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Overview

Nortel operates in the highly competitive telecom sector. The telecom sector has been
a capital intensive industry with significant R&D expenses. Because of the heavy competition,
firms have been caught up in a price war and have been unable to recoup the cost of the
investments. The industry has witnessed a number of new inventions as companies harness

new technology to displace the market leaders".

In spite of this, Nortel is still an attractive proposition. The company is one of the few
technology companies that is currently under distress and the company presents a great
opportunity for strategic buyers. Nortel has global operations with access to markets that may
be desired by competitors. The brand value of Nortel is strong since the company has a global
customer base and is recognized as a leader in innovation. Nortel has intellectual property
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ability to win contracts, the company may be able to secure financing or partially divest to
remain in control of its other core operations. As of the day of the writing of the paper, there
are already a number of companies expressing interests in buying some of Nortel's core

divisions.

Problem Statement

Nortel Networks filed for bankruptcy protection on January 14, 2009. Nortel

subsequently filed for bankruptcy extension in April 2009 to buy enough time to submit a new
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plan of reorganization. The likelihood of Nortel emerging from bankruptcy in its current form is
very low. Nortel was once a leader in the telecommunications industry. At its peak in 1999,
b2NIStQa ai201a GNYRSR G Pppd | &aKFNBntl yR

financial status of Nortel with $4.5 billion debt is a far cry from the peak.

Nortel is beleaguered by a number of financial and operational issues. The debt that
Nortel incurred while on its acquisition spree in 1990s (Appendix 1) has put a severe strain on
the cash flows of Nortel. Nortel got de-listed from New York Stock Exchange in December
20082 The company entered bankruptcy proceedings in January of 2009 to forestall the
interest payments that were due in the beginning of the year. On the operational side, Nortel
has been lagging behind its competitors in innovation and market share. The revenue growth
has been adversely affected by the economic downturn as key customers opted to cut back on
their purchases from Nortel. Nortel has been unable to derive benefits from its size and

economies of scale so far.
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the management strategy and expertise needs to be evaluated. The series of acquisitions and
the inability of Nortel to derive benefits from these acquisitions call into question the
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breaking of the internet bubble and the accounting scandal in 2001. Since then, the trajectory
of Nortel has spiraled downward and the past restructuring plans have not yielded any
substantial returns. As of now, divestitures and liquidation are the only viable alternative left

for Nortel.
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The current M&A market, however, is not conducive as valuation is likely to be lower,
thus making harder to get a good value from assets sale. Thus, the probability of Nortel

emerging from bankruptcy is slim.

Nortel Business Description

Nortel Networks supplies products and services that support voice and multimedia
communications networks. Nortel designs, develops, manufactures, and markets network
solutions for wireless and wire line networks. Nortel also provides installation and support of
YySUg2N)lAy3d az2ztdzirnzyao b2NI St Qa YIAY eQada i 2 YSN.
enterprise customers. The company also operates LG-Nortel, a joint venture with LG
Electronics, to offer telecom and networking solutions in Korea. Nortel operates in all major
markets across the globe including 150 countries in Americas, EMEA, Asia, and Australia. Nortel
operates through four segments that are as follows: Carrier Networks, Enterprise Solutions,

Global Services, and Metro Ethernet Networks®.
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data and multimedia communication solutions to telecom services providers and cable
operators. The Carrier Network segment also offers the following services: circuit and packet
voice, switching products that provide local, toll, long distance and international gateway

capabilities for telephone operators, cable operators and other service providers.

The Enterprise SolutionsX b2 NI St Qa sagh®R yrovided theNfHISndng

services to customers: Unified communications; Ethernet routing and multi-service switching;



Internet protocol (IP); digital telephony; wireless local area networks; security, IP and session
initiation protocol (SIP) contact centers; self-service solutions; messaging; conferencing; and

SIP-based multimedia solutions.

The Global Services segment>z b 2 NIi Sf Qa ( K AoNdss supporNddI&idnsl
services to multi-vendor, multi-technology for enterprises and carriers worldwide. Some of the
services include the following: designing, supporting and evolving networks for small and large

global enterprises; government agencies; cable operators; and virtual network operators.

The Metro Ethernet NetworksY b 2 NI S Qegmend Yrovidds $he ollowing
services: Carrier Ethernet switching; optical networking; and multi-service switching products.
The Metro Ethernet Networks solutions are designed to deliver carrier-grade Ethernet
transportation capabilities, and are focused on meeting customer needs for emerging video-

intensive applicationsl.

Economic Analysis

The current economic cycle and recession is affecting all companies. The impact has
been especially high in the technology industry as the industry depends on favorable economic
conditions. A reduction in customer spending has reduced revenues drastically and companies
are struggling to recoup their heavy investments. Customer adoption of new technology has
been slow. This reduction in consumer spending has also forced vendors along the supply chain
to reduce their cost and reduce investments. Companies are trying to reduce their expenses
and postpone their capital expenditures to stay cash flow positive and to remain profitable.

Technology spending by companies is at a low.



Industry Analysis

Nortel operates primarily in communications equipment industry. Most of the
companies operating in the industry are mature companies. Capital investments are high with
returns spread over long duration. In the past few years, there has been a lot of consolidation

in the industry and a few global players have a sizable market share in the industry.

The pace of the industry is driven by technological innovation, government and industry
standards and changing customer demands and preferences. The period from 2000 to 2007
saw a remarkable growth in this industry; however the growth would be comparatively slow in

this industry in the next few years.
01T OOAO60O &EOA '!'1 Al UOEO
Telecommunication equipment manufacturing companies comprise of companies

manufacturing wireless, data-networking, optical and access equipment. t 2 NIi S N &

the industry is described below®

Threat of rivals: High

Intense competition has led to price wars in the industry. Nortel competes with global
players of more or less the same size. Competitors have high cash levels to invest in CapEx and
R&D. The industry has high fixed cost and heavy investment in future technology is critical for
customer retention and maintaining market share. Companies gain advantage due to other
factors as well, for example, supply of labor, labor expenses and operational issues. Recently

the industry has focused on cost cutting measures to remain competitive.
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Standardization of different technologies enables companies to come out with their
respective devices/products and this may provide low cost advantage to customers.

Profitability in a new area attracts intense competition leading to quick erosion of profits.

b2 NI St Qa RA ZiteNds édge SoRompdatidm Thelucgftain future of Nortel
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and updates. This may drive current customers to lean towards other players in the industry.
As an example, it lost a huge order from Verizon in the wireless market to its competitor

Ericsson.

Buyer power: High

Customers in this industry consist mainly of carrier services providers such as AT&T,
Sprint; government organizations, private companies in developing and emerging markets. The
scale, volume and contract size of the buyer is high providing them with leverage to negotiate.
There is an incentive for the buyer to negotiate with different players before making a

selection; this further increases the buyer power.

There is an inherent conflict of interest with telecom services providers who are also the
customers. Nortel and other telecom equipment service providers have developed substitute
technology like VolIP which have not been adopted by their customers. Customers are reluctant
to change their existing revenue channels as they see new technologies as threat to their
current communication services offered to customers. Hence the customers are delaying the

adoption of new technologies or influencing when it reaches the market. For example, carriers
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have been slow to bring in WiFi abilities to mobile handsets as many of calls could then be

routed via IP telephony.

Customer partnership is required to carry out new technology implementation on a
large scale. An example is the huge cost that Sprint incurred for its WiMAX deployment.
Deployment cost of new technology is high and there is significant resistance to the adoption of

new technology.

Supplier power: Low

The main suppliers to this industry are silicon device manufacturers and employees.
hyS 27 no2iMgb$aht&apliers is Flextronics. Nortel recently obtained a court order
to pay its supplier4. The heavy competition among chip manufacturers ensures that the
supplier bargaining power is low in this industry3. At the same time, companies are tied to their
suppliers because of technology, integration and scale reasons. Any change in supplier may
results in new unwanted migrations and technology changes both of which are difficult to

manage.

Other important supplier force is manpower. The easy availability of talent lowers the
bargaining power of the employees. Highly skilled labor operating at competitive labor rates is
available in emerging countries. Many of the non-core operations are also outsourced to
subcontractors. { dz0 O2 Yy i N} O 2N&R R2y Qi KIFI @S o6 NBFAYAY3
Infosys Technologies and Wipro. Real estate and office space is also one of the supply forces in

the industry. Nortel under bankruptcy is negotiating to reduce its real estate obligations®.



Threat of substitutes: Low

The telecom equipments industry has well established players; there are selected
companies serving enterprise customers in this industry. New technology development and
inventions are frequent. These companies are heavily invested in technologies and acquire new
companies with new breakthroughs. Most of the companies have worked on cutting edge
technology and developed their own products for new technology. Moreover, a new entrant
would not have the scale to supply to such a huge customer base and hence direct threat of
substitutes is low. A new substitute when brought over by a competitor can offer
comprehensive substitute technology. In some ways, modern means of communication such as
the internet compete and act as substitute to some of the services offered by Nortel and
downstream players in the telecommunications industry. An example of this would be the
internet cannibalizing revenue potential of telecom carriers by way of IP telephony and packet
switching equipments which are no longer needed as alternate delivery infrastructures have

sprung up.

Threat of entry: Low

New ventures can solve various technology problems faced by the industry. However,
these new entrants cannot provide an integrated solution. Similar to substitutes, new entrants
may find customer adoption tough because of the scale and size of the customer needs. New
technologies are absorbed by existing players as a part of their portfolio. Cost efficient ways of
developing new technologies and innovation may lend a competitive advantage to competitors.

