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NORTEL NETWORKS UK PENSION PLAN

TRUSTEE BOARD AND COMMITTEES

Nortel Networks UK Pension Trust Limited acts as Trustee of the Nortel Networks UK Pension Plan

Trustee W.K. Gardener (Chairman) Independent

Board BESTrustees plc Independent

Directors L. Abraham (Mrs) Member Nominated
O.L. D'Mello Employer Nominated (to 31.08.2003)
L. Evans (Mrs) Member Nominated
K. Foster (Mrs.) Employer Nominated (from 01.03.2002)
J.W. Hern Member Nominated (from 01.12.2002)
I.J. Morgan Employer Nominated (from 01.03.2002)
S.K. Thomson (Dr) Employer Nominated (from 26.04.2002)
J.B. McDermott Member Nominated (to 30.11.2002)
M. Pahapill (Mrs) Employer Nominated (from 01.09.2003)

Secretary D. Geneen (Mrs)

Investments Committee

W.K. Gardener Chairman

L. Abraham (Mrs)

O.L. D'Mello (to 31.08.2003)
BESTrustees plc

M. Pahapill (Mrs) (from 01.09.2003)
D. Geneen (Mrs) Secretary

In addition, the following Company Executive is invited to attend meetings:
G. Pugh Controller, Europe Nortel Networks UK Ltd.
Committee of Management
Directors, Nortel Networks UK Pension Trust Limited
I.J. Morgan Chairman
L. Abraham (Mrs)
BESTrustees plc
L. Evans (Mrs)

Company Representatives

G. Staunton
J. Kirtland (to 30.06.2002)
H. Mehta (from 01.07.2002)
Elected from Consultative Committee
W.A. Gunn (to 13.06.2002)
A. Briggs (from 28.06.2002 to 10.12.2002)
M. Wilson (Miss) (from 11.12.2002)
Secretary N. Bowles (Mrs) (to 31.12.2002)
D. Frame (from 07.01.2003)

Discretions Committee (Replaced Ill Health Sub Committee December 2002)
L. Evans (Mrs)
BESTrustees plc
G. Staunton

Secretary D. Frame (from 07.01.2003)
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PROFESSIONAL ADVISERS

Plan Actuary R.P. Jessett of
Watson Wyatt

Auditors Grant Thornton
Solicitors Freshfields
Lovells
Investment Consultant D.C. Macpherson (to 30.11.2002)

Mercer Investment Consulting (from 01.12.2002)

Investment Managers Bank of Ireland Asset Management (UK) Limited
Barclays Global Investors Limited
Goldman Sachs Asset Management International
Henderson Investors Limited
Schroder Investment Management (UK) Limited
Fidelity Investments (from 07.06.2002)

Global Custodian State Street Bank & Trust Company

Bankers HSBC plc
Bank of Scotland

Third Party Administrator H.S. Administrative Services Ltd.
for DC Plan Aegon House

Daresbury Park

Daresbury

Warrington WA4 4HS

Pensions Department Nortel Networks UK Pension Trust Limited
Address for Enquiries, Pensions Department
Trustee and Registered Office Metropolitan House

Darkes Lane

Potters Bar

Herts. EN6 1AG

Telephone : ESN: 783-1818

External: 01707-621818

Fax: 01707-621899

Website: www.nortelpensions.com
UK Pensions Manager and D. Geneen (Mrs) LLB, APMI

Secretary to the Trustee

E PMI Trustee Certificate
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BIOGRAPHIES OF THE DIRECTORS OF

NORTEL NETWORKS UK PENSION TRUST LIMITED

W. KENNETH GARDENER: 76

Chairman

Ls

LAILA ABRAHAM:
Plan Member

Ls

BESTrustees plc (represented

by Clive M. Gilchrist

Ls

LORRAINE EVANS:
Plan Member

Ls

53)

54

1955-1975 A number of senior appointments with ICI PLC.
1975-1984. Finance Director Dunlop Holdings PLC. 1985-1992
Vice President Mergers & Acquisitions, Northern Telecom
Europe (formerly STC PLC). Deputy Chairman Biwater Limited
and Chairman of Bournemouth & West Hampshire Water
Company 1986-1999. ICL Director 1991-1998. Currently
Director of HSBC Investment Bank plc, Corporate Finance and
Advisory. Member of the Hundred Group. Led a Working Party
of the Hundred Group to report on Pension Fund Management
representing £100bn of funds. Chairman of Telemetrix Pension
Fund Trustees. Independent Chairman of Nortel Networks UK
Pension Trust Limited since 1987.  Authorised Financial
Services Authority Representative. Holder of Trustee Certificate
of Essential Pensions Knowledge.

Finance Prime, Nortel Technology with 21 years service.
Member of the Association of MBA's and Chartered Institute of
Marketing.  Independent Director of Berecroft Community
Housing Ltd., and Non-Executive Director of the Essex N.H.S.
Trust. Director of Nortel Networks UK Pension Trust Limited
since January 1995 and a member of the Investments
Committee. Holder of Trustee Certificate of Essential Pensions
Knowledge.

BESTrustees plc acts as a professional independent trustee to a
wide range of pension schemes. Clive Gilchrist is managing
director of BESTrustees plc. He has almost 30 years'
experience of the pensions and investment industries including
ten years at PosTel (Managers of the BT and Post Office
pension schemes). He has been Vice President of the National
Association of Pension Funds following his Chairmanship of its
Investment Council, and has served on a number of City and
Industry bodies. He has recently retired as Chairman of the
Pension Committee of The Association of Corporate Trustees
and a Member of its Council. Director of Nortel Networks UK
Pension Trust Limited since July 1995.

Retired after 27.5 years' dedicated service to the Company at
Paignton. First elected to the Consultative and Management
Committees in 1994 and appointed a Director and Trustee in
November 2000. Developed and actively promoted employees'
awareness of pensions through personal consultations,
publication of articles and various communiqués. Keeps up to
date on pension legislation, corporate activities and investment
strategies in diverse industries to enhance her understanding of
business in general, implications for pensions and consequent
impact on individuals. Holder of Trustee Certificate of Essential
Pensions Knowledge.
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BIOGRAPHIES OF THE DIRECTORS OF

NORTEL NETWORKS UK PENSION TRUST LIMITED

J. WILLIAM HERN:
Plan Member

OSWALD D’'MELLO:

IAIN J. MORGAN:
Plan Member

KATHY FOSTER:
Plan Member

S. KATE THOMSON:

Plan Member

33

59

56

47

39

Joined the Company in 1992 when it was known as Bell
Northern Research. Has worked in a wide range of R & D
projects both in the UK and also in Canada, Turkey and China.
Currently is Manager of the Centrex IP Client Manager product
that is part of the Company’'s Wireline portfolio. Holds a B.Sc
(Hons) degree in Computer Science from the University of
Edinburgh. Appointed Director of Nortel Networks UK Pension
Trust Limited since 1 December 2002.

Director of Pension Funds North America. Employed by Nortel
Networks Corporation since 1981. Has held various positions
within Nortel, current position held since 1987. Administrator of
the Canadian & US Pension Plans. Member of the Pension
Investment Association of Canada. Appointed Director of Nortel
Networks UK Pension Trust Limited since 25 November 1998.
Retired 31.08.2003

Managing Director of Nortel Networks International Finance and
Holdings BV and also Vice President of Nortel Networks with 16
years service. Has been involved with Nortel's investment in
Turkey for almost 15 years and has been a member of the Board
of Directors of Netas Northern Telectric Telekomunikasyon A.S.
for 9 years. Began his career as a lawyer in the City of London
and subsequently spent 10 years as an Investment Banker. Is a
graduate of the University of Edinburgh from which he holds an
LL.B (Hons) and of the University of Virginia from which he holds
an LL.M. Also a qualified solicitor. Appointed Director of Nortel
Networks UK Pension Trust Limited since 1 March 2002.

Director of Benefits within Nortel Networks EMEA. Joined the
Company in October 1994 and is employed in Maidenhead and
has had a wide range of Human Resources roles in Nortel
Networks, having provided HR business support for Corporate
teams and the Customer Care organisation. Prior to joining
Nortel she worked in a variety of HR roles in Chesebrough-
Pond's, Hitachi Consumer Products and, Bristol-Myers. Kathy
welcomes the opportunity to continue to widen her knowledge
and understanding of pensions recognising the importance of the
investment decisions that are made on behalf of the current
employee base, our ex-employees and pensioners. Member of
the Institute of Personnel and Development. Appointed Director
of Nortel Networks UK Pension Trust Limited since 1 March
2002.

Director of Marketing within Nortel Networks EMEA, with
responsibility for Channel and Northern European customer
marketing. Since joining Nortel Networks in 1988, has worked in
a variety of customer marketing and product management roles
across Nortel Networks carrier and enterprise portfolios. Was
also responsible for marketing for NOR.WEB, the joint venture
between Nortel Networks and United Utilities to deliver high
speed data access over low voltage power lines. Holds a
BSc(Hons) and PhD in Chemistry, from Imperial College,
University of London. Appointed Director of Nortel Networks UK
Pension Trust Limited since 26 April 2002.



NORTEL NETWORKS UK PENSION PLAN

TRUSTEE BOARD, COMMITTEES AND
PROFESSIONAL ADVISERS

REPORT OF THE TRUSTEE BOARD

The Trustee Board has pleasure in presenting the Report and Accounts of the Nortel
Networks UK Pension Plan for the year ended 5 April 2003. The Report also covers any
material changes since that date until the accounts were signed.

The Accounts have been drawn up in accordance with the Occupational Pension Schemes
(Requirement to obtain Audited Accounts and a Statement from the Auditor) Regulations
1996 and the Statement of Recommended Practice, Financial Reports of Pension Schemes
(SORP) issued by the Pensions Research Accountants Group.

