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INTRODUCTION

1.

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

Honourable Court in its Order dated January 21, 2010.

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

voluntary petitions under Chapter 11 of Title 11 of the U.S. Bankruptcy Code (the



.

“Code”) in the United States Bankruptcy Court for the District of Delaware (the “U.S.
Court”) on January 14, 2009 (the “Chapter 11 Proceedings”). As required by U.S. law,

an official unsecured creditors committee (the “Committee”) was established in January,

2009.

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

respectively, and each of these groups is participating in the CCAA proceedings.

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

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

Nortel Networks UK Limited (“NNUK”) and certain of its subsidiaries located in EMEA
were granted Administration orders (the “UK Administration Orders”) by the High
Court of England and Wales on January 14, 2009 (collectively the “EMEA Debtors”).
The UK Administration Orders appointed Alan Bloom, Stephen Harris, Alan Hudson and
Chris Hill of Ernst & Young LLP as Administrators of the various EMEA Debtors,
except for Ireland, to which David Hughes (Ernst & Young LLP Ireland) and Alan
‘Bloom were appointed (collectively the “Joint Administrators”). On June 8, 2009, the

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

under Chapter 15 of the Code.

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

Court, remains in effect during the Administration.

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

Commercial Court.

PURPOSE

8. The purpose of this Forty-Second Report of the Monitor (“Forty-Second Report™) is to

provide this Honourable Court with:

(a) information about the entering into of an amended and restated settlement

agreement dated as of March 30, 2010 (the “Amended and Restated Settlement
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Agreement”) among the Applicants, the Monitor, the Former Employee
Representatives (on their own behalf and on behalf of the parties they represent),
the LTD Employee Representative (on her own behalf and on behalf of the parties
she represents), the Former Employees’ Representative Counsel, the LTD
Beneficiaries’ Representative Counsel and the CAW (the “Settlement Parties™)
following issuance of this Honourable Court’s reasons released March 26, 2010;

and

(b)  the Monitor’s recommendation for approval of the Amended and Restated
Settlement Agreement and the making of the Settlement Approval Order in
substantially the form as submitted by the Applicants and attached at Tab 5 of the

within motion record (the “Settlement Approval Order”).

TERMS OF REFERENCE

9.

10.

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

assurance on the information contained in this Forty-Second Report.

Capitalized terms used herein (including in the preceding paragraphs) and not otherwise

defined shall have the meanings given to them in the Monitor’s Thirty-Ninth Report
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dated February 18, 2010 (the “Thirty-Ninth Report”), the Amended and Restated

Settlement Agreement and the Settlement Approval Order.

Unless otherwise stated, all monetary amounts contained herein are expressed in

Canadian dollars.

BACKGROUND

12.

13.

Reference should be made to the Thirty-Ninth Report for a discussion of, among other
things: (a) the CCAA proceedings; (b) the events and process leading up to a February
2010 settlement among the Settlement Parties with respect to, among other things, the
Applicants’ registered Pension Plans, certain employee benefits for Pensioners and LTD
Beneficiaries among others and certain employment related issues (the “Settlement”);

and (c) information and analysis concerning the Settlement.

As set out in the Thirty-Ninth Report, following numerous meetings, negotiations and
exchange of proposals relating to the above issues, the Settlement Parties executed a
Settlement Agreement dated February 8, 2010 (the “Settlement Agreement”). As set
out in the Thirty-Ninth Report, although significant progress had been made in resolving
issues and agreeing on language with the Bondholder Group and the Committee, not all
matters could be resolved, including the “No Preclusion Clause” (or “Clause H.2”),
discussed in paragraph 97 of the Thirty-Ninth Report. Clause H.2 provided that, if there
is a subsequent amendment to the Bankruptcy and Insolvency Act that changes the

current, relative priorities of the claims against Nortel, no party is precluded by the
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Settlement Agreement from arguing the applicability or non-applicability of any such

amendment in relation to any such claim.

A copy of the Settlement Agreement was attached as Appendix “B” to the Thirty-Ninth
Report. Attached as Schedule “C” to the Settlement Agreement was a letter agreement
entered into among the Applicants, the Monitor and the Superintendent, pursuant to
which the Superintendent (on certain conditions set out therein) agreed not to oppose the

granting of an Order substantially in the form attached to the Settlement Agreement.

The motion for approval of the Settlement Agreement and for an Order, among other
things, approving same, was heard by this Honourable Court over the course of a three-
day hearing commencing March 3, 2010. On March 26, 2010, this Honourable Court
released its decision and reasons with respect to the motion (the “March 26 Reasons™),
and found the elements of the Settlement Agreement reasonable and acceptable, other
than Clause H.2. This Honourable Court found that Clause H.2 was unacceptable and
rendered the Settlement Agreement flawed such that the Settlement Agreement could not

be approved. A copy of the March 26 Reasons are attached hereto as Appendix “A”.

Following the issu‘ance of the March 26 Reasons and taking into account the March 26
Reasons, the Settlement Parties entered into the Amended and Restated Settlement
Agreement, which agreement is identical to the Settlement Agreement except that Clause
H.2 has been deleted therefrom and the Schedules to the Settlement Agreement have been
updated to take into account the deletion of Clause H.2. As the remaining terms of the

Settlement Agreement have not been amended, the information and analysis as set out in
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the Thirty-Ninth Report continues to be applicable to the Amended and Restated

Settlement Agreement.

AMENDED AND RESTATED SETTLEMENT AGREEMENT

17. A copy of the Amended and Restated Settlement Agreement is attached hereto as
Appendix “B”. Attached as Schedule “C” to the Amended and Restated Settlement
Agreement is a letter agreement entered into among the Applicants, the Monitor and the
Superintendent, pursuant to which the Superintendent (on certain conditions set out

therein) agrees not to oppose the granting of the Settlement Approval Order.

18.  The Amended and Restated Settlement Agreement takes into account the March 26

Reasons, which are summarized below.

March 26 Reasons

19. In its March 26 Reasons, this Honourable Court found, among other things, the

following:

(a) the Former Employees’ Representatives and the LTD Representative
(collectively, the “Settlement Employee Representatives”) and Settlement
Representative Counsel have the authority to represent the Former Employees and
the LTD Beneficiaries for purposes of entering into the Settlement Agreement on

their behalf;

(b) Unionized Employees continue to be represented by the CAW;
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(d)

(e)

®

(®
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Representative Counsel have represented their constituents’ interests in

accordance with their mandate;

the Monitor has undertaken a comprehensive notice process and has given the
opportunity for any affected person to file Notices of Appearance and appear

before the Court;
the notice process was properly implemented by the Monitor;

the Court has jurisdiction to approve transactions, including settlements, in the
course of overseeing proceedings during a CCAA stay period and prior to any

plan of arrangement being proposed to creditors;

there was opposition from certain constituents primarily on two aspects of the
proposed Settlement Agreement, namely: (i) opposing LTD employees took
exception to the inclusion of third party releases; and (ii) the Committee and the

Bondholder Group took exception to the inclusion of Clause H.2;

the third party releases: (i) are necessary and connected to a resolution of claims
against the Applicants; (ii) benefit creditors generally as they reduce the risk of
litigation against the applicants and their directors, protect the Applicants against
potential contribution claims and indemnity claims by certain parties, including
directors, officers and the HWT Trustee and reduce the risk of delay caused by
potentially complex litigation and associated depletion of assets to fund

potentially significant litigation costs; and (iii) are not overly broad or offensive to
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public policy as the claims being released specifically relate to the subject matter
of the Settlement Agreement and the parties granting the release receive
consideration in the form of both immediate compensation and the maintenance

of their rights in respect of the distribution of claims;

(1) three other provisions of the Settlement Agreement the Bondholder Group
submitted were unreasonable and unfair were either resolved at the hearing
(binding nature of the Settlement Approval Order on the Superintendent in all of
his capacities), not unreasonable or unfair (potential liability for pension claims if
a bankruptcy order is made prior to October 1, 2010) or represent a reasonable
compromise in the circumstances (payments made to employees to be credited
against employees’ claims made rather than from future distributions or not to be

credited at all); and

() Clause H.2 results in a flawed agreement that could not be approved.

Amended and Restated Settlement Agreement

20.

21.

The March 26 Reasons summarized the Applicants’ position and noted that, in the
absence of approval of the Settlement Agreement or some other agreement, a cessation of

benefits will occur on March 31, 2010.

As a result of the pending cessation of benefits on March 31, 2010 and taking into
account the March 26 Reasons, the Settlement Parties immediately entered into
discussions with respect to an amended settlement agreement that would not include

Clause H.2.
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Following these discussions, the Settlement Parties entered into the Amended and

Restated Settlement Agreement.

The Monitor supports the Applicants bringing the within motion for approval of the

Amended and Restated Settlement Agreement and for the granting of the Settlement

Approval Order on an urgent basis and therefore on abridged notice as a result of the

following factors:

(a)

(b)

(©)

(d)

the pending cessation of benefits on March 31, 2010 in the absence of approval of

the Amended and Restated Settlement Agreement;

the March 26 Reasons, which found that the Monitor undertook a comprehensive
notice process, gave the opportunity for any affected person to file a Notice of
Appearance and appear before the Court and properly implemented the notice

process;

the Amended and Restated Settlement Agreement is identical to the Settlement
Agreement except that Clause H.2 has been deleted therefrom and the Schedules
to the Settlement Agreement have been updated to take into account the deletion

of Clause H.2; and

the Service List, Rochon Genova LLP (as counsel to the Opposing LTD
Employees) and the Superintendent of Financial Services (as the pension

regulator for the Province of Ontario) were served with notice of the approval
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motion as soon as possible following the entering into of the Amended and

Restated Settlement Agreement.

RECOMMENDATION

24.

The Monitor believes the Amended and Restated Settlement Agreement and the
Settlement Approval Order take into account the March 26 Reasons and, for the reasons
set out herein and in the Thirty-Ninth Report, represent a fair balancing of the interests of
the Applicants’ stakeholders. The Monitor believes the Amended and Restated
Settlement Agreement represents an important step in the implementation of the
Applicants’ restructuring, which has been arrived at after extensive negotiations. The
Monitor recommends this Honourable Court approve the Amended and Restated
Settlement Agreement and grant the Settlement Approval Order on the terms and

conditions substantially in the form as submitted by the Applicants.

All of which is respectfully submitted this 30™ day of March, 2010.

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

7¢7 S et

Murray A. McDonald
President

\5830467
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ENDORSEMENT

INTRODUCTION

[1] On January 14, 2009, Nortcl Networks Corporation (“NNC™), Nortel Networks Limited
“(NNL™), Nortel Networks Global Corporation, Nortel Networks Internarional Corporation and
Nortel Networks Technology Corporation (collectively, the “Applicants™) ‘vere granted a stay of
proceedings pursuant to the Companies’ Creditors Arrangement Act (“"CAA™) and Emst &
Young Inc. was appointed as Monitor.

[2] The Applicants have historically operated a number of pension, benefit and other plans
(both funded and unfunded) for their employees and pensioners, including;

@) Pension benefits through two registered pension plans, he Nortel Networks
Limited Managerial and Non-Negotiated Pension Plan and the Nortel Networks -
Negotiated Pension Plan (the “Pension Plans”); and

(i)  Medical, dental, life insurance, long-term disability and survivor income and
transition benefits paid, except for survivor termination beneits, through Nortel’s
Health and Welfare Trust (the “HWT™).

[3]  Since the CCAA filing, the Applicants have continued to provide medical, dental and
other benefits, through the HWT, to pensioners and employees on long-ter disability (“Former
and LTD Employees”) and active employees (“HWT Payments™) and have continued all current
service contributions and special payments to the Pension Plans (*Pension P:yments™).

[4]  Pensior Payments and HWT Payments made by the Applicants to t1e Former and LTD
Employees while under CCAA protection are largely discretionary. As @ result of Nortel’s
insolvency and the significant reduction in the size of Nortel’s operations, thc unfortunate reality
1s that, at some point, cessation of such payments is inevitable. The Applicants have attempted
to address this situation by entcring into a settlement agreement (the “Setticment Agreement”)
dated as of February 8, 2010, among the Applicants, the Monitor, the “ormer Employees’
Representatives (on their own behalf and on behalf of the parties they rcpresent), the LTD
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Representative (on her own behalf and on behalf of the parties she represents), Representative
Settlement Counsel and the CAW-Canada (the “Settlement Parties™).

[S]  The Applicants have brought this motion for approval of the Settlement Agreement.
From the standpoint of the Applicants, the purpose of the Settlement Agreement is to provide for
a smooth transition for the termination of Pension Payments and + WT Payments, The
Applicants take the position that the Settlement Agreement represents the best efforts of the
Settlement Parties to negotiate an agreement and is consistent with the sririt and purpose of the
CCAA.

(6]  The essential terms of the Settlement Agreement are as follows:

(a) until December 31, 2010, medical, dental and life insurance benefits will be funded
On a pay-as-you-go basis to the Former and LTD Employees;

(b) until Decernber 31, 2010, LTD Employees and those entitled to receive survivor
income benefits will receive incore benefits on a pay-as-you-go: basis;

(¢) the Applicants will continue to make current service payments end special payments
to the Pension Plans in the same manner as they have been doirg over the course of

(d) any allowable pension c¢laims, in these or subsequent proceed:ngs, concerning any
Nortel Worldwide Entity, including the Applicants, shall rank pari passu with
ordinary, unsecured creditors of Nortel, and no part of any such HWT claims shall
rank as a prefercntial or priority claim or shall be the subject of & constructive trust or
trust of any nature or kind;

(¢) proofs of claim asserting priority already filed by any of the Sett:sment Parties, or the
Superintendent on behalf of the Pension Benefits Guarantee Fuad are disallowed in
regard to the claim for priority;

(f) any allowable HWT claims made in these or subsequent proceccings shall rank pari
passu with ordinary unsecured creditors of Nortel ; .

