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Management’s Discussion and Analysis

In this management’s discussion and analysis of financial
condition and results of operations (MD¢rA), we, us, our
and BCE mean BCE Inc., its subsidiaries and joint ventures.
Bell Canada is, unless otherwise indicated, referred to herein
as Bell, and is comprised of our Bell Wireline and Bell
Wireless segments. References to Bell Aliant include matters
relating to, and actions taken by, both Aliant Inc. and its affi-
liated entities prior to July 7, 2006, and Bell Aliant Regional
Communications Income Fund and its affiliated entities on
and after such date.

All amounts in this MD¢rA are in millions of Canadian
dollars, except where noted. Please refer to our glossary on
pages 112-113 for a list of defined terms.

Please refer to BCE Inc.’s audited consolidated financial
statements for the year ended December 31, 2007 when reading
this MD¢rA. In preparing this MDdrA, we have taken into
account information available to us up to March 5, 2008, the
dateof this MD¢7A, unless otherwise stated.

You will find more information about us, including BCE
Inc.’s audited consolidated financial statements for the year
ended December 31, 2007 and BCE Inc.’s annual information
form for the year ended December 31, 2007 dated March 5,
2008 (BCE 2007 AIF) and recent financial reports, on BCE
Inc.’s website at www.bce.ca, on SEDAR at www.sedar.com
and on EDGAR at www.sec.gov.

This MD&A comments on our operations, per-
formance and financial condition for the years ended
December 31, 2007, 2006 and 2005.

About Forward-Looking Statements

BCE’s 2007 annual report, including this MD&A and in
particular the sections of this MD&A entitled Strategic
Priorities and Business Outlook and Assumptions, contain
forward-looking statements concerning, among others,
BCE'’s objectives, plans, strategies, financial condition,
results of operations and business outlooks. A statement
we make is forward-looking when it uses what we know
and expect today to make a statement about the future.
Forward-looking statements may include words such
as aim, anticipate, assumption, believe, could, expect, goal,
guidance, intend, may, objective, outlook, plan, seek, should,
strategy, strive, target and will. All such forward-looking
statements are made pursuant to the ‘safe harbour’
provisions of applicable Canadian securities laws and
of the United States Private Securities Litigation Reform Act
of 1995.

Unless otherwise indicated by us, forward-looking
statements in BCE’s 2007 annual report, including
this MD&A, describe our expectations at March 5, 2008.
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Except as may be required by Canadian securities
laws, we do not undertake to update or revise any
forward-looking statement, whether as a result of new
information, future events or otherwise. Forward-looking
statements, by their very nature, are subject to numerous
risks and uncertainties and are based on several assump-
tions which give rise to the possibility that actual results
could differ materially from our expectations expressed
in or implied by such forward-looking statements and
that our objectives, strategic priorities and business
outlooks may not be achieved. As a result, we cannot
guarantee that any forward-looking statement will mate-
rialize. Forward-looking statements are provided in this
document for the purpose of allowing investors and
others to get a better understanding of our operating
environment. However, readers are cautioned that it
may not be appropriate to use such forward-looking
statements for any other purpose.

Forward-looking statements made in BCE’s 2007
annual report, including in this MD&A, are based on
a number of assumptions that we believed were reason-
able on the day we made the forward-looking state-
ments. Refer, in particular, to the sections of this MD&A
entitled Strategic Priorities and Business Outlook and
Assumptions for a discussion of certain assumptions we
have made in making forward-looking statements.

Factors that could cause actual results to differ materi-
ally from our expectations expressed in or implied
by our forward-looking statements include: general
economic conditions; failure to achieve our business
objectives; the intensity of competitive activity and the
increase in wireless competitive activity that could result
from Industry Canada’s decision to license additional
wireless spectrum; our ability to respond to technologi-
cal changes and rapidly offer new products and services;
events affecting the functionality of, and our ability
to protect, maintain and replace, our networks, informa-
tion technology (IT) systems and softwares; labour
disruptions; the potential adverse effects on our Internet
business of the significant increase in broadband
demand; competitive risks related to potential changes
in foreign ownership restrictions; events affecting the
operations of our service providers operating outside
Canada; our ability to raise the capital we need to imple-
ment our business plan; the consummation of the
Privatization (as defined immediately following this
section under Privatization of BCE Inc.) is still subject to
a number of terms and conditions including the receipt
of regulatory approval, resolution of any appeal filed by
the debenture holders which affects the approval of the



