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This Stipulation and Agreement of Settlement (the "Stipulation") is submitted in the
above-captioned In re Nortel Networks Corp. Securities Litigation, Master File No. 05-MD-1659
(LAP) (the "Nortel II U.S. Action"), pursuant to Rule 23 of the Federal Rules of Civil Procedure.
Subject to the approval of the United States District Court- for the Southern District of New York,

this Stipulationis entered into among Lead Plaintiffs and Class RepresentativesOntario
Teachers' Pension Plan Board and the Department of the Treasury of the State of New Jersey
and its Division of Investment thereinafter "Lead Plaintiffs")

on behalf of themselves

and the

U.S. Global Class las defined herein), and defendant Nortel Nehvorks Corporation ("Nortel"), by
and through their respective counsel.
The following separate class actions in Ontario and Quebec, raising claims on behalf of
persons who purchased Nortel Securities las defined herein), are also being settled
contemporaneously as part of a single settlement of those actions and the Nortel II U.S. Action
on the terms herein: Skarstedt v. Corporation Nortel Networks, Superior Court of Quebec,

District ofhlontreal, No: 500-06-000277-059 (the "Quebec Skarstedt Action") and Gallardi v.
Nortel Networks Corporation et al., Court File No. 05-CV-285606CP (Ont. Sup.Ct. J.) (the
"Ontario Gallardi Action") (collectively, the'T~ortel II Canadian Actions").
A separate class action brought on behalf of persons who purchased Nortel common
stock or call options on Nortel common stock or wrote (sold) put options on Nortel common
stock from October 24, 2000 through February 15, 2001, inclusive (the'T\Tortel I Class Period"),
captioned In re Nortel Networks Corp. Securities Litigation, Consolidated Civil Action No. 01
Civ. 1855 (RMB) (the "Nortee I U.S. Action") is also pending in the United States District Court
for the Southern District of New York, and is being settled contemporaneously herewith.
Also being settled contemporaneously herewith are the following separate class actions

brought in British Columbia, Ontario and Quebec, as part ofa single settlement including the
Nortel I U.S. Action: Jeffery, et al., v. Nortel Networks Coip., et al., Supreme Court of British
Columbia, Vancouver Registry, File No. S015159 (the "B.C. Jeffery Action"); Frohlinger v.
Norte2 Networks Corp., et al., Ontario Superior Court ofJustice, Court File No. 02-CL-4605 (the

"OntarioFrohlingerAction");andAssociationde Protectiondes Ei~argnantset lizvestisseurs
du
eutbec v. Corporation Nortel Networks, Superior Court of Quebec, District of Montreal, No:
500-06-000

126-017 (the "Quebec A.P.E.I.Q. Action") (collectively,

the'T\Jortel

I Canadian

Actions").

It is a condition to the Settlement las defined herein) that the Nortel II U.S. Action and
the Nortel II Canadian Actions (collectively, the"Nortee II Actions"), as well as the Nortel I U.S.
Action and the Nortel I Canadian Actions (collectively, the "Nortel I Actions") be settled
contemporaneously

and that the Settlement and the settlement of the Nortel I Actions be

approved by all of the respective courts.

WHEREAS:

A.

Beginning on March 17, 2004, several putative class actions on behalf of persons

who purchased Nortel common stock or call options on Nortel common stock or wrote (sold) put

options on Nortel common stock during the period between April 24, 2003 through April 27,
2004, inclusive, were filed against Nortel and Frank Dunn, Douglas C. Beatty, Michael J.

Gollogly, John Edward Cleghorn, Robert Ellis Brown, Robert Alexander Ingram, Guylaine
Saucier, and Shervood Hubbard Smith, Jr., (the "Individual Defendants") alleging violations of
Sections 10(b) and 20(a) of the (United States) Securities Exchange Act of 1934, as amended
(the "Exchange Act"), and Rule 10b-5 promulgated thereunder, and subsequently consolidated
by order of the United States District Court for the Southern District of New York, entered June
30, 2004, under the caption In re Nortel Networks Corp. Securities Litigation, Master File No. 04
Civ. 2115(LAP);

B.

On September 10, 2004, Lead Plaintiffs filed a Consolidated Class Action

Complaint (the "Complaint"), which alleged that Nortel, with the participation of the Individual
Defendants, perpetrated a fraud on the investing public by improperly accounting for Nortel's
reserve accounts, reversing millions of dollars into income to make the market believe that
Nortel had returned to profitability, when, in fact, it had not. On November 5, 2004, certain
Defendants moved to dismiss the Complaint. On December 3, 2004, Lead Plaintiffs filed their
memorandum of law opposing the motions to dismiss. On December 23, 2004, certain
Defendants filed their reply papers in fUrther support of the motions to dismiss. On January 19,
2005, Lead Plaintiffs and Defendants entered into a stipulation whereby Defendants would
withdraw their motions to dismiss, Lead Plaintiffs would withdraw their previously-filed motion
to lift the discovery stay implemented by the (United States) Private Securities Litigation Reform

Act, Lead Plaintiffs would drop the Audit CommitteeDefendants therein defined) from the
Complaint, and the parties would commence discovery;
C.

Lead Plaintiffs filed their Second Amended Consolidated Class Action Complaint

(the "SecondAmendedComplaint")on September16,2005. The SecondAmendedComplaint
alleged that the members of the Audit Committee of Nortel's Board of Directors (the "Audit
Committee Defendants") violated Section 10(b) of the Exchange Act and Rule 10b-5

promulgatedthereunderby issuingmateriallyfalseand misleadingstatementsduringthe Class
Period in a scheme to artificially inflate the value of Nortel publicly-traded securities.
Specifically,Lead Plaintiffs alleged that the Audit Committee Defendants disregarded the

warningprovidedto themby Nortel's auditors,Deloitte& ToucheLLP ("Deloitte"),that Nortel
was reversing hundreds of millions of dollars of reserves into income at the same time that
Nortel's projected losses turned into profits, and that the Audit Committee Defendants ignored
Deloitte's recommendation that Nortel institute a rigorous review ofNortel's remaining balance

sheetprovisions,choosinginsteadto approvenumerousfinancialdisclosuresreportingpositive
earningsresultsand a prematurerestatementthat deceivedinvestorsas to Nortel's true financial
condition;

D.

Pursuant to a stipulation entered into in January 2005 between Nortel and Lead

Plaintiffs, Nortel waived its right to move to dismiss the Second Amended Complaint. As a
result of the pending settlement negotiations, the parties agreed to extend the dates for
defendants Dunn and Gollogly to answer the First Amended Complaint, the dates for Nortel,

Dunnand Golloglyto answerthe SecondAmendedComplaintand the date by whichthe Audit
Committee Defendants had to move to dismiss or answer the Second Amended Complaint;

E.

Lead Plaintiffs filed their motion for class certification

on May 13, 2005. As a

result of the pending settlement negotiations, the parties agreed to extend the dates for
Defendants to oppose the class certification motion. As part of this Settlement, the Defendants
to the Nortel II U.S. Action will stipulate to a class, as follows: all persons and entities who
purchased Nortel common stock or call options on Nortel common stock or wrote (sold) put
options on Nortel common stock (collectively, "Nortel Securities") during the period between
April 24, 2003 through April 27, 2004, inclusive (the "Class Period"), and who suffered damages
thereby, including, but not limited to, those persons or entities who traded in Nortel Securities on
the New York Stock Exchange and/or the Toronto Stock Exchange. The parties to the Nortel 1l:
U.S. Action will seek an Order under Rule 23 of the Federal Rules of Civil Procedure certifying
the class for settlement purposes;

F.

On March 9, 2005, the Ontario Gallardi Action was commenced in the Ontario

Superior Court of Justice against Nortel, the Individual Defendants and Deloitte through the
issuance of a Statement of Claim. The claim alleges that the defendants were liable for

misrepresentingNortel's true financial situation by creating improper cash reserves and issuing

falsereportsand financialstatementsthat artificiallyinflatedNortel's earningsandthe priceof
Nortel securities during the Class Period. It also alleges that Nortel's top executives used these
reserves to trigger bonus payments that were payable in the event ofNortel's return to

profitability. The claim further alleges that Nortel and certain of its officers breached corporate
and securities legislation, including the Canada Business Corporations Act, the Ontario
Securities Act and the Canadian Competition Act;

G.

The plaintiff in the Ontario Gallardi Action filed with the Ontario Superior Court

of Justice and delivered to the defendants in November 2005 their motion for certification.

Counsel

in the Ontario

Gallardi

Action

have

attended

a number

of case

conferences

before

the

Honourable Justice Winkler as the proceeding moved towards a certification hearing;
H.

On February 18, 2005, the Quebec Skarstedt Action was commenced in the

Superior Court of Quebec against Nortel through the issuance of a Motion for Authorization to
Institute a Class Action. The claim alleges that Nortel intentionally misrepresented its financial
results for the fiscal year 2003. At a preparatory conference held on May 19, 2005, the hearing
of the Motion for Authorization

was scheduled for January 4 to 10, 2006. At that preparatory

conference, Nortel indicated its intention to file a Motion to Dismiss the Petitioner's

Motion for

Authorization to Institute a Class Action on the basis that the factual allegations lacked a
substantial connection to Quebec. A further preparatory conference was held on October 6,
2005, at which time Nortel agreed to serve its Motion to Dismiss by November 11, 2005. It was
also

decided

that the Motion

to Dismiss

should

be heard

before

the Motion

for Authorization

and

thus, the hearing of the Motion for Authorization was postponed. The hearing of the Motion to
Dismiss was scheduled for April 10 and 11, 2006, but was adjourned following the
announcement

I.

of the settlement agreement in principle in February 2006;

Following the announcement of the settlement agreement in principle in February

2006 to settle the Nortel II Actions and the Nortel I Actions as part ofa global settlement, Lead

Plaintiffs Counsel and Nortel's Counsel have worked with plaintiffs' counsel in the Nortel I
Actions and the Nortel II Canadian Actions to coordinate the settlement process to obtain
approvals of the global settlement by the United States District Court for the Southern District of
New York and by the applicable Canadian courts, and plaintiffs'

counsel in the Nortel I Actions

and Nortel II Canadian Actions have been consulted and participated in the drafting of this
Stipulation and other settlement documents;

J.

Defendants in the Nortel II Actions deny any wrongdoing whatsoever, and this

Stipulation shall in no event be construed or deemed to be evidence of or an admission or
concession on the part of any defendant with respect to any claim of any fault or liability or
wrongdoing or damage whatsoever, or any infirmity in the defenses that the defendants have
asserted;

K.

The parties to this Stipulation recognize that the Nortel II U.S. Action has been

filed by the Lead Plaintiffs and defended by the Defendants in good faith, that the Nortel LIU.S.
Action is being voluntarily
are fair, reasonable

settled after advice of counsel, and that the terms of the Settlement

and adequate.

This Stipulation shall not be construed or deemed to be a

concession by Lead Plaintiffs or any Class Member of any infirmity in the claims asserted in the
Nortel II U.S. Action or any other action;

L.