This is quickly dissipated though as competitors come out with improved products.



Market Analysis
Nortel is exposed to different markets by geography as well as by product. Additionally,
Nortel has a number of business units. The market analysis section attempts to cover the

market by geography as well as critical components of individual business units. The growth

prospects of each market along with expenditures have been discussed. ¢ F 6 € S L & LJX A {

revenue by geographic location.

Table I: Split up of Nortel Revenues by Geographic Location

2008 2007 2006 2008 2008 2007 2007

$Change %Change $Change %Change

usS 4,427 4,974 5,092 -547 -11 -118 -2
EMEA 2,422 2,740 3,239 -318 -12 -499 -15
Canada 693 822 720 -129 -16 102 14
Asia 2,300 1,768 1,736 532 30 32 2
CALA 579 644 631 -65 -10 13 2
Consolidated 10,421 10,948 11,418 -527 -5 -470 -4

'Source ¢ Nortel 10k

It is to be noted that Nortel has a sizeable presence in North America which is one of the
major markets for telecommunication products. The current recession has had a huge impact
on this market, thereby impacting the revenue of Nortel. b 2 NIi St Qa a&aAi St
North America market makes it an attractive target for competitors who would want to enter

this North American Market.

Key competitors for each of the business units of Nortel are listed in Table .
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Table II: Competition

Business Unit Key Competitors

Carrier Ericsson, Alcatel-Lucent, Motorola, Nokia Siemens Networks, Huawei,
ZTE, Sonus, Cisco

Enterprise Cisco, Avaya, Alcatel-Lucent, Siemens Enterprise Communications, NEC

Global Carrier - Ericsson, Nokia Siemens Networks, Alcatel-Lucent, Motorola
Enterprise ¢ Cisco, Avaya, Siemens Enterprise

Metro Ethernet Optical - Alcatel-Lucent, Huawei, Nokia Siemens Networks, Fujitsu,

Network Cisco

Specific focus - Ciena, ADVA, Tellabs, Infinera

'Source 10k

Competition by Product and Services
The following table identifies major telecommunications equipment provider.
Table Il Competitors by Product/Service

BroadBand | Optical | Private Routing | Switching | Wireless | Wireless

Access Branch Handsets | Infrastructure
Exchange

3 Com Y Y Y
Alcatel Y Y Y Y Y Y Y
Lucent
Avaya Y Y Y
Cisco Y Y Y Y Y Y
Ericsson | Y Y Y Y
Huawei |Y Y Y Y Y
Juniper
Motorola | Y Y Y
NEC Y Y Y Y Y
Nokia Y Y
Nortel Y Y Y Y Y
Siemens | Y Y Y Y

®Data taken from Standard and Poor Report and the original source is Company Reports
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Market Share by Products, Services and Business units
Carrier Unit

Key component of carrier unit is wireless infrastructure. The wireless infrastructure unit
has traditionally been a high investment area. Nortel was one of the leaders in the market until
recently. Market leaders in this segment are Ericsson and Siemens Nokia network®. They
control 50% of the market followed by Alcatel ¢Lucent at 20%. Ericsson and Siemens control
the GSM market while Alcatel-Lucent has a share of the CDMA market. Other vendors are

Huawei, Nortel and Motorola.

Nortel has sizeable investments in the WiMax and 4G technology space.

Table IV Spending on Wireless Infrastructure

2007 2008 2009 2010 2011 2012

Cellular 47,064 47,665 48,008 48,254 48,483
% chg from 0.3 1.3 0.7 0.5 0.5
previous year

WIMAX 1,483 2,008 2,563 3,140 3,686
% chg from 59.1 354 27.6 22.5 174
previous year

TOTAL 48,547 49,673 50,570 51,394 52,169

®Source S&P report and the original source is IDC report

Enterprise Networks
The enterprise network was formed to cater to enterprise companies. Unified
communications, communication enabled multimedia application and data networking

constitute this market®. Switching is one of primary revenue sources in this market and

11



Nortel is a prominent player in the Ethernet switching market. Table V summarizes revenues

and market share position in switching.

Table V Revenues and Market Share position in Switching

Revenues Market Share

HP ProCurve 278.3 4.6

Nortel 184.4 3

Foundry 132.5 2.2

Linksys 89.8 1.5

NetGear 68.3 1.1

Enterasys 66.4 1.1

Forcel0 38.5 0.6

Juniper 27.7 0.5

TOTAL 6,063.30 100

®Source S&P report and the original source is IDC

Some of the other products in this segment are:

Layer 3

Cisco is the market leader in this sector with 65% share. Other vendors are Nortel, Extreme

Networks and Foundry Networks®.

Layers 4-7
This consists of products that support the switch network and optimize traffic®. Nortel was a

leading player and third in market share until recently in the Layer 4-7 business. The market

12



leaders in this segment are Cisco and F5 Networks. Recently Citrix displaced Nortel and

Radware. Nortel recently closed the deal to sell its layer 4-7 business to Radware.

Global Services
Global Services is the third largest segment by revenue among the four segments of
Nortel Networks. The global services segment services small and medium sized businesses,
large global enterprises, municipal, regional and federal government agencies, wireline and
wireless service providers, cable operators, and mobile virtual network operators (MVNOs). Its
services and solutions support the entire lifecycle of networks for its customers. Network
implementation services, network support services, network managed services and network
application services form the four service product groups in this segment. Ericsson, Nokia
Siemens Networks, Alcatel-] dzZOSYy (12 a2 2NRBfI X / Aa02% ! @Fel | yR

major competitors in the global services segmentl.

This segment showed a positive operating margin of about 14.5% in FY 2008.
Additionally, in its 10-K for 2008, Nortel expressed its intent to decentralize global services
segment and transform it into other business units due to overlap between global services and

other segments of Nortel.

Metro Ethernet Network

Metro Ethernet Network focuses on creating infrastructure for delivering next
generation IP-based voice, video and data applications’. Metro Ethernet network is composed
of optical revenues and the IP-Video Market. Nortel does have a significant clout in the Metro

Ethernet Network segment. Table VI gives the forecast for optical networking revenue.

13



Table VI Optical Networking Revenues by Market Share

2005 2006 2007 2008

Alcatel 14.4 14.6 219 21
Huawei 11.4 13.2 16.1 18.1
/TE 1.1 5.3 6.1 10.2
Nortel 10.4 10.6 8.4 7.5
Siemens 8.3 6.6 6.6 6.2
Ericsson/Marconi 5.8 5.6 8.7 6.2
Ciena 2.4 3.2 4.4 5
Fujitsu 8.3 5.4 4.4 4.8
NEC 5.7 4.5 3.8 4.1
Cisco 5.8 5.7 5.1 3.8
Top 10 73.6 74.7 85.5 86.9

®Source S&P report and the original source is IDC

Table VIl Internet Traffic Forecast

IP TRAFFIC FORECAST
(in petabytes per month)

2006 2007 2008 2009 2010 2011 2012 2007-12

BY TYPE

Internet 3,339 4,884 7,394 10,666 14,984 20,662 28,339 42
Non-Internet IP 895 1,693 3,353 5630 9,244 12,321 15,179 55
BY SEGMENT

Consumer 2,641 4,359 7,674 12,003 18,261 24,760 32,183 49
Business 1,586 2,193 3,008 4,140 5622 7,479 9,839 35
Mobility 7 26 65 153 345 744 1,496 125
BY GEOGRAPHY

North America 1,471 2,419 3,997 5,912 8,542 10,694 14,309 43
Western America 886 1,354 2,267 3,591 5,504 7,646 10,882 52
Asia Pacific 1,307 1,963 3,151 4,740 7,071 10,152 12,319 44
Japan 267 373 571 843 1,217 1,637 2,021 40
Latin America 118 189 332 554 891 1,390 2,020 61
Central En Europe 116 172 264 414 656 983 1,307 50
Middle East and Africa 69 107 164 243 347 481 659 44
TOTAL IPTRAFFIC 4,234 6,577 10,747 16,296 24,228 32,983 43,518 46

®Source S&P report and the original source is Cisco
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IP Video ¢ A segment of MEN

The Metro Ethernet Network also includes IP based video traffic segment. The IP video
market has strong growth potential and companies in this field may be well positioned to
capture the growing market. This increase in IP based video traffic will help the enterprise
business unit since it focuses on data networking. Table VIl shows the forecast for Internet

Traffic.

SWOT Analysis
Strengths

Nortel is a global player in the telecommunications industry. Its global presence can be a
possible source of diversification for country risks. Though its R&D activities have suffered in
the last couple of years, Nortel has valuable intellectual property. This might facilitate the
divestiture of some of its business divisions and help in getting a good value for its business
segments under sale. Nortel offers a wide range of products which allows it to provide

integrated solutions and products to the customers’#%1°,

Weaknesses

At the moment the biggest weakness of Nortel is the current bankruptcy proceedings.
This is likely to make the customers and the creditors uneasy which in turn would adversely
affect the two sources of cash inflow ¢ revenue and financing. This adds to the cash flow
managementissdzSa G b2NI St @ b2NI St Qa 2LISNI A2y LY

competitors for the last five years'’. The problem has been compounded by the decline in
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revenue in the last couple of years. The company has very high levels of debt and servicing this

debt adds to the strain on the cash flow.

Opportunities

b2NIStQa o6Fy ]l NUHz2IJiOe OFy |fa2 oS Idpyssiby LILI2 NI d
provide means to offload burdensome liabilities that Nortel should not have incurred in the first
place. The reorganization, if successful, could pave the way for a leaner and more efficient

(both operationally and financially) company.