Arrangement (as defined immediately following this
section under Privatization of BCE Inc.), and contractual
termination rights; our ability to discontinue certain
traditional services as necessary to improve capital and
operating efficiencies; regulatory initiatives or pro-
ceedings, litigation and changes in laws or regulations;
increased regulations banning the use of wireless
devices while driving; launch and in-orbit risks of satel-
lites used by Bell ExpressVu Limited Partnership (Bell
ExpressVu); increased pension fund contributions; and
health concerns about radio frequency emissions from
wireless devices. These and other risk factors that could
cause actual results to differ materially from our expec-
tations expressed in or implied by our forward-looking
statements are discussed throughout this MD&A and,
in particular, under Our Competitive Environment, Our
Regulatory Environment and Risks that Could Affect Our
Business and Results.

We caution readers that the risks described above are
not the only ones that could impact us. Additional risks
and uncertainties not currently known to us or that we
currently deem to be immaterial may also have a mate-
rial adverse effect on our business, financial condition or
results of operations.

Except as otherwise indicated by us, forward-looking
statements do not take into account the effect that
transactions or non-recurring or other special items
announced or occurring after the statements are made
may have on our business. More specifically, such state-
ments do not, unless otherwise specified by us, reflect
the impact of dispositions, sales of assets, monetiza-
tions, mergers, acquisitions, other business combina-
tions or transactions, asset write-downs or other charges
announced or occurring after forward-looking state-
ments are made. The financial impact of these transac-
tions and non-recurring and other special items can be
complex and depends on the facts particular to each of
them. We therefore cannot describe the expected impact
in a meaningful way or in the same way we present
known risks affecting our business.

Pursuant to the provisions of National Instrument 51-102
adopted by the Canadian securities regulatory author-
ities, reference is hereby made to BCE Inc.’s press
release dated November 6, 2007, available on SEDAR at
www.sedar.com and on EDGAR at www.sec.gov as well
as on BCE Inc.’s website at www.bce.ca, announcing
BCE Inc.’s intention to cease updating, as of November 6,
2007, its 2007 financial guidance as well as to cease
providing financial guidance.
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Privatization of BCE Inc.

On June 30, 2007, BCE Inc. announced that it entered
into a definitive agreement (Definitive Agreement)
relating to its privatization through the proposed
acquisition by a corporation (the Purchaser) owned
by an investor group led by Teachers’ Private Capital, the
private investment arm of the Ontario Teachers’ Pension
Plan, Providence Equity Partners Inc. and Madison
Dearborn Partners, LLC (collectively, the Investor Group)
of all of BCE Inc.’s outstanding common and preferred
shares (the Privatization). The all-cash transaction is
valued at $51.7 billion, including $16.9 billion of debt,
preferred equity and non-controlling interest. The trans-
action is to be completed through a plan of arrangement
(the Arrangement). Under the terms of the Privatization,
the Purchaser would acquire all of the common shares
of BCE Inc. for an offer price of $42.75 per common
share and all preferred shares (at various prices provided
for in the Definitive Agreement). The closing of the
Privatization remains subject to a number of terms and
conditions, including Canadian Radio-television and
Telecommunications Commission (CRTC) approval for
the transfer of our broadcasting licences and Industry
Canada approval with respect to the transfer of spec-
trum licences. On March 7, 2008, the Québec Superior
Court approved the Arrangement and dismissed all
claims made by or on behalf of certain institutional
holders of Bell Canada debentures in connection with
the Arrangement. Any appeal of the Court’s decisions
must be filed by the debenture holders with the Québec
Court of Appeal by March 17, 2008.