(g) the Settlement Agreement does not extinguish the claims of ti:2 Former and LTD
Employees;

(h) Nortel and, inter alia, its successors, advisors, directors and o:ficers, are released
from all futyre claims regarding Pension Plans and the HWT, pro+ ided that nothing in

T e e —— .



P.005-018
MAR-26-2010 16:03 JUGDES ADMIN RM 170 416 327 b417

-Page 4 -

(1) upon the expiry of all appeals and rights of appeal in respect :hereof, Representative
Settlement Counsel will withdraw their application for leave tc appeal the decision of
the Court of Appeal, dated November 26, 2009, to the Suprem:c Couwrt of Canada on a
with prejudice basis; !

() a CCAA plan of arrangement in the Nortel proceedings will not be proposed or
approved if that plan does not treat the Pension and HWT clairiants pari passu to the
other ordinary, unsecured creditors (“Clause H.1™); and

(k) if there is a subsequent amendment to the Bankruptcy and Irsolvency Act (“BIA™)
that “changes the current, rclative priorities of the claims against Nortel, no party is
precluded by this Settlefnent Agreement from arguing the epplicability” of that
amendment to the claims ceded in this Agrecement (“Clause H.2™),

[7]  The Settlement Agréemcnt does not relate to a distribution of the FWT as the Settlement
Parties have agreed to work towards developing a Court-approved dist-ibution of the HWT
corpus in 2010. ' ' '

[8] The Applicants’ motion is supported by the Settlement Parties and by the Board of
Directors of Nortel.

[9]  The Official Committee of Unsecured Creditors of Nortel Networks Inc. (“UCC), the
informal Nortel Noteholder Group (the “Noteholders™), and a group of 37 LTD Employces (the
“Opposing LTD Employees™) oppose the Settlement Agreement,

[10] The UCC and Noteholders oppose the Settlement Agreement, prir cipally as a result of
the inclusion of Clause H.2.

[11]  The Opposing LTD Employees oppose the Settlement Agreement, principally as a result
of the inclusion of the third party releases referenced in [6h] above,

costs/La requéte on vue d'obtenir des directives et la réquéte visant & accélérer la procédure de demande
d’autorisation d’appel sont rejetées. La demande d’autorisation d'appel est rejetée; aucune ordonnance n'est rendue
concernant les dépens.): <http://sac.lexummmnucal.ca/en/ncws_relcaqelzo1 0/10-03-25.3a/} )-03-25.3a.html>
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THE FACTS
A. Status of Nortel’s Restructaring

[12]  Although it was originally hoped that the Applicants would be asle to restructure their
business, in Junc 2009 the decision was made to change direction and pursue sales of Nortel’s
various businesses.

[13] In response to Nortel’s change in strategic direction and the irpending sales, Nortel
announced on August 14, 2009 a number of organizational updates-and changes including the
creation of groups to support transitional services and management during :he sales process.

[14] Since June 2009, Nortel has closed two major sales and announced a third. As a result of
_those transactions, approximately 13,000 Nortel employees have been or will be transferred to
purchaser companies, That includes approximately 3,500 Canadian emplovees.

[15] Due to the ongoing sales of Nortel’s business units and the strecamlining of Nortel’s
operations, it is expected that by the close of 2010, the Applicants’ workforce will be reduced to
only 475 employees. There is a need to wind-down and rationalize benefits and pension
processes,

{16] Given Nortel’s insolvency, the significant reduction in Nortel's operations and the
complexity and size of the Pension Plans, both Nortel and the Monitor believe that the
continuation and funding of the Pension Plans and continued funding ¢:" medical, dental and
other benefits is not a viable option.

B. The Settlement Agreement

[17] On February 8, 2010 the Applicants announced that a settlement had been reached on
issues related to the Pension Plans, and the HWT and certain employment rulated issues.

-{18]  Recognizing the importance of providing notice to those who wil: be impacted by the
Settlement Agreement, including the Former Employees, the LTD Employees, unionized
employees, continuing employees and the provincial pension plan rcgulators (“Affected
Parties”), Nortel brought a motion to this Court secking the approval of an extensive notice and
opposition process.

[19] On February 9, 2010, this Court approved the notice program for ti:c announcement and
disclosure of the Settlement (the “Notice Order™).

[20] As more fully described in the Monitor's Thirty-Sixth, Thirty-Ninth and Thirty-Ninth
Supplementary Reports, the Settlement Partics have taken a number ol steps to notify the
Affected Parties about the Settlement.

[21] In addition to the Settlement Agreement, the Applicants, the Monitor and the
Superintendent, in his capacity as administrator of the Pension Benefits Guarantee Fund, entered
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into a letter agreement on February 8, 2010, with respect to certain metters pertaining to the
Pension Plans (the “Letter Agreement™).

[22] The Letter Agreement provides that the Superintendent will not oppose an order
approving the Seftlement Agreement (“Settlement Approval Order”). Additionally, the Monitor
and the Applicants will take steps to complete an orderly transfer of the Fension Plans to a new
administrator to be appointed by the Superintendent effective October 1, 2010. Finally, the
Superintendent will not opposc any employee incentive program tha: the Monitor deems
reasonable and necessary or the creation.of a trust with respect to claims or potential claims
against persons who accept directorships of a Nortel Worldwide Entity ir: order to facilitate the
restructuring. :

POSITIONS OF THE PARTIES ON THE SE'I"I‘LEMENT AGREEMINT
The Applicants

[23] The Applicants take the position that the Settlement is fair and rezsonable and balances
the interests of the parties and other affected constituencies equitably, Ia this regard, counsel
submits that the Settlement;

(® climinates uncertainty about the continuation and termiration of benefits to
pensioners, LTD Employees and survivors, thereby reducing hardsh:p and disruption;

(b) eliminates the risk of costly and protracted litigation regarding Pension Claims
and HWT Claims, leading to reduced costs, uncertainty and potential disruption to the
development of a Plan; _

©) prevents disruption in the transition of benefits for current employees;

(d  provides early payments to terminated employees in respect of their termination
and severance claims where such employees would otherwise have had to wait for the
completion of a claims process and distribution out of the estates;

(® assists with the commitment and retention of remaining ermployees essential to
complete the Applicants’ restructuring; and :

® does not eliminate Pension Claims or HWT Claims against the Applicants, but
maintains their quantum and validity as ordinary and unsecured clair:s.

[24]  Alternatively, absent the approval of the Settlement Agreement, cour:sel to the Applicants
submits that the Applicants are not required to honour such benefits or make such payments and
such benefits could cease immediately. This would cause undue hardship 0 beneficiaries and
increased uncertainty for the Applicants and other stakeholders.



MAR-26-2010 16:03 JUGDES ADMIN RM 170 416 327 5417 P.008-018

- Page 7 -

[25] The Applicants. state that a central objective in the Settlement Agreement is to allow the
Former and LTD Employees to transition to other sources of support.

[26] In the absence of the approval of the Settlement Agreement or some other agreement, a
cessation of benefits will occur on March 31, 2010 which would have :n immediate negative
impact on Former and LTD Employees. The Applicants submit that exteading payments to the
end of 2010 is the best available option to allow recipients to order their af airs.

[27]  Counsel to the Applicants submits that the Settlement Agreement brings Nortel closer to
finalizing a plan of arrangement, which is consistent with the sprit and purpose of the CCAA.
The Settlement Agreement resolves uncertainties associated with the outstanding Former and
LTD Employee claims. The Settlement Agreement balances certainty with clarity, removing
litigation risk over priority of claims, which properly balances the interests of the partics,
including both creditors and debtors. '

[28] Regarding the priority of claims going forward, the Applicants submit that because a
deemed trust, such as the HWT, is not enforceable in bankruptcy, t7e Former and LTD
Employees are by default pari passu with other unsecured creditors. '

[29] In response to the Notcholders’ concern that bankruptey prior to October 2010 would
create pension liabilities on the estate, the Applicants committed that they would not voluntarily
enter into bankruptcy proceedings prior to October 2010. Further, counsel to the Applicants
submits the court determines whether a bankruptcy order should be made if involuntary
proceedings are commenced,

[30] Further, counsel to the Applicants submits that the court has the Jurisdiction to release
third parties under a Settlement Agrcement where the releases (1) arc conaected to a resolution
of the debtor’s claims, (2) will benefit creditors generally and (3) are not overly broad or
offensive to public policy. See Re Meitcalfe & Mansfield Alternative 'nvestments IT Corp.
(2008), 92 O.R. (3d) 513 (C.A.), [Meicalfe] at para. 71, leave to appeal refused, [2008] S.C.C.A.
No. 337 and Re Grace [2008] O.J. No. 4208 (S.C.J.) [Grace 2008] at para. <0.

[31] The Applicants submit that a settlement of the type put forward should be approved if it
is consistent with the spirit and purpose of the CCAA and is fair and reasonable in all the
circumstances. Elements of fairness and reasonableness include balancing th¢ interests of parties,
including any objecting creditor or creditors, equitably (although not necvssarily equally); and
ensuring that the agreement is beneficial to the debtor and its stakeholders generally, as per Re
Air Canada, [2003] OJ. No. 5319 (S.C.).) [4ir Canada]. The Applicants sssert that this test is
met.

The Monitor

[32] The Monitor supports the Settlement Agreement, submitting that it :s necessary to allow
the Applicants to wind down operations and to develop a plan of arrangement. The Monitor
submits that the Settlement Agreement provides certainty, and does so with 'nput from cmployee
stakeholders. These stakcholders are represented by Employee Representatives as mandated by
the court and thes¢ Employee Representatives were given the authori:y to approve such
settlements on behalf of their constituents.



MAR-26-2010 16:04 JUGDES ADMIN RM 170 416 327 5417 P.00%-018

-Page 8 -

[33] The Monitor submits that Clause H.2 was bargained for, and that e employees did give
up rights in order to have that clause in the Settlement Agreement; particularly, it asserts that
Clausc H.1 is the counterpoint to Clause H.2. In this regard, the Settlement Agreement is fair and
reasonable,

[34] The Monitor asserts that the court may either (1) approve the Settisment Agreement, (2)
not approve the Settlement Agreement, or (3) not approve the Settlement greement but provide
practical comments on the applicability of Clause H.2.

Former and LTD Employees

[35] The Former Employees’ Representatives’ constituents number en estimated 19,458
people. The LTD Employees number an estimated 350 people between the LTD Employee’s
Representative and the CAW-Canada, less the 37 people in the Opposing LTD Employee group.

[36] Representative Counsel to the Former and LTD Employees ackncwledges that Nortel is
insolvent, and that much uncertainty and risk comes from insolvency. They urge that the
Settlement Agreement be considered within the scope of this reality. "The alternative to the
Settlement Agreement is costly litigation and significant unceertainty.

[37] Representative Counsel submits that the Settlement Agreement is fiir and reasonable for
all creditors, but especially the represented employees. Counsel notcs taat employees under
Nortel are unique creditors under these proceedings, as they are not sophisticated creditors and

- their personal welfare depends on receiving distributions from Nortel. ‘The Former and LTD
Employees assert that this is the best agreement they could have negotiated.

[38] - Representative Counsel submits that bargaining away of the rigat to litigate against
directors and officers of the corporation, as well at the trustee of the FTWT. are examples of the
concessions that have been made. They also poiut to the giving up of the right to make priority
claims upon distribution of Nortel’s estate and the HWT, atthough the claim itself is not
extinguished. In exchange, the Former and LTD Employees will receive guaranteed coverage
until the end of 2010. The Former and 1. TD Employees submit that having money in hand today
is better than uncertainty going forward, and that, on balance, this Settlernent Agreement is fair
and reasonable.

[39] Inresponse to allegations that third party rcleases unacceptably compromise employees®
rights, Representative Counsel accepts that this was a concession, but submits that it was
satisfactory because the clairs given up are risky, costly and very uncertain. The releases do not
g0 beyond s. 5.1(2) of the CCAA, which disallows releases relating to misrepresentations and
wrongful or-oppressive conduct by directors. Releascs as to deemed trust claims are also very
uncertain and were acceptably given up in exchange for other considerations.

[40]  The Former and LTD Employees submit that the inclusion of Clause H.2 was essential to
their approval of the Scttlement Agreement. They characterize Clause H.2 as a no prejudice
clause to protect the employees by not releasing any future potential benefit. Removing Clause
H.2 from the Settlement Agreement would be not the approval of an agreement, but rather the
creation of an entirely new Settlement Agreement. Counsel submits that witout Clause H.2, the
Former and LTD Employees would not be signatories,
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CAW

[41] The CAW supports the Settlement Agreement. It characterizes the agreement as Nortel’s
recognition that it has a moral and legal obligation to its employees, whose rights are limited by
the laws in this country. The Settlement Agreement temporarily alleviates the stress and
uncertainty its constituents feel over the winding up of their benefits ard is satisfied with this
result,

[42] The CAW notes that some members feel they were not properly aporised of the facts, but
all available information has been disclosed, and the concessions made by the employee groups )
were not made lightly.