The Nortel Networks UK Pension Plan provides defined pension and other benefits payable
or prospectively payable to members on their cessation of employment with the Participating
Companies, or payable to members’ dependants on death before or after retirement. The
Plan is governed by a Trust Deed and Rules, the parties to which are Nortel Networks UK
Pension Trust Limited and Nortel Networks UK Limited.

The Defined Benefit section of the Plan is a contracted-out scheme for the purposes of the
Social Security Pensions Act 1975, and a contracting-out certificate is in force to cover the
employment of members of that section of the Plan. This means that members do not
contribute to the State Earnings Related Pension Scheme and therefore pay reduced
National Insurance Contributions. The Plan is also an "exempt approved scheme" under
Chapter | of Part XIV of the Income and Corporation Taxes Act 1988, the effect of which is to
give tax relief on members’ and employers’ contributions and on the investment income and
profits of the Plan. The Trustee knows of no reason why this approval may be prejudiced or
withdrawn.

MANAGEMENT OF THE PLAN

The Nortel Networks UK Pension Plan is set up under a Trust which ensures that the assets
are kept separate from the finances of the Principal Employer and other Participating
Employers. The Pension Fund Policy Committee, a committee of the Nortel Networks Board,
gives overall direction to development of the Pension Plan benefit structure and is consulted
about investment matters in accordance with the Pensions Act 1995. The Trustee is
responsible for ensuring that the Plan is operated correctly, for the benefit of the members, in
accordance with the Trust Deed and Rules of the Plan and with applicable legislation.

DIRECTORS OF THE TRUSTEE BOARD

The names of the Directors are set out on page 1, followed by a brief biography. There are
nine Directors who are appointed and can be removed by the Principal Company. All
Directors have received a copy of the booklet "A Guide for Pension Scheme Trustees" issued
by OPRA, and training is available. The Board met 5 times in the year and 3 trustee
absences were recorded. Each Director is eligible to vote and the Memorandum & Articles of
Association permits a decision to be carried by simple majority. The Chairman has a casting
vote.
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MEMBER NOMINATED TRUSTEES

Following consultations in August 1997, contributing and retired members confirmed Nortel's
proposal to retain the "Committee of Management" procedure for appointing Member
Nominated Directors to the Trustee Board. This procedure provides for 3 member
nominated directors to be appointed, the nominees being members of the Consultative
Committee. Employees and pensioners are elected by ballot on to the Consultative
Committee by employees and pensioners respectively.

TRUSTEE’'S RESPONSIBILITIES

The accounts are the responsibility of the Trustee. Pension scheme regulations require the
Trustee to make available to Plan members, beneficiaries and certain other parties, audited
accounts for each Plan year which:

. show a true and fair view of the financial transactions of the Plan during the
Plan year and of the amount and disposition at the end of that year of the
assets and liabilities, other than liabilities to pay pensions and benefits which
fall due after the end of the Plan year, and

. contain the information specified in the Schedule to The Occupational
Pension Schemes (Requirement to obtain Audited Accounts and a Statement
from the Auditor) Regulations 1996, including a statement whether the
accounts have been prepared in accordance with the Statement of
Recommended Practice, Financial Reports of Pension Schemes.

The Trustee has supervised the preparation of the accounts and has agreed suitable
accounting policies, to be applied consistently, making any estimates and judgements on a
prudent and reasonable basis.

The Trustee is responsible under pensions legislation for ensuring that there is prepared,
maintained and from time to time revised a Schedule of Contributions showing the rates of
contributions payable towards the Plan by or on behalf of the participating employers and the
active members of the Plan and the dates on or before which such contributions are to be
paid. The second schedule was certified by the scheme actuary on 11 February 2003, see
Page 48. The Trustee is also responsible for keeping records in respect of contributions
received in respect of any active member of the Plan and for procuring that contributions are
made to the Plan in accordance with the Schedule of Contributions.

The Trustee also has a general responsibility for ensuring that adequate accounting records
are kept and for taking such steps as are reasonably open to it to safeguard the assets of the
Plan and to prevent and detect fraud and other irregularities.

The accounts have been prepared and audited in accordance with regulations made under
Section 41 (1) and (6) of the Pensions Act 1995.

INVESTMENTS COMMITTEE
Membership of the Investments Committee is shown on page 1.
This Committee was appointed to monitor and report on the performance of the Investment

Managers and makes recommendations to the Trustee. During the year, it met 4 times. On
2 occasions Mr. Morgan attended in place of Mr. D’Mello.
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COMMITTEE OF MANAGEMENT
Membership of the Committee of Management is shown on Page 1.

This Committee, appointed by the Trustee Board, comprises Directors of the Trustee Board,
an elected member of the Consultative Committee and Principal Company nominees. Under
the powers delegated to it by the Trustee Board, the Committee of Management has prime
responsibility for ensuring that the administration of the Nortel Networks UK Pension Plan is
carried out in accordance with the Trust Deed and Rules and for exercising discretion in the
payment of benefits arising from deaths, disability and for the admission of new members
under the late entry procedure. It met 5 times in the year.

TRUSTEE TRAINING

The following Trustee Directors undertook formal training during the Plan year April 2002 to
April 2003:

W .K. Gardener NAPF In depth
PMI Trustee Certificate
L.A. Abraham (Mrs) NAPF Fund Management & Performance
L. Evans (Mrs) PMI Managing Pension Schemes Seminar
Fidelity Investments Conference
NAPF In depth
PMI Trustee Certificate

K. Foster (Mrs) NAPF Trustee introduction
S. K. Thomson (Dr) NAPF Trustee introduction
J.W. Hern Mercers Basic Pensions Knowledge

PRINCIPAL AND PARTICIPATING EMPLOYERS

Principal Nortel Networks UK Limited ECON: 3039077J - Reg. No. 3937799
Company
Other Participating
Companies
Clarify Limited (UK) Contracted-in (DC) - Reg. No. 2990502

Clarify Court, London Road, Reading, Berks. RG6 1BW

Netgear Limited ECON: 3039485D Reg. No. 04363562
Atrium Court, The Ring, Bracknell, Berks. RG12 1BW
Ceased participation on 31 May 2002

Nortel Networks Optical Components Limited ECON: 3801014A - Reg. No. 2515751
Maidenhead Office Park, Westacott Way, Maidenhead, Berks. SL6 3QH
Ceased participation on 7 October 2002

Nortel Networks UK Pension Trust Limited ECON: 3039400J - Reg. No. 2091890
5" Floor, Metropolitan House, Darkes Lane, Potters Bar, Herts. EN6 1AG

Periphonics Limited Contracted-in (DC) - Reg. No. 2466031
Maidenhead Office Park, Westacott Way, Maidenhead, Berks. SL6 3QH
Ceased participation on 30 June 2003



NORTEL NETWORKS UK PENSION PLAN

PRINCIPAL AND PARTICIPATING EMPLOYERS

Other Participating
Companies

Sonoma Europe Limited Contracted-in (DC) - Reg. No. 2490002
c/o Clyde & Co. 51 Eastcheap, London EC3M 1JP
Ceased participation on 30 June 2003

Cogent Defence Systems ECON: 3039370F - Reg. No. 4191036
Meadows Road, Queensway Meadows Industrial Estate, Newport, Gwent, NP9 0SS
Ceased participation on 30 November 2002

Where a contracting-out Certificate is required the ECON has been shown. Where there is no
requirement it is because all members associated with that Participating Employer are in the DC
section which is contracted-in.

The Plan SCON is S4004664B.
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REPORT ON DEFINED BENEFITS SECTION

DEVELOPMENTS

Contributing Membership decreased in the year from 4,310 to 1,953. At the year end the
Plan retained responsibility for pension benefits for 49,848 employees, former employees
and their dependants.

An Actuarial Valuation of the Plan was undertaken as at 5 April 2002. Results were made
available to the Trustee in September for discussion. A copy of the Valuation Report was
made available on Services@Work and a copy can be obtained from the Pensions
Department upon written request. A summary of the results from the valuation was included
in the Winter 2002 edition of Newslink and provided on Services@Work. The Valuation
Report was signed off by the Actuary in December 2002.

The most recent Actuarial Statement by the Plan actuary as at 5 April 2002 is shown on Page
46.

Total value of investments and net assets fell from £1,394 million to £1,180 million in the
year. (See the investment reports for further information).

There were no Asset Allocation changes in the Plan year.
Following the disposal of several businesses, the Trustee agreed to pay a past service

reserve transfer out in respect of employees who joined the new employers’ pension
arrangement. The following payments were made during the Plan year.

. Transfer of 5 people to NCR (Paid in October 2002)
. Transfer of 5 people to CSC (Paid in November 2002)
. Transfer of 3 members to CSC (Paid March 2003)

CHANGES TO THE BENEFIT STRUCTURE

There was no change to the defined benefit structure during the Plan year.
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INVESTMENT REPORT

POLICY

The Trustee invests the Plan’s assets with the objective of having sufficient money to meet
the cost of current and future pension and related benefits payable to members and
beneficiaries of the Plan. A principal aim of the Trustee’s investment policy is to maintain the
real value of the Plan through the acquisition and, where appropriate, retention of a diverse
and overall sound range of investments. A Statement of Investment Principles required
under the Pensions Act 1995 has been established following consultation with the Principal
Company. The Statement of Investment Principles is in the process of being revised to
reflect changes during the Plan year. A copy is available on request from the Pensions
Department whose address and telephone number is shown on page 2.

The Pensions Act 1995 defines the conditions under which Pension Plans may invest in
employer-related investments, and the extent of such investments. The Trustee does not
invest in the shares of Nortel Networks Corporation, any of its subsidiaries, in property
occupied by, leased to, or otherwise owned or occupied by them. The lending of money to
any Patrticipating Company, their subsidiaries or holding companies is prohibited by the Trust
Deed and Rules.