Lead Plaintiffs' Counsel have conducted investigations relating to the claims and

the underlying events and transactions alleged in the Nortel II U.S. Action. Lead Plaintiffs'
Counsel have analyzed the evidence adduced during pretrial discovery and have researched the
applicable law with respect to the claims of the Lead Plaintiffs and the U.S. Global Class against
the Defendants and the potential defenses thereto;
M.

The parties recognize that the claims asserted in either of the Nortel II Actions or

the Nortel I Actions, if proved by the plaintiffs in those actions, could have exposed Nortel to
substantial damages awards. Accordingly, the parties considered that a resolution of the Nortel
II Actions and the Nortel I Actions was advisable fiom the point of view of all parties;
N.

With the assistance of the Honorable Robert W. Sweet, United States District

Court Judge, acting as a special mediator, the Lead Plaintiffs in the Nortel II U.S. Action and the
Lead Plaintiff in the Nortel I U.S. Action, directly and by their cdunsel, have conducted

discussions and arm's-length negotiations with Nortel's Counsel with respect to a global
compromise and settlement of the Nortel I Actions and the Nortel II Actions and with a view to
settling the issues in dispute and achieving the best relief possible consistent with the interests of
the overall classes in the Nortel II Actions and the Nortel I Actions;

O.

Nortel considers that, in order for it to achieve an end to litigation, it is a

necessary condition to the settlement of the Nortel II U.S. Actions that as part of the Settlement

the applicable Canadian Courts approve the Settlement with respect to the Nortel II Canadian
Actions and that the Settlement be similarly conditional on the approval of the separate
settlement reached with respect to the Nortel I Actions;
P.

Based upon their investigation and pretrial discovery as set forth above, Lead

Plaintiffs and their counsel have concluded that the terms and conditions of this Stipulation are
fair, reasonable and adequate to Lead Plaintiffs and the U.S. Global Class, and are in their best
interests, and Lead Plaintiffs have agreed to settle the claims raised in the Nortel II U.S. Action
pursuant to the terms and provisions of this Stipulation, after considering (a) the substantial
benefits

that the members

of the U.S. Global

Class will receive

from settlement

of the Nortel

II

U.S. Action, (b) the attendant risks of litigation, and (c) the desirability of permitting the
Settlement to be consummated as provided by the terms of this Stipulation; and
Q.

Unless Nortel registers the Gross Settlement Shares las defined herein), Nortel

will issue the Gross Settlement Shares in reliance on the exemption from registration under the
(United States) Securities Act of 1933, 15 U.S.C. 977c(a)(l), as amended, pursuant to Section

3(a)(10) thereunder based on the Courts' approval of the fairness of the terms and conditions of
the Settlement following a fairness hearing open to everyone to whom any Gross Settlement
Shares would be issued in the proposed Settlement, with adequate notice thereof having been

given to all those persons. In Canada, Nortel intends to issue the Gross Settlement Shares in
reliance upon the Exemptive Relief(as defined herein) granted by the applicable: securities

regulatory authorities. However, if Nortel determines that such Exemptive Relief is unlikely to
be granted, Nortel would qualify the Gross Settlement Shares by a prospectus filed in each
Canadian province and territory.

NOW THEREFORE, without any admission or concession on the part of Lead Plaintiffs
of any lack of merit of the Nortel II U.S. Action whatsoever, and without any admission or
concession of any liability or wrongdoing or lack of merit in the defenses whatsoever by
Defendants, it is hereby STIPULATED AND AGREED, by and between the parties to this
Stipulation, through their respective counsel, subject to approval of the respective Courts

pursuant to, as the case may be, Rule 23(e) of the CUnitedStates) Federal Rules of Civil
Procedure, Article 1025 of the Quebec Code of Civil Procedure, Section 29 of the Ontario Class
Proceedings Act, 1992 and Section 35 of the British Columbia Class Proceedings Act, in

consideration of the benefits flowing to the parties hereto from the Settlement herein set forth,
that all Settled Claims las defined herein ), as against the Released Parties las defined herein ),
and all Settled Defendants' Claims las defined herein) shall be compromised, settled, released
and dismissed with prejudice, upon and subject to the following terms and conditions:
DEFINITIONS

i.

As used in this Stipulation, the following terms shall have the following

meanings:

(a)
valid

Proof

of Claim

"Authorized Claimant" means a Class Member who submits a timely and
form

to the Claims

Administrator.

(b)

"B.C. Jeffery Action" means Jeffery et al. v. Nortel Network;srCorporation

et al., Supreme Court of British Columbia, Vancouver Registry Court File No. S015159.

(c)

"Canadian Class Counsel" means Ontario National Class Counsel and

Quebec Class Counsel.
(d)

"Canadian Classes" means the Ontario National Class and the Quebec

(e)

"Canadian Courts" means the Superior Court of Quebec and the Ontario

Class.

Superior Court ofJustic.

Peter

(f)

"Canadian Representative

Plaintiffs" means Clifford W. Skarstedt and

(g)

"Cash Settlement Amounts" means the amounts specified in B 4(a), (b) (c)

(h)

"Claims Administrator" means The Garden City Group, Inc. ("GCG"),

Gallardi.

and (e) hereof.

which

shall

administer

the Settlement.

(i)

"Class" means all members of the U.S. Global Class and the Canadian

(i)

"Class Distribution

(k)

"Class Member" means a member of the Class.

(1)

"Class Period" means, for the purposes of this Settlement only, the period

Classes.

Order" has the meaning defined in ~ 9 hereof.

of time between April 24, 2003 through April 27, 2004, inclusive.
(m)
New

York.

"Court" means the United States District Court for the Southern District of

(n)

"Courts" means the United States District Court for the Southern District

of New York, the Ontario Superior Court of Justice, and the Superior Court of Quebec.

Electrical

to)

"Defendants"

(p)

"Derivative Application" means the application brought in Indiana

Workers

Pension

Trust

means Nortel and the Individual Defendants.

Fund

IBEWand

Laborers

Local

100 and

397 Pension

Fund

v.

Nortel Networks Corporation, Ontario Superior Court of Justice, Court File No. 49059 for leave
pursuant to the Canada Business Corporations Act to commence a representative action in the
name of and on behalf of Nortel against certain of the Released Parties.
(q)

"Effective Date" means the date upon which the Settlement contemplated

by this Stipulation shall become effective, as set forth in f 24 hereof.
(r)

"Escrow Agent" means Bernstein Litowitz Berger & Grossmann LLP and

any of its successors as approved by the Courts, if necessary, such successors to be agreed upon
by Plaintiffs' Counsel and the parties to the existing escrow agreements, acting as agent for the
Class.

(s)

"Exemptive Relief' has the meaning defined in T 24(i)(l) hereof.

(t)

"Final" or "Finality", with respect to the Judgments las defined herein),

means: (a) if no appeal is filed, the expiration date of the time provided for under the

corresponding rules of the applicable court or legislation for filing or noticing of any appeal from
the Courts' Judgments approving the Settlement; or (b) if there is an appeal fi·om the Judgments,
the date of(i) final dismissal of any appeal from the Judgments, or the final dismissal of any
proceeding on certiorari or otherwise to review the Judgments; or (ii) the date of final affirmance
on an appeal of the Judgments, the expiration of the time to file a petition for a writ of certiorari
or other form of review, or the denial of a writ of certiorari or other form of review of the

Judgments, and, if certiorari or other form of review is granted, the date of final affirmance of the
Judgments following review pursuant to that grant. Any proceeding or order, or any appeal or
petition for a writ ofcertiorari or other form of review pertaining solely to (i) any application for
attorneys' fees, costs or expenses, and/or (ii) the plan of allocation, shall not in any way delay or
preclude the Judgments from becoming Final.
(u)

"GCG" means The Garden City Group, Inc.

(v)

"Gross Cash Settlement Fund" means the cash amounts paid or to be paid

to the Escrow Agent pursuant to ~ 4(a), (b), (c) and (e) hereof, which consists of(i) Two
Hundred Ninety Million, One Hundred Sixty-Two Thousand, Four Hundred and Twenty-Eight
United States Dollars and Forty-Eight Cents (US$290,1 62,428.48), being the sum of Two
Hundred Eighty-Seven Million, Five Hundred Thousand United States Dollars
(US$287,500,000) plus Two Million, Six Hundred Sixty-Two Thousand, Four Hundred and
Twenty-Eight United States Dollars and Forty-Eight Cents (US$2,662,428.48), paid to the
Escrow Agents by Nortel on June i, 2006, plus (ii) Thirteen Million Five Hundred United States
Dollars (US$13,500,000)

paid by Nortel's insurers, plus (iii) Sixty Six Million, Four Hundred

Ninety-Five Thousand United States Dollars (US$66,495,000) and the interest thereon
transferred to the Escrow Agent by the Nortel I escrow agents for the benefit of the Nortel II
Class (pursuant to f 4(c) hereof), plus (iv) one-quarter

of any actual recovery as a result of the

action referenced in 14(e) hereof, plus (v) any interest on or other income or gains in respect of
the amounts in (i), (ii), (iii), (iv) and (v) earned while such amounts are held by the Escrow
Agent.

(w)
Gross

Settlement

"Gross Settlement Fund" means the Gross Cash Settlement Fund plus the

Shares.

(x)

"Gross Settlement Shares" means 314,333,875

shares of common stock of

Nortel to be issued by Nortel, pursuant to the Settlement, as may be adjusted in accordancewith
fi4(d) hereof.

(y)

"Individual Defendants" means Frank Dunn, Douglas C. Beatty, Michael

J. Gollogly, John Edward Cleghorn, Robert Ellis Brown, Robert Alexander Ingram, Guylaine
Saucier, and Shervood

(z)

Hubbard Smith, Jr.

"Judgment" or "Judgments" means any, some or all of the proposed

judgments and orders to be entered by the respective Courts approving the Settlement
substantially in the forms attached hereto as Exhibits B, D and E.
(aa)

"Lead Plaintiffs" means Ontario Teachers'

Pension Plan Board and the

Department of the Treasury of the State of New Jersey and its Division of Investment.
(bb)
Berger & Grossmann

Settlement

U.S.

"Lead Plaintiffs'

Counsel" means the law firm ofBernstein

Litowitz

LLP.

(cc)

'TJet Cash Settlement Fund" has the meaning defined in TI5 hereof.

(dd)

"Net Settlement Shares" has the meaning defined in f 4(d) hereof.

tee)

"Net Settlement Fund" means the Net Cash Settlement Fund and the Net

Shares.

(ff)

"Nortee" means Nortel Networks Corporation,

(gg)

"Nortel I Actions" means the Nortel I Canadian Actions and the Nortel I

(hh)

'~Nortel I Canadian Actions" means the B.C. Jeffery Action, the Ontario

Action.

Frohlinger Action and the Quebec A.P.E.I.Q. Action.