Board of Dircctors

[43]  The Board of Dircctors of Nortel supports the Settlement Agreement on the basis that it is
a practical resolution with compromiscs on both sides.

Opposing LTD Employees

[44] Mr. Rochon appeared as counsel for the Opposing LTD Employees. notwithstanding that
these individuals did not opt out of having Representative Counsel or were represented by the
CAW. The submissions of the Opposing LTD Employees were compelling end the court extends
it appreciation to Mr. Rochon and his team in co-ordinating the representatives of this group.

[45] The Opposing LTD Employees put forward the position that 1 ¢ cessation of their
benefits will lead to extreme hardship. Counsel submits that the Settlemen: Agreement conflicts
with the spirit and purpose of the CCAA because the LTD Employees are ziving up legal rights
‘in relation to a $100 million shortfall of benefits, They urge the court to consider the unique
circumstances of the LTD Employees as they are the people hardest hit by the cessation of
benefits. :

[46] The Opposing LTD Employees assert that the HWT is a true trust, and submit that
breaches of that trust create lisbilities and that the claim should not be ruleased, Specifically,
they point to a $37 million shortfall in the HWT that they should be able to pursue.

[47] Regarding the third party releases, the Opposing LTD Employees assert that Nortel is
attempting to avoid the distraction of third party litigation, rather than look out for the best
interests of the Former and LTD Employees. The Opposing LTD Employess urge the court not .
to release the only individuals the Former and LTD Employees can hold zccountable for any
breaches of trust. Counsel submits that Nortel has a common law duty to fund the HWT, which

the Former and LTD Employeces should be allowed to pursue.

[48] Counsel asserts that allowing these releases (a) is not necessary und essential to the
restructuring of the debtor, (b) does not relate to. the insolvency process, (¢} is not required for
the success of the Settlement Agreement, (d) does not mcet the requirement that each party
contribute to the plan in a matcrial way and (€} is overly broad and therefore not fair and
reasonable.
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[49] Finally, the Opposing LTD Employees oppose the pari passu t-eatment they will be
subjected to under the Settlement Agreement, as they have a true trust wrich should grant them
priority in the distribution process. Counsel was not able to provide legz! authority for such a
submission.

[50] A number of Opposing LTD Employces made in person submissions. They do not share
the view that Nortel will act in their best interests, nor do they fecl that the Employee
Representatives or Representative Counsel have acted in their best inrcrests, They shared
feelings of uncertainty, helplessness and despair. There is affidavit .vidence that certain
individuals will be unable to support themselves once their benefits run vut, and they will not
have time to order their affairs. They expressed frustration and disappeintment in the CCAA
process. :

uCC

[51] The UCC was appointed as the representative for creditors in she U.S. Chapter 11
proceedings. It represents creditors who have significant claims against the Applicants. The
UCC opposes the motion, based on the inclusion of Clause H.2, but otherwise the UCC supports
the Settlement Agreement. -

[52] Clause H.2, the UCC submits, removes the essential element of fiv.lity that a settlement
agreement is supposed to include. The UCC characterizes Clause H.2 as a take back provision; if
activated, the Former and LTD Employees have compromised nothing, to the detriment of other
unsecured creditors. A reservation of rights removes the finality of the Settloment Agreement.

[53] The UCC claims it, not Nortel, bears the risk of Clause H.2. As :he largest unsecured
creditor, counsel submits that a future change to the BIA could subsume the UCC’s claim to the
Former and LTD Employees and the UCC could end up with nothing at all, depending on
Nortel’s asset sales.

Noteholders

[54]  The Noteholders are significant creditors of the Applicants. The Noteholders oppose the
settlement because of Clause H.2, for substantially the same reasons as the 1. CC.

[55]  Counsel to the Noteholders submits that the inclusion of H.2 is prejudicial to the non-
employee unsecured creditors, including the Noteholders. Counsel submits that the cffect of the
Settlement Agreement is to elevate the Former and LTD Employecs, provid:ng them a payout of
$57 million over nine months while everyone else continues to wait, and preserves their rights in
the event the laws are amended in future. Counsel to the Noteholders submits that the
Noteholders forego millions of dollars while remaining exposed to future cla‘ms.

[56] The Noteholders assert that a proper settlement agreement must have two elements: a real
compromise, and resolution of the matters in contention. In this case, couns=1 submits that there
is no resolution because there is no finality in that Clause H.2 creates ambiguity about the future,
The very object of a Settlement Agrcement, assert the Noteholders, is to avoid litigation by
withdrawing.claims, which this agreement does not do.
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Superintendent

[57]  The Superintendent does not oppose the relief sought, but this position is based on the
form of the Settlement Agreement that is before the Court.

N orthern Trust

[58] Northern Trust, the trustee of the pension plans and HWT, takes no position on the
Settlement Agreement as it takes instructions from Nortel. Northem Trust indicates that an
oversight left its name off the third party release and asks for an amendtaent to include it as a
party released by the Settlement Agreement.

LLAW AND ANALYSIS
A, Representation and Notice Were Proper

[59] It is well settled that the Former Employees’ Representatives and the LTD Representative
(collectively, the “Settlement Employee Representatives™) and Representa:ive Counsel have the
authority to represent the Former Employees and the L'TD Beneficiaries for purposes of entering
into the Settlement Agreement on their behalf: see Grace 2008, supra at parp 32.

[60] The court appointed the Settlement Employee Representatives and the Representative
Settlement Counsel. These appointment orders have not been varied or appealed. Unionized
employees continue to be represented by the CAW. The Orders appointing the Settlement
Employee Representatives expressly gave them authority to represent the'r constituencies “for
the purpose of settling or compromising claims” in these Proceedings. Former Employees and
LTD Employees were given the right to opt out of their representatic by Representative
Settlement Counsel. After provision of notice, only one former emplovee and one active
employee exercised the opt-out right. B

B. Effect of the Settlement Approval Order

[61] In addition to the binding effect of the Settlement Agreement, many additional parties
will be bound and affected by the Settlement Approval Order. Counsel to the Applicants submits
that the binding nature of the Settlernent Approval Order on all affected parties is a crucial
clement to the Settlement itself. In order to ensure all Affected Parties had notice, the Applicants
obtained court approval of their proposed notice program,

[62] Even absent such extensive noticing, virtually all employees of the Applicants are
represented in these proceedings. In addition to the representative authority of the Settlement
Employee Representatives and Representative Counsel as noted above, Orders were made
authorizing a Nortel Canada Continving Employecs’ Representative 2rd Nortel Canada
Continuing Employees® Representative Counsel to represent the interssts of continuing
employees on this motion.

[63] I previously indicated that “the overriding objective of appointing representative counsel
_for employees is to ensure that the employees have representation in the CCAA process’™: Re
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Nortel Networks Corp., [2009] O.J. No, 2529 at para 16, I am satisfied :hat this objective has
been achieved.

[64] The Record establishes that the Monitor has undertaken a comprchensive notice process
which has included such notice to not only the Former Employees, the LTD Employees, the
unionized employees and the continuing employees but also the provincial pension regulators
and has given the opportunity for any affected person to file Notices of Aopearance and appear
before this court on this motion. :

[65] 1am satisfied that the notice process was properly implemented by t1¢ Monitor.

[66] I am satisfied that Representative Counsel has represented their constituents’ interests in
accordance with their mandate, specifically, in connection with the negotia:ion of the Settlement
Agreement and the draft Settlement Approval Order and appearance on this Motion. There have
been intense discussions, correspondence and negotiations among Representative Counsel, the
Monitor, the Applicants, the Superintendent, counsel to the Board of the Applicants, the
Noteholder Group and the Committee with a view to developing a comprehensive settlement.
NCCE’s Representative Counsel have been apprised of the scttlement discussions and served
with notice of this Motion. Representatives have held Webinar sessions and published press
releases to inform their constituents about the Settlement Agreement and this Motion,

- C. Jurisdiction to Approve the Settlement Agreement

[67] The CCAA is a flexible statute that is skeletal in nature. It has been described as a
“sketch, an outline, 2 supporting framework for the resolution of corporz:e insolvencies in the
public interest”. Re Nortel, [2009] O.). No. 3169 (S.C.1.) at paras, 28-29, citing Metcalfe, supra,
at paras. 44 and 61. :

[68] Three sources for the court’s authority to approve pre-plan agrcemernts have been -
recognized:

(@  the power of the court to impose terms and conditions on e granting of a stay
unders, 11(4) of the CCAA:;

(®)  the power of the court to make an order “on such terms as it may impose”
pursuant to 5. 11(4) of the CCAA,; and

(©) the inherent jurisdiction of the court to “fill in the gaps” of e CCAA in order to
give effect to its objects: see Re Nortel, [2009] O.J. No. 3169 (8.C.1.) at para. 30, citing
Re Canadian Red Cross Society, [1998) O.J. No. 3306 {(Gen. Div.) [<'anadian Red Cross]
at para. 43, Metcalfe, supra at para. 44,

(691 In Re Stelco Inc., (2005), 78 OR. (3d) 254 (C.A.), the Ontaro Court of Appeal
considered the court’s jurisdiction under the CCAA to approve agreements. determining at para.
14 that it is not limited to preserving the status quo. Further, agreemen:s made prior to the
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finalization of a plan or compromise are valid orders for the court to approve: Grace 2008, supra .
at para. 34.

(70] In these proceedings, this court has confirmed its jurisdiction to approve major
transactions, including settlement agreements, during the stay period defir-ed in the Initial Order
and prior to the proposal of any plan of compromise or arrangement: see, for example, Re Nortel,
[2009] O.J, No. 5582 (S.C.L.); Re Nortel [2009] 0.J. 5582 (S.C.J.) and 22 Nortel, 2010 ONSC
1096 (S.C.J.).

[71] I am satisfied that this court has jurisdiction to approve transactions, including
settlements, in the course of overseeing proceedings during a CCAA stay pcriod and prior to any
plan of arrangement being proposed to creditors: see Re Caipine Canada Energy Ltd., [2007}
A.J. No. 917 (C.A.) [Calpine] at para. 23, affirming [2007] A.J. No. 923 ‘Q.B.); Canadian Red
Cross, supra; Air Canada, supra;, Grace 2008, supra, and Re Grace Cana:ia [2010] O.]. No. 62
(5.C.J.) [Grace 2010], leave to appeal to the C.A. refused February 19, 2010; Re Nortel, 2010
ONSC 1096 (S.C.J.).

D. Should the Settlement Agreement Be Approved?

[72] Having been satisfied that this court has the Jjurisdiction to aparove the Settlement
Agreement, I must consider whether the Settlement Agreement should be apyroved.

[73] A Settlement Agreement can be approved if it is consistent with the spirit and purpose of
the CCAA and is fair and reasonable in all circumstances. What makes settlement agreement
fair and reasonable is its balancing of the interests of all parties; its equiizble treatment of the
parries, including creditors who are not signatories to a settlement agreem:<at; and its benefit to
the Applicant and its stakeholders generally.

i) Sprit and Purpose

[74] The CCAA is a flexible instrument; part of its purpose is to allow ¢ ¢btors to balance the
conflicting interests of stakeholders. The Former and LTD Employees are significant creditors
and have a unique interest in the settlement of their claims. This Settlemcnt Agreement brings
these creditors closer to ultimate scttlement while accommodating their special circumstances. It
is consistent with the spirit and purpose of the CCAA.

&) Balancing of Parties’ Interests

[75] There is no doubt that the Settlement Agreement is comprehensive 2nd that it has support
from a number of constituents when considered in its totality.

[76]  There is, however, opposition from certain constituents on two aspects of the proposed
Settlement Agrecment:: (1) the Opposing LTD Employees take exception i« the inclusion of the
third party releases; (2) the UCC and Notcholder Groups take cxception to the inclusion of
Clause H.2.
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Third Party Releases

[777 Representative Counsel, after examining documentation pertaining to the Pension Plans
and HWT, advised the Former Employees’ Representatives and Disabled Employees’
Representative that claims against directors of Nortel for failing to properly fund the Pension
Plans were unlikely to succeed. Further, Representative Counsel adviszd that claims against
directors or others named in the Third Party Releascs to fund the Pensior. Plans were risky and
could take years to resolve, perhaps unsuccessfully. This assisted thc Former Employees’
Representatives and the Disabled Employees’ Representative in agreeing to the Third Party
Relcases. '

[78] The conclusions reached and the recommendations made by Loth the Monitor and
Representative Counsel arc consistent. They have been arrived at after cousiderable study of the
issues and, in my view, it is appropriate to give significant weight to their positions.

[79]1 In Grace 2008, supra, and Grace 2010, supra, I indicated that a Settlement Agreement

. entered into with Representative Counsel that contains third party releases is fair and reasonable
where the releases are necessary and connected to a resolution of claims 2zainst the debtor, will
benefit creditors generally and are not overly broad or offensive to public policy.

[80] In this particular case, I am satisfied that the releases are necessery and connected to a
resolution of claims against the Applicants. '

[81]  The releases benefit creditors generally as they reduces the risk o¢ litigation against the
Applicants and ‘their directors, protect the Applicants against potential contribution claims and
indemnity claims by certain parties, including directors, officers and the HWT Trustee; and
reduce the risk of delay caused by potentially complex litigation and associated depletion of
assets to fund potentially significant litigation costs.