SHARE BUY BACKS

The Inland Revenue has assessed the Plan for £412,119 being tax credits the Plan received
in Share Buy Backs in respect of 3 companies. The Trustee disputed this assessment but it
was included in the Accounts. The Inland Revenue had already confirmed that there would
be no tax liability on 2 other Share Buy Backs. In April 2003 the Trustee was provided with
an update from its Lawyers regarding recent case decisions that imply that the Inland
Revenue may not be able to impose this assessment for tax on the Plan. On 11 September
2003 the Inland Revenue notified the Trustee that its claim had been withdrawn.

MANAGEMENT

The Trustee has ultimate responsibility for investing the total assets of the Plan. It has
appointed an Investments Committee which meets regularly to review investment matters in
some detail and where appropriate to make recommendations to the full Board of Directors.
This Committee is also the forum for consultation with the Principal Company on investment
related matters. Expert advice is sought whenever appropriate.

The Trustee has delegated the day to day responsibility for investment of the Plan’s invested
assets to professional managers authorised by the Financial Services Authority, the UK’s
regulator for the finance industry under the Financial Services & Markets Act 2000. These
managers act within broad guidelines set down by the Trustee, and provide regular reports
summarising the transactions that have taken place in the period and valuations of the
portfolio of assets for which they are responsible.

The investments which make up the investment portfolio are managed by the six Investment
Managers listed on page 2. The Global Custodian who holds the assets comprising the
portfolios is also shown on page 2.

For further details regarding the Statement of Investment Principles please see page 31.

10



NORTEL NETWORKS UK PENSION PLAN

FEES

The fees paid to the Investment Managers are based on a percentage of the value of the
portfolio under management and are performance related for some managers. Fees to the
Global Custodian are based on a percentage of the value of the assets it holds and on the
transactions by the Investment Managers. Total fees paid to Investment Managers and the
Global Custodian for the year as a proportion of assets under management were 0.2%.

ASSET ALLOCATION POLICY

Purpose

Following each of the Actuarial Valuations in 1990, 1994, 1997, 2000 and 2002 the Trustee
commissioned an Asset/Liability study to assess the best strategic Investment Asset
Allocation Benchmark considering the profile of the beneficiaries and the liabilities the Plan
has to pay to those beneficiaries when due. The Trustee has consulted the Principal
Company on this Benchmark, a requirement of the Pensions Act 1995.

Changes

Following concerns with Jupiter the contract was terminated with effect from 5 April 2002. A
new UK equity manager, Fidelity, was appointed with effect from 7 June 2002 to replace
Jupiter. Transition management was undertaken by Barclays Global Investors.

The Asset Liability Study conducted in early 2003 with Mercer Investment Consulting, the
Trustee’s Investment Consultant, made some key recommendations. The Plan membership
profile has changed significantly over the past two years and the vast majority of members
now receive a pension or have left the Company’s employ and have a deferred/preserved
pension. The liabilities therefore warrant a move towards a more bond related asset
allocation policy. The Trustee is therefore reviewing requirements and recommendations this
year and to ensure a gradual transition is selling UK equities to meet pension payments.

11
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INVESTMENT REVIEW

ASSET BENCHMARK AND INVESTMENT PERFORMANCE MEASUREMENT

Recognising that the Nortel Networks UK Pension Plan is a very mature fund, ie. its liability profile is
heavily weighted towards former employees rather than current employees, and that in aggregate,
assets need to be realised to meet benefit payments, the Trustee has adopted fixed asset
proportions as a long term policy Benchmark. The investment return of the Plan’s assets is
measured against this Benchmark.

The Trustee does not wish in any way to fetter the full discretion of each Manager as regards day to
day tactical investment decisions, but requires that Managers should work within the Benchmark
proportions and ranges set out below as a long term policy.

Actual Benchmark Range
At 5 April 2003
% % %

Cash & Other Financial Investments 0.3 0 -
UK Index Linked 8.7 10 8 -12
Corporate Bonds 195 20 8 -32
Overseas Govt. Bonds 9.3 10 0 -20
UK Equities 36.9 35 31 -39
Overseas Equities 25.3 25 22% - 27Y%

100.0 100

Should any of the Investment Managers wish to move outside their appropriate ranges for a
significant period of time, they must first consult the Trustee and approval must be given in writing.

Sector Index to be Used Benchmark

UK Index Linked Gilts FTA Index Linked All Stocks 10%

Corporate Bonds Merrill Lynch Sterling Non Gilt 20% Bonds

Overseas Govt. Bonds JP Morgan Global Bonds (excl. UK) 10%

UK Equities FTA All Share 35%

Overseas Equities FTA Japan 5%
FTA Pacific (excl. Japan) 3.33% Equities
FTA Europe (excl. UK) 8.33%
FTA USA 8.34%

100%

12
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INVESTMENT MANAGERS & CUSTODY OF ASSETS

All Investment Managers are authorised by the Financial Services Authority, the UK’s
regulator for the finance industry under the Financial Services & Markets Act 2000. They are
totally independent of Nortel Networks and its subsidiaries and are generally acknowledged

as leading companies providing investment management services.

Bank of BGI Fidelity Goldman | Henderson | Schroder
Ireland Sachs Investors
as at
31.12.2002

Date Established 1966 1982 1946 1988 1934 1947
Number of Pension Fund
Clients (Equivalent briefs) 339 713 49 302 86 43

£million £million £million £million E£million £million
Total Pension Fund
Assets Under
Management 24,000 60,240 21,830 45,100 19,242 31,895
Largest Fund 1,480 11,000 1,320 6,547 1,510 1,347
Smallest Fund 1 0.1 0.1 0.1 2.4 0.3
Fund Value
5.4.03 83 496 106 59 315 105

The certificates of title to the assets are held by State Street Bank & Trust Company in the
name of State Street Nominees Ltd. a/c 5H53-5H60, depending on the investment manager
that holds the investment, with the Plan’s beneficial interest noted.

13
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INVESTMENT MANAGERS AND CUSTODY OF ASSETS

(continued)

At 5 April 2003 the top ten equity investments by market value were:

Top Ten Equity Investments Value % UK % Total
at 5 April 2003 £ Million Equities Securities

1. | Vodafone Group 14.2 7.0 1.3
2. | Glaxo SmithKline 14.1 6.9 1.2
3 | BPPLC 14.0 6.9 1.2
4. | HSBC Holdings 9.0 4.4 0.8
5. | Astrazeneca 8.9 4.4 0.8
6. | Royal Bank of Scotland Group 5.9 2.9 0.5
7. | Shell Transport & Trading 5.7 2.8 0.5
8. | HBOS 4.7 2.3 0.4
9. | Brit Amer Tobacco 4.6 2.3 0.4
10.| Barclays 3.9 1.9 0.3

85.0 41.8 7.4

If you require further information about the Plan’'s investments, please contact the Pensions

Department whose address and telephone number is shown on page 2.

At 5 April 2003, there were no holdings in which the Pension Plan had a disclosable interest under
Section 134 of the Companies Act 1989 — i.e. more than 3% of the issued share capital of the

company.

INVESTMENT REPORT

The bond, equity and unit holdings are divided between the Investment Managers listed on page 2.

Portfolio Portfolio
Value Value
at 5 April 2003 | at 5 April 2002
£ Million £ Million
Barclays Global Investors Ltd. (Passive) 495.7 583.8
Henderson Investors Ltd. (Fixed Interest) 296.4 290.3
Schroder Investment Management (UK) Ltd. (UK Equities) 100.3 143.2
Fidelity Pensions Management (UK Equities) 103.5 138.2
Bank of Ireland Asset Management (UK) Ltd. (Overseas Equities) 81.5 110.3
Goldman Sachs Asset Management International (Overseas Equities) 58.1 83.6
TOTAL 1,1355 * 1,349.4 *

14
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INVESTMENT PERFORMANCE

The Trustee retains the WM Company to measure and compare the performance of the
invested portfolio against those of approximately ¢.1000 other Pension Funds, representing
assets of £343 billion at the end of 2002, which is circa 70% of all UK pension fund assets.
The WM survey measures performance on a calendar year basis.

Calendar year Annualised Annualised Annualised
ended on Return ended Return ended Return ended
31 December on 31 on 31 on 31
2002 December December December
2002 2002 2002
1 Year 3 Years 5 Years 10 Years
% % % %
Plan Return -11.0% -6.0% 2.6% 8.1%
Benchmark -11.8% -7.1% 2.4% 8.0%
Returns
WM 2000 -16.6% -9.7% 0.3% 6.8%
Ex Property
Return
WM All Funds -15.2% -9.1% 0.8% 7.1%
Universe (Ex
Property) Return
Performance Top 11% Top 11% Top 10% Top 14%
Ranking against
WM Universe

When compared with the WM universe of funds it is pleasing to report that in each of
the performance years over 1 year, 3 years, 5 years and 10 years the Nortel Networks
Plan was in the top 10%-15% of Pension Plan performance.

15
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INDIVIDUAL INVESTMENT MANAGER REPORTS

Bank of Ireland Asset Management (UK) Ltd. (International Equities)

Equity Background

Stock markets fell sharply over the year as weaker-than-expected economic and corporate
data, a succession of high profile bankruptcies, the build up to military conflict with Iraq and a
surging oil price all contributed to market weakness and volatility.

At the start of the period, corporate accounting scandals were never far from the headlines.
The collapse of WorldCom and other high profile corporations led investors to question the
integrity of corporate financial data, adding to concerns about high valuations.

The volatile global geopolitical backdrop also impacted markets. The stand-off between the
US and Iraq persisted through the second half of the year and this remained a significant risk
to global economic and equity market recovery.

The downturn in stock markets was felt across sectors. While technology and media
companies suffered further weakness due to continuing weak demand and high levels of
debt, more traditional defensive areas such as financials and pharmaceuticals had their own
problems to contend with. The threat to patent protection, a more stringent drug approval
process and weak product pipelines depressed the pharmaceutical sector. However the
insurance sector was among the worst hit by the market decline, as plunging share prices
raised concerns about the insurers’ capital adequacy ratios.