(ii)

"Nortel I Class" means all persons and entities who purchased Nortel

common stock or call options on Nortel common stock or wrote (sold) put options on Nortel
common stock (collectively, the "Nortee Securities") during the period between October 24, 2000

through February 15, 2001, inclusive, and, for purposes of the Nortel I U.S. Action, who suffered
damages thereby, including, but not limited to, those persons or entities who traded in Nortel
Securities on the New York Stock Exchange and/or the Toronto Stock Exchange. Excluded
from the Nortel I Class are the defendants Nortel, Clarence Chandran, Frank Dunn, John Roth,

members of the immediate families of any of the individual defendants, any entity in which any
defendant has a controlling interest or is a parent or subsidiary of or is controlled by Nortel, and
the officers, directors, affrliates, legal representatives, heirs, predecessors, successors or assigns
of any of the defendants. Excluded from the class in the Nortel I U.S. Action are any putative
class members who previously requested exclusion in response to the Notice ofPendency las
listed in the Affidavit of Jack R. DiGiovanni dated July 2, 2004 and filed with the court in the
Nortel I U.S. Action), save if they are also members of any of the Nortel I Canadian classes and
do not elect to exclude themselves from such Nortel I Canadian classes tin which case they shall
be eligible to share in the proceeds of and will be bound by the terms of the settlement governing
the Nortei I Actions).

Also excluded from the Nortel I Class are any putative members of the

Nortel I Class who exclude themselves by timely requesting exclusion in accordance with the
requirements

set forth in the notice for the Nortel I Actions.

Cij)

"Nortel I Notice" means Notice of Certification in Canada and Proposed

Settlements of Class Actions, Motions for Attorneys' Fees and Settlement Fairness Hearings,
which

is to be sent

to members

of the Nortel

I Class.

(kk)

"Nortel I U.S. Action" means In re Nortel Networks Corp. Securities

Litigation, Consolidated Civil Action No. 01-CV-1855 (RMB).
(11)
U.S.

"Nortel II Actions" means the Nortel II Canadian Actions and the Nortel II

Action.

(mm) "Nortel II Canadian Actions" mean the Quebec Skarstedt Proceeding and
the Ontario

Gallardi

(nn)
Deloitte

& Touche

too)

Action.

"Nortel II Defendants"

means Nortel, the Lndividual Defendants and

LLP.

'~Nortel II U.S. Action" means In re Nortel Networks Corp. Securities

Litigation, Master File No. 05-MD-1659 (LAP).
(PP)

c(Nortel common stock" or "common stock ofNortel"

means common

shares without nominal or par value in the authorized capital ofNortel.
(qq)

"Nortel Securities" means Nortel common stock or call options on Nortel

common stock or put options on Nortel common stock.
(rr)

'T~ortel's Counsel" means the law firms of Shearman & Sterling LLP in

the United States and Lenczner Slaght Royce Smith Griffin LLP and Ogilvy Renault LLP in
Canada.

(ss)

"Nottcc" means the Notice of Pendency and Certifications of Class

Actions and Proposed Settlements, Motions for Attorneys' Fees and Settlement Fairness
Hearings, which is to be sent to members of the Class substantially in the form attached hereto as
Tab

1 to Exhibit

A.

(tt)

"Ontario Gallardi Action" means Gallardi v. Nortel Networks

Corporation et al., Court File No. 05-CV-285606CP (Ont. Sup.Ct. J.).

(uu)

"Ontario Frohlinger Action" means Frohlinger v. Nortel Networks

Corporation et a]., Court File No. 02-CL-4605 (Ont. Sup.Ct. J.).
(w)

"Ontario National Class" means the class to be certified, for the purposes

of settlement only, by the Ontario Superior Court of Justice in the Ontario Gallardi Action
comprising all persons or entities, except members of the Quebec Class, who, while residing in
Canada at the time, purchased Nortel common stock or call options or wrote (sold) put options
on Nortel common stock during the period between April 24, 2003 through April 27, 2004,
inclusive. Excluded from the Ontario National Class are (i) the Defendants; (ii) James Kinney

(Finance Chief for Nortel's Wireless Networks Division, Richardson, Texas), Ken Taylor (Vice
President for Nortel's Enterprise Networks Division, Raleigh, North Carolina), Craig Johnson
(Finance Director for Nortel's Wireline Networks Division, Richardson, Texas), Doug Hamilton
(Finance Director for Nortel's Optical Networks Group, Montreal, Quebec), Michel Gasnier

(Vice President of Finance for Europe), Robert Ferguson (Vice President of Finance for China),
and William Bowrey (Controller for Asia); (iii) members of the immediate family of each of the

Individual Defendants and/or any of the individuals referenced above; (iv) any entity in which
any Defendant and/or any of the individuals referenced above has a controlling interest; (v) any
parent, subsidiary or affiliate of Nortel; (vi) any person who was an officer or director of Nortel
or any of its subsidiaries or affiliates during the Class Period; and (vii) the legal representatives,
heirs, predecessors, successors or assigns of any of the excluded persons or entities. Also
excluded from the Ontario National Class are any putative members of the Ontario National
Class who exclude themselves by timely filing a request for exclusion in accordance with the
requirements set forth in the Notice.

Lerners

(ww)

"Ontario National Class Counsel" means Rochon Geneva LLP and

(xx)

"Opt-out Threshold" has the meaning set forth in B 23 and in the

LLP.

Supplemental Agreement.
(yy)

"Order for Notice and Hearing" means the proposed order preliminarily

approving the Settlement and directing notice thereof to the Class substantially in the form
attached

hereto

as Exhibit

(zz)

A.

"Plaintiffs' Counsel" means Plaintiffs' Lead Counsel, Canadian Class

Counsel, and any other counsel representing Class Members.
(aaa)
2 to Exhibit

"Proof of Claim" means the form substantially

in the form attached as Tab

A hereto.

(bbb) "Publication Notice" means the summary notice of proposed Settlement
and hearing for publication substantially

(ccc)

in the form attached as Tab 3 to Exhibit A.

"Quebec A.P.E.I.Q. Action" means Association de Protection des

Epargnants ct Investisseurs du eukbec v. Co~poration Nortel Networ~cs,Superior Court of
Quebec, District of Montreal, No: 500-06-0001 26-01 7.
(ddd)

"Quebec Class" means the class to be authorized by the Superior Court of

Quebec in the Quebec Skarstedt Action, comprised of all persons and entities who, while
residing in Quebec at the time, purchased Nortel common stock or call options on Nortel
common stock or wrote (sold) put options on Nortel common stock during the period between
April 24, 2003 through April 27, 2004, inclusive. For purposes of the definition ofquebec
Class, an entity means a legal person established for a private interest, a partnership

or an

association if at all times during the 12-month period preceding February is, 2005, not more

than 50 persons bound to it by contract of employment were under its direction or control and if
it is dealing at arm's length with the representative of the Quebec Class. Excluded from the
Quebec Class are (i) defendants in the Nortel II Actions; (ii) James Kinney (Finance Chief for
Nortel's Wireless Networks Division, Richardson, Texas), Ken Taylor (Vice President for
Nortel's Enterprise Networks Division, Raleigh, North Carolina), Craig Johnson (Finance
Director for Nortel's Wireline Networks Division, Richardson, Texas), Doug Hamilton (Finance

Director for Nortel's Optical Networks Group, Montreal, Quebec), Michel Gasnier (Vice
President of Finance for Europe), Robert Ferguson (Vice President of Finance for China), and
William Bowrey (Controller for Asia); (iii) members of the immediate family of each of the
individual defendants in the Nortel II Actions and/or any of the individuals referenced above;

(iv) any entity in which any defendant in the Nortel II Actions and/or any of the individuals
referenced above has a controlling interest; (v) any parent, subsidiary or affiliate ofNortel; (vi)

any person who was an officer or director of Nortel or any of its subsidiariesor affiliates during
the Class Period; and (vii) the legal representatives, heirs, predecessors, successors or assigns of

any of the excluded persons or entities. Also excluded from the Quebec Class are any putative
members of the Quebec Class who exclude themselves by timely filing a request for exclusion in
accordance with the requirements

set forth in the Notice.

(eee)

"Quebec Class Counsel" means Trudel & Johnston.

(fff)

"Quebec Skarstedt Action" means Skarstedt v. Corporation Norlel

Networks, Superior Court ofQuebec, No: 500-06-000277-059.
(ggg) "Released Parties" means any and all of the Nortel TIDefendants, their
past or present subsidiaries, parents, principals, affiliates, general or limited partners or
partnerships, successors and predecessors, heirs, assigns, officers, directors, agents, employees,

attorneys, advisors, investment advisors, investment bankers, underwriters, insurers, co-insurers,
re-insurers, accountants, auditors, consultants, administrators, executors, trustees, personal

representatives,immediatefamilymembersand anyperson,firm,trust,partnership,corporation,
officer, director or other individual or entity in which any Nortel II Defendant has a controlling
interest or which is related to or affiliated with any of the Nortel II Defendants, and the legal

representatives,heirs, executors, administrators,trustees, successors in interest or assigns of the
Defendants.

(hhh) "Settled Claims" means any and all claims, debts, demands, rights or
causes of action, suits, matters, and issues or liabilities whatsoever (including, but not limited to,

any claims for damages, interest, attorneys' fees, expert or consulting fees, and any other costs,
expenses or liability whatsoever),whether based on United States or Canadian federal, state,
provincial, local, statutory or common law or any other law, rule or regulation, whether fixed or
contingent, accrued or unaccrued, liquidated or unliquidated, at law or in equity, matured or
unmatured, whether class or individual in nature, including both known claims and Unknown

Claims las defined herein), (i) that have been asserted in any of the Nortel II Actions against any
of the Released Parties, or (ii) that could have been asserted in any forum by the Class Members
or any of them against any of the Released Parties which arise out of or are based upon the

allegations,transactions,facts,mattersor occurrences,representationsor omissionsinvolved,set
forth, or referred to in the Nortel II Actions and which relate to the purchase ofNortel common
stock or call options on Nortel common stock or the writing (sale) of put options on Nortel
common stock during the Class Period, or (iii) any oppression or other claims under the Canada
Business Corporations Act, R.S.C. 1985, c. C-44, as amended, that arise out of or are based upon
the allegations, transactions, facts, matters or occurrences, representationsor omissions, set forth

or referred to in the Nortel II Actions.