Nortef Q& 3Jf 20t f LINBEaASyOS LINPOARSA | gl & F2NJ b
in other countries. With its wide product base and research and development capabilities,

Nortel can potentially get back into developing innovative products.

Threats

NoNIi St Qa 0 y 1 NHzLJIja€d& of dorternibid &s s@vidd dePeRdR dn yid
ability to form and implement a reorganization plan within the limited time frame. Since filing
for bankruptcy, Nortel has already asked for an extension of the deadline for submission of
reorganization plan. If Nortel is unable to come up with a plan that is acceptable to the other

parties, the only alternative left for Nortel would be liquidation.

Further the success of any reorganization plan would require full support of different
constituencies ¢ creditors, customer, suppliers and employees. The headcount reduction,

complete elimination of equity compensation and the uncertainty surrounding the pension

16



plans are likely to damage the employee morale which in turn might jeopardize the success of

the restructuring plan.

aSFcYsKAESY GKAA A& +y 2L NIdzyAde F2N b2 NI
¢ intellectual property and employees for cheap, thereby increasing the threat from

competitors.

SWOT strategy analysis for Nortel Networks is presented in Appendix 2.

Financial Analysis
Profitability Analysis

Ly 2NRSNJ 02 LINPLISNIe& Fyltel S b2NIStQa LINP

(1998 to 2008). The goal here was to fully trackthe O2 YLJI Yy Qa FAY Il yOALl f LIS N
ten-year period to ascertain whether the distressed situation was one that was long in the

making. Consequently, we begin by looking at key profitability metrics including, return on

equity (ROE), return on asset (ROA), and return on capital (ROC). During the period, Nortel

recorded negative ROE in eight of the ten years (Appendix 3). Thus, this metric shows that over
thetimepSNA 2R b2NISt bSig2Nja ¢ta y20 F IF22R &GS«
did not show any impressive use of its assets over this time period, ROA was negative for five of

the ten years (Appendix 30 @ b2NIStQa LI22N) LISNF2NXYIyYyOS Ay
denominator of those metric, which is net income or profit. Thus, it behooved us to look at the

b2NIStQa 2LISNI GA2YLFE LISNF2NXIFYyOS 20SN) GKAA (A

17



Operational Analysis

Data shows that Nortel did not fare well operationally as the company only reported
profit in two of the ten years in 2003 of $293 million and in 2006 of $28 million (Appendix 3).
Albeit, NortelQ gross margin had been in the industry range of 40-60%", the company showed a
YSRA2ONB 2LISNF GA2Yy It LISNF2NXYIyYyOS 20SNJ GKA& 7
2LISNF GA2ya o0e& f221Ay3a G {Dg! YI NBiAnfaled® JSNI (K
revenue increased over this time period. The fact that SG&A increased as revenue increased
aLISI 1 a G Borrbaaphnébtiofg@wtiJAs a company expands or grows it top line, we
expect the company to be more efficient at delivering the services that lead to revenue
generation. The opposite was true in the case of Nortel.
| RRAGAZ2ylfftex ¢S S@FfdZad SR b2NILISt Qa NBASIH N
to ascertain whether or not the company made the investments needed to stay competitive.
In an industry with short product life cycle, it is critical that companies constantly innovate and
come up with products to fill the void of existing products that will soon become obsolete.
Innovation via R&D spending is a driver of organic growth. R&D spending is therefore a good
indicator of a company that is innovating. Over this time period, NortelQ &esearch and
development spending grew at a CAGR of negative (29.1%) (Appendix 5). As competitors
increased R&D spending over this period, Nortel opted to reduce its spending on R&D. This
begs the question whether Nortel opted to abandon an organic growth strategy for that based
onacquisition. If  O2Y LI} y& OlFlyQid Ayy20F3S yR 02YS dzLJ ¢

its other alternative is to acquire strategic targets.
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CKSNEF2NBZ 4S EFYAYSR b2NIStQa | OljdzA A (G A 2
finding shows that Nortel aggressively pursued targets from 1997 through 2005, making 21

acquisitions (Appendix 10 ® ¢tKS fIFNBSaG 2F b2NISt Qa | Olj dzAa & A
Bay Networks in 1998. If these acquisitions were truly positive NPV project, Nortel would have

enhanced shareholder value. The fact that Nortel did not experience a material revenue

synergy from these acquisitions suggests that shareholder value was not created. We would

I NBdzS GKFd b2NISt RAR y2i Sye22é 02a0 NBRAzOUGA;
remained high over this period. Thus, management rationale for pursuing those acquisitions

was fundamentally flawed.

28§ | ta2 SEFYAYSR byadids & fasteéain wkethds ar diot oeF A OA Sy (
STFAOASyGte YIFIEAYATSR AGa laaSidao l f0SAGT b2
study period was respectable, the company fell short in other assets efficiency ratios including
account receivable 1 dzNJ 2 3SNJ I YR AY@SY i 2NEB (GdzNYy2BSNI NI GA2
turnover ratio of 4.1X was lower than four competitors (Appendix 60 @ b2NISfQa f 25
receivable turnover ratio suggests that the company was poor at collecting payments from
customers. The fact that competitors did a better job of collecting payments from customers
speaks to managementA 8 3 dzS& |40 b2NI St o C drdiJiticriowddratiards f 2 2 |
ascertain whether the company was doing a good job of managing inventory. Compared to
competitors, Nortel reported the lowest inventory turnover ratio of 4.2X (Appendix 7). The

figure tells us that Nortel was very slow at turning its inventory into sales. Further, the number

points to functional inefficiencies such as the lack of quality marketing team to sell products.
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Another teling YSGNR O GKFG KAIKEAIKGEA b2NISEQa 21
O2y @SNEAZ2Y O&O0fSo CNRBY Moy G2 HnnyI b2NIST
the highest amongst competitors in our study (Appendix 80 @ b 2 NIi Sdor@edsiondzleé NJ O & K
is representative of a business plagued with operational issues. It speaks of poor inventory
management and account receivables management mentioned earlier. Finally, N2 NI St Q&
operating cash flow performance summed it up well; it shows how a company like Nortel could
become distressed and filed for chapter 11 bankruptcy protection. Nortel did not generate
positive operating cash flows in four of the last ten years. Over our study period, Nortel median
operating cash flows was negative ($146) MM (Appendix 90 ® b2NI St Qa FI At dz2NB

and operating cash flows inouropinioy’ f SR (G2 G(GKS O2YLI ye&Qa RA&GNB3

Long-term Solvency

b2NI St Qa RA&GONBaa aAddzdiAzy gl a y2a 2yte |
but was also due to risks it took over the last the ten years. Even as it struggled operationally,
Nortel increased it debt structures. Compared to its competitors, Nortel median and average
Long-term debt-to-equity ratio was the highest at 102.1% and 130.1% (Appendix 10). Nortel did,
however, maintain a relatively low long-term debt to equity ratio from 1998 to 2000. But
beginning 2001 and through 2008, Nortel increased its debt obligation. With an increased debt
load and the lack of cash from operation, Nortel was unable to make principal payments when

they were due.

20



Comparison to Industry

A further comparison with the average industry ratios confirms our observations about
operational performance of Nortel. The average cash conversion cycle of the industry is 62
RFred ¢6KSNBlFa GKS I gSNI3IS OFakK O2y@SNEAzYy Oeé Of
ratios (return on assets and return on capital) are about half of those of the industry. Return on
assets has two segments ¢ net margin and asset utilization. Asset utilization levels of Nortel are
comparable to the industry levels; however the EBITDA, EBIT and net margins are Nortel are
significantly lower. Nortel has higher SG&A expenses compared to the industry, thereby
reducing the operating margins (Appendix 11). In recent years, the restructuring charges,

interest expense and goodwill impairment have chipped away the net margins at Nortel.

Comparable Valuation

Because some of its businesses were profitable before Nortel filed for bankruptcy, we
performed comparable valuations to put values on all four divisions (Appendix 12). Using closed
competitors such as Cisco, Juniper, CIENA, and Alcatel-] dzZOSy (12 6S @I f dzZSR b2
Network business at $1.3 billion using only the EV/Revenue multiple (Appendix 13). We used
the low EV/Revenue multiple to value of the divisions because it provided the lowest valuation,
which we think is realistic given the fact that buyers will not be willing to pay a premium to a
distressed company. Similarly, we valued the Enterprise Business at $721 million (Appendix 14),
the Metro Ethernet Network business at $504 million (Appendix 15) and the Global Services

business at $627 million (Appendix 16).
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Liquidation Analysis

Nortel has not submitted liquidation analysis as part of its bankruptcy documents so far.
In the absence of this document, we looked at the liquidation analysis of other companies and

sensitivity analysis to arrive at the value of Nortel in liquidation.

From the Eighth Report of the Monitor submitted to the Canadian Bankruptcy Court,
Nortel had $2573 million across all the divisions throughout the globe. Out of this $525 million
is restricted cash. This would give $2048 million as the recovered value for cash®. In the
liquidation documents of other companies, the recovery rates for Deferred Tax Assets and
Prepaid Expenses was 0%; we assumed the same for Nortel Networks. For the same reasons,

1213 Since it is

we used the recovery rate of 100% for Long-Term and Short-Term Investments
difficult to determine the components of other assets, we assumed the recovery rate to be 0%
for other assets. Recovery rate for PP&E, Accounts Receivables, Intangible Assets and Inventory
depend upon the industry, company and quality of these assets and we used different recovery
rates to see how the value of the company differs with change in these recovery rates. Overall

the recovery rate on total assets through this analysis fell between 34% and 57% and this places

the value of Nortel under liquidation between $3002 million and $5063 million (Appendix 17).

