN [fe 9dudy pue ‘uotsiaoid saFewep pajepinbiy
€ UIRJUOD USYJO JSOW SJ0rNUOD (SN) 0IAIS ANNN
[eIny] pue {PaIOPISUOD 3G P[NOYS INUIAJI JO [BLIDJOp "SWIA)
90USY pUB ‘UMOUY JOU SI an[eA IIgj 9Y) Yomym IoJ PAYUSPI UO WEI) IDUBINSSY
voddns JoWOISNO JO [9A3] B SWNSSE JUSWIDJD YIOMIOU 10BIUO)) 91} JO SSOUIIBME 9U])
Jo ad£) ureyod & YPIm syoenuod [re ey Sunysysy SuruoyS1oy Jo 1eo3 oyl Pm
opnpul  juswdojorsp 1opun spre jJo  sojdwexy dnoi8 ooUBUIOAOD) ONUIASY
[eqo[D Syr Aq saurpepmng
"S3UIO0W UOYIRIPIDI SSIUBOM v Sununoooe  paje[ar  ANUDAAI
[eujew Apjoom ysnory; paroyuowt Juraq s ssaiford L00Z 20 03 spre juswddw pue doppasp (1)
:sauTpIND
uonIugodNY ANUIARY
Jo uoneymuwndwy 0 pry (§)
ALYVA LI9YYVL
NOLLVWHOANI TVNOLILIAay TQALVIWLLST NOILLDV

L-d




L00T 20

"3]qRAISO2I SJUNOJOE pue djqeded
SIUNOOOE  J02IIp  ‘UOT)EBPI[OSUOD
‘syjunoooe  Auedwod-1yur  “103pa|
[elouwd3  oy) 10}  Ajyeuonouny
waIsks gvs  jo juswAkordaq

d3ojouyday

L00Z €O

‘sjuowaimbai Suturen A1oepuew
asoy) 0} opewr 9q O} SUOISIAAX
Aue Amuapr pue jopopN Sururei],
pue Adoudjpdwo) oyy jsurede
sjuowaninbar  umuren  A1ojepuewr
Sunsixa s Auedwo) ayy MaIAdy

L002 20

‘uefd yuswdooaap
[euorssayoxd aeudoxdde
) pue ‘Sumuren pue S}PS [[IS
K1BSS900U 9Y) 2Ary suonisod asoy)
SuiAdnooo sjenpiAlpur  AJusA 0}
[9po]N Surure], pue Adusjedwio)
oy jsurede suonisod Koy asoy
Buikdndoo spenpiatpur jo Sururen
pue sjos IS oY) JO MIIADY

apdoag

"SY99M 0M] AIDAD 99))TWIWO))
SuwRslg XOS 911 01 paInqLISIp aq [[im spodor asay ],

"XOS dA Y1 £q pamaraal

"9[0£D 9NUIAJI puod
-0}-pua oy uodn joedun jey

juswussasse $0F XOS 900T U
ul paynuOp! S[OIUOD Ul

oIe pue ‘9[9Ad SNUIA3I pud-03-pus oY) uodn joedur

NOILVWYOANI TVNOILIAay

(ALY LIDYVL

AALVHNILSH

ur  sopudpgep  oyads

NOLLOV

8-d




"SNIANDOR
Amseony pue ‘quowdopasp ¥
[oIeasal ‘sjasse paxy ‘Suiseyoind
131pul ‘Buruueld  pooueape
‘xe} joNIp 10]  Ajpeuonoun]

L00Z €O uv)sks  gvs  jo juwowkojdeg
. HIVA LI9YV1L
OILVIWYOA, VNO I
NOI NI 1 ILIaay " agrymirsa NOILDY

6-d




E-1

SCHEDULE “E”

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 report 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 implementation of each
remedial measure and, if not, what actions remain outstanding, the principal 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 Remediation Report and the principal reasons for such

modifications or adjustments.

Should the existing material weakness (as 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 following 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;

(111) 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
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taken to fully remedy the material weakness or, if such actions have yet to be
identified, the process which management proposes to follow to identify such

remedial actions; and

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

process.
TRAINING, 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:

6)) the activities of the Company’s Global Finance Training and Communications
group, including remedial and on-going financial accounting training programs
developed for Finance, Control and FP&A employées and including the minimum

annual training requirements established for Finance employees;

(ii) the communications activities of the Ethics and Compliance functions, including
- activities directed towards th¢ promotion of Nortel’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
(1ii) 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:

(i) the Company has remedied the material weakness in its internal controls over
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financial reporting to the satisfaction of its external auditors; and/or
(ii) the Company has completed the implementation of the Remediation Plan.
5. SIGNATURES

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