[82] Further, in my view, the releases are not overly broad or offensive 0 public policy, The
claims being released specifically relate to the subject matter of the Settleraent Agreement. The
parties granting the release receive consideration in the form of both immecdiate compensation
and the maintenance of their rights in respect to the distribution of claims.

Clause H.2

[83] The second aspect of the Settlement Agrcement that is opposed is the provision known as
Clause H.2. Clause H:2 provides that, in the event of a bankruptcy of the Applicants, and
notwithstanding any provision of the Settlement Agreement, if there are anv amendments to the
BIA that change the current, relative priorities of the claims against the Arplicants, no party is
preciuded from arguing the applicability or non-applicability of any such arendment in relation
to any such claim.

[84] The Noteholders and UCC assert that Clause H.2 causes the Settlement Agreement to not
be 2 “settlement” in the true and proper sense of that term due to a lack of cartainty and finality,
They emphasize that Clause H.2 has the cffect of undercutting the essential compromises of the
Settlement Agrcement in imposing an unfair risk on the non-employee creditors of NNL,
ineluding NNI, after substantial consideration has been paid to the employee::.
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[85] This position is, in my view, well founded. The inclusion of the Clause H.2 ¢reates, rather
-than eliminates, uncertainty. 1t creates the potential for a fundamental alteration of the
Settlement Agreement.

[86] The effect of the Seftlement Agreement is to give the Former and LTD Employees
preferred treatment for certain claims, notwithstanding that priority is not provided for in the
statute nor has it been recognized in case law. In exchange for this enhanced treatment, the
Former Employees and LTD Beneficiaries have made certain concessions.

[87] The Former and LTD Employees recognize that substantially ali of these concessions
could be clawed back through Clause H.2, Specifically, they acknowledge that future Pension
and HWT Claims will rank pari passu with the claims of other ordinary ussecured creditors, but
then go on to say that should the BIA be amended, they may assert once agc:in a priority claim.

[83] Clause H.2 results in an agreement that does not provide certainty and does not provide
finality of a fundamental priority issue.

[89] The Settlement Parties, as well as the Noteholders and the UCC, recognize that there are
benefits associated with resolving a number of employee-related issues, but the practical effect of
Clause H.2 is that the issue is not fully resolved. In my .view, Clause H.2 is somewhat
inequitable from the standpoint of the other unsecured creditors of the Applicants. If the
creditors are to be bound by the Settlement Agreement, they are entitled to xnow, with certainty
and finality, the effect of the Settlement Agreement, :

[90] It is not, in my view, reasonable to require creditors to, in effect, make concessions in
favour of the Former and LTD Employees today, and be subject to the uncertainty of unknown
legislation in the future. : '

[91]  One of the fundamental purposes of the CCAA is to facilitate a process for a compromise
of debt. A compromise nceds certainty and finality, Clause H.2 does not accomplish this
objective, The inclusion of Clause H.2 does not recognize that at some point settlement
negotiations cease and parties bound by the settlement have to accept the outcome. A
comprehensive settlement of claims in the magnitude and complexity contemplated by the
Settlement Agreement should not provide an opportunity to re-trade the des; after the fact.

[92] The Settlement Agreement should be fair and reasonable in all the chcum@m. It
should balance the interests of the Settlernent Parties and other affected corstituencies equitably

and should be beneficial to the Applicants and their stakeholders generally.

[93] It seems to me that Clause H.2 fails to recognize the interests of the other creditors of the
Applicants. These creditors have claims that rank equally with the claims of the Former
Employees and LTD Employees. Each have unsecured claims against the Applicants. The
Settlement Agreement provides for a transfer of funds to the benefit of the Former Employees
and LTD Employees at the cxpense of the remaining creditors. The cstablishment of the
Payments Charge crystallized this agreed upon preference, but Clause H.2 1as the effect of not
providing any certainty of outcome to the remaining creditors.

[94] 1do not consider Clause H.2 to be fair and reasonable in the circumstnces,
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[95] In light of this conclusion, the Settlement Agreement cannot be e.pbroved in its current
form,

[96] Counsel to the Noteholder Group also made submissions that three other provisions of
the Settlement Agreement were unreasonable and unfair, namely:

i) ongoing exposure to potential liability for pension claims if a bankruptcy order is
made before October 1, 2010;

(i)  provisions allowing payments made to employees to be credited against
employees” claims made, rather than from future distributior:s or not to be credited
at all; and -

(iii)  lack of clarity as to whether the proposed order is binding on the Superintendent
in all of his capacities under the Pension Benefits Act and other applicable law,
and not merely in his capacity as Administrator on behalf g+ the Pension Benefits

- Guarantee Fund.

[97]1 The third concern was resolved at the hearing with the acknowled:ement by counsel to
the Superintendent that the proposed order would be binding on the Superintendent in all of his
capacities, .

[98] With respect to the concem regarding the potential liability for pension claims if a
bankruptcy order is made prior to October 1, 2010, counse] for the Applicaris undertook that the
Applicants would not take any steps to file a voluntary assignment into bankruptey prior to
October 1, 2010. Although such acknowledgment does not bind creditors from commencing
invohmtary bankruptcy proceedings during this time period, the granting. of any bankruptcy
order is preceded by a court hearing. The Noteholders would be in a position to make
submissions on this point, if so advised. This concern of the Noteholders is not one that would

cause me to conclude that the Settlement Agreement was unreasonable and vnfair,

[99]  Finally, the Noteholder Group raised concerns with respect to the provision which would
allow payments made to employees to be credited against employees’ claims made, rather than
from future distributions, or not to be credited at all. I do not view this provision as being
unreasonable and unfair, Rather, it is a term of the Settlement Agreement that has been
negotiated by the Settlement Parties. 1 do note that the proposed treatment with respect to any
payments does provide certainty and finality and, in my view, represents a reasonable
compromise in the circumstances.

DISPOSITION

[100] 1 recognize that the proposed Settlement Agreement was arrived at ater hard-fought and
lengthy negotiations. There are many positive aspects of the Settlement Agreement, I have no
doubt that the parties to the Settlement Agreement consider that it represents the best agreement
achievable under the circumstances, However, it is my conclusion that the In¢lusion of Clause
H.2 results in a flawed agreement that cannot be approved,
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[101] I am mindful of the submission of counsel to the Former and LTD Employees that if the
Settlement Agreement were approved, with Clause H.2 excluded, this wo:ld substantively alter
the Settlement Agreement and would, in effcct, be a creation of a settlemen: and not the approval
of one.

[102] In addition, counsel to the Superintendent indicated that the approval of the
Superintendent was limited to the proposed Settlement Agreement and would not constitute
approval of any altered agreement.

[103] Imn Grace 2008, supra, I commented that a line-by-line analysis was inappropriate and

that approval of a settlement agreement was to be undertaken in its entirety or not at all, at para.

74. A similar position was taken by the New Brunswick Court of Queen’s Bench in Wandlyn

Inns Limited (Re) (1992) 15 C.B.R. (3d) 316. 1 see no reason or basis to deviate from this
- position.

[104] Accordingly, the motion is dismissed,

[105] In view of the timing of the timing of the release of this decision and the functional
funding deadline of March 31, 2010, the court will make every effort to accommodate the par'aes
if further directions are reqmred

[106] Finally, T would like to express my appreciation to all counsel and in person parties for
the quality of written and oral submissions.

%Zm--;"/

MOR.Ay/ETZ J.

Date: March 26, 2010

TOTAT. P.0MAR



APPENDIX B - AMENDED AND RESTATED SETTLEMENT AGREEMENT



AMENDED AND RESTATED SETTLEMENT AGREEMENT

AMONG :

THIS AGREEMENT made as of the 30™ day of March, 2010

NORTEL NETWORKS CORPORATION, NORTEL
NETWORKS LIMITED, NORTEL NETWORKS
TECHNOLOGY CORPORATION, NORTEL
NETWORKS INTERNATIONAL CORPORATION,
NORTEL NETWORKS GLOBAL CORPORATION

(collectively, “Nortel” and individually a “Nortel Entity”)
-and —

ERNST & YOUNG INC,, solely in its capacity as monitor
in the CCAA proceedings of Nortel and not in its personal
capacity

(the “Monitor”)
-and -

DONALD SPROULE, DAVID ARCHIBALD and
MICHAEL CAMPBELL, court appointed representatives
of the Nortel Former Employees (as hereinafter defined)

(the “Former Employees Representatives”)
-and -

SUE KENNEDY, court appointed representative of the
Represented LTD Beneficiaries (as hereinafter defined)

(the “LTD Representative™)
- and -

KOSKIE MINSKY LLP, court appointed counsel to the
Former Employees of Nortel and the Represented LTD
Beneficiaries

(“Representative Counsel”)



-and -

NATIONAL AUTOMOBILE, AEROSPACE,
TRANSPORTATION AND GENERAL WORKERS
UNION OF CANADA (CAW-Canada) and its Locals 27,
1525, 1530, 1837, 1839, 1905 and/or 1915 and George
Borosh et al.

(“ C AW”)

A. REcCITALS

WHEREAS Nortel filed for and obtained protection under the Companies’
Creditors Arrangement Act (“CCAA”) by order of the Ontario Superior Court of Justice
(Commercial List) (the “Court”) dated January 14, 2009, as amended and restated (the “Initial
Order”);

AND WHEREAS by Order of the Court dated May 27,2009, the Former
Employees Representatives were appointed representatives of all former employees, including
pensioners, of Nortel or any person claiming an interest under or on behalf of such former
employees or pensioners and surviving spouses in receipt of a Nortel pension, or group or class
of them, other than (a) those represented by counsel to the CAW, and (b) those who elected
pursuant to the requirements of such Order not to be bound by such Order (the individuals in
respect of whom the Former Employees Representatives were appointed pursuant to such Order,
are referred to herein as the “Nortel Former Employees”);

AND WHEREAS certain employees and former employees of Nortel are
represented by counsel to the CAW,

AND WHEREAS by Order of the Court dated July 30,2009, the LTD
Representative was appointed representative of those employees of Nortel who are currently not
working due to an injury, illness or medical condition in respect of which they are receiving or
entitled to receive disability income benefits by or through Nortel, and who may assert an
existing or future claim for payment, reimbursement or coverage arising in connection with their
employment with Nortel or termination thereof, a pension or benefit plan sponsored by Nortel,
including in relation to medical, dental, long-term or short-term disability benefits, life insurance
or any other benefit, obligation or payment to which such person (or others who may be entitled
to claim under or through such person) may be entitled from or through Nortel , other than (a)
those individuals who are currently employed and whose benefit or other payments, as described
above, arise directly or inferentially out of a collective agreement between any Nortel Entity and
the CAW, and (b) those individuals who elected pursuant to the requirements of such Order not
to be bound by such Order (the individuals in respect of whom the LTD Representative was
appointed pursuant to such Order are referred to herein as the “Represented LTD
Beneficiaries”); :
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AND WHEREAS Representative Counsel was appointed as counsel to the Nortel
Former Employees and the Represented LTD Beneficiaries by Court orders dated May 27, 2009
and dated July 30, 2009, respectively, for the purpose of, among other things, settling or
compromising the claims of the individuals they represent;

AND WHEREAS the parties to this Settlement Agreement (the “Parties”) have
reached an agreement for the benefit of Nortel and all of its stakeholders, as well as the Official
Committee of Unsecured Creditors of Nortel Networks Inc. and certain of its affiliates in the
chapter 11 proceedings before the U.S. Bankruptcy Court for the District of Delaware (the
“UCC”) and the Informal Nortel Noteholder Group (the “Bondholder Committee”) regarding
certain issues related to, among other things, Nortel’s Pension Plans, HWT (both as defined
below) and certain employment related issues (collectively, the “Settlement”); and

NOW THEREFORE for value received (the receipt and sufficiency of which are
hereby acknowledged), the Parties agree as follows:

B, BENEFITS AND EMPLOYEES

1. For the remainder of 2010, Nortel shall continue in accordance with current
practice to pay medical and dental benefits and life insurance benefits to Nortel
pensioners and their beneficiaries and survivors, whether or not represented by
Representative Counsel, and for greater certainty, including without limitation all
of the individuals referenced in paragraphs (a) and (b) of the second recital above
(collectively, the “Pensioners”) and the Nortel employees receiving or who
become entitled during 2010 to receive long term disability benefits, whether or
not represented by Representative Counsel, and for greater certainty, including
without limitation all of the individuals referenced in paragraphs (a) and (b) of the
fourth recital above (collectively, the “LTD Beneficiaries”) in accordance with
the current benefit plan terms and conditions. The Pensioners and the LTD
Beneficiaries shall be referred to collectively as the “M&D Beneficiaries”.
Medical and dental benefits to be paid to the M&D Beneficiaries shall be funded
solely from Nortel’s funds on a “pay as you go basis” in respect of benefits for the
coverage period ending December 31,2010 (the “Medical and Dental
Payments”), provided that no Medical and Dental Payments claims submitted
after February 28,2011 shall be accepted, honoured or paid. Life insurance
benefits to the M&D Beneficiaries shall continue unchanged until
December 31, 2010 and shall be funded in the same manner as for 2009 (the “Life
Insurance Benefits”). For greater certainty, no Medical and Dental Payments or
Life Insurance Benefits shall be paid by Nortel for any benefit coverage period
following December 31, 2010.