Under the terms of the Definitive Agreement, BCE Inc.
has agreed that prior to the consummation of the
Privatization, it will conduct its business, and cause its
subsidiaries to conduct their business, in the ordinary
course consistent with past practice. In connection with
this general covenant, BCE Inc. has also agreed to certain
specific covenants, which, among other things, restrict
certain of its activities, including the entering into of
certain transactions such as mergers, asset dispositions
and acquisitions, capital contributions and the incurrence
of debt (subject to certain thresholds and exceptions).
Subject to any appeal by the debenture holders and the
timing and terms of such an appeal, BCE Inc. anticipates
that the Privatization will be consummated in the first
part of the second quarter of 2008. However, there can
be no assurances that the Privatization will be consum-
mated at that time or at all. For more information, refer
to BCE Inc.’s management proxy circular dated August 7,
2007 filed with the Canadian securities commissions
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(available on SEDAR at www.sedar.com) and with the
U.S. Securities and Exchange Commission (SEC) (avail-
able on EDGAR at www.sec.gov), and to Risks that Could
Affect Our Business and Results — The consummation of
the Privatization is still subject to a number of terms and
conditions including the receipt of various approvals and
contractual termination rights.

Since the announcement, significant progress has
been made towards completing the Privatization and a
number of key developments have taken place:

« By August 2, 2007, applications were made for neces-
sary regulatory approvals, including applications with
Industry Canada, the CRTC, the Canadian Competition
Bureau, the United States Federal Trade Commission
and the United States Federal Communications Commis-
sion. We have since received anti-trust clearance from
the United States Federal Trade Commission on August 14,
2007 and from the Canadian Competition Bureau on
September 21, 2007. The United States Federal Commu-
nications Commission also granted approval of the
Privatization on December 20, 2007. Furthermore, on
February 25 and 26, 2008, the CRTC held a public hearing
to review the change in control of BCE’s broadcasting
licences to the Investor Group. The public hearing is
scheduled to resume on March 11, 2008 and a decision is
expected by March 31, 2008.

« On September 21, 2007, BCE Inc.’s shareholders
approved the Arrangement by more than 97% of the
votes cast by holders of common and preferred shares,
voting as a single class, exceeding the required 66%%
approval. Of the total outstanding common and pre-
ferred shares, 62.5% were voted at the meeting either in
person or by proxy.

+ An order approving the Arrangement sought by
BCE Inc. was granted by the Québec Superior Court on
March 7, 2008. The granting of the order was contested
by certain holders of Bell Canada debentures who
asserted that they hold debentures issued under the Bell
Canada trust indenture dated July 1, 1976 (1976 Indenture),
the Bell Canada trust indenture dated April 17, 1996
(1996 Indenture), and under the Bell Canada trust inden-
ture dated November 28, 1997 (1997 Indenture). The
trustees under the 1976 Indenture and the 1996 Indenture
also asked the Court for guidance in the context of the
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Privatization. The contesting parties alleged, among
other things, that the Arrangement was unfair, oppressive,
unfairly prejudicial to and/or unfairly disregarded the
interests of such debenture holders and asked the court
to refuse to approve and ratify the Arrangement or alter-
natively to order that a meeting of the holders of deben-
tures be convened to vote as a class on the Arrangement.
The contesting parties that are debenture holders under
the 1976 Indenture and 1996 Indenture also alleged
that the Arrangement constituted a “reorganization or
reconstruction” of Bell Canada and therefore that the
Arrangement required the approval of the trustees under
such indentures. In addition to the foregoing contesta-
tions, the contesting debenture holders filed separate
proceedings for an oppression remedy under section 241
of the Canada Business Corporations Act and the trustees
under the 1976 Indenture and the 1996 Indenture filed
motions for declaratory judgement in which they raised
similar issues and sought similar relief. On March 7,
2008, the Court granted an order approving the
Arrangement and dismissed all claims asserted by the
contesting parties. Among other things, the Court
declared that (i) the Arrangement did not constitute a
“reorganization or reconstruction” of Bell Canada; (ii)
the Arrangement conforms with the requirements of
the Canada Business Corporations Act and is fair and rea-
sonable; and (iii) the Arrangement is not oppressive or
unfairly prejudicial to the interests of the debenture
holders. In the event the contesting parties decide to
appeal the Court’s judgments, they have agreed the
appeal must be filed with the Québec Court of Appeal by
March 17, 2008.