Consumer staples were among the better performing stocks over the period as investors
preferred companies that continued to demonstrate stability and predictability in earnings
growth. Towards the end of the period, a number of telecom companies also enjoyed their
strongest returns since the bursting of the TMT bubble in early 2000.

Investment Activities

European equity markets were amongst the worst performing stock markets over the year. In
February, Ahold, the Dutch global food retailer announced that accounting irregularities at its
US Foodservice had resulted in it overstating its earnings by approximately $500 million. The
stock fell 86.4% as concerns grew about the company’s ability to service its debts. Ahold’s
woes hurt other key Dutch stocks with equity exposure to the retailer. One of the larger
investors in Ahold, ING, dropped 54.2%. ING was also weighed down by its insurance
operations. Elsewhere in the insurance sector Swiss Re fell 45.8%.

US equities, as measured by the S&P 500 index, fell 26.8%. US healthcare companies were
relatively strong performers however. Johnson & Johnson fell 15.7% while Pfizer and Becton
Dickinson declined 20.6% and 13.6% respectively. Johnson & Johnson leads the drug-
coated stent market — already selling into Europe and expecting to receive US regulatory
approval in April 2003. Pfizer announced the acquisition of Pharmacia in July for $54 billion
while Becton Dickinson reported stronger sales across its medical products units in the past
year.

The world’s leading tobacco company, Altria fell sharply, down 50.6%. In a climate of slowing
economic growth and rising tobacco prices, the company cuts its profit forecast in addition to
the continuing legal challenges facing the tobacco industry.

Activity during the year saw a significant reduction in TMT stocks in favour of defensive
companies with strong brand franchises. Analog Devices, Solectron, Hitachi and Sony were
amongst the technology companies sold, while we also sold out of media companies VNU
and Vivendi and telecoms equipment manufacturer Alcatel. Acquisitions included Wal-Mart,
the world’s largest retailer and leading publisher McGraw-Hill.
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INDIVIDUAL INVESTMENT MANAGER REPORTS (Continued)

Barclays Global Investors Ltd. (Passive Manager All Asset Classes)

DB Section

The world’s equity markets began the year experiencing a continuing downward trend on
fears that the world economy was not recovering as quickly as had been hoped. The US
dollar fell out of favour as the markets became impatient with waiting for high US productivity
growth to feed into higher returns for US companies. Investors’ patience began to wane, and
with concerns over the strength of the US economic recovery and the reliability of corporate
America’s accounts had a negative impact on confidence.

The bond markets continued to produce strong returns cheered up by the prospect that
interest rates now will not need to rise so quickly.

Equity markets rallied towards the end of the year with the exception of Japan, which was at
19 year lows, during the fourth quarter. The UK market benefited from the global equity
market rally and avoided recession with economic growth outstripping that of Continental
Europe. Firms issuing guidance on their earnings ‘Confession Season’ in the US had less
impact than has been experienced early in the year.

In the UK rising house prices and low borrowing rates have encouraged homeowners to re-
mortgage and release some of their windfall gains to fuel consumer spending.

At the beginning of 2003, the key driver was the Iraqgi crisis. Markets do not like uncertainty
and there was talk of both a short war or protracted one which swayed markets during the
first quarter. Both the US and UK economies which rely heavily on consumer spending for
growth began to suffer from the downturn in consumer confidence. Profits were still under
pressure and US firms were still issuing profit warnings. The European economy remained
stagnant with economists predicting it to grow only half as quickly as the UK or US.

BGI manages a portfolio of global equities and global bonds. BGI's indexed portfolios are
designed to track the relevant market indices to a high degree of accuracy, activity within
each sector is low and therefore transaction costs are kept to a minimum.

During the year, BGI effected two changes in your mandate. Firstly, we transferred your
segregated UK equities, index linked gilts and overseas bonds into the BGI's Aquila Life
pooled index tracking funds; the Aquila Life UK Equity fund, Aquila Life All Stocks Index
Linked Gilt fund and the Aquila Life Overseas Bond Index fund. Secondly, BGI were
appointed as Rebalancing Manager to maintain the asset allocation of the Total Fund in line
with the strategic benchmark.

Trading activity focuses on maintaining your asset allocation at its neutral benchmark
position, this involves disinvesting from the most overweight asset classes and investing in
underweight asset classes.

DC Section

There were no changes to the investment arrangements for the defined contribution section.
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INDIVIDUAL INVESTMENT MANAGER REPORTS (Continued)

Fidelity Pensions Manager (UK Equities)

Fidelity assumed responsibility for the management of a UK equity portfolio for the Nortel
Networks UK Pension Plan on 30 June 2002. In building the portfolio, an emphasis is placed
on choosing holdings on a stock-by-stock basis following in-depth company research.
Sector weightings are a by-product of the investment process.

Most stock exchanges declined over the year in often volatile trading. The biggest declines
took place between May and July, when serious accounting scandals in the US undermined
investors’ faith in reported company results. During the second half of the period under
review, the growing inevitability of a war in Iraq and increasing indications of deteriorating
economic conditions in many countries undermined investor sentiment. The US Federal
Reserve cut its benchmark Fed Funds rate from 1.75% to 1.25% in November, the European
Central Bank reduced its key repo rate to 2.75% in December, then to 2.50% in March, and
the Bank of England trimmed its base rate from 4.00% to 3.75% in February. These steps
were taken to try and stimulate economic growth as business and consumer sentiment
worsened. Disappointing company announcements often met with a severe reaction, as
investors reduced earnings forecasts.

Over that time, the performance of the portfolio has been broadly in line with the benchmark.
Among the key contributors to the portfolio, not holding BAE Systems proved particularly
beneficial, as its stock did especially badly. Meanwhile, holding shares in Six Continents was
also very helpful. Its stocks rallied after news of its impending split into two separate
companies highlighted the potential value to be released by the breakup. In addition, the
portfolio benefited from its overweight position in Unilever, whose results demonstrated the
success of its ongoing restructuring programme. The holding in Prudential, however,
detracted from returns, because of declines in share prices across the life assurance sector.
The overweight holding in Abbey National also hurt its relative performance.

At the sector level, the portfolio’s holdings among aerospace/defence, telecommunication

services and food producing companies was the most helpful for performance. However, its
holdings in the areas of mining, life assurance and banking detracted from its returns.

Goldman Sachs Asset Management (International Equities)

The review period saw a downward decline in the global equity markets, with the MSCI World
Index down 25.7% in local currency terms (-27.4% in GBP terms). In the second quarter of
2002, the market saw investors’ increasing reluctance to distinguish quality businesses from
the rest of the market. This trend continued in the third quarter as fear, doubt and uncertainty
— the results of corporate scandals, earnings disappointments and geopolitical risk — exerted
broad downward pressure on markets. Towards the end of 2002, three key drivers lent
stability to recovering global equity markets — hope for the global economy, a more positive
outlook for core earnings and the market'’s return to a more rational valuation level. However,
in the first quarter of 2003, increasingly intense geopolitical risk and related uncertainty
further sullied a backdrop already defined by gloomy economic data releases, slowing
consumption and declining confidence. Unsurprisingly, investors paid less attention to
company-specific fundamental developments, and even to the economy, than to daily
developments in war and world politics.

While the endurance and resolution of the war have been recent key drivers of equity
markets, we believe that as long-term investors in a portfolio of businesses, we must
maintain focus on our companies’ long-term prospects. As we have done over the last 10
years, we will continue to: a) focus on owning quality companies with excellent management,
bought at attractive valuations; b) aim to distribute our risk and return potential across a
portfolio of high-quality companies, in which we have invested based on first-hand
fundamental research; and c) seek to outperform by picking stocks, rather than by taking top-
down regional or macro-economic views.
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INDIVIDUAL INVESTMENT MANAGER REPORTS (Continued)

Henderson Global Investors (Global Fixed Interest)

Economic data proved erratic through 2002. The industrial side of the global economy saw
tentative signs of a pick-up towards the end of 2002. However, the early months of 2003 saw
further weakness in economic data, due to concerns over the Iraq conflict. The UK economy
was supported by a robust consumer sector and buoyant housing market. However, poor tax
returns led to increases in PSBR estimates for 2003.

During the year, the US Federal Reserve cut interest rates to its lowest level since 1961 at
1.25%, the European Central Bank cut rates to 2.5% and the Bank of England cut rates to
3.75%.

Global bonds performed well amid global economic and political uncertainty. The J P Morgan
Global Government Bond Index rose 11.6% over the period. European government bonds
performed well, as a strong euro boosted sterling returns. The FTA Government All Stocks
Index was up by 9.5%. Concerns over inflation led to the Over 5 Years Index-linked Index
rising by 10.9% on the year.

Corporate bonds underperformed slightly, up by 9.0%. High profile failures of Enron and
WorldCom were reflected in the 5.1% return from BBB rated issues relative to a 10.6% gain
in AAA’s.

The portfolio adopted a defensive position, as global bond prices were expected to come
under pressure from signs that a synchronised global economic recovery was underway. This
strategy was reinforced, as we elected to shorten duration in the portfolio’s US bond holdings
while being underweight in Japan and overweight in Canadian and Australian bonds. An
overweight position in French index-linked bonds was favoured over index-linked gilts.