Next we looked at the market prices of the Nortel bonds and the amount for each bond
that is outstanding®. This puts the market value of public debt at $1100 million (Appendix 18).
Additionally, Nortel has $203 million in capital lease obligations, $2227 million in pension

liabilities and $83 million in other liabilities. Since there are no market values available for
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other liabilities and obligations, using their book value gives the total value of obligations as

$3613 million.

Free Cash Flow Analysis

We realize that discounted cash flow analysis is not a very good way to analyze a
company in bankruptcy. We still did a discounted cash flow analysis for Nortel with the
assumption that Nortel would emerge from bankruptcy in its current form. This analysis
yielded a value of $2740 million for Nortel. The discounted cash flow analysis is shown in
Appendix 19. The assumptions are laid out in Appendix 20 and Appendix 21 and the beta

computation is shown in Appendix 22.

Compensation Plan

Nortel Networks strives to keep its compensation policy at par with its peers in the
industry. The compensation for executive officers is composed of base salary, short-term

incentives and long-term incentives.

Base Salary

Base salary formed about 17% to 31% of total compensation for executive officers at
Nortel Networks in 2008. The base salary is a function of the role and responsibilities of the
officer, the number of years spent at Nortel and individual performance at Nortel. Barring a

few positions, the base salaries for all the employees of Nortel were frozen in 2009.
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Short-Term Incentives

Short term incentive plan is also known as Nortel Networks Limited Annual Incentive

Plan at Nortel'. The short term incentives formed about 17% to 25% of executive performance.
Short term incentives are calculated using the following formula

Short Term Incentive = Salary * Target Percentage*Individual Performance Factor*Nortel

Performance Factor

Target percentage is set for every executive officer depending upon the role and
responsibilities of the officer and is comparable to the target percentage for similar position in

the comparable companies.

Individual Performance Factor is determined from the evaluation of the executive
2TFAOSNRNA LISNF2NXI YOS F3IlAyald GKS aSi 2o02S0id
between 0 and 1.5.

Nortel Performance Factor is determined from the corporate and financial metrics.

Both objective (e.g. operating margins, revenues) as well as qualitative (e.g. quality and

customer satisfaction) measures go towards the computation of these metrics.

In 2009, the short term incentive compensation plan was modified to make quarterly
payments instead of annual payments to ensure employee cooperation towards achieving

crucial short-term objectives.
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Long Term Incentives

Long term incentives are all the equity based compensation plans. Nortel Networks
plans to terminate all the equity based compensation plans as part of its current restructuring
efforts. Long-term incentives formed about 44% to 67% of total compensation for executives in
2008. The compensation under these plans was based upon the long-term performance of an
individual, performance of the officer compared to other officers in similar roles and other

O2YLRyYySyilda 2F (KS 2FFAOSNRAa G20t O2YLISyal GA?2

Besides these three forms of compensation, Nortel also has Special One Time Awards to

attract and retain key officers.

Past Restructuring Efforts

Nortel started its restructuring efforts in 2005 by developing a Business Transformation
plan. The primary goal of this plan was to reduce the complexity in the organizational structure
of Nortel. This would have allowed Nortel to focus on top line growth by generating more
revenue and bottom-line growth by improving operating performance. As part of this
restructuring plan, Nortel outsourced its manufacturing and production to its suppliers, the key
among of them being Flextronics. This has, on the other hand, led to overdependence on one

supplier.

Nortel Networks decided to shift its focus from supplying traditional
telecommunications equipment to providing cutting edge networking hardware and software

solutions. The cost cutting measures included workforce reduction and consolidation of R&D
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departments in China and Canada. The former headquarters of Nortel in Brampton, Ontario,
Canada were sold as part of this plan. The non-core businesses, for example UMTS Access
Business Unit, were divested and new joint ventures and alliances were sought. One of these
joint ventures was LG-Nortel which was formed in 2005. As part of its current restructuring

activities, Nortel is seeking a buyer for its stake in this venture.

The past restructuring activities have failed to prevent the decline in solvency of Nortel.
The restructuring costs have not been offset adequately by the expected benefits (e.g. reduced
costs, cash inflow from sale) due to the global economic conditions. The operating margins
improved significantly in 2007 and 2008, reflecting the effectiveness of the cost cutting
measures. The workforce reduction, limited sales and marketing costs for certain products and

lowered administrative costs ensured a decrease in SG&A expenses in 2008. Similarly, limiting

w»

wa5 SELISyasSa FT2N) OSNIIFAY LINRPRdAOG& &AStRSR

customers have reduced their capital expenditures, the revenue growths have not materialized.

Current Restructuring Plan

The current restructuring plan primarily focuses on divestiture of non-strategic business

14,1
segments'**?

. The plans include discontinuation of mobile WiMAX business and sale of Layer 4-
7 data portfolio. The plans also call for limiting future investments in carrier networks segment;

however Nortel plans to continue the shipping and support of the products in this segment.
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Additionally, Nortel has also taken steps to sell its stake in some joint ventures including
its controlling stake in the South Korea joint venture with LG-LG Nortel. Nortel has a 50% stake

in this joint venture, which is valued a little under $1 billion™®.

Furthermore, in an effort to raise cash, Nortel has opted to sell some of its real estate.
Recently, Nortel filed a motion seeking permission to sell its Westwinds Business Complex in
[ FE3FNEBZ ' f0SNIF 64a2SaltsAyReE0OD LF OGKA& Y204

million”*8,

The other two important components of the current restructuring plan are further
workforce reduction and changes to employee compensation. Nortel plans to reduce its
workforce by about 5000 positions and move positions from high cost locations to low costs

locations.

The employee compensation program has been modified to make quarterly payments
instead of annual payments. This is to provide incentives to the employees to meet the
operating metrics crucial to the survival of Nortel. The other change to the compensation
program is the termination of all the equity based compensations. This is expected to eliminate

the administrative costs associated with maintaining these compensation pIansl4.

Paviter S. Binning who was also the Chief Financial Officer and Executive Vice President
of Nortel was appointed as the Chief Restructuring Officer in March of 2009. A more detailed

management profile is presented in Appendix 23.
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Nortel Turnaround Plan

Nortel Networks is unlikely to emerge from bankruptcy in its current form. Divestitures
are urgently needed to raise the much needed cash for the company. However, the different
business segments of Nortel are very tightly integrated and this would make the divestitures of
business segment very complicated. Firstly, Nortel needs to cleanly separate the operations of
the different divisions. This would facilitate future valuation and ensure that these divisions are

not undervalued during the sale.

Divestiture of unprofitable business units is a reasonable recommendation because two

2T b2NILSt Q3 o0dzAaAAYySaa dzyAdas GKS / FNNASNI bShGg2
despite the consolidated company distressed situation. The Carrier Network business, which is
b2NIi St Qa f I NHAnSegenerataf opar&ihgprof bnsiduebtiffSom 2006 to 2008.
Its operating margin over this time period also increased from 9.2% in 2006 to 20.1% in 2008.
The Carrier Network business is a market leader in the network space. Using comparable
valuation methodology, we valued the Carrier Network business at $1.3 billion (Appendix 13).
The Global Services business also reported similar results over this time period. However,
Nortel intends to stop reporting Global Services segment and spread the resources across the
three remaining segments. Because Carrier Networks has been the most profitable over the
last few years, we believe that it A K2 dzZf R aSNIBS |a GKS TF2dafRIFEGAZ2Y

Nortel should focus on improving this business.

hy GKS 20GKSNJ KIFYyRZXZ b2 NI & thQEnterdise Knd Netrd ¢ 2 0 dz

Ethernet Networks units were unprofitable. We believe that these businesses should be
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divested and proceeds should go toward the settlement of debt. Based on comparable

valuation, we valued the Enterprise business at $721 million, using EV/Revenue multiple.

Because the Enterprise business reported negative EBITDA and EBIT in 2008, the fiscal year data

dzZa SR AYy 2dz2NJ Gl fdzl GA2yS (GKS NBGSydzS YdzZ GALXE S
distressed situation, Nortel will experience difficulty finding buyers who wants to pay high

multiples for this segment. Thus, the low EV/Revenue multiple was used (Appendix 14). We

arrived at this valuation by using the low EV/Rev multiple. We also valued the Metro Ethernet

Network business using comparable in the range 504-680 million dollars (Appendix 15). The

Global Services division using comparables was in the range of 621-846 billion dollar range.

As we prepared this report, Nortel had already received bids from strategic buyers such
as Avaya and Siemens for the Enterprise Network business™®. A portion of their Carrier Network
dealing with Wireless infrastructure with latest technologies including WiMAX is under
consideration for a divestiture. We believe that the Metro Ethernet business is likely to draw
similar interest from other strategic buyers.

However, we would like to add that if Nortel were to divest two of its underperforming
odzaAySaa Al ¢g2yQiG o6S F6tS G2 NBILI GKS o0SySTA
Prior to the bankruptcy Nortel provided most of its customers with integrated services.