About Our Business

BCE is Canada’s largest communications company. Bell,
which encompasses our core business operation, is the
nation’s leading provider of wireline and wireless com-
munications services, Internet access, data services and
video services to residential, business and wholesale
customers. At the beginning of 2007, our management
structure changed and, as a result, our results of oper-
ations now are reported in four segments: Bell Wireline,
Bell Wireless, Bell Aliant and Telesat Canada (Telesat).



On October 31, 2007, we sold Telesat, which represents
our entire Telesat segment. We have maintained contin-
uing commercial arrangements between Telesat and Bell
ExpressVu that provide Bell ExpressVu continued access
to current and expanded satellite capacity. As a result of
these arrangements, we have not accounted for Telesat
as a discontinued operation.

We have restated prior periods to reflect these new
segments. Our reporting structure reflects how we man-
age our business and how we classify our operations
for planning and measuring performance. We discuss
our consolidated operating results in this MD&A, as well
as the operating results of each segment. See Note 3 to
the consolidated financial statements for additional
information about our segments. We also discuss our
results by product line to provide further insight into
these results.

BELL WIRELINE SEGMENT

Our Bell Wireline segment provides local telephone,
long distance, data (including Internet access and infor-
mation and communications technology solutions
(ICT)), video and other services to Bell’s residential,
small and medium-sized business (SMB) and large enter-
prise customers primarily in the urban areas of Ontario
and Québec. Video services are provided nationwide.
Also included in this segment is our wholesale business
which provides local telephone, long distance, data and
other services to resellers and other carriers, the results
of our Bell West unit, which offers competitive local
exchange carrier (CLEC) services to business customers
in Alberta and British Columbia, and the wireline opera-
tions of Northwestel Inc. (Northwestel), which provides
telecommunications services to less populated areas of
Canada’s northern territories. At December 31, 2007, we
owned 100% of Northwestel.

Local telephone and long distance services are sold
under the Bell brand, Internet access under the Sympatico
brand and video services through Bell ExpressVu with
Internet protocol television (IPTV) services through Bell.
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BELL WIRELESS SEGMENT

Our Bell Wireless segment provides wireless voice and
data communications products and services to Bell’s
residential, SMB and large enterprise customers across
Canada. Bell Wireless includes the results of operation
for Bell Mobility Inc. (Bell Mobility), Virgin Mobile
Canada (Virgin) and the wireless operations of
Northwestel. Virgin is a mobile virtual network opera-
tor (MVNO) providing mobile service nationwide. At
December 31, 2007, we owned 50% of Virgin.

BELL ALTANT SEGMENT

The Bell Aliant segment provides local telephone, long
distance, Internet, data, wireless and other ICT services
to residential and business customers in the Atlantic
provinces, and in rural Ontario and Québec. Bell Aliant
provides IT services in Canada and the United States
through its IT division, xwave. Formed on July 7, 2006,
Bell Aliant is one of the largest regional telecommunica-
tions service providers in North America. At December 31,
2007, BCE owned approximately 44% of Bell Aliant. The
remaining 56% was publicly held.

TELESAT SEGMENT

We sold our investment in Telesat on October 31, 2007 to
a company formed by Canada’s Public Sector Pension
Investment Board (PSP Investments) and Loral Space &
Communications Inc. (Loral). Telesat provided satellite
communications and systems management and also pro-
vided consulting services in establishing, operating and
upgrading satellite systems worldwide. BCE Inc. realized
net cash proceeds of approximately $3.1 billion. In con-
junction with the sale, a set of commercial arrangements
between Telesat and Bell ExpressVu were put into place
that provide Bell ExpressVu access to current and
expanded satellite capacity. Telesat is not accounted for
as discontinued operations as a result of these ongoing
commercial arrangements. With the sale of Telesat,
BCE’s financial and operating results subsequent to
October 31, 2007 no longer reflect Telesat’s contribution.

Bell Canada Enterprises 2007 Annual Report

5



6

Management’s Discussion and Analysis

BELL PRODUCTS AND SERVICES

The following table shows selected data on Bell’s operations from 2005 to 2007.