The overweight position in long-dated Euroland bonds at the expense of conventional gilts
was reduced, generating a profit, and the index-linked gilts holding was raised back to
neutral. Exposure to corporate bonds was maintained, as we remained overweight in lower-
rated and industrial issues. Activity was dominated by vigilance over A/BBB holdings, owing
to market volatility, growing risk aversion throughout the period and the credit market’s ‘zero
tolerance’ attitude to companies with negative headlines. Towards the end of the year, we
moved to overweight in the telecom and financial sectors, with a tilt away from AAA’'s. We
increased the diversification within corporate bonds by purchasing Metronet (the up-grading
of London underground), Royal Bank of Scotland and Household International following its
takeover by HSBC.
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INVESTMENT MANAGER REPORTS (Continued)

Schroder Investment (UK) Management Ltd. (UK Equities)

DB Section

Over the year equity market conditions continued to be difficult and volatility remained high.
Investors had been hoping that 2002 would see a global economic pick up. However, while
growth was evident, it was below expectations. Although the domestic economy held up
relatively well, the UK was not immune to the factors that affected the world economy.

Interest rates were cut both here and in the US, and this provided some encouragement.
However, while this boosted consumption, corporate spending stayed worryingly low.
Furthermore, cheaper loans saw consumer debt reach uncomfortably high levels.

In addition, the unwinding of the high market valuations reached during the late 1990s was
hastened by a raft of negative corporate newsflow, with earnings downgrades and a number
of high profile accounting scandals in the US and Europe undermining confidence in
company accounts. Towards the end of the year the uncertainty created by the war in Iraq
also hit sentiment.

During the period, the portfolio underperformed the FTSE All Share Index. We had
positioned the portfolio to take advantage of the opportunities that we believe existed in the
more depressed areas of the market. This strategy was rewarded in the short term as
investor sentiment continued to deteriorate. Over the longer term, however, the relative
investment performance of the portfolio has been good, delivering a return that has
exceeded the return on the FTSE All Share Index.

We continue to seek out strong businesses, with capable management teams and attractive
valuations which, by virtue of their market positions, can grow their dividends in the future. In
our view, Hanson and RAC are two examples of companies that satisfy these criteria.

Hanson is the world’s second largest aggregates company. The business is well managed
and cash generative. Today, the shares are priced at eight times earnings and offer a
dividend yield of five per cent. In the year just ended the company increased that dividend by
ten per cent. RAC, the automotive services company, grew its profits by eight per cent in
2002, as it increased the range of services that it provides its customers. The shares are
nevertheless priced at nine times earnings and again carry a dividend yield of five per cent.

The world’s stock markets are now more attractively priced than they have been for many
years and there are a number of individual companies whose share prices are discounting a
very gloomy outlook. These shares offer substantial upside as and when confidence returns
and your portfolio is positioned to benefit from this. We therefore believe that the outlook for
the portfolio is good. By carefully selecting companies that satisfy the criteria that we have
outlined above, we believe that over the coming months we will continue to add value for
your fund.

DC Section

In the UK, whilst trading conditions were challenging in most industries, more recently they
are not deteriorating further. We therefore expect that measures already taken to reduce
costs will feed through into higher profits in 2003. However, the level of corporate debt
remained an issue and capital expenditure is likely to stay subdued as companies use
excess cash to pay off borrowings. This may result in a muted recovery into 2003
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INVESTMENT MANAGER REPORTS (Continued)

Schroder Investment (UK) Management Ltd. DC Section (Continued)

At a sector level in the UK, defensives such as consumer staples have, unsurprisingly,
outperformed. We added value from holdings in Cable & Wireless and Six Continents but
this was offset by holdings such as EMI and Corus. Also avoiding some of the weaker
stocks in the financial sector such as Abbey National was beneficial but this was offset by
holdings such as Royal & Sun Alliance. New economy sectors lagged the market early on,
though they were at the forefront of a brief rally towards the end of 2002 as investors
regained some appetite for risk. However, there are signs that the consumer boom is slowing
down. While this defensive market outperformed its continental counterparts, it too has
suffered a sharp decline on concerns about the US and global economic recovery, and the
outbreak of hostilities in the Middle East. The UK Equity Fund returned -32.4% and the
FTSE All-Share returned -29.8% for the year ending 31 March 2003.

Overseas markets fell in the year to March 2003 as the speed and strength of economic
recovery from a global synchronised downturn failed to meet expectations. More recently,
the outbreak of war in Iraq and the realisation that it may not be over as quickly as originally
hoped hit sentiment, with investors worried about the effect on the oil price. The addition of
profit warnings and accounting scandals provided the recipe for another disappointing year in
equity markets. At a sector level, defensives such as consumer staples have,
unsurprisingly, outperformed. New economy sectors lagged the market early on, though they
were at the forefront of a brief rally towards the end of 2002 as investors regained some
appetite for risk.

The benchmark of the Overseas Equity Fund changed from a peer group index to a
customised global composite on 1 July 2002 and the fund is now managed on an integrated,
primarily bottom-up, methodology. We retained a somewhat pro-cyclical tilt in the portfolio
over the period, focusing on companies with genuine top line growth prospects (via market
share gainers and pricing power beneficiaries) and/or scope for margin expansion (due to
superior business models and cost cutting). The Overseas Equity Fund returned -31.1% for
the year ending 31 March 2003 against the CAPS Trustee Service Overseas Equity Median
of -30.8%
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MEMBERSHIP DETAILS

2002/03 2001/02
Contributing Members Year Total Year Total
As at 5 April 2002 4,310 8,255
ADD: New Entrants - 5
4,310 8,260
LESS: Retirements
- At Normal Pension Age - 1
- Early 212 642
- Late - -
- lll Health 10 _ 19
222 __ 662
Deferreds 2,112 2,019
Deaths In Service - 6
Refunds 23 1,263
Transfers - -
2,135 3,288
2,357 3,950
*As at 5 April 2003 1,953 4,310
Group Life Insurance Only - 4
Deferred Pensioners
As at 5 April 2002 13,361 11,598
ADD: New Deferred 2112 2019
Reinstated 150 204
15,623 13,911
LESS: Retirement 424 344
Death
Transferred out 47 20
Full Commutation 125 165
__25 21
621 550
As at 5 April 2003 15,002 13,361
EPB and Q Only 12,559
As at 5 April 2002 12,559 13,135
LESS: Retirement 33 34
Death 62 7
Transferred 9 -
Full Commutation 488 _ 535
592 576
As at 5 April 2003 11,967 12,559
Pensioners
As at 5 April 2002 15,327 14,873
ADD: New Pensioners 679 1,040
LESS: Pensioner Deaths and cessation’s 670 586
As at 5 April 2003 15,336 15,327
Dependants
As at 5 April 2002 5,500 5,459
ADD: New Dependants 382 319
LESS: Dependant Deaths and cessation’s 292 278
As at 5 April 2003 5,590 5,500

*Includes 29 Active Supplementary Members
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ADDITIONAL VOLUNTARY CONTRIBUTIONS

Members are able to enhance their pension benefits at retirement by the payment of
Additional Voluntary Contributions (AVCs). These may be applied either:

- to purchase additional pension within the normal Plan benefit structure; or

- to accumulate a Fund with Nationwide Building Society

- to accumulate a Fund with the Equitable Life Assurance Society; or

- to accumulate a Fund through Winterthur Life multi manager platform
Like normal plan contributions these receive full tax relief subject to a maximum annual
contribution to all pension arrangements of 15% of salary. Further details may be obtained
from the Secretary of the Plan.
AVC PROVIDERS:
London Life

Historically members contributed to London Life. 10 accounts are still held.

MGM Assistance

There is just one member who was part of Unitel with AVC benefits.

Nationwide Building Society

There were 121 active contributors to the Building Society as at 5 April 2003 and 330
deferred members with Building Society accounts.

Winterthur Life Assurance

The funds listed below have been made available to all active and deferred members. There
are 13 funds available to members:

Active Deferred
. Cash 7 15
. Fixed Interest 12 24
. BGI Global Equity Tracker 20 24
. BGI UK Equity Tracker 14 22
. Winterthur Life with Profits 4 8
. Deutsche Managed 10 14
. Threadneedle European 6 14
. Threadneedle Property 10 20
. Fidelity American 7 22
. Fidelity SE Asia 2 8
. Fidelity Special Situations 7 19
. Credit Suisse Fellowship Ethical 1 4
. Lifestyle 12 17

112 211

All funds are in use. There are currently 54 active and 57 deferred members. Some
members have more than one fund.
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ADDITIONAL VOLUNTARY CONTRIBUTIONS (Continued)

Equitable Life

Active Deferreds
. With Profits 104 381
. Managed Funds 2 22
. Lifestyle 15 43
. Unit Linked 26 92
147 538

All funds are in use. There are currently 524 accounts of which 7 members are no longer
contributing actively.

TRANSFER PAYMENTS

The cash equivalents paid during the year were calculated and verified in the manner
prescribed by regulations under Section 97 of the Pension Schemes Act 1993 and none were
less than the amount for which Section 94 (1) of that Act provides. With effect from 6 April
1997, cash equivalents have been subject to a Minimum Funding Requirement underpin.

The Trustee has been assisting insurance companies who have been reviewing a number of
previous transfers out from the Plan following the Securities & Investments Board (SIB)
review of insurance company advice on such transfers out, [now overseen by the Personal
Investment Authority (PIA)]. The Trustee has similarly been assisting insurance companies
with regard to the SIB review of some cases where employees opted out of the Plan in favour
of a personal pension.

The Plan has continued to accept reinstatements in respect of former members who opted
out of membership or transferred benefits out of the Plan in circumstances where the
insurance company has accepted a liability for membership. Some 15 current members and
150 deferred pensioners have had benefits reinstated following an appropriate payment from
the insurance companies concerned.

The reinstatement of membership is now intermittent as most of this exercise has been
completed. Some 20 cases remain outstanding.
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PENSION INCREASES

The Plan guarantees increases to pensions in payment and deferred pensions, other than
Guaranteed Minimum Pensions which are subject to statutory conditions. The Trustee can, with
the agreement of the Principal Company, award discretionary increases in excess of this
guaranteed amount.