2. Nortel shall pay income benefits to the LTD Beneficiaries and to those people
receiving or who become entitled during 2010 to receive survivor income benefits
and survivor transition benefits under Nortel benefit plans (as such plans exist at
the date of this Settlement Agreement) solely from Nortel funds on a “pay as you
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go basis” for benefits in respect of the coverage period from January 1, 2010 to
December 31, 2010 (the “Income Payments™). For greater certainty, no Income
Payments shall be paid by Nortel for the benefit coverage period following
December 31, 2010.

Upon the satisfaction of all of the conditions in paragraph I.1 of this Settlement
Agreement, Nortel shall create a pool of $4.3 million (inclusive of Representative
Counsel’s costs in respect of the motion for leave to appeal referred to in
paragraph B.4 below to a maximum of $100,000.00, based on documented and
reasonable fees and disbursements) (the “Termination Fund”) to be set aside for
employees and former employees of Nortel whose employment has been
terminated or is terminated prior to or on June 30, 2010 to whom amounts are or
may become owing for termination or severance payments, who have not been
offered employment with a purchaser of Nortel’s assets and who have not
received or are not entitled to receive (i) gross cumulative Annual Incentive Plan
payments from and after October 1,2009 of $3,000.00 or more; or (ii) a Key
Employee Incentive Plan or Key Employee Retention Plan payment in 2009; or
(iii) payment from any Court approved equivalent 2010 plan. Each such
individual shall be paid a maximum of $3,000.00 (subject to applicable
withholding taxes) from the Termination Fund (the “Termination Payments”).
Any Termination Payments paid to such individuals shall be credited against
allowed claims of such individuals and such claims shall be correspondingly
reduced. To the extent that funds are unused in respect of terminations prior to or
on June 30, 2010, or payment of Representative Counsel’s costs referred to above,
the Termination Fund may be used to make payments on account of terminations
after June 30, 2010. If such unused funds are to be used for another purpose, such
purpose shall be approved by the Court, on such basis as is agreed to between
Representative Counsel and the Monitor.

Upon the issuance of an order by the Court approving this Settlement Agreement
in its entirety, including all schedules thereto, and upon the expiry of all appeals
and rights of appeal in respect thereof (the “Final Approval Order”),
Representative Counsel shall promptly withdraw their application for leave to
appeal the decision of the Court of Appeal, dated November 26, 2009, to the
Supreme Court of Canada (the “Leave Application”) on a with prejudice basis.
No claim for costs in respect of the Leave Application shall be made by or
against Nortel, or any creditor participants (including the UCC and the
Bondholder Committee).

The employment of the LTD Beneficiaries shall terminate on December 31, 2010.
However, such termination shall not affect in any manner any rights the LTD
Beneficiaries or anyone claiming through them may have, either under a
collective agreement, at common law or pursuant to any statute in relation to
ordinary unsecured claims against Nortel arising out of their employment or
termination thereof, including but not limited to claims for future lost long term
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disability or income continuation benefits, pension benefits or pension benefit
accruals, and medical, dental and life insurance benefits, nor should affect in any
manner their ability to participate in any program of benefits for which they are
eligible that is established as a successor to the plans in which they currently
participate. For greater certainty, such claims, to the extent they are allowed as
claims against Nortel pursuant to any claims adjudication procedure established in
these proceedings, shall rank as ordinary unsecured claims on a pari passu basis
with the claims of the ordinary unsecured creditors of Nortel. Nothing in this
paragraph will affect the rights of the LTD Beneficiaries to make claims in
respect of the HWT (as defined below).

C. HEALTH AND WELFARE TRUST

1.

Resolution: The Parties will work towards a Court approved distribution of the
Health and Welfare Trust (“HWT”) corpus in 2010 to its beneficiaries entitled
thereto and the resolution of any issues necessarily incident thereto. For greater
certainty, nothing in this Settlement Agreement affects the determination on any
basis whatsoever of the entitlement of any beneficiary to a distribution from the
corpus of the HWT. Any fees or expenses incurred in connection with any
dispute or litigation among the beneficiaries of the HWT concerning entitlement
(including without limitation all legal, actuarial and other fees and expenses of the
trustee of the HWT and other service providers of the HWT) shall not be paid by
Nortel, but shall be paid by the HWT corpus. For greater certainty, such fees or
expenses shall not include those of the Monitor and incurred by Nortel in
connection with any motion for termination of the HWT or for directions with
respect to the HWT, which shall be paid by Nortel.

Ranking: The CAW, Representative Counsel, the LTD Representative and the
Former Employee Representatives (the “Representatives”) agree, on behalf of
those they represent and on their own behalf, that in respect of any funding deficit
in the HWT or any HWT related claims (the “HWT Claims”), in these
proceedings or in any subsequent receivership or bankruptcy proceedings, or in
any other proceedings, or in any other forum whatsoever concemning Nortel, any
of the entities listed in Schedule “A” (collectively the “Nortel Worldwide
Entities” and individually, a “Nortel Worldwide Entity”) or the HWT, they
shall not advance, assert or make any claim that any HWT Claims are entitled to
any priority or preferential treatment over ordinary unsecured claims, including
without limitation that they rank as priority claims against Nortel or any Nortel
Worldwide Entity, or are the subject of a constructive trust or trust of any nature
or kind in respect of the property and assets of Nortel or any Nortel Worldwide
Entity, nor shall they take any action or support any party, person or entity,
directly or indirectly, who advances, asserts or makes such claims, and such
claims, to the extent allowed against Nortel pursuant to any claims adjudication
procedure established in these proceedings, shall rank as ordinary unsecured



-6-

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

D. REGISTERED PENSION PLANS

1.

Administration:  Nortel shall continue to administer the Nortel Networks
Negotiated Pension Plan (Registration No. 08587766) and the Nortel Networks
Limited Managerial and Non-Negotiated Pension Plan (Registration No.
0342048) (collectively, the ‘“Pension Plans”) until 11:59 pm. on
September 30, 2010. For greater certainty, Nortel Networks Limited shall remain
the administrator (as defined in the Pension Benefits Act) of the Pension Plans
until 11:59 p.m. on September 30, 2010. Neither Nortel nor the Monitor will take
any steps to initiate a wind up, in whole or in part, of the Pension Plans with an
effective date prior to September 30, 2010 at 11:59 p.m. Nortel shall cease to
administer the Pension Plans on September 30, 2010 at 11:59 p.m. and thereafter
shall have no further responsibility or liability for administration thereof
(including any windup). So long as Nortel continues to administer the Pension
Plans, there shall be no change whatsoever to the plan terms of the Pension Plans
without the approval of the Court, and no change to the current asset mix or
investment policies with respect to the Pension Plans other than at the request, and
with the consent, of the Representative Counsel and the approval of the Court.

Payments: Nortel shall continue to make contributions to the Pension Plans in the
same manner as it has been doing over the course of the proceedings, under the
CCAA, through to March 31, 2010, and for greater certainty, shall continue to
make all current service payments and special payments related to the Pension
Plans through that date in accordance with the last actuarial valuation for the
Pension Plans filed with the Financial Services Commission of Ontario in the
aggregate amount of $2,216,254.00 per month (the “March Pension Payments™).
Thereafter and through to September 30, 2010, Nortel shall make only current
service payments to the Pension Plans in the aggregate amount of $379,837.00 per
month (the “September Pension Payments”). For greater certainty, Nortel shall
not make any special payment contributions to the Pension Plans after March 31,
2010. The March Pension Payments and the September Pension Payments shall
be referred to collectively as the “Pension Payments”. Nortel shall not make any
payments or contributions whatsoever to the Pension Plans after September 30,
2010, except in respect of any claims in respect of the Pension Plans allowed
against Nortel (which claims shall rank on a pari passu basis with the claims of
the ordinary unsecured creditors of Nortel) pursuant to any claims adjudication
procedure established in these proceedings. Neither Nortel, nor any Nortel
Worldwide Entity shall have any obligation or liability regarding any
contributions, fees, indemnities, charges or costs of any kind in respect of the
administration of the Pension Plans after September 30, 2010.  For greater
certainty, nothing in this paragraph affects any obligation or liability of Nortel
regarding any contributions, fees, indemnities, charges or costs of any kind in
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respect of the administration of the Pension Plans before 11:59 p.m. on September
30, 2010.

Transition: With the assistance of the Monitor, Nortel shall use reasonable efforts
to cause all books, records, data and other information relating to the Pension
Plans or beneficial to the administration or winding-up of the Pension Plans in the
possession or control of Nortel to be consolidated in Toronto, Ontario, Canada by
no later than March 31, 2010. The Monitor and Nortel shall take all reasonable
steps, at the sole cost and expense of Nortel, to complete the orderly transfer of
the records of administration of the Pension Plans to a new administrator
appointed by the Superintendent of Financial Services (the “Superintendent’), on
September 30, 2010 (the “New Administrator”). Any non-compliance or
allegation of non-compliance by Nortel or the Monitor under this paragraph D.3
shall have no effect on the enforceability or effectiveness of any other provision
of this Agreement.

E, RANKING OF PENSION CLAIMS

1.

The Representatives agree on behalf of the members of the Pension Plans their
and beneficiaries and surviving spouses who are entitled to benefits from the
Pension Plans and whom they represent and on their own behalf (collectively, the
“Pension Claimants”) that in respect of any claim for payment of or damages
related to any solvency or wind up deficiencies, unfunded liabilities, or unpaid or
accrued contributions (including, for greater certainty, any special payments
whatsoever), any liability regarding the Pension Benefits Guarantee Fund (the
“PBGF”) or any obligation of or claim arising against any person with respect to
the Pension Plans or the administration thereof (the “Pemsion Claims”): (a) no
Pension Claims shall enjoy any priority in any manner over the claims of ordinary
unsecured creditors made against Nortel; (b) the Pension Claimants hereby waive,
and shall not directly or indirectly assert, advance, re-assert or re-file any claims
or initiate any legal proceedings or actions of any nature or kind in these
proceedings or in any subsequent receivership or bankruptcy proceedings, or in
any other proceedings, or in any other forum whatsoever concerning Nortel or any
Nortel Worldwide Entity or the Pension Plans, that the Pension Claims or any part
thereof rank as a priority claim over the claims of ordinary unsecured creditors, as
a trust (whether deemed or otherwise) or a lien or charge (hereinafter referred to
as a “lien”), or under any other legal or equitable theory; and (c) the Pension
Claimants shall not support, directly or indirectly, any application, claim or action
by Nortel, in its capacity as administrator of the Pension Plans, the New
Administrator, any successor administrator howsoever appointed, the
Superintendent, as the administrator of and on behalf of the PBGF, or any other
person or entity, to directly or indirectly assert, advance, re-assert or re-file any
claims or initiate any legal proceedings or actions of any nature or kind in these
proceedings or in any subsequent receivership or bankruptcy proceedings, or in
any other proceedings, or in any other forum whatsoever concerning Nortel or any
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Nortel Worldwide Entity or the Pension Plans, that the Pension Claims or any part
thereof rank as a priority claim over the claims of ordinary unsecured creditors, as
a trust (whether deemed or otherwise) or a lien, or under any other legal or
equitable theory, and such claims shall be treated as ordinary unsecured claims,
and for greater certainty, any such claims, to the extent allowed against Nortel
pursuant to any claims adjudication procedure established in these proceedings,
shall rank on a pari passu basis with the claims of the ordinary unsecured
creditors of Nortel.

That portion of any proofs of claim already or hereafter filed by the
Superintendent as the administrator of and on behalf of the PBGF, by Nortel or by
any person claiming that any payments by the PBGF or that the Pension Claims or
any part thereof rank as a priority or preferential claim over the claims of ordinary
unsecured creditors of Nortel, as a trust (whether deemed or otherwise) or a lien,
or under any other legal or equitable theory shall be disallowed, but only to the
extent that they claim such priority or preference, and such disallowance shall not
be opposed or appealed, directly or indirectly, by such claimants. For greater
certainty, such disallowance shall not otherwise affect the quantum or validity of
such claims, which shall rank as ordinary unsecured creditors on a pari passu
basis with the claims of the ordinary unsecured creditors of Nortel, in each case,
to the extent allowed against Nortel pursuant to any claims adjudication procedure
established in these proceedings.

F. NON-OPPOSITION

1.

The Representatives agree, on their own behalf and on behalf of those they
represent, that they shall not oppose, directly or indirectly, any employee
incentive program, including any charge therefor, that is determined by the
Monitor to be reasonable and necessary for the continued operation of Nortel.
They further agree that they shall not oppose, directly or indirectly, the creation of
a trust with respect to claims or potential claims against persons who accept
directorships of a Nortel Worldwide Entity in order to facilitate the restructuring,
provided that: (i) such trust is approved and recommended by the Monitor; (ii) no
part of the corpus of the trust may be used to pay bonuses or any other
compensation to the directors; and (iii) any corpus of the trust remaining on the
termination of the trust reverts to Nortel.

G. RELEASE AND CHARGE

1.