BELL WIRELINE 2007 2006 2005
Wireline

Local network access services (NAS) net losses 1) ) (511) (463) (297)
Local NAS (thousands) (1) (2 8,176 8,745 9,208
Long distance conversation minutes (millions) 12,500 13,256 13,103
Long distance average revenue per minute (cents) 9.1 9.2 10.5
D8 e e e e
High-speed Internet net activations (thousands) &4 124 154 254
High-speed Internet subscribers (thousands) )4 2,004 1,877 1,723

BELL WIRELESS

S e
Net activations (thousands) (5 (6) 408 513 580
Subscribers (thousands) (5 (©) 6,216 5,954 5,441
Average revenue per unit ($/month) ) 54 51 49
Churn (%) (average per month) 7) 1.7% 1.5% 1.6%
Cost of acquisition ($/subscriber) ) 404 420 405
0000000000000 00000000
Video net activations (thousands) 2 93 224
Video subscribers (thousands) 1,822 1,820 1,727
Average revenue per subscriber ($/month) 60 54 50
Churn (%) (average per month) 1.2% 1.0% 0.9%

(1) In the fourth quarter of 2007, we received formal notification from a major wholesale customer that it will migrate substantially all of its subscribers
onto its own network. This resulted in a decrease of 58,000 lines from our business NAS customer base in 2007. The migration is expected to be substan-
tially completed in the first quarter of 2008, at which time we will adjust our opening business NAS customer base to write off the remaining 273,000 lines.

(2) In 2007, our business NAS subscriber base was decreased by 58,000 lines to reflect an adjustment in the calculation of local interconnections. This
adjustment did not impact net losses for 2007.

(3) In 2007, we reduced total net activations for 2007 by 11,000 and for 2006 by 3,000 to correct for customer churn adjustments in 2007 and 2006.

(4) In 2007, our high-speed Internet subscriber base was increased by 18,000 to adjust for prior-year deactivations related to a major upgrade of our
order management system. In addition, our high-speed Internet subscriber base was decreased by 15,000 to adjust for the removal of customers who had
no network usage in 2007.

(5) In 2007, our wireless subscriber base was decreased by 146,000 as a result of a change to our prepaid deactivation policy.
(6) Total wireless net activations and end-of-period subscribers include all of Virgin’s subscribers as wholesale subscribers.

(7) Wireless average revenue per unit (ARPU), churn and cost of acquisition (COA) reflect the 50% portion of Virgin's results that are consolidated.

Bell Canada Enterprises 2007 Annual Report



Bell is our primary focus and the largest component of
our business. Bell’s operations are reflected in our Bell
Wireline and Bell Wireless segments. Revenues at Bell
are generated from six major lines of business:

+ local and access services

« long distance services

« data services

+ video services

+ equipment and other

- wireless services.

Legacy services, as referred to in this document, are
those services, such as long distance and local telephone
services, voice private lines and dedicated digital private
line services, that we offer over our traditional circuit-
switched voice and data networks and which our
customers are currently migrating from.

Growth services, as referred to in this document, are
made up of our wireless, video, high-speed Internet and
other next-generation services such as ICT solutions.

Local and Access Services

Bell operates an extensive local access network that pro-
vides local telephone services to residential and business
customers. The 8.2 million local telephone lines, or NAS,
we provide to our customers are key in establishing cus-
tomer relationships and are the foundation for the other
products and services we offer. Local telephone service
is the main source of local and access revenues. Other
sources of local and access revenues include:

« value-added services (VAS), such as call display, call
waiting and voicemail

- services provided to competitors accessing our local
network

 connections to and from our local telephone service
customers for competing long distance service providers
« subsidies from the National Contribution Fund to
support local service in high-cost areas.

The local telephone services market remained competi-
tive in 2007, due to further cable telephony footprint
expansion in our regions and ongoing aggressive pricing
of cable telephony services.