"Settled Claims" does not mean or include claims, if any,

against the Released Parties arising under the (United States) Employee Retirement Income
Security Act of 1974, as amended, 29 U.S.C. g 1001, et seq. ("ERTSA") that are not common to
all Class Members and which ERISA claims are the subject of an action pending before the
Judicial Panel on Multidistrict Litigation, denominated In re Nortel Networks Securities and
"E~SA " Litigation, MDL Docket No. 1537. "Settled Claims" further does not include: (a) the
action in Rohac et al. v. Nortel Networks Corp. et al., Ontario Superior Court ofJustice, Court
File No. 04-CV-3268 and (b) the Derivative Application.
(iii)

"Settled Defendants' Claims" means any and all claims, rights or causes of

action or liabilities whatsoever, whether based on United States or Canadian federal, state,

provincial, local, statutory or common law or any other law, rule or regulation, including both
known claims and Unknown Claims, that have been or could have been asserted in the Nortel II

Actions or any forum by the Defendants or any of them or the successors and assigns of any of
them against any of the Lead Plaintiffs, Canadian Representative Plaintiffs, any Class Member or
their attorneys, which arise out of or relate in any way to the institution, prosecution, or
settlement of the Nortel 1I Actions (except Settled Defendants' Claims does not include all
claims, rights or causes of action or liabilities whatsoever related to the enforcement of the
Settlement, including, without limitation, any of the terms of this Stipulation or orders or
judgments issued by the Courts in connection with the Settlement, confidentiality obligations or
in respect of the Derivative Application).
Ciij)
contemplated

"Settlement" means the global settlement of the Nortel II Actions

by this Stipulation.
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(kkk)

"Settlement Amount" means (i) Two Hundred Ninety Million, One

HundredSixty-TwoThousand,Four HundredandTwenty-EightUnitedStatesDbllarsand
Forty-Eight Cents CUS$290,162,428.48)as set out in ~ 4(a) hereof; (ii) Thirteen Million Five
Hundred Thousand United States Dollars (US$13,500,000) as set out in TI4(b) hereof; (iii) SixtySix Million, Four Hundred and Ninety-Five Thousand United States Dollars (US$66,495,000) as

set out in n 4(c) hereof; (iv) the Gross Settlement Shares issued by Nortel as set out in T 4(d)
hereof; and (v) one-quarter of any actual gross recovery by Nortel referenced in ~ 4(e) hereof as a
result of the action referenced therein;

(111)

"Stipulation" means this Stipulation and Agreement of Settlement.

(mmm)'LTaxes" means (i) any and all applicable taxes, duties and similar charges

imposed by a government authority (including any estimatedtaxes, interest or penalties) arising
in any jurisdiction, if any (A) with respect to the income or gains earned by or in respect of the
Gross Cash Settlement Fund, including, without limitation, any taxes that may be imposed upon

Nortel or their counsel with respect to any income or gains earned by or in respect of the Gross
Cash Settlement Fund for any period while it is held by the Escrow Agent during which the

Gross Cash SettlementFund does not qualify as a Qualified Settlement Fund for federal or state
income tax purposes; (B) with respect to the Gross Settlement Shares, if issued to the Escrow

Agents, prior to their distributionto the Authorized Claimants or Lead Plaintiffs' Counsel; or (C)
by way of withholding as required by applicable law on any distribution by the Escrow Agent or

the Claims Administratorof any portion of the Gross SettlementFund to Authorized Claimants
and other persons entitled hereto pursuant to this Stipulation; and (ii) any and all expenses,
liabilities

and costs incurred

in connection

with the taxation

of the Gross

Settlement

Fund

(including without limitation, expenses of tax attorneys and accountants). For the purposes of

paragraph(A) hereof,taxesimposedon Nortelshallincludeamountsequivalentto taxesthat
would be payable by Nortel but for the existence of relief from taxes by virtue of loss
carryforwards or other tax attributes, determined by Nortel, acting reasonably, and accepted by
the Escrow Agent, acting reasonably.

(nnn) "Unknown Claims" means any and all Settled Claims which any of the
Lead Plaintiffs, Canadian Representative Plaintiffs or Class Members does not know or suspect
to exist in his, her or its favor at the time of the release of the Released Parties and any Settled

Defendants' Claims which any Nortel II Defendant does not know or suspect to exist in his, her
or its favor, as of the Effective Date, which if known by him, her or it might have affected his,
her or its decision(s) with respect to the Settlement. With respect to any and all Settled Claims
and Settled Defendants' Claims, the parties stipulate and agree that upon the Effective Date, the
Lead Plaintiffs, Canadian Representative Plaintiffs and the Defendants shall expressly waive,
and each Class Member shall be deemed to have waived, and by operation of the Judgments

shall have expressly waived, any and all provisions,rights and benefits conferred by any law of
any state, province or territory of the United States or Canada, or principle of common law or
otherwise, which is similar, comparable, or equivalentto Gal. Civ. Code ~ 1542, which provides:
A general release does not extend to claims which the creditor does
not know or suspect to exist in his favor at the time of executing
the release, which if known by him must have materially affected
his settlement

with

the debtor.

Lead Plaintiffs, Canadian Representative Plaintiffs and Nortel acknowledge, and Class Members
by operation of law shall be deemed to have acknowledged,that the inclusion of"Unknown
Claims" in the definition of Settled Claims and Settled Defendants'

bargained for and was a key element of the Settlement.

Claims was separately

(ooo) "U.S. Global Class" means, for the purposes of this settlement only, all
persons and entities who purchased Nortel common stock or call options on Nortel common
stock or wrote (sold) put options on Nortel common stock during the period between April 24,
2003 through April 27, 2004, inclusive, and who suffered damages thereby. Members of the
Canadian Classes who suffered damages are included within the definition of U.S. Global Class,
unless otherwise excludedby this definition. Excluded from the U.S. Global Class are (i) the
Defendants; (ii) James Kinney (Finance Chief for Nortel's Wireless Networks Division,
Richardson, Texas), Ken Taylor (Vice President for Nortel's Enterprise Networks Division,
Raleigh, North Carolina), Craig Johnson CFinanceDirector for Nortel's Wireline Networks
Division, Richardson, Texas), Doug Hamilton (Finance Director for Nortel's Optical Networks

Group, Montreal, Quebec), Michel Gasnier (Vice President of Finance for Europe), Robert

Ferguson(VicePresidentof Financefor China),and WilliamBowrey(Controllerfor Asia);(iii)
members of the immediate family of each of the Individual Defendants; (iv) any entity in which
any Defendant and/or any of the individuals referenced above has a controlling interest; (v) any
parent, subsidiaryor affiliate ofNortel; (vi) any person who was an officer or director ofNortel

or any of its subsidiariesor affiliatesduringthe ClassPeriod;and (vii)the legalrepresentatives,
heirs, predecessors,successors or assigns of any of the excluded persons or entities. Also
excluded from the U.S. Global Class are any putative members of the U.S. Global Class who

exclude themselvesby timely requesting exclusion in accordance with the requirements set forth
in the Notice.

SCOPE

2.

AND

EFFECT

OF

SETTLEMENT

The obligations incurred pursuant to this Stipulation shall be in full and final

disposition of the Nortel II U.S. Action as part of the Settlement and any and all Settled Claims
as against all Released Parties and any and all Settled Defendants'

3.

(a)

Claims.

Upon the Effective Date of the Settlement, Lead Plaintiffs, Canadian

Representative Plaintiffs las confirmed in separate agreements) and all Class Members on behalf
ofthemselves, their personal representatives, heirs, executors, administrators, trustees,
successors and assigns, with respect to each and every Settled Claim, release and forever
discharge, and are forever enjoined from prosecuting, any Settled Claims against any of the
Released Parties, and shall not institute, continue, maintain or assert, either directly or indirectly,
whether in the United States, Canada or elsewhere, on their own behalf or on behalf of any class

or any other person, any action, suit, cause of action, claim or demand against any Released
Party or any other person who may claim any form of contribution or indemnity (save for a
contractual indemnity) from any Released Party in respect of any Settled Claim or any matter
related thereto, at any time on or after the Effective Date.
(b)

Upon the Effective Date of this Settlement, defendants Nortel, John

Edward Cleghom, Robert Ellis Brown, Robert Alexander Ingram, Guylaine Saucier, and

Sherwood Hubbard Smith, Jr., on behalf of themselves, their personal representatives, heirs,
executors, administrators, trustees, successors and assigns, release and forever discharge each
and every one of the Settled Defendants'

Claims, and are forever enjoined from prosecuting

Settled Defendants' Claims against Lead Plaintiff, all Class Members and their respective
counsel.
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the

(c)

Notwithstanding the provisions ofB 3(a) hereof, in the event that any of

the Released Parties asserts against the Lead Plaintiff, any Class Member or their respective
counsel, any claim that is a Settled Defendants' Claim, then Lead Plaintiff, such Class Member
or counsel

shall be entitled

to use and assert such factual

matters

included

within

the Settled

Claims only against such Released Party in defense of such claim but not for the purposes of
asserting any claim against any Released Party.
SETTLEMENT

4.

CONSIDERATION

In consideration for the release and discharge provided for in g 3(a) hereof, Nortel

shall (i) pay or cause to be paid the Settlement Amount, as prescribed in TI4(a) - (e), hereof; and
(ii) adopt the corporate governance enhancements

(a)

as prescribed in ~ 4(f) hereof.

On June i, 2006, Nortel paid to the Escrow Agent as agent for the benefit

of the Class: Two Hundred Ninety Million, One Hundred Sixty-Two Thousand, Four Hundred
and Twenty-Eight United States Dollars and Forty-Eight Cents (U.S.$290,1 62,428.48) being an
amount computed as the sum of(i) Two Hundred Eighty-Seven Million, Five Hundred Thousand
United States Dollars (U.S.$287,500,000),

and (ii) Two Million, Six Hundred Sixty-Two

Thousand, Four Hundred and Twenty-Eight United States Dollars and Forty-Eight Cents
(US$2,662,428.48), which is an amount equal to the interest that would have been earned on the
amount in (i) above from March 23, 2006 if invested at the compounded rate for 90-day United
States Treasury securities.

(b)
benefit

of the Class

OT.S.$13,500,000)

Nortel's insurance carriers have paid to the Escrow Agent as agent for the
Thirteen

Million

(the "Insurers'

Five

Hundred

Thousand

United

States

Nortel II Cash Settlement Amount").

Dollars

(c)

Pursuant to an allocation agreement between the Lead Plaintiffs in the

Nortel II U.S. Action and the lead plaintiff in the Nortel I U.S. Action, the escrow agents in the
Nortel I Action transferred Sixty-Six Million, Four Hundred Ninety-Five Thousand United States
Dollars CUS$66,495,000), plus interest thereon from April 3, 2006 to the date of the transfer at
the same interest rate earned on the gross cash settlement fund in the Nortel I Actions, from the
gross cash settlement fund in the Nortel I Actions to the Escrow Agent.

(d)

In addition, in payment of that part of the Settlement Amount described in

part (iv) of the definition thereof, and at a time or times subsequent to the Effective Date, Nortel
will, following receipt of the written instructions referred to below (which written instructions
shall be deliverable only after the Effective Date), as promptly as possible using every
commercially reasonable effort, issue and deliver the Gross Settlement Shares in whole or in part
and from time to time (any such shares referred to herein as "Settlement Shares") as instructed in
writing by Lead Plaintiffs'
Counsel, which instructions,
distributions

Counsel, on notice to and in consultation
as relate to Authorized

with Canadian Class

Claimants, shall include proportionate

to all Authorized Claimants based on the detenninations

made by the Claims

Administratorand approved by the Class Distribution Order. Upon receipt of such instructions,
Nortel will cause its transfer agent to issue certificates

evidencing such Settlement

Shares

registered in the respective names of the Authorized Claimants (or, if acceptable to Nortel,
through "book-entry" registration of such Settlement Shares) and, to the extent applicable,
Plaintiffs' Counsel las awarded in accordance with ~ 8 hereof) and in such amounts as set forth
in such instructions,

and deliver such certificates and/or notices to such Authorized

Claimants

and Plaintiffs' Counsel, as applicable. The reasonable costs and expenses of such physical
delivery and extraordinary or expedited services, if any, of the transfer agent shall be paid out of
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the Gross Cash Settlement Fund. The Gross Settlement Shares issued and delivered by Nortel

pursuant to this Settlement shall be freely tradeable upon receipt by the Authorized Claimants
and Plaintiffs' Counsel, subject to (i) under U.S. securities laws, (A) the approvals required
under U.S. state securities or "blue sky" laws referred to in ~ 24(i)(4) hereof and (B) such
limitations on resale as may be applicable with respect to Authorized Claimants who are
"affiliates" of Nortel within the meaning of such securities laws, and (ii) such limitations on
resale as may be applicable under Canadian securities laws or as contemplated by the Exemptive
Relief.