In April 2003 guaranteed pension increases in accordance with Plan Rules were given to
pensioners. A pro rata payment was made for those who retired between 6 April 2002 and 5
March 2003. No discretionary increases were given but a minimum increase (where paid) was £1
per month.

Pension increases for service prior to 6 April 1997 are determined by the December RPI figures
which are published each January. Increases for post 6 April 1997 service are based on the
September RPI which is published each October.

Pensions for Pre 6 April 1997 Service Pensions for Post 6 April 1997 Service
6 April Annual RPI Increase 6 April Annual RPI Increase
Increases December Increases September
To To
December September
1992 4.0% 4.5%
1993 3.0% 2.6%
1994 2.0% 1.9%
1995 3.0% * 2.9%
1996 3.0% 3.2%
1997 2.5% 2.5%
1998 3.0% 3.6% 1998 3.6% 3.6%
1999 3.0% 2.8% 1999 3.2% 3.2%
2000 1.8% 1.8% 2000 1.1% 1.1%
2001 2.9% 2.9% 2001 3.3% 3.3%
2002 0.7% 0.7% 2002 1.7% 1.7%
2003 2.9% 2.9% 2003 1.7% 1.7%

* Plus any additional amounts necessary, (ranging from 1.2% - 11%),
to restore ¥ of the rise in the RPI since pension commenced.

Increases are not applied to the pre 6 April 1988 accrued Guaranteed Minimum Pension ("GMP")
part of the Plan pension. For post 6 April 1988 accrued service the Plan is required to pay up to
the first 3% of any increase. In 2003 the increase paid as advised by the Department of Social
Security was 1.7%. Individual pensioners may also have other elements of pension which do not
qualify for increases.
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REPORT ON DEFINED CONTRIBUTION SECTION

DEVELOPMENTS

A Defined Contribution section was added to the Plan, which was offered to all new members
from 1 July 2000. Existing members of the Defined Benefit section were offered the
opportunity to switch across to the new Defined Contribution section with effect from 1
September 2000 and each subsequent 1 July. Circa 240 expressed an interest in 2000, 32
in 2001 and 6 enquired as at 1 July 2002.

The Defined Contribution section offers Barclay Global Investors (BGI) and Schroder
Investment Management as Investment Managers with a choice of 6 Funds, 4 from BGI and
2 from Schroder. HS Administrative Services Limited (HS Admin.) was contracted to provide
administration services. The cost of administration is met from contributions paid by the
Participating Employers and members. A basic administration charge and investment
management fees are met by the members.

The Deed of Amendment, executed on 30 June 2000 incorporated the Defined Contribution
arrangements into the Trust Deed & Rules. The consolidation exercise was completed on 21
August 2003.

CHANGES TO THE BENEFIT STRUCTURE

Members do not have to contribute to the Plan. There is a core contribution by the employer
of at least 2% of pensionable salary. Members may elect up to 6% additional employer
contribution from their flex allowance to which a further 0.1% is added for each 1% elected.

The Trustee has been informed that the Company has decided to close the DC section from
30 June 2003. As a result of this decision the Trustee has also decided to wind up the DC
section in due course. All active members were informed in March. In April 2003 those
entitled to benefits as leavers were notified. Prior to winding up this section, members will be
offered the opportunity to transfer all accrued benefits to another pension arrangement.

From 1 July 2003 Nortel Networks UK Limited will offer all employees the opportunity to join
it's Group Personal Pension Plan (GPP).
INVESTMENT REPORT

During the year members chose to invest in the following funds:

Scheme investments are stated as at 5 April 2003.
Total Invested No. of accounts

£ held
B.G.l. UK equities (passive) 1,802,058 1,216
International equities (passive) 1,310,386 1,078
Bonds (passive) 749,836 591
Cash 2,327,103 2,036
Cash deposits 11,047
Schroders UK equities (active) 1,603,019 1,072
Institutional Overseas Equity Fund (active) 1,400,376 1,052
Cash deposits 3,391
9,207,216

Additional Voluntary Contributions

Most member AVCs are included in the above funds. There were 117 AVC contributors in
the Plan year. In addition there is a small holding with Winterthur Life for 2 members
amounting to £5,518.54
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MEMBERSHIP

The Defined Contribution Plan was open to all permanent employees of the Principal or

Participating Employers during the Plan year.

Contribution section of the Plan is given below.

A summary of membership for the Defined

2002/03 2001/02 2000/01
DEFINED CONTRIBUTION PLAN Year Total Year Total Year Total
Contributing Members
As at 5 April 2002 1,734 3,852
LESS: Adjustment 67
Leavers between 5.4.01 and
5.4.02 but not identified until
after 5.4.02 25 425
1,709 3,360
ADD: New entrants 162 590
1,871 3,950 4,281
LESS: Transfers to deferred 939 2,216 429
members
As at 5 April 2003 932 1,734 3,852
Deferred Members
As at 5 April 2002 2,937 429 -
ADD: Leavers between 5.4.01
and 5.4.02 but not
identified until
after 5.4.02 25 425 429
939 2,216
Transfers from active 964 2,641
members
LESS: Leavers ldentified at 5 April
2002
Retirement 19 5
Death in Service - 2
Refunds 41 39
Transfers 436 7
Leaver No Benefits _ 988 10
1,484 133
As at 5 April 2002 2,417 2,937 429
MEMBERSHIP 3,349 4,671 4,281
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OPRA REPORT RE CONTRIBUTIONS

As explained in note 2 to the accounts on page 39, certain contributions to the defined
contribution section were not paid in accordance with Plan rules and advice of the actuary
and the Schedule of Contributions.

In the light of these errors, the employer and its outsourced service providers have reviewed
the procedures and controls with a view to remedying the process to ensure that future
contributions are paid correctly.

After the year end the employer has made payment to the Plan to enable members’ accounts
to be rectified accordingly.

A report to OPRA was made on 8 November 2002 in accordance with the Trustee's duties
under the Pensions Act 1995. OPRA responded on 23 January 2003 to confirm that no
further action would be taken.

The auditors qualified their statement about contributions in respect of the matters described
above, as set out on pages 33 and 34 and in note 2 to the accounts on page 39.

In March 2003 the Auditors reviewed the revised processes and confirmed that significant

improvements had been made by the Principal Employer. However, further work was
required to ensure accuracy.
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INFORMATION TO MEMBERS

Copies of the Trust Deed and Rules are available for inspection by arrangement with the
Secretary of the Plan. Members may contact the Secretary for any further information about
their benefits in the Plan.

In addition to members, other beneficiaries, prospective members and Trade Union
representatives are entitled to inspect Plan documentation and receive a copy of the annual
report on request.

BENEFIT STATEMENTS

Members or their survivors are also entitled, on request, to an annual statement of personal
benefits accrued in the Plan, and to a statement of the transfer value available on leaving the
Plan or rights available in exchange for a specified transfer value from a previous scheme.
To avoid the need for members to make such requests, an annual benefit statement is
issued automatically to every contributing member of the Plan.

Benefit Statements have been issued annually to contributing members since 1986.

In June contributing DB Plan members were issued a Benefit Statement for the year to 5
April 2003. This illustrated the benefits they had accrued to the 5 April 2003 and also
projected the benefits that would be payable assuming they stayed in service on the same

pensionable salary until Normal Pension Date. (DC Benefit Statements were also issued in
June.)

COMMUNICATIONS

SERVICES@WORK

Services@Work and e-mail have become the main communication media for the Pensions
Department when contacting active members. All communications can be targeted where
necessary to specific members or categories of members by an e-mailed web alert. The web
alert provides a direct routing People/Benefits/Pensions to the relevant information on
Services@Work.

The extent to which members access pensions information is monitored monthly and has
proved to be very successful. For areas where computer access is not so prevalent, notices
are still provided for notice boards by Human Resources.

Topics for the Plan year have included:

. Equitable Life updates
. Results of Actuarial Valuation
. Financial Updates from Chairman regarding Funding

Deferred members receive any relevant communications by post or, where initiated by them,
via e-mail. Deferred members have also been made aware of the Plan’'s new website

www.nortelpensions.com
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NEWSLINK

Newslink is issued to all pensioners (unless declined) quarterly and provides a valuable
medium for conveying updated information. Specific updates have covered:

. Consultative Committee elections

. pension increases

. announcement of new Trustee Directors

. financial updates from Chairman of the Trustee
WEBSITE

The Pensions website www.nortelpensions.com was launched in January 2003.
Announcements were made in Newslink and included in letters that went to deferred
pensioner members in Autumn 2002.
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STATEMENT OF INVESTMENT PRINCIPLES

The Statement was reviewed in Spring 2003 and has been amended to reflect DB and DC
sections of the Plan. It will cover the implications from the Myners Report and reflect the
appointment of Fidelity on 7 June 2002. It will also reflect some of the changes implemented
as a result of the recent Asset Liability Study. The Statement of Investment Principles is
constantly under review and will be updated as further changes necessitate. The Statement
of Investment Principles is prepared in accordance with s35, Pensions Act 1995. A copy is
available on request from the Pensions Department whose address is on page 2.

MYNERS REPORT

In 2001 the Government published its Principles which effectively endorsed the Myners
Report “Institutional Investment in the UK — a review”. Since that publication the Trustee has
reviewed its practice and considered the extent to which it complies. Broadly speaking the
Nortel Networks Plan was compliant. In a few areas it was felt greater clarity or emphasis
should be given. Any action that has been taken has followed consultation with the Trustee’s
Consultants and Investment Managers and shared with the Principal Employer. Principles
that have resulted in some action by the Trustee are detailed below:

Effective decision making Action

When Trustee elects to take investment New Trustee Directors have been

decisions it must have sufficient expertise encouraged to undertake initial training. All

and appropriate training. have participated in training on risk
management. All Members are

Trustee should assess whether it has the encouraged to study for and sit the PMI

right set of skills, both individually and Trustee Certificate (see Trustee Training).

collectively.