The CRTC regulates rates for services in our incum-
bent territories that are subject to regulation. On April 4,
2007, the Minister of Industry issued a variance of
Telecom Decision 2006-15 which has improved the
ability of incumbent telephone companies to compete
effectively by eliminating the winback and promotional
restrictions for local exchange services in regulated and
deregulated areas. The variance order also streamlined

Management’s Discussion and Analysis

the criteria and process to obtain forbearance in local
service markets. In August and September 2007, the
CRTC approved Bell’s local residential service forbear-
ance applications in 193 geographic areas, representing
approximately 90% of Bell’s residential access lines in
Ontario and Québec. On September 13, 2007, the CRTC
approved Bell’s local business forbearance applications,
excluding Centrex and Enhanced Exchange Wide Dial
(EEWD) services, in 59 geographic areas, representing
approximately 40% of Bell’s business access lines in
Ontario and Québec. Since July 2007, the CRTC has
granted Bell Aliant forbearance of residential local tele-
phone service in 77 geographic areas in New Brunswick,
Nova Scotia and Prince Edward Island, and in 45 geo-
graphic areas in Ontario and Québec. The CRTC has also
approved Bell Aliant’s local business service forbearance
applications, excluding Centrex and EEWD services, in
19 geographic areas in New Brunswick, Nova Scotia,
Newfoundland and Labrador and Prince Edward Island,
and 15 geographic areas in Ontario and Québec. These
decisions remove local telephone access services from
regulation in those areas, with the exception of a price
ceiling which continues to apply to stand-alone local res-
idential telephone access services. On January 31, 2008,
the CRTC issued Telecom Decision CRTC 2008-10 where
it determined that it is appropriate to consider Centrex
and EEWD services part of the business local exchange
services market for the purposes of local business
forbearance determinations. The decision also granted
immediate forbearance for Centrex and EEWD services
in the exchanges where it had previously granted local
business forbearance, increasing to 80% the proportion
of Bell’s total business access lines that are no longer
subject to price regulation. These forbearance decisions
give Bell and Bell Aliant the flexibility to offer more
value to their customers and compete more effectively
with local service competitors.

On April 30, 2007, the CRTC issued Telecom Decision
2007-27 where it established the rules that will govern
the prices Bell and other incumbent telephone compa-
nies charge for residential and business local services
that remain subject to regulation, granting them more
pricing flexibility in order to meet individual customer
needs. For instance, Bell gained the ability to lower a
rate for tariff services for certain residential customers
without lowering the rate for all residential customers
within the same rate band. This price flexibility is known
as “rate de-averaging”. On November 9, 2007, the CRTC
removed the prohibition on rate de-averaging for pay
telephone and business services offered by the incum-
bent telephone companies.

Bell Canada Enterprises 2007 Annual Report
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Long Distance Services

We supply long distance voice services to residential
and business customers. We also receive settlement
payments from other carriers for completing their
customers’ long distance calls in our territory.

Prices for long distance services have been declining
since this market was opened to competition. In 2007,
our long distance services continued to face intense
competitive pressure given the expanded presence of
cable telephony and the continuing impact from non-
traditional suppliers, including prepaid card suppliers,
dial-around services and voice over Internet protocol
(VoIP) providers.

Data Services

We provide high-speed Internet access service through
digital subscriber line (DSL) technology for residential
and business customers. At the end of 2007, we provided
high-speed Internet access to over two million cus-
tomers, whether through DSL, fibre-optic or wireless
broadband service. During 2007, we enhanced our Internet
products by introducing Sympatico Total Internet, which
combines Internet access with security, support and
wireless networking. We currently offer three simple
packages for the light to heavy user, including Essential,
Performance and Max, which provide speeds of up to
500 kilobits per second (Kbps), 7 megabits per second
(Mbps) and 16 Mbps, respectively.

In addition, we offer Sympatico WiMAX, a nation-
wide portable wireless broadband service which delivers
wireless Internet access with speeds of up to 3 Mbps.
This service is enabled through the network provider
Inukshuk Wireless Inc. (Inukshuk), a joint venture
between Bell Canada and Rogers Communications Inc.
(Rogers). Inukshuk was launched in 2003 to provide
wireless high-speed Internet access across Canada using
spectrum in the 2.5 GHz range. As at December 31, 2007,
Inukshuk’s wireless broadband network covered over
5 million households, representing more than 40%
of the population in 20 urban centres across Canada.
We also collaborate with Microsoft Corporation to
offer Canadians the Sympatico.MSN.ca portal, one of
Canada’s most popular Internet destinations.