At the time of issuance and delivery, the Gross Settlement Shares shall be listed for

trading on the New York Stock Exchange and the Toronto Stock Exchange, subject to official
notice ofissuance. Nortel shall at no cost to the Class either register the Gross Settlement Shares
or confirm that it has received the written opinion of counsel, substantially to the effect that the
issuance and delivery to the Authorized Claimants and Plaintiffs' Counsel of the Gross
Settlement Shares are exempt from registration under the (United States) Securities Act of 1933,
15 U.S.C. ~ 77c(a)(l), as amended, pursuant to Section 3(a)(10) thereunder. Nortel shall also, at
no cost to the Class, either qualify the Gross Settlement Shares pursuant to a prospectus filed
under all applicable Canadian provincial and territorial securities legislation or confirm that it
has received the written opinion of Canadian counsel substantially to the effect that the issuance

and delivery to the Authorized Claimants and Plaintiffs' Counsel of the Gross Settlement Shares
in Canada are exempt from the dealer registration and prospectus requirements of all applicable
Canadian provincial and territorial securities legislation and that the first trade in any such
province or territory of Gross Settlement
requirements

Shares shall not be subject to the prospectus

of the securities legislation of such province or territory provided that the

conditions on resale set forth in the Exemptive Relief are satisfied. Nortel understands that such

written opinions may be relied upon by Nortel's transfer agent. From the date hereof until the
date or dates Nortel issues the Gross Settlement Shares upon Lead Plaintiffs Counsel's written
instructions as aforesaid, the Gross Settlement Shares shall be appropriately adjusted to account

for any stocksplits,stockconsolidations,stockdividends,returnof capital,extraordinary
distributions, recapitalization or sale of all or substantially all of Nortel's assets or, by Nortel

using every commerciallyreasonable effort to cause a counterpartyto agree to the adjustment
contemplatedby this fl 4(d), any conversion or exchange ofNortel's outstanding shares of
common stock into other shares, securities or property resulting from an amalgamation or
merger. The Gross Settlement Shares, less any Settlement Shares awarded to Plaintiffs' Counsel

pursuant to TIs hereof(the "Net Settlement Shares"), shall be distributed to Authorized
Claimants.

(e)

In addition to the payment of those parts of the Settlement Amounts

described in ~ 4(a), (b), (c) and (d) above, Nortel will also contribute to the Gross Cash
Settlement Fund by payment to the Escrow Agent, one-quarter of the amount of any actual gross

recovery (includingthe value of any monetary benefit that Nortel might receive from the
defendantsby way of forgiveness or cancellationof any monetary debt owed by Nortel to such
defendants), excluding court-awarded attorneys' fees and expenses, if any, in the existing action

commencedby Nortel against Frank Dunn, Douglas Beatty and Michael Gollogly in the Ontario
Superior Court of Justice bearing Court File No. 05-CV-283095PD i.
(f)

Within sixty (60) days after the Effective Date, Nortel shall adopt the

corporate governance enhancements described in Appendix A of the Notice.
5.

(a)

The Gross Cash Settlement Fund shall be used to pay (i) the Notice and

Publication Notice and administration costs referred to in ~ 7 hereof, (ii) the attorneys' fee and

expense award referred to in TI8 hereof, and (iii) the remaining administrationexpenses referred
to in TI9 hereof. The balance of the Gross Cash Settlement Fund after the above payments and
payment of any Taxes las defined herein) shall be the Net Cash SettlementFund. The Net Cash
SettlementFund shall be transferred following the Effective Date by the Escrow Agentto the
Claims Administrator for distribution to Authorized Claimants as provided in ~T~10-12 hereof.
Any sums required to be held in escrow hereunder shall be held by the Escrow Agent as agent
for the Class. All funds held by the Escrow Agent shall be deemed to be in the custody of the
Courts until such time as the funds shall be distributed to Authorized Claimants or paid to the
persons paying the same pursuant to this Stipulation and/or fUrther order of the Courts. The
Escrow Agent shall invest any fUnds in excess of U.S.$ 300,000 in short term United States
Agency or Treasury Securities (or a mutual fund invested solely in such instruments), and shall
collect and reinvest all interest accrued thereon. Any fUnds held in escrow in an amount of less

than U.S.$100,000may be held in a bank account insured by the Federal Deposit Insurance
Corporation("FDIC"). The parties hereto agree that the Gross Cash SettlementFund is intended
to be a Qualified Settlement Fund within the meaning of Treasury Regulation ~ 1.468B-1, and

that the Escrow Agent as administratorof the Gross Cash SettlementFund within the meaning of
Treasury Regulation 91.468B-20k)(3),shall be responsible for filing tax returns and any other tax
reporting for or in respect of the Gross Settlement Fund and paying from the Gross Cash
Settlement Fund any Taxes owed with respect to the Gross Settlement Fund. The parties hereto
agree that the Gross Cash Settlement Fund shall be treated as a Qualified Settlement Fund from
the earliest date possible, and agree to any relation-back election required to treat the Gross Cash
Settlement Fund as a Qualified Settlement Fund from the earliest date possible. Nortel agrees to

provide promptly to the Escrow Agent the statement described in Treasury Regulation g 1.468B3(e).

(b)

All Taxes las defined herein) shall be paid out of the Gross Cash

Settlement Fund, shall be considered to be a cost of administration of the Settlement and shall be
timely paid by the Escrow Agent without prior Order of the Courts. The Gross Settlement Fund
or the Escrow Agent shall, to the extent required by law, be obligated to withhold from any
distributions

to Authorized Claimants and other persons entitled thereto pursuant to this

Stipulation any fUnds necessary to pay Taxes including the establishment of adequate reserves
for Taxes as well as any amount that may be required to be withheld under Treasury Reg.
1.468B-(1)(2) or otherwise under applicable law in respect of such distributions. Further, the
Gross Settlement Fund shall indemnify and hold harmless the Nortel II Defendants and their
counsel for Taxes (including, without limitation, taxes payable by reason of any such
indemnification

payments).
(c)

Furthermore,

to the extent (without prejudice or admission of any kind)

that the Fonds d'aide aux recours collectifs (Class Action Assistance Fund (the "Fund")) of

Quebec is entitled under Quebec law to any portion of the Gross Cash Settlement Fund and/or
the Gross Settlement Shares regarding claims by Quebec residents with respect to either of these
compensatory items, any relevant payments (whether in cash or shares) will be set aside by the
Claims Administrator on behalf of and paid over to the Fund from the amounts otherwise
allocable to such Quebec residents, it being agreed and understood that none of the Nortel II
Defendants or the Released Parties shall bear any responsibility for any such payment of cash or
shares.

(d)

None of the Nortel II Defendants, the Released Parties or their respective

counsel shall have any responsibility for or liability whatsoever with respect to (i) any act,
omission or determination of Lead Plaintiffs' Counsel, the Escrow Agent or the Claims
Administrator, or any of their respective designees or agents, in connection with the
administration of the Settlement or otherwise; (ii) the management, investment or distribution of
the Gross Cash Settlement Fund; (iii) the Plan of Allocation; (iv) the determination,
administration, calculation or payment of any claims asserted against the Gross Settlement Fund;
(v) any losses suffered by, or fluctuations in the value of, the Gross Settlement Fund; or (vi) the
payment or withholding of any Taxes, expenses and/or costs incurred in connection with the
taxation of the Gross Settlement Fund or the filing of any returns
(e)

Authorized Claimants shall provide any and all such information that the

Claims Administrator may reasonably require and is required by applicable law in respect of

Taxesand filingsand reportingsfor and in respectofTaxes, beforeany distributionsare madeto
Authorized Claimants as contemplated hereby and the Claims Administrator may, without
liability to the Authorized Claimants, delay such distributions unless and until such information
is provided in the form required by the Claims Administrator.
ADMINISTRATION

6.

The Claims Administrator

shall administer the Settlement subject to the

concurrent jurisdictions of the Courts for all members of the Canadian Classes and for all other
Class Members subject solely to thejurisdiction of the Court. To the extent reasonably
necessary to effectuate the terms of the Settlement, Nortel shall provide to the Claims
Administrator, without charge, all information from Nortel's transfer records concerning the
identity of Class Members and their transactions.

7.

(a)

The Escrow Agent, acting solely in its capacity as escrow agent, shall be

subject to the jurisdiction of the Courts.
(b)

The Escrow Agent may pay fi-om the Gross Cash Settlement Fund,

without further approval from Nortel, all reasonable costs and expenses associated with
identifying and notifying the Class Members and effecting mailing of the Notice and Proof of
Claim and publication of the Publication Notice to the Class, and the administration

of the

Settlement, including without limitation, the actual costs of printing and mailing the Notice and
Proof of Claim, publication of the Publication Notice, reimbursements to nominee owners for
forwarding the Notice and Proof of Claim to their beneficial owners, and the administrative

expenses incurred and fees charged by the Claims Administrator in connection with providing
notice and processing the submitted claims. In the event that the Settlement is terminated, as
provided for herein, notice and administration costs paid or accrued in connection with this
paragraph shall not be returned to the persons who paid the Cash Settlement Amounts.
(c)

The Escrow Agent may rely upon any notice, certificate,

instrument,

request, paper or other document reasonably believed by it to be genuine and to have been made,

sent or signed by an authorized signatory in accordance with this Stipulation, and shall not be
liable for land will be indemnified

~om the Gross Cash Settlement Fund and held harmless from

and against) any and all claims, actions, damages, costs (inciuding reasonable attorneys' fees)
and expenses claimed against or incurred by the Escrow Agent for any action taken or omitted by

it, consistent with the terms hereof and the terms of separate escrow agreements between Nortel
and the insurers and the Escrow Agent, in connection with the performance by it of its duties
pursuant to the provisions of this Stipulation or order of the Courts, except for its gross
negligence or willful misconduct. If the Escrow Agent is uncertain as to its duties hereunder, the

Escrow Agent may (i) request that Lead Plaintiffs and Canadian RepresentativePlaintiffs land,
prior to the Effective Date, Nortel) sign a document which states the action or non-action to be
taken by the Escrow Agent or (ii) commence an Interpleaderaction in a federal court in the
Southern

District

of New York and be reimbursed

out of the monies

held in the Gross Cash

Settlement Fund for its costs and expenses (including reasonable attorneys' fees). In the event
the Settlement is terminated, as provided for herein, indemnified amounts and expenses incurred
by the Escrow Agent in connection with this paragraph shall not be returned to the persons who
paid the Settlement Amounts.
ATTORNEYS'

8.