The CAW, the LTD Representative and the Former Employees Representatives
agree on their own behalf and on behalf of the Pension Claimants and the
beneficiaries of the HWT who they represent (collectively, the “Pension HWT
Claimants”) that each of the trustee of the HWT, the Monitor, and all members of
Pension Plans’ committees, (in their personal capacity), and their respective
officers, directors, employees, agents, members, legal counsel, financial advisors,
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and each of the heirs, executors, administrators, legal representatives, successors
and assigns of each of the foregoing and the officers, directors, employees, agents,
members, legal counsel, financial advisors of Nortel and the Nortel Worldwide
Entities and each of the heirs, executors, administrators, legal representatives,
successors and assigns of each of the foregoing (collectively, the “Releasees”),
are hereby released, discharged and remised from any and all direct and indirect
claims (contingent, liquidated or unliquidated, proven or unproven, known or
unknown, in the nature of damages or otherwise, whether or not asserted and
whether arising by contract, agreement (whether written or oral), under statute,
civil law, common law, or in equity, or otherwise in any jurisdiction) related to
(i) the Pension Plans, including without limitation, the administration of the
Pension Plans, any obligation to assert or advance in these proceedings, or in any
subsequent receivership or bankruptcy proceedings or in any other proceedings or
in any other forum whatsoever concerning Nortel, any Nortel Worldwide Entity
or the Pension Plans, any priority claim, as a trust (whether deemed or otherwise)
or a lien, the funding of the Pension Plans (including any obligation to contribute
to the Pension Plans except as required by this Settlement Agreement) and the
investment of the Pension Plan assets; and (ii) the HWT, including without
limitation, the administration of the HWT, the funding of the HWT, any
obligation to contribute to the HWT and the investment of the HWT assets,
provided that nothing herein shall release a director of Nortel from any matter
referred to in subsection 5.1(2) of the CCAA or with respect to fraud on the part
of any Releasee, with respect to that Releasee only.

The CAW, the LTD Representative and the Former Employees Representatives
agree on their own behalf and on behalf of the Pension HWT Claimaints that
Nortel and the Nortel Worldwide Entities and their respective successors and
assigns (collectively, the “Nortel Releasees”) are hereby released, discharged and
remised from any and all direct and indirect claims (contingent, liquidated or
unliquidated, proven or unproven, known or unknown, in the nature of damages
or otherwise, whether or not asserted and whether arising by contract, agreement
(whether written or oral), under statute, civil law, common law, or in equity, or
otherwise in any jurisdiction) that the Pension Claims and the HWT Claims, or
any part thereof, rank as a preferential or priority claim over the claims of
ordinary unsecured creditors of Nortel, as a trust (whether deemed or otherwise)
or a lien, or under any other legal or equitable theory. For greater certainty,
notwithstanding the foregoing, nothing in this Settlement Agreement shall release
or discharge the Nortel Releasees from any Pension Claims and HWT Claims to
the extent such claims are allowed as ordinary unsecured claims against the Nortel
Releasees pursuant to any claims adjudication procedure established in these
proceedings.

In furtherance of the foregoing and in order to ensure that this constitutes a true
settlement of the subject matter hereof, the Pension HWT Claimants agree that
they shall not assert, advance or make any claims of any nature whatsoever



-10 -

against any person or entity whatsoever that could reasonably be expected to
result in a claim over (including, without limitation, a claim for contribution or
indemnity) being made against any of the Releasees or the Nortel Releasees with
respect to the subject matter of the release provisions of this Settlement
Agreement.

The M&D Beneficiaries and former employees entitled to payment from the
Termination Fund shall be entitled to the benefit of a charge on Nortel’s Property
(as defined in the Initial Order) to secure payment of the Medical and Dental -
Payments, Income Payments, Termination Payments and Pension Payments (the
“Payments Charge”), which Payments Charge shall not exceed an aggregate
amount of FIFTY-SEVEN MILLION DOLLARS ($57,000,000.00) and which
Payments Charge shall rank subordinate in priority to the Inter-company Charge
(as defined in the Initial Order). The Payments Charge shall apply in these
proceedings and in any subsequent bankruptcy or receivership. The maximum
amount secured by the Payments Charge shall be reduced as the Medical and
Dental Payments, Income Payments, Termination Payments and Pension
Payments are paid by an amount equal to each such payment made. Once the last
payment is made, the Monitor shall file a certificate (the “Monitor’s
Certificate”) with the Court certifying that the terms of the Settlement have been
complied with by Nortel, and the Payments Charge shall automatically terminate
and be extinguished by the filing of the Monitor’s Certificate.

H. CCAA PLAN OR SUBSEQUENT BANKRUPTCY

1.

The Representatives agree on their own behalf and on behalf of the Pension HWT
Claimants that under no circumstances shall any CCAA Plan of Arrangement in
the Nortel proceedings (the “Plan™) be proposed or approved if: (i) the Plan
provides for separate classification of any Pension HWT Claimants from ordinary
unsecured creditors of Nortel, including, without limitation, bondholders and
Nortel Networks Inc.; or (ii) the Pension HWT Claimants and the other ordinary
unsecured creditors of Nortel do not receive the same pari passu treatment of
their allowed ordinary unsecured claims against Nortel pursuant to the Plan.

VA CONDITIONS

1.

This Settlement Agreement is conditional upon (i) Nortel obtaining the Final
Approval Order substantially in the form attached as Schedule “B” with such
changes as the parties may agree to, acting reasonably; (ii) the Superintendent in
his capacity as administrator of the PBGF, Nortel and the Monitor executing the
letter attached as Schedule “C”; and (iii) the Leave Application having been
withdrawn on a with prejudice basis.

It is the intention of the Parties that these terms be binding upon, and enure to the
benefit of the Pension HWT Claimants, the Releasees and the Nortel Releasees,
and that: (i) as beneficiaries hereof, the Releasees and the Nortel Releasees shall
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be entitled to rely upon and to seek the enforcement of these terms, which cannot
be varied without further order of the Court on full and proper notice to them; and
(ii) the ordinary unsecured creditors of Nortel shall be entitled to rely upon and
benefit from the provisions and agreements herein and to seck their enforcement,
which provisions and agreements cannot be varied without further order of the
Court on full and proper notice to them.

J. GENERAL

1.

The Monitor shall post the motion record for approval of the Settlement,
including the Settlement Agreement and the proposed Final Approval Order on
the Monitor’s website at www.ey.com/ca/Nortel and on the website of
Representative Counsel at www.kmlaw.ca.

The Representatives, the Representative Counsel and the CAW shall co-operate
with Nortel and the Monitor on all communications related to this settlement, as
required.

This Settlement Agreement will be governed by and interpreted and enforced in
accordance with the laws of the Province of Ontario and the federal laws of
Canada applicable therein. The Parties hereby irrevocably consent and submit to
the non-exclusive jurisdiction of the Ontario Superior Court of Justice and waive
any objection based on venue or forum non conveniens with respect to any action
commenced in connection with this Settlement Agreement.

This Settlement Agreement may be executed in any number of counterparts
(including by way of facsimile and PDF) and all of such counterparts taken
together will be deemed to constitute one and the same instrument.

[Signature pages to follow]



IN WITNESS WHEREOF the Parties have duly executed this Agreement as of
the date first written above:

NORTEL NETWORKS CORPORATION

Per:

Name: éi/ Dootittle '

Title:  Serfior Vice-President, Corporate
rvices and Chief Financial

Offic '
Per: C@_/\

Name: Claxke Glaspell
Title:  ControHer

NORTEL NETWORKS LIMITED

Per: T
Na Nodiittle A
Titl Sgenior Vice-President,
orporate Services and Chief
Financial Officer
Per:

Name: Cla ¢ Glaspell
Title: Contro

NORTEL NETWORKS TECHNOLOGY
CORPORATION

Per: ( gj;

Name: Waspe]l
Title:  President and Controller
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NORTEL NETWORKS INTERNATIONAL
CORPORATION

John Déolittle

Pfesident
/

Per: \
Name™—¢€1 Glaspell
Treasuier

NOR_TEL NETWORKS GLOBAL
CORPORATION -
Per: W

Per:

Per:

Name: Cla}kK(]}gpeH
Title: Contro

ERNST & YOUNG INC., solely in its capacity
as monitor in the CCAA proceedings of Nortel
and not in its personal capacity

Per:

Name:
Title;

DONALD SPROULE, court appointed
representative of the Nortel Former Employees

Per:

Name:
Title:
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NORTEL NETWORKS GLOBAL

CORPORATION
Per;
Name:
Title:

ERNST & YOUNG INC.,, solely in its capacity
as monitor in the CCAA proceedings of Nortel
and not in its personal capacity

7-Z7 S e

Name:Murlray A- MO onald
Title: Pregiden +

DONALD SPROULE, court appointed
representative of the Nortel Former Employees

Per:

Name:
Title:

DAVID ARCHIBALD, court appointed
representative of the Nortel Former Employees

Per:

Name:
Title:
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NORTEL NETWORKS GLOBAL

CORPORATION
Per:
Name:
Title;

ERNST & YOUNG INC., solely in its capacity
as monitor in the CCAA proceedings of Nortel
and not in its personal capacity

Per:

Name:
Title:

DONALD SPROULE, court appointed ,
representative of the Nortel Former Employees

Per; E | KSD/ d \V@Z

Namae:

Title: NEPC | Mot iona { C’!‘Q ;'e’

DAVID ARCHIBALD, court appointed
representative of the Nortel Former Employees

Per:

Name:
Title:

MICHAEL CAMPBELL, court appointed
representative of the Nortel Former Employees

Per:

Name:
Title:
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NORTEL NETWORKS GLOBAL
CORPORATION

Per:
Name: :

Title:

ERNST & YOUNG IN C., solely in its capacity
as monitor in the CCAA proceedings of Norte}
and not in its personal capacity

Per:
Name:

Title:

DONALD SPROULE, court appointed
Tepresentative of the Nortel Former Employees

Per: .
Name:

Title:

DAVID ARCHIBALD, court appointed
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MICHAEL CAMPBELL, court appointed
representative of the Nortel Former Employees

Per:
Name:

Title:
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NORTEL NETWORKS GLOBAL
CORPORATION

Per:

Name:
Title:

ERNST & YOUNG INC.,, solely in its capacity
as monitor in the CCAA proceedings of Nortel
and not in its personal capacity

Per:

Name:
Title:

DONALD SPROULE, court appointed
representative of the Nortel Former Employees

Per:

Name:
Title:

DAVID ARCHIBALD, court appointed
representative of the Nortel Former Employees

Per:

Name:
Title:

‘MICHAEL CAMPBELL, court appointed
representative of the Nortel Former Emp_f_oyecs

A CAMPES. .

Per:
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SUE KENNEDY, court appointed representative
of the Represented LTD Beneficiaries

Per: d,o\u ){2/\—»@-5/

Name: 4
Title:

KOSKIE MINSKY LLP, court appointed
counsel to the Former Employees of Nortel and
the Represented LTD Beneficiaries

Per:

Name:
Title:

NATIONAL AUTOMOBILE, AEROSPACE,
TRANSPORTATION AND GENERAL
WORKERS UNION OF CANADA (CAW-
Canada) and its Locals 27, 1525, 1530, 1837,
1839, 1905 and/or 1915 and George Borosh et al.

Per:

Name: -
Title: )

\58303538.1
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SUE KENNEDY, court appointed representative
of the Represented LTD Beneficiaries

Per:

Name:
Title:

KOSKIE MINSKY LLP, court appointed
counsel to the Former Employees of Nortel and
the Represented LTD Beneficiasi

Per:

Name: ?&ra on PV o0

Title:

+
epreomcfz-/dw\zt, Cw
NATIONAL AUTOMOBILE, AEROSPACE,
TRANSPORTATION AND GENERAL
WORKERS UNION OF CANADA (CAW-

Canada) and its Locals 27, 1525, 1530, 1837,
1839, 1905 and/or 1915 and George Borosh et al.

Per:

Name:
Title:
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SUE KENNEDY, court appointed representative
of the Represented LTD Beneficiaries

Per:

Name:
Title:

KOSKIE MINSKY LLP, court appointed
counsel to the Former Employees of Nortel and
the Represented LTD Beneficiaries

Per:

Name:
Title:

NATIONAL AUTOMOBILE, AEROSPACE,
TRANSPORTATION AND GENERAL
WORKERS UNION OF CANADA (CAW-
Canada) and its Locals 27, 1525, 1530, 1837,

1839, IQOWM 5 and George Borosh et al.
Per: 7~ /ZM
p

Name:
Title:

\5830538.1



SCHEDULE “A”

NORTEL NETWORKS CORPORATION

Direct and Indirect Subsidiaries

Sonoma Systems

Sonoma Limited

Sonoma Systems Europe Limited

Nortel Networks Optical Components (Switzerland) GmbH

Xros, Inc.

Architel Systems Corporation

Architel Systems (U.S.) Corporation

Architel Systems (UK) Limited

NN Applications Management Solutions Inc.

CoreTek, Inc.

Alteon WebSystems Inc.

Alteon WebSystems International Inc.

Alteon WebSystems AB

Alteon WebSystems International Limited

Nortel Networks Limited

Capital Telecommunications Funding Corporation

PT Nortel Networks Indonesia

Nortel Networks Peru S.A.C.

Nortel Networks (Thailand) Ltd.

Nortel Networks Telecommunicacoes do Brazil Ltda.

Nortel Networks Malaysia Sdn Bhd.

Nortel Networks New Zealand Limited

Nortel Networks Global Corporation

Nortel Networks de Colombia S.A.

Nortel Networks Chile S.A.»

Nortel Networks de Argentina S.A.

Nortel Networks del Paraguay S.A.

Nortel Networks de Venezuela C.A.




Nortel Networks del Ecuador S.A.

Nortel Networks de Mexico S.A. de C.V.

Nortel de Mexico, S. De R.L.de C.V.

Nortel Networks del Uruguay S.A.

Nortel Networks Technology Corporation

Nortel Vietnam Limited

Nortel Networks Korea Limited

Nortel Networks Singapore Pte Ltd

Nortel Networks Telecommunications Equipment (Shanghai) Co., Ltd.