A critical aspect of this turnaround plan is the hiring of a management team who
understands value drivers of the industry and who has a track record of success. The fact that
Nortel was unable to make a profit or generate positive operating cash flows suggests to us that

the company had not been run efficiently.
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We believe that the current management team led by CEO, Mike S. Zafirovskiz R 2 S & y Q 1]
have the creditability to turn Nortel around. CEO Mike Zafirovski was hired from Motorola

GKSNBE KS &aSNBSR |a /9ho wSaANBGlOlFIrofex dzyRSNJ a
G2 NAGIta FyR (KS O2YLJI yeé Qa&ho® anXkelSspakeliva®?S SR 3
O2yaARSNlIofe& 4SIH{SYySRe® 2SS R2y Qi dzyRSNBRGFYR |
Zafirovaski to lead Nortel out of its shambles. Given Mr. Zafirovski record at Motorola, we

believe he is not the right man for the job. His selection also raises another important question,

GKAOK Aa GKIFIG b2NISEtQa o02FNR YlIe y20 KIF@S Gt
shareholders.
Nortel also operates with a highly leveraged debt structure. This high leverage is
primarily due to operational inefficiencies and past acquisitions of the company. Nortel made a
lot of acquisitions and paid a premium for these acquisitions. But it failed to derive any
synergies from these acquisitions.
Nortel has historically maintained a close integrated approach with all the divisions
working closely with each other. As a result, assets are not clearly separated amongst the
RATFSNBY(G o0dzaAySaa dzyata 2F GKS O2YLIl yeo . SC

is not in a position to match the competitors and this may lead to its eventual downfall. Even
assuming that Nortel is able to sell some of its key assets to emerge as a viable entity, Nortel
would have undermined its competitive ability because of the asset sales, sale of intellectual

properties and the uncertainty surrounding its ability to get future customers. Nortel sells
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integrated services spanning multiple business units to its customers. The sale of one of the

business units would impair the companyQ & | 0 A fndwiefterptis2 cusbomed orders.

Nortel burns around 100 million dollars in cash every month to run operations. Hence
on an annual basis, the company uses around 1.2 billion dollars of cash. Nortel and its
subsidiaries have about 2 billion dollars of cash which should be enough to cover the ailing
AL Yy QA& forSittld ISsytkarStdo years. However, considering the fast pace and capital
intensive nature of the industry, 2.4 billion dollars may not be enough. On the other hand,

b 2 NIi $hpetiors &e in a good financial shape and can afford to make necessary

investments. ¢ KS& | faz2 KIFIgS G4KS FoAfAGe (2 AyRdz 3S

chances of recovery. Nortel should try to maintain a sizeable cash to prevent any liquidity crisis

from overwhelming the company.

As part of the turnaround plan, we considered some other alternatives as well. Some of

the options we considered and ruled out are as follows:

Leveraged Buyout
Nortel is in a situation of distress and at the moment, struggling to retain its core
operations. The company is already highly leveraged and therefore, a leveraged transaction

would not be a good fit.

Equity Carve Outs
Nortel has filed for bankruptcy and its stock got se-listed from New York Stock Exchange

in December of 2008. Given its current situation, it would be very difficult for Nortel to secure
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funding through external equity. Even if it manages to do so, equity carve-out may not provide

sufficient amount of financing to achieve healthy debt and liquidity ratios.

Spin-off
Spin-offs would potentially require Nortel to use external source of funding and as we

mentioned before, the current distressed situation of Nortel make that extremely difficult.

Conclusions and Recommendations

Nortel has been steadily losing market share to its competitors. Competitors are in
good financial shape and have maintained good operation performance. The distressed
situation of Nortel would further adversely affect its market share. Based on our research and

analysis, we recommend the following course of action:

Separation of business units

7

b2NIStQa RAFFSNBYy(O odzaAaySaa dzyAdga |NB (A3
other assets. This makes it hard to value each individual business unit. If Nortel is to sell some
of its assets, it needs to cleanly divide the resources among the business units. This would help
the buyers determine which business unit they are interested in purchasing and at what value.

This in turn would make the divestiture process far less complicated.

The separation of operations might have an added benefit in terms of operational
improvements. Such decentralization would allow the managers of individual units to manage
the resources and operation more closely, which might result in improved operational

efficiency.
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Asset Sale

As Nortel is reorganizing its business, it must consider raising cash through sale of real
estate assets that are not needed. Nortel has already canceled some of its real estate leases
and is considering the sale of its office in Calgary. It should locate similar other properties that

can possibly be sold to raise money.
Divestiture

Divestiture of business unit would be another quick solution to b 2 NJiliGufdify &sues.
So far, Nortel has closed the deal to sell its layer 4-7 business to Radware for 18 million dollars.
This is however, a fraction of the price ($6 billion) that Nortel originally paid for this business in
2000. Nortel must look into selling its stake in different joint ventures, for example, Nortel-LG

joint venture.
Restructuring of Debt

The funds raised through divestiture and asset sales must be used to pay off some of
b2NIiSt Qa RSo0lG 6AGK (GKS I@-kqhity @tb. N6rtelimyist defdaig A y 3 |
from acquiring other companies till it has reached a certain level of stability in its operational
cash flows. Nortel must do a careful analysis before making any further acquisitions to ensure

that synergies obtained through acquisition would compensate for the acquisition premium.
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Operational Improvements

hyS 2F GKS NBlFazya T athk dhd pesfotdhadcdlvas poary’ AY
operational performance. Nortel could not generate adequate cash flow from its operations to
ASNIDAOS AGa RSolGo® b 2 NidwSrithehdhose dfits bampethitd?sy Asén ST F A O
SEFYLX S b2NIStQa {Ds! SELSyasSa IINBE KAIKSNI i
SYLX 28SS KSIFRO2dzyd YAIKG 6S | az2fdziazy o Lda
managing the cash conversion cycle would be one way to improve asset utilization. As it comes
2dzi 2F Ol Yy I NHzLIGOezX b2NISt Ydzald F20dza 2y 2 LISNJ

slide back into the same distress situation again.

Overall, the company has been poorly managed for years and it requires a dedicated

and effective management team to address both the financial and operational issues.
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Appendix1. | OOATI 80 - AET O ! ANOEOEOEI 1 O
Closing

Target Announcement date date Price
Broadband Networks Inc., 2-Nov-97 9-Jan-98 | CAD 593 MM in Nortel common shares and cash
Aptis Communications, Inc., 18-Mar-98 | 22-Apr-98 | US $290 MM in Nortel common shares and cash
Bay Networks, Inc., 15-Jun-98 | 31-Aug-98 | US $9.1 MM in Nortel common shares
Cambrian Systems
Corporation 9-Dec-98 | 15-Dec-98 | US $300 MM Cash
Shasta Networks, Inc., 13-Apr-99 19-Apr-99 | US $340 MM Nortel shares and cash
X-CEL Communications, Ltd., 10-May-99 | Undisclosed amount in cash
Periphonics Corporation 24-Aug-99 | 12-Nov-99 | US $436 Nortel common shares
Clarify, Inc., 18-Oct-99 | 16-Mar-00 | USS 2.1 billion Nortel common shares
Qtera Corporation 15-Dec-99 | 28-Jan-00 | USS 3.25 billion in Nortel common shares
Promatory Communications,
Inc. 6-Jan-00 | 23-Mar-00 | USS778 MM in Nortel common shares
Dimension Enterprises, Inc 9-Feb-00 | USS64.5 MM in cash
Xros, Inc., 14-Mar-00 2-Jun-00 | US $3.25 billion in Nortel common shares on fully diluted bases
CoreTek, Inc., 21-Mar-00 | 23-Jun-00 | US $1.43 billion in Nortel common shares on fully diluted bases
Architel Systems Corporation 19-Apr-00 3-Jul-00 | US $395 MM in Nortel common shares
Photonic Technologies 23-May-00 | US $35.5 MM in cash
EPICON, Inc 15-Jun-00 5-Sep-00 | US $275 MM in Nortel common shares
Alteon WebSystems, Inc 28-Jul-00 5-Oct-00 | US $7.8 billion in Nortel common shares on fully diluted bases
Sonoma Systems 15-Aug-00 | 20-Oct-00 | NA
JDS Uniphase's Zurich 6-Feb-01 | 13-Feb-01 | NA
PEC Solutions, Inc 26-Apr-05 7-Jun-05 | NA
Tasman Networks 27-Dec-05 | 27-Feb-06 | NA

Total

Source: Nortel's website
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Appendix 2 SWOT Strategy Analysis

Strength

Weakness

Opportunities SO

Use some of the key assets to raise cash
and strengthen the financial strength of
the company

Use intellectual property to launch new
products and services

WO

Use bankruptcy to leverage
concessions, renegotiate lease
agreements

Use the global market size in
billions to acquire sales even
though the market share may be
minute

Threats ST

Use the ability to provide an integrated
solution to retain enterprise customer.

Use joint ventures and alliances to
prevent competition from gaining market
share

WT

Competition should not use
bankruptcy to completely woo
away customers and employees

Failure to get a reorganization
plan approved can push the
company into liquidation

Failure to repay existing loans
and severance payments can
force the company into

liquidation

SO - Use Strengths and opportunities to grow

WO - Use opportunities to minimize weakness

ST ¢ Use Strength to reduce, eliminate Threats

WT ¢ Keep a close watch on this.