FEES

AND

EXPENSES

Lead Plaintiffs' Counsel will apply to the United States District Court for the

Southern District of New York for an award of attorneys' fees and reimbursement of expenses

payable from both the Gross Cash SettlementFund and Gross Settlement Shares. Canadian
Class Counsel will apply to their corresponding Canadian Courts for an award of their counsel
fees and reimbursement of expenses to be paid from the Gross Cash Settlement Fund and Gross
Settlement Shares. All Plaintiffs' Counsel shall further provide to their respective Courts, as part

of the motion for approval of the Settlement, all necessary information required by their
respective courts concerning the total award of attorneys' fees and reimbursement of expenses to
be payable from the Gross Cash Settlement Fund and Gross Settlement Shares. The total amount
of shares awarded as attorneys' fees and reimbursement of expenses may amount to no more
than one-third of the Gross Settlement Shares, and in fact shall be substantially

less. Such

amounts as are awarded by the United States District Court for the Southern District of New
York to Lead Plaintiffs'

Counsel

or from the Canadian

Courts to Canadian

Class Counsel

from

the Gross Cash Settlement Fund shall be payable by the Escrow Agent immediately upon award,

notwithstanding the existence of any timely filed objections thereto, or potential for appeal
therefrom, or collateral attack on the Settlement or any part thereof, subject to Plaintiffs'
Counsel's obligations to make appropriate refUnds or repayments to the Gross Cash Settlement
Fund plus accrued interest at the same rate as is earned by the Gross Cash Settlement Fund, if
and when, as a result of any appeal and/or further proceedings

on remand, or successful

collateral attack, the fee or cost award is reduced or reversed.

Such amounts as are awarded to

Plaintiffs'

Counsel by the Courts from the Gross Settlement Shares shall be payable to Plaintiffs'

Counsel at the first date on which the Effective Date has occurred and the award of attorneys'
fees

is Final.
CLASS

9.

DISTRIBUTION

ORDER/ADMINISTRATI

ON

EXPENSES

Lead Plaintiffs' Counsel and Canadian Class Counsel will apply respectively to

the United States District Court for the Southern District of New York, and with respect to the
claims of Canadian Class Members to the Canadian Courts, on notice to Nortel's Counsel, for an

order (the "Class Distribution Order") approving the Claims Administrator's administrative
determinations concerning the acceptance and rejection of the claims submitted herein, and
approving any fees and expenses not previously applied for relating to the administration of the
Settlement, including the fees and expenses of the Claims Administrator, the reasonable costs
and expenses of the physical delivery of the Gross Settlement Shares and any extraordinary or
expedited services of the transfer agent with respect to such physical delivery, and, only if the
Effective Date has occurred, directing payment of the Net Settlement Fund to Authorized
Claimants.
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DISTRIBUTION

10.

TO

AUTHORIZED

CLAIMANTS

The Claims Administrator shall determine each Authorized Claimant's pro rata

share of the Net Settlement Fund based upon each Authorized Claimant's Recognized Claim las
defined in the Plan of Allocation

11.

described in the Notice annexed hereto as Tab 1 to Exhibit A).

It is understood and agreed by the parties that the proposed Plan of Allocation,

including, but not limited to, any adjustments to any Authorized Claimant's claim set forth
herein, is not part of the Stipulation and is to be considered by the Courts separately from the

Courts' consideration of fairness, reasonableness and adequacy of the Settlement, and any order
or proceeding relating to the Plan of Allocation shall not operate to terminate or cancel the
Stipulation or affect the Finality of the Courts' Judgments approving the Stipulation and the
Settlement set forth herein, or any other orders entered pursuant to the Stipulation.
12.

Each Authorized Claimant shall be allocated a pro rata share of the Net

Settlement Fund based on his, her or its recognized claim compared to the total recognized
claims

of all Authorized

Claimants.

This is not a claims-made

settlement.

Neither

Nortel

nor its

insurers shall be entitled to receive any of the Gross Settlement Fund following the Effective
Date. The Defendants shall have no involvement
ADMINISTRATION

13.

OF

in reviewing or challenging claims.
THE

SETTLEMENT

Any Class Member who does not submit a valid Proof of Claim will not be

entitled to receive any of the proceeds from the Net Settlement Fund but will otherwise be bound
by all of the terms of this Stipulation and the Settlement, including the terms of the Judgments to

be entered in the Actions and the releases provided for herein, and will be barred fiom bringing
any action against the Released Parties concerning the Settled Claims.
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14.

The Claims Administrator shall process the Proofs of Claim and, after the

Effective Date and entry of the Class Distribution Order, Lead Plaintiffs' Counsel in conjunction
with Canadian Class Counsel shall give to Nortel the written instructions to issue and deliver the
Gross Settlement Shares in accordance with TI4(d) hereof and the Claims Administrator shall
distribute the Net Cash Settlement Fund to Authorized

Claimants, and Nortel shall cause the

transfer agent to distribute the Net Settlement Shares to Authorized Claimants. Except for
Nortel's obligation to pay or cause to be paid the Cash Settlement Amounts to the Escrow Agent

in accordancewith n 4 (a), (b) and (e) hereof, and to cooperate in the production of information
with respect to the identification of Class Members from Nortel's shareholder transfer records, as

provided herein, and to issue and deliver the Gross Settlement Shares in accordance with TI4(d)
hereof, Defendants shall have no liability, obligation or responsibility for the administration of
the Settlement

or disbursement

of the Net Settlement

Fund.

Lead Plaintiffs

Counsel

or

Canadian Class Counsel, as the case may be, shall have the right, but not the obligation, to advise

the Claims Administratorto waive what Lead Plaintiffs Counsel, or, with respect to claims of
the Canadian Class Members, Canadian Class Counsel, deem to be formal or technical defects in
any Proofs of Claim submitted in the interests of achieving substantial justice.
15.

For purposes of determining the extent, if any, to which a Class Member shall be

entitled to be treated as an Authorized Claimant, the following conditions shall apply:
(a)

Each Class Member shall be required to submit a Proof of Claim (see

attached Tab 2 to Exhibit A), supported by such documents as are designated therein, including
proof of the transactions

claimed and the losses incurred thereon or such other documents

proof as the Claims Administrator, in its discretion, may deem acceptable;

or

(b)

All Proofs of Claim must be submitted by the date specified in the Notice

unless such period is extended by Order of the United States District Court for the Southern
District of New York or, in the case of a member of Canadian Class, the applicable Canadian

Court that certified the Canadian Class. Any Class Member who fails to submit a ProofofClaim
by such date shall be forever barred from receiving any payment pursuant to the Settlement
(unless, by court Order, a later submitted Proof of Claim by such Class Member is approved),

but shall in all other respects be bound by all of the terms of this Stipulation and the Settlement,
including the terms of the Judgments to be entered in the Nortel II Actions, and the releases

provided for herein, and will be barred from bringing any action against the Released Parties
concerningthe Settled Claims. Provided that it is received before the first motion for the Class
Distribution Order is filed, a Proof of Claim shall be deemed to have been submitted when

posted, if received with a postmark indicated on the envelope and if mailed by first-classmail
and addressed in accordance with the instructions

thereon.

In all other cases, the ProofofClaim

shall be deemed to have been submitted when actually received by the Claims Administrator;

(c)

Each Proof of Claim shall be submitted to and reviewed by the Claims

Administrator, which shall determine in accordance with this Stipulation and the approved Plan
of Allocation the extent, if any, to which each claim shall be allowed, subject to review by the
Courts pursuant to subparagraph

(d)

(e) below;

Proofs of Claim that do not meet the submission requirements may be

rejected. Prior to rejection of a Proof of Claim, the Claims Administrator shall communicate

with the claimant in order to attempt to remedy the curable deficiencies in the Proof of Claim
submitted. The Claims Administrator shall notify, in a timely fashion and in writing, each
claimant whose Proof of Claim they propose to reject in whole or in part, setting forth the

reasons therefor, and shall indicate in such notice that the claimant whose claim is to be rejected
has the right to a review by the United States District Court for the Southern District of New
York or, in the case ofa member ofa Canadian Class the applicable Canadian Court that
certified the Canadian Class if the claimant so desires and complies with the requirements of
subparagraph

(e) below; and
(e)

If any claimant whose claim has been rejected in whole or in part desires

to contest such rejection, the claimant must, within twenty (20) days after the date of mailing of
the notice required in subparagraph (d) above, serve upon the Claims Administrator a notice and
statement of reasons indicating the claimant's

grounds for contesting the rejection along with any

supporting documentation, and requesting a final review thereof by the United States District
Court for the Southern District of New York or, in the case of a member of a Canadian Class the

applicable Canadian Court that certified the Canadian Class. If a dispute concerning a claim
cannot be otherwise resolved, Lead Plaintiffs'

Counsel or Canadian Class Counsel shall

thereafter present the request for review to the respective court or to such court's designee.
16.

The administrative determinations of the Claims Administrator accepting and

rejecting claims shall be presented to the United States District Court for the Southern District of
New York, and with respect to the claims of Canadian Class Members to the Canadian Courts,

on notice to Nortel's Counsel, for approval in the Class Distribution Order.
17.

Each claimant shall be deemed to have submitted to the jurisdiction

of the United

States District Court for the Southern District of New York and, in the case of members of the

Canadian Classes with respect to such claimant's claim the Canadian Court that certified the
applicable Canadian Class, and the claim will be subject to investigation and discovery under the
(United States) Federal Rules of Civil Procedure, or under applicable Canadian rules with respect

to members of the Canadian Classes, provided that such investigation and discovery shall be
limited to that claimant's status as a Class Member and the validity and amount of such
claimant's claim. No discovery shall be allowed on the merits of the Nortel II Actions or the
Settlement in connection with processing of the Proofs of Claim.
18.

Payment pursuant to the Settlement shall be deemed final and conclusive against

all Class Members. All Class Members whose claims are not approved pursuant to the Class
Distribution Order shall be barred from participating in distributions from the Net Settlement
Fund, but otherwise shall be bound by all of the terms of this Stipulation and the Settlement,
including the terms of the Judgments to be entered in the Nortel II Actions, and the releases
provided for herein, and will be barred fiom bringing any action against the Released Parties
concerning the Settled Claims.

19.

All proceedings with respect to the administration, processing and determination

of claims described by %15hereof, and the determination of all controversies relating thereto,
including disputed questions of law and fact with respect to the validity of claims, shall be
subject to thejurisdiction

of the United States District Court for the Southern District of New

York or, in the case of a Canadian Class Member, the jurisdiction of the applicable Canadian
Court

that

20.

certified

the Canadian

Class.

The Net Cash Settlement Fund shall be distributed to Authorized Claimants by the

Claims Administrator,

and the Net Settlement Shares shall be issued and distributed to

Authorized Claimants in accordance with II 4(d) hereof, only after the Effective Date and after all
Claims have been processed, and all claimants whose Claims have been rejected or disallowed,

in whole or in part, have been notified and provided the opportunity to contest with the Claims
Administrator such rejection or disallowance.