Nortel Networks International Corporation

Shenyang Nortel Telecommunications Company Limited

Nortel Networks (Ireland) Limited

Northern Telecom Maroc SA

Nortel Networks Electronics Corporation

Regional Telecommunications Funding Corporation

Nortel Networks de Bolivia S.A.

1328556 Ontario Inc.

CTFC Canada Inc.

Northern Telecom Canada Limited

Nortel Networks de Panama S.A.

TSFC Canada Inc.

Nortel Networks Mauritius Ltd.

Nortel Networks (India) Private Limited

Nortel Networks S.A.

Northern Telecom France SA

Nortel Networks France SAS

Matra Communications Business Systeme GmbH

Nortel Networks (China) Limited

Nortel Networks Communications Engineering Ltd.

Nortel Networks (Asia) Limited

Guangdong — Nortel Telecommunications Equipment Co. Ltd.

LG-Nortel Co. Ltd.




6141-Sub Novera Optics Korea Inc.

Novera Optics Inc.

LN Srithai Comm Co Ltd

Nortel Communications Inc.

Nortel Networks Financial Services Limited Liability Co.

Nortel Networks Inc.

Bay Networks do Brasil Ltda.

Bay Networks Fedes de Dados para Sistemas Informaticos, da.

Clarify Limited

Clarify K K.

Nortel Networks Cable Solutions Inc.

Nortel Networks Capital Corporation

Nortel Networks Technology K.K.

Nortel Networks Eastern Mediterranean Ltd.

Nortel Networks International Inc.

Nortel Ventures LLC

Nortel Networks Japan

Penril Datacomm Limited

Nortel Networks Southeast Asia Pte Ltd.

Nortel Networks Technology (Thailand) Ltd.

Nortel Technology Excellence Centre Private Limited

Diamondware, Ltd.

Northern Telecom International Inc.

Nortel Networks Optical Components Inc.

The Nortel Foundation

Nortel Networks India International Inc.

Nortel Networks (CALA) Inc.

Nortel Networks de Guatemala, Ltda.

Nortel Trinidad and Tobago Limited

Qtera Corporation

Nortel Networks Technology Ltd.

Nortel Networks (Shannon) Limited




Nortel Networks Europe Sales Limited

Nortel Government Solutions Incorporated

AC Technologies, Inc.

Integrated Information Technology Corporation

Nortel Networks UK Limited

Northern Telecom International Limited

Nor. Web DLP Limited

Nortel Limited

Nortel Networks (Northern Ireland) Limited

Networks Employee Benefit Trustee Company Limited

Nortel-SE d.o.0. Beograd

Nortel Networks Properties Limited

Promatory Communications Limited

X-CEL Communications Limited

Nortel Networks Optical Components Limited

Nortel Networks (Photonics) Pty. Ltd.

Northern Telecom PCN Limited

Telephone Switching International Limited

Frisken Investments Pty. Ltd.

Betts Investments Pty. Ltd.

Periphonics Limited

Nortel Networks Australia Pty Limited

Nortel Australia Communication Systems Pty. Limited

Star 21 Networks GmbH

Star 21 Networks (Schweiz) AG

Star 21 Networks Deutschland GmbH

Star 21 Facility Management Verwaltung GmbH

Star 21 Operations GmbH

Star 21 Facility Management GmbH & Co. KG

Nortel Networks International Finance & Holding BV

Uni-Nortel Communication Technologies (Hellas), S.A.

Nortel Networks (Austria) GmbH




Nortel Networks AG

Nortel Networks AS

Nortel Networks S.R.O.

Nortel Networks S.p.A.

Nortel Networks S.A.

Nortel Networks South Africa (Proprietary) Limited

Nortel Networks NV

Matra Communication Cellular Terminals GmbH

Nortel Networks Engineering Service Kft.

Nortel Networks (Bulgaria) EOOD

Nortel Networks Slovensko, s.r.o.

Nortel Networks Romania Srl

Nortel Networks 0.0.0

Nortel Networks Portugal, S.A.

Nortel Communications Holdings (1997) Limited

Nortel Networks Israel (Sales and Marketing) Limited

Nortel Networks Communications (Israel) Limited

Nortel Networks Polska Sp. z.0.0.

Nortel GmbH

Nortel Networks BV

Nortel Networks Malta Limited

Nortel Ukraine Ltd.

Nortel Networks AB

Nortel Networks OY

Nortel Networks, Hispania S.A.

Nortel Networks Netas Telekomunikasyon A.S.




SCHEDULE “B” TO AMENDED AND RESTATED SETTLEMENT AGREEMENT

[ATTACHED]



Court File No. 09-CL-7950

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE MR. ) WEDNESDAY, THE 315" DAY
) !
JUSTICE MORAWETZ )

OF MARCH, 2010

IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, ¢. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF
NORTEL NETWORKS CORPORATION, NORTEL NETWORKS LIMITED,
NORTEL NETWORKS GLOBAL CORPORATION, NORTEL NETWORKS

INTERNATIONAL CORPORATION and NORTEL NETWORKS TECHNOLOGY

CORPORATION (the “Applicants™)

APPLICATION UNDER THE COMPANIES’ CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, c. C-36, AS AMENDED

SETTLEMENT APPROVAL ORDER

THIS MOTION, made by the Applicants (collectively, “Nortel”) for an order
approving the amended and restated settlement agreement made as of the 30" day of March,
2010, attached as Schedule “A” to this Order (the “Amended and Restated Settlement
Agreement”)’ and for the other relief set out in the Notice of Motion dated March 30, 2010

was heard this day at 393 University Avenue, Toronto, Ontario.

ON READING the affidavit of Elena King sworn March 30, 2010 and the Forty-
Second Report of Ernst & Young Inc. dated March 30, 2010 (the “Forty-Second Report”) in
its capacity as monitor (the “Monitdr”), and on hearing submissions of counsel for the
Applicants, the Monitor, The Northern Trust Company, Canada, in its capacity as trustee of
the HWT and it is capacity as trustee and custodian for the trust funds maintained in respect of
the Pension Plans and the master trust for the Pension Plans, the Northern Telecom Limited
Pension Trust Fund, the Opposing LTD Employees and the Board of Directors of Nortel
Networks Corporation and Nortel Networks Limited and on the consent of CAW, the Former



Employees Representatives, the LTD Representative and Representative Counsel (as those
terms are defined in the Amended and Restated Settlement Agreement); the UCC, the
Bondholder Committee (as those terms are defined in the Amended and Restated Settlement
Agreement) and the Superintendent of Financial Services of Ontario (the “Superintendent”) as
the administrator of and on behalf of the Pension Benefits Guarantee Fund (the “PBGF”) not
opposing, no one else appearing although duly served as appears from the affidavit of service

of Katie Legree dated March 30, 2010, filed.

1. THIS COURT ORDERS that service of the Notice of Motion, the Forty-Second
Report and the Motion Record is hereby validated so that this Motion is properly returnable

today and further service thereof is hereby dispensed with.

2. THIS COURT ORDERS that capitalized terms used herein and not otherwise
defined shall have the meaning given to them in the Affidavit of Elena King dated February
18, 2010 or the Amended and Restated Settlement Agreement.

Amended and Restated Settlement Agreement

3. THIS COURT ORDERS that the Amended and Restated Settlement Agreement is
hereby approved in its entirety, including all schedules attached thereto, and that the Parties
thereto (including by representation) are hereby bound by this Order and the Amended and
Restated Settlement Agreement and authorized and directed to comply with their obligations
thereunder, including, without limitation, to make the payments provided for therein. The
Amended and Restated Settlement Agreement supersedes all prior arrangements and
understandings’ among/r the Parties thereto (including by representation) with respect to such
subject matter, including, without limitation, the Settlement Agreement made as of the 8th

day of February, 2010.
Pension Plans

4. THIS COURT ORDERS AND DECLARES that any Pension Claims made in these
proceedings or in any subsequent receivership or bankruptcy proceedings or in any other
proceedings or in any other forum whatsoever concerning Nortel, any Nortel Worldwide

Entity or the Pension Plans shall, to the extent they are allowed pursuant to any claims



!

adjudication procedure established in such proceedings, rank as ordinary unsecured claims on
a pari passu basis with the claims of ordinary unsecured creditors of Nortel, such that no part
of any Pension Claims shall be entitled to any preferential treatment or enjoy any priority in
any manner over the claims of ordinary unsecured creditors made against Nortel, or rank as a

priority claim, as a trust (whether deemed or otherwise) or a lien or charge.

5. THIS COURT ORDERS AND DECLARES that no person or entity, including
without limitation, (i) the Representatives, (ii) the Superintendent, as administrator of and on
behalf of the PBGF, (iii) NNL, as the administrator of the Pension Plans, (iv) all successor
administrators of the Pension Plans (whether appointed by the Superintendent or otherwise),
and (v) the Pension HWT Claimants, all future members and beneficiaries of the Pension
Plans, the trustee of the Pension Plans, the employees and former employees of Nortel and
others who may have or make claims against Nortel or any Nortel Worldwide Entity with
respect to employment or post employment or post retirement benefits (collectively, with the
Pension HWT Claiinants, the “Employee Claimants™), shall directly or indirectly assert,
advance, re-assert or re-file any claim or initiate any legal proceedings or actions of any nature
or kind in these proceedings or in any subsequent receivership or bankruptcy proceedings, or
in any other proceedings, or in any other forum whatsoever concerning Nortel, any Nortel
Worldwide Entity (to the extent such claims are provable) or the Pension Plans except as an
ordinary unsecured claim ranking on a pari passu basis with the claims of ordinary unsecured
creditors of Nortel, and shall not assert or advance any claim, directly or indirectly, that the
Pension Claims, or any part thereof, ranks as a priority or preferential claim over the claims of
ordinary unsecured creditors or Nortel, including, without limitation, that it is the subject of a
trust (whether deemed or otherwise) or a lien or charge, or under other legal or equitable
theory, and all such priority, trust, lien or charge claims are hereby forever barred, enjoined,
released and extinguished as against Nortel, any Nortel Worldwide Entity, the Pension Plans,
the trustee of the Pension Plans, and their respective officers, directors, employees, agents,
members, legal counsel, financial advisors and each of the heirs, executors, administrators,

legal representatives, successors and assigns of each of the foregoing.

6. THIS COURT ORDERS that the portion of proofs of claim already or hereafter filed
by the Superintendent as the administrator of and on behalf of the PBGF, by Nortel, by any



Employee Claimants or by any other person or entity claiming, asserting or advancing priority
or preferential treatment of any kind, including, without limitation, trusts (whether deemed or
otherwise) liens or charges in respect of any Pension Claims or payments by the PBGF with
respect to the Pension Plans be and they het;cby are disallowed, but only to the extent that they
claim such priority or preferential treatment, without prejudice to the ordinary unsecured
claims included in such proofs of claim. For greater certainty, such disallowance shall not
otherwise affect the quantum or validity of such claims, which shall rank as ordinary
unsecured creditors on a pari passu basis with the claims of the ordinary unsecured creditors
of Nortel, in each case, to the extent allowed against Nortel pursuant to any claims

adjudication procedure established in these proceedings.

7. THIS COURT ORDERS that with respect to claims by the Superintendent on behalf
of the PBGF, and any administrator appointed by the Superintendent, paragraphs 4, 5 and 6
shall only apply if: (i) the Pension Payments are made in accordance with the Amended and
Restated Settlement Agreement; and (ii) no bankruptcy order is made with respect to Nortel
on or before September 30, 2010.

8. THIS COURT ORDERS that as long as NNL continues to administer the Pension
Plans, there shall be no change whatsoever to the plaﬁ terms of the Pension Plans without the
approval of the Court, and no change to the current asset mix or investment policies with
respect to the Pension Plans other than at the request, and with the consent, of the

Representative Counsel and the approval of the Court.

9. THIS COURT ORDERS that Nortel shall make all current service payments and
special paymeﬁts to thé Pension Plans in respect of defined benefit entitlements thereunder in
the same manner as it has been doing over the course of the proceedings under the CCAA,
through to March 31, 2010 in accordance with the last actuarial valuation for the Pension
Plans filed with the Financial Services Commission of Ontario (“FSCO”) in the aggregate
amount of $2,216,254.00 per month. Thereafter and through to September 30, 2010, Nortel
- shall make only current service payments to the Pension Plans (in accordance with the last
actuarial valuation for the Pension Plans filed with FSCO) in the aggregate amount of

$379,837.00 per month. For greater certainty, Nortel shall not be required to make any



special payment contributions to the Pension Plans after March 31, 2010. Nortel shall also
make current service contributions in respect of defined contribution entitlements under the
Nortel Networks Limited Managerial -and Non-Negotiated Pension Plan (Registration No.
0342048) in accordance with the terms thereof, through to September 30, 2010 and shall not
be precluded from doing so by the terms of the Amended and Restated Settlement Agreement.
Nortel shall not be required to make any payments to the Pension Plans after September 30,
2010, except in respect of any claims in respect of the Pension Plans allowed against Nortel
(which claims shall rank on a pari passu basis with the unsecured claims of the ordinary
unsecured creditors of Nortel) pursuant to any claims adjudication procedure established in
these proceedings. Neither Nortel, nor any Nortel Worldwide Entity shall have any liability
regarding any contributions, fees, indemnities, charges or costs of any kind in respect of the
administration of the Pension Plans that occurs after September 30, 2010. For greater
certainty, nothing in this paragraph affects any obligation or liability of Nortel regarding any
contributions, fees, indemnities, charges or costs of any kind in respect of the administration

of the Pension Plans that occurs before 11:59 p.m. on September 30, 2010.
Health and Welfare Trust

10.  THIS COURT ORDERS AND DECLARES that any HWT Claims made in these
proceedings or in any subsequent receivership or bankruptcy proceedings, or in any other
proceedings, or in any other forum whatsoever concerning Nortel, any Nortel Worldwide
Entity or the HWT shall, to the extent they are allowed against Nortel pursuant to any claims
adjudication procedure established in such proceedings, rank as ordinary unsecured claims on
a pari passu basis with the claims of ordinary unsecured creditors of Nortel, and no part of
any such HWT Claims shall rank as a preferential or priority claim or shall be the subject of a

constructive trust or trust of any nature or kind.