Appendix 3 Profitability Ratios

Profitability Analysis

Profitability 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Return on Assets % 5.99% 1.49% (1.8% (19.8% (3.3% 0.6% (0.8% (0.0% 0.1% 1.49% 2.5%
Return on Capital % 9.0% 2.1% (2.6% (29.6% (6.7% 1.29%4 (1.6% (0.1% 0.2% 3.5% 6.8%
Return on Equity % 6.7%)]  (2.2%)] (14.5%] (136.1%) (71.1% 359  (7.8%) (118.6% 2.09 (49.3% NM
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Appendix 4 Historical Operating Performance

Historical Operating Performanc
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008,
Total Revenue 10,672.0| 12,847.0f 15,449.0| 17,575.0] 19,628.0] 27,931.0| 18,900.0) 11,008.0] 9,932.0f 9,478.0f 10,509.0f 11,418.0] 10,948.0) 10,421.0
Growth Over Prior Year 20.3% 20.4% 20.3% 13.8% 11.7% 42.3% (32.3% (41.8% (9.8%, (4.6%, 10.9% 8.6% (4.1%; (4.8%,
Gross Profit 4,293.0 5133.0{ 6,338.0) 7,525.0 8,847.0] 12,840.0 4,288.0 3,905.0] 4,209.0f 3,922.0 4,278.0[ 4,439.0] 4,614.0 4,285.0,
Margin % 40.2% 40.0% 41.0% 42.8% 45.19% 46.0% 22.79% 35.59% 42.4% 41.4% 40.7% 38.9% 42.1% 41.19%
EBITDA 1,255.0) 1,605.0f 1,975.0 3,770.0) 2,886.0] 4,390.0 (4,386.0) (297.0) 704.0 133.0 295.0 305.0 730.0 850.0
Margin % 11.8% 12.5% 12.8% 21.5% 14.7% 15.7% (23.2% (2.7%, 7.1% 1.4% 2.8% 2.7% 6.7% 8.2%
EBIT 752.0] 1,080.0] 1429.0] 15110 479.0] (951.0) (10,051.0] (998.0) 158.0]  (208.0) (7.0) 150 402.0 513.0
Margin % 7.0% 8.4% 9.2% 8.6% 2.4% (3.4%, (53.2% (9.1% 1.6% (2.2%, (0.1%; 0.1% 3.7% 4.9%
Earnings from Cont. Ops. 473.0 623.0 829.0]  (569.0)] (257.0)] (2,968.0)] (23,270.0)] (2,893.0) 122.0  (296.0)] (2,611.0) 19.0  (957.0)] (5,799.0)
Margin % 4.49% 4.8% 5.4% (3.2%] (1.3%] (10.6%] (123.1%] (26.3% 129  (3.1%)] (24.8% 029 (8.7%)] (55.6%
Net Income 473.0 623.0 829.0]  (569.0)] (351.0)] (3,443.0) (25,722.0)] (2,994.0) 293.0]  (247.0)] (2,610.0) 28.0]  (957.0)] (5,799.0)
Margin % 4.4% 4.8% 5.4%  (32%) (1.8%] (12.3%] (136.1%] (27.2% 3.0  (26%] (24.8% 02 (8.7%)] (55.6%
Diluted EPS Excl. Extra Items 23 3.0 3.9 (2.5) (1.0) (10.1) (73.1) (7.5) 0.3 0.7) (6.0) 0.0 (2.0) (11.6)
Growth Over Prior Year 15.4% 29.7% 29.7% NM NM NM NM NM NM NM NM NM NM NM
Appendix 5 Research and Development Spending
R&D Spending
R&D Spending 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008[CAGR
Nortel 2,453.0] 2,724.0] 3,637.0 3,116.0) 2,083.0[ 1,968.00 1975.0[ 1,874.0 1,939.0] 1,723.0f 1,573.0] (29.1%)
Alcatel-Lucent 1,809.0{ 2,109.0] 2,828.0] 2,867.0 2,226.00 1,593.0{ 1,320.0 1,301.0] 1,470.0[ 2954.0 2,757.0 68.4%
Cisco 1,052.0{ 1,663.00 2,704.0] 3,922.0[ 3,409.00 3,135.0{ 3,192.0] 3,322.0] 4,067.0 4,499.0 5153.0 441.3%
Juniper 24.8 43.3 97.0 220.9 159.1 178.0 264.4 357.3 480.2 623.0 731.2[ 3,159.2%
CIENA 73.8 101.0 125.4 253.6 255.3 212.5 182.9 137.2 111.1 127.3 175.0 162.3%
Polycom 14.7 25.7 43.6 52.3 72.5 72.6 92.1 91.5 114.3 139.0 135.3 915.8%
Appendix 6 Accounts Receivable Turnover
Accounts Receivable Turnover
Accounts Receivable Turnover 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008(Median Average
Nortel 3.4x| 3.3x| 4.1x4 3.7x} 4.2x} 4.2x| 3.8x| 4.0x{ 4.1x} 4.1x| 4.4x] 4.1x] 4.0x
Alcatel-Lucent 2.1x| 2.8x| 3.3 2.7x] 4.0x{ 51.7x| 5.5x| 2.9 2.8x] 3.8x| 3.5x| 3.4x] 8.3x
Cisco 6.9x] 9.2x 9.0x 9.4x] 11.8x] 13.4x] 12.5x 11.0x] 9.4x] 8.7x] 9.0x] 9.4x] 10.3x
Juniper 6.4x] 6.7x] 6.34 6.0 9.0x] 10.1X 9.0x] 8.9 9.0 8.8X] 8.9x 8.0x
CIENA 6.7x| 4.3x] 4.4x4 5.0x} 1.7x] 7.8x| 6.7x| 7.2 6.3x} 7.4x 7.4x| 6.5x| 5.8x
Polycom 7.0x| 6.2x| 6.1x] 4.4xf 5.8x| 7.8x| 10.3x| 8.8x] 9.2xf 8.6x| 8.1x| 7.9x| 7.5x
Appendix 7 Inventory Turnover
Inventory Turnover Ratio
Inventory Turnover Ratio 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008|Median Average
Nortel 5.8x| 4.8x] 4.6x{ 5.1x} 4.2xf 4.2x| 3.5x| 3.1x] 3.4xf 3.2x} 3.5x| 4.2x] 4.1x
Alcatel-Lucent 3.0x| 4.4x] 3.9 3.2x} 3.5x| 4.5x| 4.6x] 5.2x] 4.4xf 5.3x| 5.1x| 4.4x] 4.3x
Cisco 9.5x] 8.4x 7.1 6.2 5.4 6.4x] 6.7x] 6.5x] 7.34 9.3 11.0x] 7.1x 7.6x
CIENA 4.6x| 4.0x] 4.3x{ 4.6x| 3.9x| 4.6x| 4.9x] 6.0x] 3.9xf 4.0x| 4.6x| 4.6x| 4.5x
Polycom 4.3x| 5.6x| 4.8x{ 3.0x} 4.7xf 5.8x| 7.5x| 6.0x] 5.6x| 6.4x| 5.6x| 5.6x| 5.4x
Juniper NA NA NA NA NA NA NA NA NA NA NA NA NA
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Appendix 8 Cash Conversion Cycle

Cash conversion cycle

Cash conversion cycle 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008(Median Average

Nortel 115.6 1231 106.9| 107.8| 115.8 116.8 146.3 146.4] 133.5] 137.9 115.6 116.8 124.2
Alcatel-Lucent 174.7| 124.4 126.8] 122.7] 24.8 (100.2), (65.4)) 17.2] 54.9| 33.5 27.8 335 49.2

Cisco 64.0 59.1 63.9| 71.3 65.3 49.4] 53.4] 58.3 58.7 56.4f 51.8 58.7 59.2

CIENA 100.5 139.3] 133.0] 128.3] 255.5 52.6 69.0] 64.5| 109.0] 98.9 87.7 100.5 112.6

Polycom 70.1 52.8 80.2f 122.6 75.7 33.8 9.8| 31.5| 35.7| 41.2] 58.5 52.8 55.6
Juniper NA NA NA| NA| NA| NA NA NA| NA| NA NA NA| NA

Appendix 9 Cash Flow from Operations
Cash flow from operation
Cash flow from operation 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008[Median Average
Nortel 1,515.0 962.0 (194.0)| (125.0)| (419.0)| 9.0 (163.0)| (146.0)| 237.0 (403.0)| (567.0)| (146.0) 64.2
Alcatel-Lucent 687.0 10760  (1,245.0) 545.0) 2,723.0) 444.0) (189.0), 830.0) 523.0) (101.0) 207.0 523.0 500.0
Cisco 2,865.0) 4,325.0 6,141.0) 6,392.0) 6,587.0) 5,319.0) 6,962.0 7,568.0) 78990  10104.0[  12,089.0 6,587.0 | 6,931.9
CIENA 48.8 287 59.0) 163.2 (22.8) (230.3) (245.4), (128.0) (79.4) 108.7 117.6 28.7 (16.4)
Polycom 2.7 38.1] 38.1] 76.7] 815] 100.8 79.6 1174 1477 1495 167.0 815 90.8
Juniper (24.8) 205 269.1] 292.8| 24 1786 439.4] 642.9) 755.6] 786.5 875.2] 292.8 3853
Appendix 10 Long-term Debt to Equity
Long-term debt to equity