TERMS

21.

(a)

OF

ORDER

FOR

NOTICE

AND

HEARING

Promptly after this Stipulation has been fUlly executed, Lead Plaintiffs

Counsel and Nortel's Counseljointly shall apply to the United States District Court for the
Southern District of New York for entry of an Order for Notice and Hearing, substantially in the
form

annexed

hereto

(b)

as Exhibit

A.

Promptly after this Stipulation has been fUlly executed, the Canadian

Representative Plaintiffs shall apply to the respective Canadian Courts for, and Nortel shall
consent to, orders for certification

of the Nortel II Canadian Actions (for settlement purposes

only and on terms acceptable to Nortel) substantially in the form annexed hereto as Exhibits D F and for directions approving the Notice.

(c)

The mailing or publication of the Notice and Publication Notice shall not

occur until all such orders of the Courts have been obtained, and in the event that any of the

Courts require changes in the Notice or the Publication Notice, after such changes are also
approved by the other Courts.
TERMS

22.

(a)

OF ORDER

AND FINAL

JUDGMENT

If the Settlement contemplated by this Stipulation is approved by the

United States District Court for the Southern District of New York, Plaintiffs'

Lead Counsel and

Nortel's Counsel shall request that a Judgment be entered substantially in the form annexed
hereto

as Exhibit

B.

(b)

If the Settlement contemplated by this Stipulation is approved by the

Canadian Courts, Nortel's counsel and Canadian Class Counseljointly shall apply to the
respective Canadian Courts for entry of Judgments substantially in the forms annexed hereto as
Exhibits

F and G.
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SUPPLEMENTAL

23.

AGREEMENT

Simultaneously herewith, Lead Plaintiffs' Counsel, Canadian Class Counsel and

Nortel's Counsel are executing a "Supplemental Agreement" setting forth certain conditions
under which this Settlement may be terminated by Nortel if potential Class Members who
purchased in excess of a certain number of shares of Nortel Securities traded during the Class
Period exclude themselves from the Class (the "Opt-out Threshold"). Unless otherwise directed
by the Courts, the Supplemental Agreement may be filed with the Opt-out Threshold redacted.
Notwithstanding the foregoing, the Opt-out Threshold may be disclosed to the Courts for
purposes of the approval of the Settlement, as may be required by the Courts, but such disclosure
shall be carried out to the fullest extent possible in accordance with the practices of the
respective Courts so as to maintain the Opt-out Threshold as confidential. In the event ofa
termination of this Settlement pursuant to the Supplemental Agreement, this Stipulation shall
become null and void and of no fUrther force and effect, with the exception of the provisions of

T 28 which shall continue to apply. Notwithstandingthe foregoing, the Stipulation shall not
become null and void as a result of the election by Nortel to exercise its option to withdraw ~-om
the Stipulation pursuant to the Supplemental Agreement until the conditions set forth in the
Supplemental Agreement have been satisfied. The Supplemental Agreement is attached hereto
as Exhibit C, with the Opt-out Threshold redacted.
EFFECTIVE

24.
conditions

DATE

OF SETTLEMENT

WAIVER

OR TERMINATION

The "Effective Date" of Settlement shall be the date when all the following
of settlement

shall

have

occurred:

(a)

approval by the United States District Court for the Southern District of

New York of the Settlement, following notice to the Class and a hearing, as prescribed by Rule
23 of the (United States) Federal Rules of Civil Procedure;
(b)

entry by the United States District Court for the Southern District of New

York of a Judgment, substantially in the form set forth in Exhibit B annexed hereto, and the
expiration of any time for appeal or review of such Judgment, or, if any appeal is filed, after such
Judgment is upheld on appeal in all material respects and is no longer subject to review upon
appeal or review by writ of certiorari, or, in the event that the United States District Court for the
Southern District of New York enters an order and final Judgment in a form other than that
provided above ("Altemative U.S. Judgment") and none of the parties hereto elect to terminate
this Settlement, the date that such Alternative U.S. Judgment becomes Final;

(c)

approval of the Settlement by the Ontario Superior Court of Justice in the

Ontario Gallardi Action, following notice to the Ontario National Class and a hearing pursuant to
the Ontario Class Proceedings

(d)

Act, 1992;

entry by the Ontario Superior Court of Justice in the Ontario Gallardi

Action of a Judgment, substantiallyin the form set forth in Exhibit F annexed hereto, and the
expiration of any time for appeal or review of any and all of such Judgment, or, if any appeal is
filed, after any such judgment is upheld on appeal in all material respects and is no longer subject

to review upon appeal or otherwise, or, in the event that the Ontario Superior Court of Justice
enters an order and finaljudgment in a form other than that provided above ("Alternative Ontario
Judgment") and none of the parties hereto elect to terminate this Settlement pursuant to ~ 25(d)
hereof within 30 days of the Ontario Superior Court of Justice entering the Alternative Ontario
Judgment, the date that such Alternative Ontario Judgment becomes Final;

(e)

approval of the Settlement by the Superior Court of Quebec in the Quebec

Skarstedt Action, following notice to the Quebec Class and a hearing pursuant to the Quebec
Code of Civil Procedure;

(f)

entry by the Superior Court of Quebec in the Skarstedt Action of a

Judgment, substantiallyin the form set forth in Exhibit G annexed hereto, and the expirationof
any time for appeal or review of any and all of such Judgments, or, if any appeal is filed, after
any such Judgment is upheld on appeal in all material respects and is no longer subject to review

upon appeal or othenvise, or, in the event that the Superior Court of Quebec enters an order and
finaljudgment in a form other than that provided above ("Altemative Quebec Judgment") and
none of the parties hereto elect to terminate this Settlementpursuant to 1(25(d) hereof within 30
days of the Superior Court of Quebec entering an Alternative Quebec Judgment, the date that
such Alternative Quebec Judgment becomes Final;
(g)

Nortel shall have used every commercially reasonable effort to cause (1),

(2), (3) and (4) below to have been obtained and Nortel shall have received, in form and
substance satisfactory to it:

(1)

either (A) an MRRS decision document issued pursuant to
National Policy 12-201 - Mutual Reliance Review System for
Exemptive ReliefApplications, or any successor, replacement or
amending regulatory instrument ("NI 12-201") exempting the
issuance, delivery and distribution of the Gross Settlement Shares
in accordance

with the terms of the Settlement

from the dealer

registration and prospectus requirements of all applicable
Canadian provincial and territorial securities legislation, and

imposing only those limitations on resale of Gross Settlement
Shares in any Canadian province or territory that are substantially
equivalent to those set forth in subsection (3) of section 2.6 of
National Instrument 45-102 - Resale of Securities, together with

all necessary comparable exemptive relief issued by each of the
non-principal regulators las such term is defined for the purposes
ofNI 12-201) that have opted out of the system for the application
for the aforementioned

MRRS decision document (the "Exemptive

Relief'), which Exemptive Relief shall be in form and substance
satisfactory to Lead Plaintiffs Counsel acting reasonably; or (B) a
final MRRS decision document issued pursuant to National Policy
43-201 - Mutual Reliance Review System for Prospectuses and
Annual Information Forms, or any successor, replacement

or

amending regulatory instrument, ('T~I43-201") evidencing that a
receipt has been obtained for a final prospectus of Nortel relating
to the Gross Settlement Shares in each Canadian province and
territory where any Settlement Shares may be distributed, together
with all necessary receipts for such final prospectus issued by each
of the non-principal regulators las such term is defined for
purposes of NI 43-20 1) that have opted out of the Mutual Reliance
Review System for such prospectus;

(2)

(A) should it be necessary, a "no action" letter from the United
States Securities and Exchange Commission with respect to the

issuance, delivery and distribution of the Gross Settlement Shares
in accordance with the terms of the Settlement pursuant to the
exemption from registration set forth in Section 3(a)(10) under the
(United States) Securities Act of1933, 15 U.S.C. ~ 77c(a)(l), as
amended (the "Securities Act") (ifnecessary, the "No Action
Letter"); or (B) if a No Action Letter should be necessary and not
be obtained, Nortel shall register the Gross Settlement

Shares and

notice of effectiveness shall have been received confirming that
the registration statement registering the Gross Settlement
under

the Securities

Act

and

and Exchange Commission

filed

with

the United

States

Shares
Securities

had been declared effective by such

Commission;

(3)

all required approvals from the New York Stock Exchange and the
Toronto Stock Exchange with respect to the issuance, delivery and
distribution

of the Gross

Settlement

Shares

in accordance

with

the

terms of the Settlement (the "Stock Exchange Approvals"); and
(4)

all required approvals under U.S. state securities or "blue sky"

laws with respect to the issuance, delivery and distribution of the
Gross Settlement

Shares

in accordance

with the terms

of the

Settlement, including those with respect to the states of Arizona
and New York ("Blue Sky Approvals");

(h)

all conditions,ifany, of the ExemptiveRelief,the No ActionLetter,the

StockExchangeApprovalsand the Blue Sky Approvals,to the issuanceand distributionof the
Gross Settlement Shares, have been satisfied; and

(i)

expirationof the time to exercisethe terminationrightsprovidedin ~ 25

hereof.

25.

Lead Plaintiff, the Canadian RepresentativePlaintiffs and Nortel shall each have

the rightto terminatethe Settlementand therebythis Stipulationby providingwrittennoticeof
their or its election to do so ("TerminationNotice") to one another hereto within thirty (30) days

of anyof the following:(a) the UnitedStatesDistrictCourtfor the SouthernDistrictof New
Yorkdecliningto enterthe Orderfor Noticeand Hearingin any materialrespect; (b) any one of
the Canadian Courts declining to enter orders, in any material respect, in the form set forth in

ExhibitsD and E; (c) any one of the CourtsrefUsingto approvethis Settlementas set forthin
this Stipulationfor one or moreof the NortelII Actions;(d) any one of the Courtsdecliningto
enterthe correspondingJudgmentfor that courtin anymaterialrespect;(e) the date uponwhich
a Judgmentis modifiedor reversedin any materialrespectby any levelof appellatecourt;(f) the
dateuponwhichan AlternativeJudgmentis modifiedor reversedin any materialrespectby any
level of appellate court; and (g) the date upon which the settlement in the Nortel I Actions is

terminated;or (h) the conditionsset forthin T[24(i) and 24Cj)hereofnot havingbeen satisfied
priorto forty-five(45)calendardays afterthe latterof(i) entryof the last Final Judgment
contemplatedin ~ 24 hereofor (ii) entryof the last finaljudgmentin the NortelI Actions.
26.

Notwithstanding
anythingelse in this Stipulation,Nortelmay, in accordancewith

the terms set for in the SupplementalAgreement, and in its sole and unfettered discretion, elect

in writing to terminate the Settlement and this Stipulationif the Opt-out Threshold is exceeded or
as otherwise provided in the Supplemental Agreement.
27.