To draw up a forward looking business plan This was introduced in December 2001 and

has been reviewed annually since.
Clear Objectives

Trustee should take account of its attitude Trustee has requested additional
to risk, specifically its willingness to accept information and risk measures from
underperformance due to market investment managers and liaises more
conditions frequently with its appointed Investment

Adviser on risk.
Explicit Mandates

Any objective, benchmarks and risk In conjunction with the asset allocation
parameters should be covered in the review, Trustee with the Investment
Investment Managers’ Agreements along Consultant will revisit benchmarks and
with risk tolerances that are coherent with consider appropriate risk criteria.

the fund’s aggregate objective

STATUTORY REGISTRATION REFERENCES

Statutory 0] Occupational Pensions Regulatory Authority (OPRA) - The Plan is
Registration registered under Reference 10092331
(ii) Data Protection Act 1998 - The Trustee is registered under
Reference 70417191 (www.dpr.gov.uk)
(iii) Contributions Agency - The Plan is contracted-out

under Reference 603534 - SCON S4004664B

(iv) Inland Revenue Pension Schemes Office - The Plan is
registered under Reference SF14/21813
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INTERNAL DISPUTES RESOLUTION PROCEDURE

A copy of the Internal Disputes Resolution Procedure is available on request from the
Pensions Department whose address is on page 2.

After contacting the Human Resources Department and/or Pensions Department, any dispute
which remains unresolved should be referred through the Internal Disputes Resolution Procedure
to the Secretary to the Committee of Management in the first instance or to OPAS. Any disputes
still unresolved following a decision by the Committee of Management may be referred to the full
Trustee Board. Should any dispute remain unresolved following a resolution of the Trustee Board,
it may be referred to OPAS and then the Pensions Ombudsman as follows:

1. Pensions Advisory Service
("OPAS")

2. Pensions Ombudsman

3. Occupational Pensions Regulatory

Authority (OPRA)

By Order of the Trustee Board

27 October 2003
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An independent voluntary organisation with local

advisers who are expert in pension matters. To

find out the name and address of your Local
OPAS adviser, ask your local Citizens Advice
Bureau (they hold an OPAS directory of
advisers), or contact OPAS Headquarters.
There is no charge for this service.

11 Belgrave Road
London SW1V 1RB
Tel: 0845-601-2923

Appointed under the Social Security Act 1990 to
deal with complaints against, and disputes with,
occupational and personal pension schemes.
He is completely independent and acts as an
impartial adjudicator. There is no charge for his
services.

11 Belgrave Road
London SW1V 1RB
Tel: 020-7834-9144

A Regulatory Body set up by Parliament to ensure
occupational pension scheme members' interests
are protected under the Pensions Act 1995 and
that schemes comply with the law.

Invicta House
Trafalgar Place

Brighton BN1 4DW
Tel: 01273-627600

Director /\/(6’\ W
Director Cﬁj ( ¢



NORTEL NETWORKS UK PENSION PLAN

REPORT OF THE INDEPENDENT AUDITORS TO THE
TRUSTEE OF THE NORTEL NETWORKS UK PENSION PLAN

We have audited the accounts on pages 35 to 45, which have been prepared on the basis of
the accounting policies set out on page 37.

RESPECTIVE RESPONSIBILITIES OF THE TRUSTEE AND AUDITORS

As described on page 6, the Plan’s Trustee is responsible for obtaining audited accounts
which comply with United Kingdom law and Accounting Standards and for making available
certain other information about the Plan in the form of an Annual Report. It is also
responsible for procuring that contributions are made to the scheme in accordance with the
Plan rules and with the recommendations of the actuary for the period from 6 April 2002 to 5
April 2003. Our responsibilities, as independent auditors, are established in the United
Kingdom by statute, the Auditing Practices Board and our profession’s ethical guidance.

We report to you our opinion as to whether the accounts show a true and fair view and
contain the information specified in the Schedule to the Occupational Pension Schemes
(Requirement to obtain Audited Accounts and a Statement from the Auditor) Regulations
1996 made under the Pensions Act 1995. We also provide a statement about contributions,
in which we report to you our opinion as to whether contributions have been paid in
accordance with the Plan rules and in accordance with the schedule of contributions certified
by the actuary. We report to you if we have not received all the information and explanations
that we require for our audit.

We read the other information contained in the Annual Report and consider the implications
for our report if we become aware of any apparent misstatements or material inconsistencies
with the accounts.

BASIS OF AUDIT OPINION AND STATEMENT ABOUT CONTRIBUTIONS

We conducted our audit in accordance with United Kingdom auditing standards issued by the
Auditing Practices Board. An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the accounts. It also includes an assessment of
the significant estimates and judgements made by or on behalf of the Trustee in the
preparation of the accounts, and of whether the accounting policies are appropriate to the
Plan’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations
which we considered necessary in order to provide us with sufficient evidence to give
reasonable assurance that the accounts are free from material misstatement, whether
caused by fraud or other irregularity or error. In forming our opinion we also evaluated the
overall adequacy of the presentation of information in the accounts.

Our work also included examination, on a test basis, of evidence relevant to the amounts of
contributions payable to the Plan and the timing of those payments in order to provide us with
reasonable assurance that contributions have been paid in accordance with:

] the schedule of contributions dated 25 May 2001 and effective 11
February 2003 prepared in accordance with section 58 of the Pensions
Act 1995 for the periods from 6 April 2002 to 10 February 2003, 11
February 2003 to 5 April 2003.
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STATEMENT ABOUT CONTRIBUTIONS UNDER THE SCHEME

Defined benefit section

Except for the under and over payments of contributions as explained in note 2 to the
accounts, in our opinion, contributions payable to the defined benefit section of the Plan
during the year ended 5 April 2003 have been paid in accordance with the Plan rules and the
Schedule of Contributions certified by the scheme actuary on 25 May 2001 and 11 February
2003 respectively for the period from 6 April 2002 to 5 April 2003.

Defined contribution section

Except for the under and over payments of contributions as explained in note 2 to the
accounts, in our opinion contributions payable to the defined contribution section of the Plan
were paid in accordance with the Plan rules and the Schedule of Contributions certified by
the scheme actuary on 25 May 2001 and 11 February 2003 respectively for the period from 6
April 2002 to 5 April 2003.

OPINION

In our opinion the accounts show a true and fair view of the financial transactions of the
scheme during the scheme year ended 5 April 2003, and of the amount and disposition at
that date of its assets and liabilities, other than liabilities to pay pensions and benefits after
the end of the scheme year, and contain the information specified in the Schedule to the
Occupational Pension Schemes (Requirement to obtain Audited Accounts and a Statement
from the Auditor) Regulations 1996 made under the Pensions Act 1995.

Grant Thornton
Chartered Accountants
Registered Auditors
London

27 October 2003

34



NORTEL NETWORKS UK PENSION PLAN

FUND ACCOUNT FOR THE YEAR ENDED 5 APRIL 2003

Note Year Ended | Year Ended
Defined Defined 05.04.03 05.04.02
Benefit Contribution TOTAL
Section Section £ 000 £ 000
CONTRIBUTIONS AND INCOME
Contributions receivable 2 48,859 4,144 53,003 35,691
Transfers-in from other schemes 3 6,195 55 6,250 11,809
55,054 4,199 59,253 47,500
BENEFITS AND OTHER PAYMENTS
Pensions and benefits payable 4 (82,538) (35) (82,573) (84,232)
Payments to and on account of leavers 5 (176) (51) (227) (2,332)
Transfers out to other schemes 6 (4,608) (1,339) (5,947) (5,507)
Administrative expenses 7 (1,311) (33) (1,344) (1,325)
(88,633) (1,458) (90,091) (93,396)
NET ADDITIONS/(WITHDRAWALS) (33,579) 2,741 (30,838) (45,896)
FROM DEALING WITH MEMBERS
INVESTMENT RETURN
Investment and other income 8 27,184 17 27,201 48,018
Change in market value of investments 9 (204,028) (1,711) (205,739) (73,593)
Change in values of currencies (1,000) - (1,000) (371)
Investment managers fees & expenses 10 (2,472) - (2,472) (3,287)
NET RETURNS ON INVESTMENTS (180,316) (1,694) (182,010) (29,233)
NET INCREASE/(DECREASE) IN (213,895) 1,047 (212,848) (75,129)
THE FUND
OPENING NET ASSETS 1,394,461 8,527 1,402,988 1,478,117
CLOSING NET ASSETS 1,180,566 9,574 1,190,140 1,402,988

The Accounting Policies and Notes on pages 37 to 45 form part of these accounts.
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NET ASSET STATEMENT AT 5 APRIL 2003

Notes 05.04.03 05.04.02
£000 £000
DEFINED BENEFIT SECTION
INVESTMENTS
Securities:
- Quoted Equities:
- UK 201,033 444,798
- Overseas 138,389 191,134
- Unit Trusts/Managed Funds 498,254 286,159
- Bonds - Index Linked (Public Quoted) 66,935 130,157
- Corporate 157,933 151,534
- QOverseas 69,843 141,197
Cash and Other financial investments 3,069 4,362
Total Securities 1,135,456 771,349,341
AVC Investments 9,037 11,959
Past Bonus Investments 36 82
Q Scheme Policy 2,923 3,901
Short-term deposits and cash 12,576 153661
Current Assets and Liabilities 11 20,538 13,517
DEFINED CONTRIBUTION SECTION
INVESTMENTS
Managed Funds 9,193 8045
Cash 394 503
Current Assets and Liabilities 11 (13) (21)
NET ASSETS of the PLAN 1,190,140 1,402,988

Income and investment assets attributable to the defined benefit section are separately invested and
segregated from investments attributable to member's defined contribution benefits.