Long-term debt to equity 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008[Median Average
Nortel 14.2% 13.6%) 4.0%] 80.4%] 129.7% 98.6%] 105.8%) 319.7%) 396.6%) 138.4%) NM| 102.2% | 130.1%
Alcatel-Lucent 35.0%] 40.9%] 42.1%] 86.6%) 133.3%) 165.5%) 71.1%] 44.9%] 31.9%) 40.8%] 86.3%] 44.9% 70.8%
Cisco 0 0 0] 0| 0| 0 0 0] 26.5%] 20.4% 18.6% 0.0% 5.9%
CIENA 0 0 0| 40.6%) 55.2%) 54.9%) 59.8% 88.2%) 111.8% 94.1%) 79.9% 55.2% 53.1%
Polycom 0 0 9 0 0 0 0 0 0 0 0 0.0% 0.0%
Juniper 30.5%] 0 117.9%] 115.3% 65.9% 34.7%] 6.7%) 5.6%] 6.5%] 0| 0 6.7% 34.8%
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Appendix 11 Comaprison of operational ratios of Nortel Networks with the
Industry Ratios

Nortel

Industry [ Networks
Profitability 2008 2008
Return on Assets % 5.30% 2.48%
Return on Capital % 13.40% 6.75%
Return on Equity % -2.50% NM
Margin Analysis
Gross Margin % 38.80% 41.12%
SG&A Margin % 16.40% 20.66%
EBITDA Margin % 13.80% 8.16%
EBITA Margin % 10.00% 5.36%
EBIT Margin % 10.00% 4.92%
Earnings from Cont. Ops Margin % -1.40% -55.65%
Net Income Margin % -1.40% -55.65%
Net Income Avail. for Common Margin % -1.40% -55.65%
Normalized Net Income Margin % 6.00% 1.44%
Levered Free Cash Flow Margin % 5.50% 1.59%
Unlevered Free Cash Flow Margin % 6.10% 3.52%
Asset Turnover
Total Asset Turnover 0.8x 0.8x
Fixed Asset Turnover 8.7x 7.4x
Accounts Receivable Turnover 5.0x 4.4x
Inventory Turnover 6.6x 3.5x
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Appendix 12 Business Segments Operating Profits

Business segments performance

USD (mil) 31-Dec-08 31-Dec-07 31-Dec-06
Carrier Network 867 83.20% 840 70.10% 477 57.90%
Enterprise -75 -7.20% -8 -0.70% -45 -5.50%
Global Services 303 29.10% 385 32.10% 337 40.90%
Metro Ethernet Networks -53 -5.10% -19 -1.60% 55 6.70%
Segment Total 1,042.00 100%| 1,198.00 100% 824 100%
Other -483 -46.40% -797 -66.50% -827| -100.40%
Consolidated Total 559 53.60% 401 33.50% -3 -0.40%
Appendix 13 Carrier Networks Comparable Valuation
Carrier Networks Comparable Valuation

Company TEV TEV/LTM Total REV  [TEV/LTM EBITDA TEV/EBIT
Alcatel-Lucent 7,232 0.3 4.1 14
CIENA Corp 1,050 1.1 22.3 N/A
CISCO Systems 89,697 2.3 8.5 10
Juniper Networks 8,922.70 2.5 10.3 12.8
Siemens Ltd 1,783 0.9 12 15.4
High 2.5 22.3 15.4
Low 0.3 8.5 10
Mean 1.4 11.4 13.1
Median 1.1 10.3 13.4
Carrier Networks

Nortel Total Revenue 10,421

Carrier Networks Revenue 4,408

Carrier Networks % of Total Revenue 42.3%

LTM Revenue 4,408

LTM EBIT 779

Carrier Networks Implied Valuation TEV/LTM Total REV TEV/EBIT

High 11,020 11,997

Low 1,322 7,790

Mean 6,259 10,166

Median 4,849 10,439
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Appendix 14 Enterprise Business Comparable Valuation

Enterprise Business Comparable Valuation

42

Total Nortel Revenue 10,421

Enterprise % of total revenue 23%

LTM Revenue 2,402

LTM EBIT 24

Company TEV TEV/LTM Total REV  |TEV/EBIT
Alcatel-Lucent 7,232 0.3 14
CIENA Corp 1,050 1.1 N/A
CISCO Systems 89,697 2.3 10
Juniper Networks 8,922.70 2.5 12.8
High 2.5 15.4
Low 0.3 10
Mean 1.6 12.3
Median 1.7 12.8
Enterprise TEV/LTM Total REV

High 6,005

Low 721

Mean 3,723

Median 4,083




Appendix 15 Metro Ethernet Networks Comparable Valuation

Metro Ethernet Networks Comparable Valuation
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Total Nortel Revenue 10,421

Enterprise % of total revenue 23%

LTM Revenue 2,402

LTM EBITDA 554

LTM EBIT 24

Company TEV TEV/LTM Total REV |TEV/LTM EBITDA |TEV/EBIT
Alcatel-Lucent 7,232 0.3 41 14
CIENA Corp 1,050 1.1 22.3 N/A
CISCO Systems 89,697 2.3 8.5 10
ADVA 55.1 0.21 7.87 N/A
ZTE 81,052.20 1.48 16.93 20.62
Tellabs 774.70 0.26 3.98 15.55
Infinera 533.7 1.19 7.03 8.15
High 2.3 22.3 20.62
Low 0.21 3.98 8.15
Mean 1.0 10.1 13.7
Median 1.1 7.87 14
MEN Services

Nortel Total Revenue 10,421

MEN Revenue 1,393

MEN % of Total Revenue 13.4%

Nortel EBIT 513.0

EBIT( as % of Sales) 4.9%

Total Depr & Amortization 337.0

LTM MEN Revenue 1,393

LTM MEN EBITDA 28

LTM MEN EBIT (Assuming same Margin) 69

LTM MEN EBIT (Given in Sheet) -17

Global Service EBIT (as % of Revenue) -1.22%

Enterprise TEV/LTM Total REV TEV/LTM EBITDA

High 5,525 625

Low 504 112

Mean 2,347 283

Median 2,642 221




Appendix 16 Global Services Comparable Valuation

Global Services Comparable Valuation

Enterprise TEV/LTM Total REV TEV/LTM EBITDA

High 4,805 9,980
Low 627 1,835
Mean 2,705 5,799
Median 2,695 5,691
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Total Nortel Revenue 10,421

Global Service % of total revenue 20%

LTM Revenue 2,089

LTM EBITDA 448

LTM EBIT 380.00

Company TEV TEV/LTM Total REV [TEV/LTM EBITDA |TEV/EBIT
Alcatel-Lucent 7,232 0.3 4.1 14
Ericsson 1,050 1.1 22.3 N/A
CISCO Systems 89,697 2.3 8.5 10
ZTE 81,052.20 1.48 16.93 20.62
Nokia Siemens

Siemens Enterprise

Motorola

Avaya

High 2.3 22.3 20.62
Low 0.3 4.1 10
Mean 1.3 13.0 14.9
Median 1.29 12.715 14
Global Services

Nortel Total Revenue 10,421

Global Services Revenue 2,089

Global Services % of Total Revenue 20.0%

Nortel EBIT (Total) 513.0

EBIT (as % of Total Revenue) 4.9%

Total Depr & Amortization 337.0

LTM Global Services Revenue 2,089

LTM Global Services EBITDA 448

LTM Global Services EBIT (asuming Same M 102.8362921

LTM Global Service EBIT 380.00

Global Service EBIT (as % of Revenue) 18.19%




Appendix17, ENOEAAOET T |

Balance Sheet as of: Value in
Dec-31-2008  Liquidation
in millions of in millions of
Currency USD USD
ASSETS
Cash And Equivalents 2,433.0 2,048.0
Short Term Investments 86.0 86.0

Total Cash & ST Investments 2,483.0 2,134.0
Accounts Receivable 2,154.0 538.5
Other Receivables 107.0 26.8

Total Receivables 2,261.0 565.3
Inventory 1,477.0 369.3
Prepaid Exp. 98.0 0
Deferred Tax Assets, Curr. 44.0 0
Other Current Assets 229.0 0

Total Current Assets 6,628.0 369.3
Gross Property, Plant & Equipment 3,066.0
Accumulated Depreciation (1,794.0)

Net Property, Plant & Equipment 1,272.0 318.0
Long-term Investments 95.0 95.0
Goodwill 180.0 0
Other Intangibles 143.0 35.8
Deferred Tax Assets, LT 12.0 0
Deferred Charges, LT 207.0 0
Other Long-Term Assets 300.0 0
Total Assets 8,837.0 3,517.3

Sensitivity Analysis

Recovery

rate for Recovery

other Recovered Rate for

assets Value Total Assets
15% 3002.0 34%
25% 3517.3 40%
35% 4032.6 46%
45% 4547.9 51%
55% 5063.2 57%
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Recovery
Rate

84%
100%

25%
25%

25%
0%
0%
0%

25%

100%
0%
25%
0%
0%
0%
40%

I OOAI 60



Appendix 18 Market Value of Nortel Bonds

Maturity Date

Seniority

Jul-15-2016
Jul-15-2016
Jul-15-2013
Jul-15-2011
Jul-15-2011
Apr-15-2012
Apr-15-2014
Jun-15-2026

Sep-01-2023

Senior Unsecured

Senior Unsecured

Senior Unsecured

Senior Unsecured

Senior Unsecured

Senior Unsecured

Senior Unsecured

Senior Unsecured

Senior Unsecured

Coupon

10.75
10.75
10.125
9.003
9.003
1.75
2.125
7.875

6.875

Amt.