In the event that there is non-delivery by Nortel of any of the Net Settlement

Sharesrequiredto be deliveredhereunderin accordancewithn 4(d) hereof,then LeadPlaintiff
and the Canadian RepresentativePlaintiffs shall consult with one another and, in the event of
consensus, may apply jointly to the Courts for orders at their option either terminating this
Settlement as it applies to the Class, directing specific performance ofNortel's obligation to issue
and/or deliver such shares, or obtain such other available relief. In the event ofnon-consensus
between Lead Plaintiff and the Canadian Representative Plaintiffs, each shall apply forthwith to
their respective courts, on notice to one another, for an order either terminating this Settlement as

it applies to their class, directing specific performanceofNortel's obligation to issue and/or
deliver such shares, or obtain such other available relief. It is agreed that in the event that an
Order is obtained on such an application from one court terminating the Settlement for one class,
the Settlement

shall be terminated

for the balance

of the Class and orders

to that effect shall be

sought on consent from the remaining Courts.

28.

Except as otherwise provided herein, in the event the Settlement is terminated, the

parties to this Stipulation shall be deemed to have reverted to their respective status in the Nortel
II Actions immediately prior to the execution of this Stipulation and, except as otherwise

expressly provided, the parties shall proceed in all respects as if this Stipulation and any related
orders had not been entered. Furthermore, an amount equal to the Cash Settlement Amounts
previously paid by Nortel and/or Nortel's Insurers, as the case may be, shall be paid to Nortel
and/or Nortel's Insurers, as the case may be, including the amount transferred by the escrow
agents in the Nortel I Actions to the Escrow Agent, together with any interest or other income

earned thereon or in respect thereof, less any Taxes paid or due with respect to such income, less

any amounts required to be paid to the Escrow Agent pursuant to the relevant escrow agreement,
and less any reasonable costs of administrationand notice actually incurred and paid or payable
from the Cash SettlementAmount las described in ~ 7 hereof), less any applicable withholding
taxes.

NO

29.

ADMISSION

OF

WRONGDOING

This Stipulation, whether or not consummated,and any proceedings taken

pursuant to it:

(a)

shall not be offered or received against any of the Nortel II Defendants as

evidence of or construed as or deemed to be evidence of any presumption, concession, or

admission by any of those defendants with respect to the truth of any fact alleged by any of the
plaintiffs or the validity of any claim that has been or could have been asserted in the Nortel II
Actions or in any litigation, or the deficiency of any defense that has been or could have been
asserted in the Nortel II Actions or in any litigation, or of any liability, negligence, fault, or
wrongdoing of the Nortel II Defendants;
(b)

shall not be offered or received against the Nortel II Defendants as

evidence of a presumption,concession or admission of any fault, misrepresentationor omission
with respect to any statement or written document approved or made by any of the Nortel II
Defendants;

(c)

shall not be offered or received against the Nortel II Defendants as

evidence ofa presumption, concession or admission with respect to any liability, negligence,

fault or wrongdoing,or in any way referred to for any other reason as against any of the Nortel II
Defendants, in any other civil, criminal or administrativeaction or proceeding, other than such

proceedings as may be necessary to effectuate the provisions of this Stipulation;provided,
however, that if this Stipulation is approved by the Courts, Nortel II Defendants may refer to it to
effectuate the liability protection granted them hereunder;
(d)

shall not be construed against any of the Nortel II Defendants as an

admission or concession that the consideration to be given hereunder represents the amount
which could be or would have been recovered after trial;

(e)

shall not be construed as or received in evidence as an admission,

concession or presumption against Lead Plaintiffs, Canadian Representative Plaintiffs or any of
the Class Members that any of their claims are without merit, or that any defenses asserted by the
Defendants have any merit, or that damages recoverable under the Nortel II Actions would not
have exceeded the Gross Settlement Fund; and

(f)

shall not be construed as or received in evidence as an act of attornment to

the jurisdiction of any court by Lead Plaintiffs or Canadian RepresentativePlaintiffs by reason of
their participation or the participation of their respective counsel in proceedings taken pursuant to
the Stipulation to approve the Settlement.
MISCELLANEOUS

30.

PROVISIONS

All of the exhibits attached hereto are hereby incorporated by reference as though

fUlly set forth herein.

31.

Nortel warrants as to itselfthat, as to the payments made by or on its behalf, at the

time of such payment that it made or caused to be made pursuant to ~ 4 hereof, it was not
insolvent, nor did nor will the payment required to be made by or on behalf of it render it
insolvent, within the meaning of and/or for the purposes of the (United States) Bankruptcy Code,

including 9~ 101 and 547 thereof. This warranty is made by Nortel and not by Nortel's Counsel.

32.

If a case is commenced in respect of any portion of the Settlement Amount (or

any insurer contributing funds to the Insurers' Nortel I Cash Settlement Amount on behalf of any
Nortel II Defendant) under Title Il of the United States Code (Bankruptcy), or a trustee, receiver
or conservator is appointed under any similar law, and in the event of the entry of a final order of
a court of competent jurisdiction

determining the transfer of money to the Gross Cash Settlement

Fund or issuance of any Gross Settlement Shares or any portion thereof by or on behalf of such
defendant to be a preference, voidable transfer, fraudulent transfer or similar transaction and any
portion thereof is required to be returned, and such amount is not promptly deposited to the
Gross Cash Settlement Fund or such shares are not issued by others, then, at the election of Lead
Plaintiffs in respect of the Nortel II U.S. Action, and with respect to the Nortel II Canadian

Actions at the election of Canadian Representative Plaintiffs, the parties shall jointly apply to the
respective courts, as the case may be, to vacate and set aside the releases given and Judgments

entered in favor of the Nortel II Defendants pursuant to this Stipulation, and which releases and
Judgments shall be null and void, and the parties shall be restored to their respective positions in
the Nortel II Actions as of the date a day prior to the date of this Stipulation and any cash
amounts in the Gross Cash Settlement Fund and any Gross Settlement Shares previously issued
by Nortel shall be returned as provided in'll 28 hereof.

33.

The parties to this Stipulation intend the Settlement to be a final and complete

resolution of all disputes asserted or which could be asserted by the Class Members against the
Released Parties with respect to the Settled Claims. Accordingly, Lead Plaintiffs, Canadian
Representative Plaintiffs and Nortel agree not to assert in any forum that the Nortel II Actions
were brought by the plaintiffs or defended by defendants in those actions in bad faith or without
a reasonable basis. The parties hereto shall assert no claims of any violation of Rule 1 1 of the

Federal Rules of Civil Procedure relating to the prosecution,

defense, or settlement of the Nortel

II Actions. The parties agree that the amount paid and the other terms of the Settlement were
negotiated at arm's length in good faith by the parties, and reflect a settlement that was reached
voluntarily after consultation with experienced legal counsel.
34.

This Stipulation may not be modified or amended, nor may any of its provisions

be waived, except by a writing signed by all parties hereto or their successors-in-interest.
35.

The headings herein are used for the purpose of convenience only and are not

meant to have legal effect.
36.

The administration

and consummation

of the Settlement

as embodied

in this

Stipulation shall be under the authority of the United States District Court for the Southern
District of New York and that Court shall retain jurisdiction for the purpose of entering orders
providing for awards of attorneys' fees and expenses to Lead Plaintiff s Counsel and enforcing
the terms of this Stipulation. Notwithstanding the foregoing, the Canadian Courts shall retain
concurrent jurisdiction with respect to the administration, consummation and enforcement of the

Settlementas embodied in this Stipulationand with respect to members of the corresponding
Canadian Classes and shall retain jurisdiction for the purposes of entering orders providing for
counsel fees and expenses to Canadian Class Counsel.

37.

The waiver by one party of any breach of this Stipulation by any other party shall

not be deemed a waiver of any other prior or subsequent breach of this Stipulation.
38.

This Stipulation and its exhibits, the Supplemental Agreement, the various escrow

agreements governing the cash contributions by Nortel and its insurers toward the Settlement,
and the contemporaneous agreements with respect to Canadian Representative Plaintiffs
confirming the application of this Stipulation to the Nortel II Canadian Actions constitute the

entire agreement concerning the Settlement of the Nortel II Actions, and no representations,
warranties, or inducements have been made by any party hereto concerning this Stipulation, its
exhibits and the Supplemental Agreement other than those contained and memorialized in such
documents.

39.

This Stipulation may be executed in one or more counterparts. All executed

counterparts and each of them shall be deemed to be one and the same instrument.
40.

This Stipulation shall be binding upon, and inure to the benefit of, the successors

and assigns of the parties hereto.

41.

The construction and interpretation of this Stipulation and the Supplemental

Agreement shall be governed by the internal laws of the State of New York without regard to
conflicts of laws, except to the extent that federal law of the United States requires that federal
law governs.
42.

This Stipulation shall not be construed more strictly against one party than

another merely by virtue of the fact that it, or any part of it, may have been prepared by counsel

for one of the parties, it being recognized that it is the result ofarm's-length negotiations
between the parties and all parties have contributed substantially and materially to the
preparation ofthis Stipulation.

43.

All counsel and any other person executing this Stipulation and any of the

exhibits hereto, or any related settlement documents, warrant and represent that they have the full

authority to do so and that they have the authority to take appropriate action required or
permitted to be taken pursuant to the Stipulation to effectuate its terms.
44.

Lead Plaintiffs, Canadian Representative Plaintiffs and Nortel agree to cooperate

fUlly with one another in seeking Court approval of the Order for Notice and Hearing, the

Stipulationand the Settlement,and to promptlyagree upon and executeall such other
documentationas may be reasonablyrequiredto obtain fmal approvalby the Courts of the
Settlement.

DATED:

~J~-e,2006
BERNSTEIN

LITOWITZ

GROSSMANN

BERGER

LLP

Max W~ Berger ~LB-~J)IO)
John P. Coffey (JC-3832)

Jeffrey N. Leibell (JL-1356)
1285 Avenue ofthe

Americas

NewYork,NewYork

10019

Telephone: (212) 554-1400
Facsimile:
Lead

(212) 554-1444

Plaintiffs'

SHEARMAN

Connsel

& STERLING

LLP

By:

Stuart J. Baskin (SB-9936)
Tai H. Park (TP-2607)
Marc D. Ashley (MA-8896)
599 Lexington Avenue
New York, New York 10022-6069

Telephone~ (212) 848-4000
Facsimile:
Nortel's

(212) 848-7179

Counsel

&

Stipulation and the Settlement, and to promptly agree upon and execute all such other
documentation as may be reasonably required to obtain final approval by the Courts of the
Settlement.

DATED: ~KoZD

,2006
BERNSTEIN

LITOWITZ

GROSSMANN

BERGER

LLP

By:

Max W. Berger (MB-5010)
John P. Coffey (JC-3832)
Jeffrey N. Leibell (JL-1356)
1285

Avenue

ofthe

Americas

New York, New York 10019
Telephone: (212) 554-1400

Facsimile: (212) 554-1444
Lead

Plaintiffs'

SHEARMAN

Counsel

& STERLING

LLP

By:Sf~vfJ-~it~
Stuart J. Baskin (SB-9936)
Tai H. Park (TP-2607)
Marc D. Ashley (MA-8896)
599 Lexington Avenue
New York, New York

10022-6069

Telephone: (212) 848-4000
Facsimile: (212) 848-7179
Nortel's
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Counsel

&