Approved by the Trustee on 27 October 2003

For Nortel Networks UK Pension Trust Limited

/\/K@O&ML)/

oGt

Fon. BES RS T6D L

Directors

The Accounting Policies and Notes on pages 37 to 45 form part of these accounts.
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NOTES TO THE ACCOUNTS

1. Accounting Policies
The accounts have been prepared in accordance with the Occupational Pension
Schemes (Requirement to obtain Audited Accounts and a Statement from the Auditor)
Regulations 1996 and the Statement of Recommended Practice (SORP), Financial
Reports of Pension Schemes.
The accounts summarise the transactions and net assets of the Plan. They do not
include the liabilities to pay pensions and other benefits in the future. The actuarial
position of the Plan, which does take account of such liabilities, is dealt with in the
statement by the actuary on page 46 of the annual report and these accounts should be
read in conjunction therewith.

The principal accounting policies of the Plan are set out below. They have remained
unchanged from the previous year.

(@ Fund account
Income and expenditure are included on the accruals basis as follows:
0] Contributions - relating to wages and salaries paid during the year.
(i)  Dividends - by reference to the ex-dividend date.

(i) Interest - to the extent that the period for which it is payable falls within the
year.

(iv) Benefits - payable for the accounting year.

(v) Transfers - Inwards - on a cash received basis
Outwards - on a cash payment basis

(b) Investments
Investments are valued at the Net Assets Statement date as follows:
0] Stocks and shares are stated at market value at the year end as follows:
Listed securities at mid market values.

(i)  Managed funds are stated at average of offer and bid price at the Plan year
end.

(iii)  Insurance Policies are stated at insurers’ valuations on actuarial advice.
(c) Foreign Currencies

Assets or liabilities denominated in currencies other than sterling have been
translated into sterling at the rates of exchange ruling at the year end.

Forward foreign exchange hedging has been effected to mitigate adverse rate of
exchange variations when settling foreign security transactions.
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Notes to the Accounts (continued)

2. Contributions Receivable

Year Ended | Year Ended

Defined Defined 05.04.03 05.04.02

Benefit Contribution TOTAL

Section Section £000 £000
Members’ normal contributions 5,849 - 5,849 10,127
Members’ AVC contributions 675 548 1,223 2,162
Company contributions - 3,441 3,441 4,894
Special Company contributions 42,190 155 42,345 18,269
Defined Benefit AV.C.’s 145 - 145 234
DSS 2% Incentive Receipts - - - 5

48,859 4,144 53,003 35,691

In the light of the surplus reported at the Actuarial Valuation, carried out at 5 April 2000, normal Company
contributions were suspended in relation to the Defined Benefit Section, which was acceptable to the
Actuary.

A non contributory defined contribution section was introduced from 1 July 2000. All new employees were
automatically admitted to membership of this section and were entitled to the core contributions from their
first day of employment unless they opted out. Additional employer contributions were available for
employees through the flexible benefits package operated by the employer.

Special Company contributions include payments by the employer to enhance retirement benefits for early

retirees, and additional benefits being acquired by Cogent employers, which were negotiated in connection
with the sale of this Company applied until 30 November 2002.
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Notes to the Accounts (continued)

2. Contributions Receivable (Continued)

Defined contribution section

A group of former employees of Cable & Wireless joined the DC section on 1 July 2001
with special terms entitling them to age-related employer contributions. However, the
Trustee was not informed of the rates that were to be applied for each individual. The
calculations of these contributions performed on behalf of the employer were inaccurate,
resulting in underpayment of contributions of £14,572 during the period 5 April 2002 to 30
November 2002. This situation was corrected by amounts paid to the Trustee by the
employer on 17 October 2002 and 17 December 2002.

During the period 6 April 2002 to 30 April 2003, contributions were paid by the employer
in respect of 7 individuals to both the defined benefit and defined contribution sections of
the Plan for the same period of employment. The members had not opted to leave the
defined benefit section and, as a result, contributions of £629 to the defined contribution
section were in excess of those required by the Schedule of Contributions.

As a result of administration errors, underpayments of employers' contributions to the
defined contribution section of the Plan other than the Cable and Wireless employees
mentioned above totalling £4,737 and affecting 53 members occurred during the period 6
April 2002 to November 2002. The DC section was closed to all members on 30 June
2003 and these errors will be corrected prior to confirming member benefits and prior to
winding up of this section of the Plan.

Defined benefit section

The following minor errors in contributions to the defined benefit section occurred during
the year:

] contributions totalling £1,193 were incorrectly paid in respect of a member
who had passed normal retirement age. The Plan Administrator refunded
this overpayment to the Company in July 2002.

" one member's contributions were over-deducted and over-paid, having a
total impact of £143, as a result of a payroll error which was rectified by
March 2003.

] members' contributions in respect of 17 members were under-deducted and
under-paid by a total of £743 as a result of a payroll delay in the application
of a revised Earnings Cap. The error was rectified in October 2002.
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Notes to the Accounts (continued)

3. Transfers in from Other Schemes

Year Ended | Year Ended
Defined Defined 05.04.03 05.04.02
Benefit Contribution TOTAL
Section Section £000 £000
Individual transfers in from other schemes 6,195 55 6,250 11,635
Bulk Transfers in - - - 174
6,195 55 6,250 11,809
4. Pensions and benefits Payable
Year Ended | Year Ended
Defined Defined 05.04.03 05.04.02
Benefit  Contribution TOTAL
Section Section £000 £000
Pensions 71,355 - 71,355 66,409
Commutations of pensions and lump sum
retirement benefits 9,868 35 9,903 16,454
Death benefits 1,315 - 1,315 1,369
82,538 35 82,573 84,232
5. Payments to and on Account of Leavers
Year Ended | Year Ended
Defined Defined 05.04.03 05.04.02
Benefit  Contribution TOTAL
Section Section £000 £000
Refunds of contributions (net) 113 40 153 1,339
Income tax on refunds 43 11 54 300
156 51 207 1,639
CEP’s 19 - 19 693
175 51 226 2,332
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Notes to the Accounts (continued)

6. Transfers out to Other Schemes

Year Ended | Year Ended
Defined Defined 05.04.03 05.04.02
Benefit  Contribution TOTAL
Section Section £000 £000
Individual transfers out to other schemes 4,037 1,339 5,376 1,184
Bulk Transfers 571 - 571 4,323
4,608 1,339 5,947 5,507
Three bulk transfers took place, one to NCR and two to CSC.
7. Administrative Expenses
Year Ended | Year Ended
Defined Defined 05.04.03 05.04.02
Benefit  Contribution TOTAL
Section Section £000 £000
Salaries and employment costs 454 - 454 431
Actuaries’ Fees 142 - 142 110
Audit Fee 73 - 73 48
- 2001 (under accrued in prior year) - - - 58
Legal Fees 44 - 44 59
Travel and Administrative Expenses 341 33 374 397
Temporary Support 14 - 14 18
Computer, Facility and Services Expenses 174 - 174 139
Other Fees 69 - 69 65
1,311 33 1,344 1,325

The increase in Salaries and employment costs is attributable to the loss of income in connection with

the recovery of costs for SIB reviews.
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Notes to the Accounts (continued)

8. Investment Income

Year Ended | Year Ended
Defined Defined 05.04.03 05.04.02
Benefit  Contribution TOTAL
Section Section £000 £000
Fixed Interest Securities 14,886 - 14,886 29,387
Equity Dividends 11,677 - 11,677 17,898
Unit Trusts 43 - 43 101
Interest on Cash Deposits 250 17 267 416
Underwriting Commission 11 - 11 2
Interest on Cash Deposits (Internally Managed) 317 - 317 214
27,184 17 27,201 48,018

The reduction of investment income attributable to the Defined Benefit Section for Fixed Interest and
Equity Dividends is due mainly to the decision by the Trustee to move a significant portion of these

investments to a Managed Fund.

Funds resulting in an increased holding of units.

9. Changes in Value of Investments

Income generated from Managed Funds is reinvested within the

Year Ended | Year Ended

Defined Defined 05.04.03 05.04.02

Benefit  Contribution TOTAL

Section Section £000 £000
Securities (202,805) (1,7112) (204,516) (72,281)
"Q" Policy at Prudential (978) - (978) (1,067)
AVC Accounts (246) - (246) (248)
Past Bonus Accounts 1 - 1 3

(204,028) (1,7112) (205,739) (73,593)
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Notes to the Accounts (continued)

10. Investment Management Fees

Year Ended | Year Ended
Defined Defined 05.04.03 05.04.02
Benefit  Contribution TOTAL
Section Section £000 £000
Administration and Management 2,291 - 2,291 3,015
Custodian Fees 181 - 181 272
2,472 - 2,472 3,287

Investment Managers’ fees are borne by the Pension Plan.

Fees are based on a sliding scale

percentage of the value of assets managed and from 1 January 1996 some investment management
fees have been calculated on a performance related basis.

During the year to 5 April 2003 Commission Recapture amounted to £15,749 of which £8,339 was offset

against the above fees. £7,410 was reinvested.

11. Current Assets and Liabilities

Year Ended | Year Ended
Defined Defined 05.04.03 05.04.02
Benefit  Contribution TOTAL
Section Section £000 £000
Current Assets
Due from Nortel Networks UK Limited 91 13 104 1,238
Other Debtors 220 - 220 284
Income Tax Recoverable 108 - 108 129
Sale Proceeds from Investments 17,798 - 17,798 8,506
Dividends Due and Interest Receivable 9,184 - 9,184 10,759
27,401 13 27,414 20,916
Current Liabilities
Due to external pension schemes a7) - a7) (15)
Benefits payable (432) - (432) (1,356)
Other creditors (1,381) (26) (1,407) (2,833)
Purchase settlements (5,033) - (5,033) (3,202)
(14)
(6,863) (26) (6,889) (7,420)
Net Current Assets/Liabilities 20,538 (13) 20,525 13,496

43