11.  THIS COURT ORDERS AND DECLARES that no person or entity, including
without limitatioh, the Employee Claimants and the Representatives, shall, directly or
indirectly (i) advance, assert, re-assert, re-file or make any HWT Claim in these proceedings
or in any subsequent receivership or bankruptcy proceedings, or in any other proceedings, or

in any other forum whatsoever concerning Nortel, any Nortel Worldwide Entity (to the extent



that such claims are provable) or the HWT except as an ordinary unsecured claim ranking on a
pari passu basis with the claims of ordinary unsecured creditors of Nortel, or (ii) advance,
assert, re-assert, re-file or make any claim that any HWT Claims are entitled to any priority or
preferential treatment over ordinary unsecured claims, including without limitation that they
rank as preferential or priority claims against Nortel or any Nortel Worldwide Entity, or are
the subject of a constructive trust or trust of any nature or kind, and all such claims are hereby
forever barred, enjoined, released and extinguished as against Nortel, any Nortel Worldwide
Entity, the HWT and the trustee of the HWT, and their respective officers, directors,
employees, agents, members, legal counsel, financial ‘advisors and each of the heirs,
executors, administrators, legal representatives, successors and assigns of each of the

foregoing,

12.  THIS COURT -ORDERS AND DECLARES THAT nothing in this Order,
including, without limiting the generality of the foregoing, the provisions of paragraphs 10
and 11, affects the determination on any basis whatsoever of the entitlement of any

beneficiary to a distribution from the corpus of the HWT.
Release and Charge

13, THIS COURT ORDERS that the M&D Beneficiaries and former employees entitled
to payment from the Termination Fund shall be entitled to the benefit of a charge on Nortel’s
Property (as defined in the Initial Order) to secure payment of the Medical and Dental
Payments, Income Payments, Termination Payments and Pension Payments (the “Payments
Charge™), which Payments Charge shall: (i) not exceed an aggregate amount of FIFTY-
- SEVEN MILLI/ON DdLLARS ($57,000,000.00); (ii) rank subordinate in priority to the Inter-
company Charge and the Shortfall Charge (as both terms are defined in the Initial Order);
(ii1) apply in these proceedings and in any subsequent bankruptcy or receivership; (iv) be
reduced in amount as the Medical and Dental Payments, Income Payments, Termination
Payments and Pension Payments are paid by an amount equal to each such payment made;
and (v) automatically terminate and be extinguished on the filing with this Honourable Court
by the Monitor of a certificate certifying that the terms of the Amended and Restated

Settlement Agreement have been complied with by Nortel.



14. THIS COURT ORDERS that the Payments Charge shall constitute a “Charge”
pursuant to the Initial Order, and shall be subject to the provisions relating to Charges
including, without limitation, paragraphs 42 through 47 thereof and that the creation of the
Payments Charge shall not preclude this Court from creating additional charges under the

Initial Order that rank in priority to or pari passu with the Payments Charge.

15. THIS COURT ORDERS AND DECLARES that the Releasees, the CAW, the
Representatives, and if and only if paragraphs 4, 5 and 6 apply as provided in paragraph 7, the
Superintendeﬁt in his capacity as administrator of and on behalf of the PBGF, and their legal
counsel and financial advisors and each of the heirs, executors, administrators, legal
representatives, successors and assigns of each of the foregoing, be and they are hereby
released, discharged and remised from any and all direct and indirect claims (contingent,
liquidated or unliquidated, proven or unproven, known or unknown, in the nature of damages
or otherwise, whether or not asserted and whether arising by contract, agreement (whether
written or oral), under statute, civil law, common law, or in equity, or otherwise in any
jurisdiction) related to (i) the Pension Plans, including without limitation, the administration
of the Pension Plans, any obligation to assert or advance in these proceedings, or in any
subsequent receivership or bankruptcy proceedings or in any other proceedings or in any other
forum whatsoever concerning Nortel, any Nortel Worldwide Entity or the Pension Plans, any
priority claim, as a trust (whether deemed or otherwise) or a lien or charge, the funding of the
Pension Plans (including any obligation to contribute to the Pension Plans, except as required
by paragraph 9 of this Order) and the investment of the Pension Plan assets, and (ii) the HWT,
including without limitation, the administration of the HWT, the funding of the HWT, any
obligation to contribute to the HWT and the investment of the HWT assets, provided that
nothing herein shall release a director of Nortel from any matter referred to in subsection
5.1(2) of the CCAA or with respect to fraud on the part of any Releasee, with respect to that

Releasee only.

16. THIS COURT ORDERS AND DECLARES that the Nortel Releasees be and they
are hereby released, discharged and remised from any and all direct and indirect claims
(contingent, liquidated or unliquidated, proven or unproven, known or unknown, in the nature

of damages or otherwise, whether or not asserted and whether arising by contract, agreement



(whether written or oral), under statute, civil law, common law, or in equity, or otherwise in
any jurisdiction) that the Pension Claims and the HWT Claims, or any part thereof, rank as a
preferential or priority claim over the claims of ordinary unsecured creditors of Nortel, as a
trust (whether deemed or otherwise) or a lien or charge, or under any other legal or equitable
theory. For greater certainty, notwithstanding the foregoing, nothing in this Order shall
release or discharge the Nortel Releasees from any Pension Claims and HWT Claims to the
extent such claims are allowed as ordinary unsecured claims (which claims shall rank as on a
pari passu basis with the unsecured claims of the ordinary unsecured creditors of Nortel)
against the Nortel Releasees pursuant to any claims adjudication procedure established in

these proceedings.

17. THIS COURT ORDERS that the Employee Claimants shall not assert, advance or
make any claims of any nature whatsoever against any person or entity whatsoever that could
reasonably be expected to result in a claim over (including, without limitation, a claim for
contribution or indefnnity)- being made against any of the Releasees or Nortel Releasees with

respect to the subject matter of the release provisions hereof.
CCAA Plan or Subsequent Bankruptcy

18.  THIS COURT ORDERS AND DECLARES that under no circumstances shall any
CCAA Plan of Arrangement in the Nortel proceedings (the “Plan”) be proposed or approved
by the Court if: (i) the Plan provides for separate classification of any Employee Claimants
from ordinary unsecured creditors of Nortel, including, without limitation, bondholders and
Nortel Networks Inc.; or (ii) the Employee Claimants and the other ordinary unsecured
creditors do HO;[ receiv/e the same pari passu treatment of their allowed claims against Nortel

pursuant to the Plan.




SCHEDULE “A”
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SCHEDULE “C” TO AMENDED AND RESTATED SETTLEMENT AGREEMENT

[ATTACHED]



March 30,2010 ,
Pension Benefits Guarantee Fund (Ontario)
c/o Financial Services Commission of Ontario
4ih Floor :

5160 Yonge Street

" Toronto, ON :

M2N6L9

Attention: K. David Gordon, Deputy Superintendent, Pensions
Déar Sits: ' o : '

Re:  Court File No. 09-CL-7950 :
In the Matter of the Companies’ Creditors Arrangement Act and Nortel
~ Networks Corporation et al (Nortel”) :

This letter sets out, among other things, the understanding among Nortel, the Monitor and
the Superintendent of Financial Services in his capacity as Administrator of the Pension

_ Benefits Guarantee Fund concerning the administration of Nortel’s registered pension
plans (the “Pension Plans”) and the transition of the Pension Plans to a new -
administrator, in order to provide for an orderly, cost effective transition that will be in
the best interests of the members of the Pension Plans. '

- Défined terms used herein shall have the meaning given to them in the agreement made
~as of the BQ’.‘Hay of Maxrch, 2010 a copy of which is attached hereto as Schedule “A”
(the “Amended and Restated Settlerhent Agreement”): _

1. Conditional Understanding: It is acknowledged that the terms of this letter

. are conditional on (a) the Amended and Restated Settlement Agreement

" having been fully executed and delivered, and (b) the order of the Court

- approving the Amended and Restated Settlement Agreement having been

issued and entered substantially in the form of the Order attached as
Schedule “B”. ' -

2. Pension Plan_Administration: Nortel will continue to administer the
Pension Plans until September 30, 2010 at 11:59 p.m. Neither Nortel not
-the Monitor will take any steps to initiate a wind up, in whole or in part, of
the Pension Plans with an effective date prior to October 1, 2010. So long
as Norte] is the administrator of the Pension Plans, there will be no change
to the current asset mix, investment policies or the plan terms with respect
to the Pension Plans without the consent of the Representative Counsel
and the approval of the Court. :




Page 2

Pension Plan Transition: (a) Nortel will ensure that all books, records, data and other
information relating to the Pension Plans or beneficial to the administration or
winding-up of the Pension Plans‘are consolidated in Toronto, Ontario, Canada by no
later than March 31, 2010; and (b) the Monitor and Nortel will take all reasonable

steps, at the sole cost and expense of Nortel, to complete the orderly transfer of the

administration of the Pension Plans to a new administrator appointed by the
Superintendent effective October 1, 2010 (the “New Administrator”).

Amended and Restated Settlement Apree, | Seftlernent A Order; The
Superintendent will not oppose the granting of an Order substantially in the form

attached hereto as Schedule “B”.

Emp' lozeé Incentive and Director Charge Order: The Superintendent will not oppose
the granting of a court order approving (a). any employee incentive program,

_including any charge therefor, that is determined by the Monitor to be reasonable and

necessary for the continued operation of Nortel, or (b) the creation of a trust for
persons who accept the directorship of Nortel worldwide subsidiari¢s in order to
facilitate the restructuring, provided that: (i) such trust is approved and recommended
by the Monitor; (ii) no part of the corpus of the trust may be used to pay bonuses or

-any other compensation to the directors; and (iii) any corpus of the trust remaining on

the termination of the trust reverts to Nortel.

Directors: The Supérintcnden‘t confirms that as of January 15, 2010, he is not aware
of any claims against directors, officers or the Monitar, other than such claims as may
arise as a result of the transfer of pension information and other records outside of

Canada,

Please sign and return the copy of this letter attached.

Yours vety truly,

attachmetits

\5812988
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NORTEL NETWORKS CORPORATION

a

. At

Ddolittle  °~ !

Per:

Namie: % Glaspell
Title: Controller

NORTEL NETWORKS LIMITED

Per:

Name:“@%ﬁe. Glaspell -
Title: Controller

NORTEL NETWORKS GLOBAL
CORPORATION

Per:

ohg/Doolittle .
ssident

Per:

NameN_Clike Glaspell
Title: ontroller
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NORTEL NETWORKS INTERNATIONAL .
CORPORATION /'

Per:

rgsident -

Name: / Johfi Dodlittle
Title: \ P

NORTEL NETWORKS TECHNOLOGY
CORPORATION

Per:'

Name:

Tifle:  President and Controller

ERNST & YOUNG INC,, solely in its capacity
as monitor in the CCAA proceedings of Nortel
and not in its personal capacity

Per:

Naﬁic: |
Title:

SUPERINTENDENT OF FINANCIAL
SERVICES OF ONTARIO as administrator of
the Pension Benefits Guarantee Fund. without
personal liability ‘ '

Per:

Namé:
Title:
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NORTEL NETWORKS INTERNATIONAL
CORPORATION

Per:
Name:
Title:
Per:
Name:
Title:

NORTEL NETWORKS TECHNOLOGY
CORPORATION

Per:

Name:
Title:

ERNST & YOUNG INC,, solely in its capacity
as monitor in the CCAA proceedings of Nortel
and not in its personal capacity -

Name: Y\ v t\-j> A : M<eDonald
Title: F,—-Qg H (Le/y\;%

Per:

SUPERINTENDENT OF FINANCIAL
SERVICES OF ONTARIO as administrator of
the Pension Benefits Guarantee Fund. without
personal liability

Per:

Name:
Title:
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NORTEL NETWORKS INTERNATIONAL
CORPORATION

Per:
Name:
Title:
Per:
Name:
Title:

NORTEL NETWORKS TECHNOLOGY
CORPORATION

Per:

Name:
Title:

ERNST & YOUNG INC,, solely in its capacity
as monitor in the CCAA proceedings of Nortel
and not in its personal capacity

Per: »
%‘7 W

Name: (A AT N "-‘_j fq v mc‘Dar\.a.Ld
Title: Presidentk

SUPERINTENDENT OF FINANCIAL
SERVICES OF ONTARIO as administrator of
the Pension Benefits Guarantee Fund. without
personal liabigt)’"

,:'//1/ ' Ny
Per: ;&L_/tw WA
N,a‘-mC: K Devida Gordon .
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