Outstdg.
($mm)

450.0
675.0
550.0
0.2
999.8
575.0
575.0
150.0

200.0

Market Value of Debt

Market
Current  Value of
Price Debt
29.5 132.75
29.5 199.13
28.125 154.69
27.0 0.05
27.0 269.95
25.375 145.91
25.375 145.91
23.0 34.50
8.5 17.00
1099.88

4,175.0

Book Value of Debt
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Appendix 19 DCF Analysis for Nortel Networks

All dollar amounts are in millions of dollars

Revenue

Less:Cost of Goods Sold

Gross Profit

Less:SG&A
Less:R&D
EBITDA

Less:D&A

EBIT
EBIT Margin

Less:Taxes
Add:D&A
Less:CapEx

2008
10,421

Less:Changes in Net Working Capital

Less:Restructuring Charges

Free Cash Flow

WACC

Discount Factor

Discounted Cash Flow

Sum of Cash Flows
Value of Company

Net Debt

Equity Value
Shares outstanding

Price per share

2740.354
2740.354

2037

703.4
497.8

1.41
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2009 2010 2011 2012 2013 2014 2015
10,421 10,629 11,161 11,942 12,898 14,058 15,464
6,276 6,401 6,721 7,192 7,767 8,466 9,313
4,145 4,228 4,440 4,750 5,130 5,692 6,151
1,980 2,020 2,121 2,269 2,193 2,390 2,629
1,459 1,488 1,774 1,898 2,193 2,390 2,629
706 720 545 583 745 812 894
417 425 446 478 516 562 619
290 295 99 106 229 250 275
2.8% 2.8% 0.9% 0.9% 1.8% 1.8% 1.8%
109 111 37 40 - - -
417 425 446 478 516 562 619
208 213 223 239 258 281 309
208 213 223 239 258 281 309
300 200 Terminal Value
(119) (15) 62 66 229 250 275 6969.7
50% 11% 11% 11% 11% 11% 11%
0.6667 0.6016 0.5429 0.4899 0.4395 0.3944 0.3539 0.3539
-79.4 -9.3 335 324 100.8 98.6 97.3 2466.4



Total
Value of
WACC Nortel

30% 3162
40% 2936
50% 2740
60% 2569
70% 2418

Appendix 20 List of Assumptions for DCF Analysis of Nortel Networks

1 The assumptions are illustrated in Appendix 21.

 DuetothecurrentSO2y2YA O af26R26Y YR b2NISt Qa ol y{ NHzLI C
revenue growth for 2009 to be zero. We assumed that as Nortel comes out of bankruptcy, its
revenue will show slow revenue growth till it is comparable to the revenue growth of Nortel around
2000.

9 As gross margins of Nortel have not changed significantly since 1999, we assumed similar gross
margins going forward.

T b2NIGStQa {Dsg! SELSyasSa INB aAIyATFAOlIyGte KAIKSNI
restructures, we expect its expenses to be comparable to the industry.

9 Nortel has cut down on its R&D expenses in recent years, however we believe that these expenses
would increase as R&D is required to be successful in this highly competitive industry.

9 D&A, CapEx, Net Working Capital Changes are assumed to be the same as average for Nortel over
the last 10 years.

To calculate beta, we regressed stock price of Nortel against S&P 500 for the

year 2006 (

9 Appendix 22). Then we used the capital structure of 2006 to unlever the beta. Cost of equity was
computed using CAPM with risk free rate of 5% and market risk premium of 6.2%

T We expect the capital structure of Nortel to change over the next few years. In the years when
b2NIStQa aid201a LISNF2N¥YSR GKS 060Saidz 5k9 NIXdGAzZz g4I
be 4% from 2013 onwards.

1 Nortel is currently in bankruptcy. We felt that while Nortel is in bankruptcy, the beta as computed
above could not be used for the WACC because debt is volatile and the stocks are not currently
traded. Therefore, we assumed WACC as 50% for the first year. We also did a sensitivity analysis
with different values of WACC for 2009.

9 Terminal value was computed using the current average EV/EBITDA multiple for the industry.
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Appendix 21 Table of Assumptions for DCF Analysis

2009 2010 2011 2012 2013 2014 2015
Revenue 0% 2% 5% 7% 8% 9% 10%
Cost of Goods Sold 60% 60% 60% 60% 60% 60% 60%
SG&A 19% 19% 19% 19% 17% 17% 17%
R&D 14% 14% 16% 16% 17% 17% 17%
D&A 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
CapEx/Sales 2% 2% 2% 2% 2% 2% 2%
Delta(NWC)/Sales 1% 1% 1% 1% 1% 1% 1%
Tax Rate 37.50%
Debt/Equity 11791% 38% 38% 38% 4% 4% 4%
Debt/Value 99.16% 27.54% 27.54% 27.54% 3.85% 3.85% 3.85%
Equity/Value 0.84% 72.46% 72.46% 72.46% 96.15% 96.15% 96.15%
Cost of Debt 7.68% 7.68% 7.68% 7.68% 7.68% 7.68% 7.68%
Levered Beta 3.60 1.31 1.31 1.31 1.08 1.08 1.08
Cost of Equity 27.32% 13.11% 13.11% 13.11% 11.71% 11.71% 11.71%
WACC 50% 10.82% 10.82% 10.82% 11.45% 11.45% 11.45%
Latest EV/IEBITDA 7.8
Appendix 22 Beta of Nortel Networks
Multipl Adj Err of
ultiple R-Square djusted StErr o
Summary R R-Square Estimate
0.4398 0.1934 0.1770 0.035552759
Degrees of Sum of Mean of
9 . F-Ratio p-Value
ANOVA Table Freedom Squares Squares
Explained 1 0.014851584 0.014851584 11.7497 0.0012
Unexplained 49 0.061935936 0.001263999
- Standard Confidence Interval 95%
Coefficient t-Value p-Value
Regression Table Error Lower Upper
Constant 0.003907873 0.005027683 -0.7773 0.4407 0.014011381 0.006195635
S&P500 weekly return  1.307442223 0.381425239 3.4278 0.0012 0.540939508 2.073944937
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Appendix 23 Management Profile at Nortel Networks 1,220

Mike S. Zafirovski ¢ Chief Executive Officer, President, Director

Mike S. Zafirovski has been with Nortel Networks since November 15, 2005 as Chief Executive
Officer and President. Prior to this, he was with Motorola as Chief Operating Officer from 2002 to 2005

and Executive Vice President and Vice President of Personal Communications sector from 2000 to 2002.

Pierre David MacKinnon ¢ Chairman and General Manager of LG-Nortel Co Ltd

Pierre David MacKinnon has been Chairman and General Manager of LG-Nortel Co Ltd and
Chairman of WiMAX since August 2006. He has taken up a number of roles before 2006 ranging from

product management to operations to marketing.

Paviter S. Binning ¢ Chief Financial Officer, Principal Accounting Officer, Chief Restructuring Officer,
Executive Vice President

Paviter S. Binning has been Executive Vice President and Chief Financial Officer of Nortel
Networks since November 12, 2007. He was appointed as the Chief Restructuring Officer in March of

20089.

Dennis J. Carey ¢ Executive Vice President of Corporate Operations

Dennis J. Carey has been with Nortel Networks since January 2006 and his office has
responsibility for Human Resources, Business Transformation Office, Ethics and Information Services,
Environment, Safety and Business programs and Diversity Focus. Prior to this, he worked with GE for 25

years and for a brief period with Motorola.

Chuck Saffell Jr. ¢ Chief Executive Officer of Nortel Government Solutions

Chuck Saffell Jr. is the Chief Executive Officer of Nortel Government Solutions. He moved to
Nortel in October 2004 after having served as the Senior Vice President of National Security Solutions at

Titan Corporation for about six years.
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David Downing ¢ President of Global Operations

David Downing has been serving as President of Global Operations at Nortel Networks since

October 2005.

Darryl Alexander Edwards ¢ President of Carrier Global Sales

Darryl Alexander Edwards has been at Nortel Networks for 14 years and was appointed as

President of Carrier Global Sales in August 2006.

Samih Elhage ¢ President and General Manager of Carrier VolIP and Application Solutions

Samih Elhage was appointed the President and General Manager of Carrier VolP and Application
Solutions in January 2009. Prior to joining Nortel, he was with BCE where he held several senior

management positions.

Jesse Joel Hacney Jr ¢ President of Enterprise Solutions

Jesse Joel Hackney Jr. has been president of Enterprise Solutions at Nortel Networks since
September 2007. Prior to joining Nortel in 2005, he was with GE for 14 years where he held leadership

roles in a number of divisions.

John Haydon ¢ President and General Manager of Network Partner Solutions Global Services

John Haydon is the President and General Manager of Network Partner Solutions Global
Services. He has held various senior management positions in manufacturing field operations, customer

service, sales and marketing and global operations at Nortel.

Richard Stephen Lowe ¢ President of Carrier Networks

Richard Stephen Lowe was appointed the President of Carrier Networks in 2007. He has been at
Nortel for over 25 years during which among other roles, he has served as President of Mobility and

Converged Core Networks and President of Code Division Multiple Access.

Philippe Morin ¢ President of Metro Ethernet Networks
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Philippe Morin has been the President of Metro Ethernet Networks since May 2006. He has
been with Nortel for 19 years and has held a number of positions in manufacturing, marketing, sales and

product management.

Peter Carbone ¢ Chief Research Officer

Peter Carbone is the Chief Research Officer and Chief Technology Officer at Nortel and has held

these positions since November 2005.

George Andrew Riedel ¢ Chief Strategy Officer

George Andrew Riedel joined Nortel in February 2006 as Chief Strategy Officer. Prior to joining
Nortel, he was Vice President for Strategy and Corporate Development at Juniper Networks. He has

held a number of positions at McKinsey & Company and was Engineering Manager at Exxon Co., USA.
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