Our high-speed Internet access footprint in Ontario
and Québec reached more than 87% of homes and 92%
of business lines passed at the end of 2007. In Bell
Aliant’s territory, comprised of Atlantic Canada and
rural Ontario and Québec, DSL high-speed Internet was
available to approximately 72% of homes at the end
of 2007.
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Furthermore, we offer a full range of data services to
business customers, including Internet access, Internet
protocol (IP) based services, ICT solutions and equip-
ment sales. While we still offer legacy data services,
we no longer sell legacy data services other than to
current customers.

Video Services

We are Canada’s largest digital television provider,
nationally broadcasting more than 500 all-digital video
and audio channels and a wide range of domestic and
international programming. We also offer hardware,
including personal video recorders (PVRs), interactive
television (iTV) services and the most high-definition
(HD) channels in Canada. We currently distribute our
video services to more than 1.8 million customers in one
of four ways:

- direct-to-home (DTH) satellite — we have been offering
DTH video services nationally since 1997 and currently use
four satellites: Nimiq 1, Nimiq 2, Nimiq 3 and Nimiq 4iR.
Telesat, our former subsidiary operates or directs the
operation of these satellites.

« very high bit rate DSL (VDSL) - this allows us to expand
our reach to the multiple-dwelling unit (MDU) market

« hybrid fibre co-axial cable — we sell residential analog
and digital TV through Cable VDN Inc. (Cable VDN), a
Montréal-based cable company that we acquired in
August 2005

« IPTV - we are offering IPTV services on a limited
basis, which will enable us to get valuable operational
and marketing insights.

Equipment and Other

This category includes revenues from a number of other
sources, including:

« renting, selling and maintaining business terminal
equipment

- video set-top box (STB) sales

+ network installation and maintenance services for
third parties

- IT services provided by Bell Aliant.



Wireless Services

We offer a broad range of wireless voice and data com-
munications products and services to residential and
business customers across Canada. We also provide an
array of VAS such as call display and voicemail, e-mail
and video streaming, music downloads, ring tones and
games, as well as roaming services with other wireless
service providers. Customers can choose to pay for
their services through a monthly rate plan (postpaid) or
in advance (prepaid). At the end of 2007, we had over
6.2 million wireless customers.

Bell Mobility provides wireless communications
services nationwide under the Bell Mobility and Solo
Mobile brands. In addition, we have a joint venture with
Virgin to offer wireless services under the Virgin brand
across Canada.

Our wireless network provides voice services and data
services delivered over our existing single-carrier radio
transmission technology (1xRTT) network. At the end of
2007, our wireless network covered:

+ 95% of the population of Ontario and Québec

. approximately 90% of the population of Atlantic
Canada

- the major cities in the provinces of Alberta and British
Columbia.

In 2007, we continued to deploy our Evolution, Data
Optimized (EVDO) wireless data network nationwide.
EVDO is a wireless radio broadband protocol that delivers
higher data download rates suitable for high-bandwidth
download applications such as enterprise virtual private
network (VPN) computing, music transfers and video
streaming. In addition, during 2007, we began deploying
technology that enables EVDO revision A (EVDO Rev A)
services. EVDO Rev A is the next generation of EVDO
technology that further increases peak data transmission
download speeds. EVDO Rev A also enables higher system
capacity and improved quality of service support for
data applications. As at December 31, 2007, our EVDO
Rev A network footprint covered approximately 75% of
the Canadian population.

Management’s Discussion and Analysis

EMPLOYEES

At December 31, 2007, BCE had 54,034 employees, com-
pared with 54,372 at the end of 2006. The small decrease
was due to decreased headcount at Bell Aliant offset
largely by a higher number of employees at Bell, where
we continued to rebalance our workforce more towards
the growth areas of our business. In total, 1,259 positions
were added at Bell in 2007, mostly in our wireless unit,
to support revenue growth and service quality initia-
tives. This was offset by 756 employee departures that
took place during the year. As a result, the net increase in
employees at Bell in 2007 was 503, bringing the total
number of Bell employees at the end of 2007 to 44,292.

The collective agreement between the Communications,
Energy and Paperworkers Union of Canada (CEP) and
Bell Canada, covering 5,122 craft and services employees,
expired on November 30, 2007. Negotiations between
the CEP and Bell Canada started on October 29, 2007.
On December 11, 2007, Bell Canada asked the federal
Minister of Labour to appoint a conciliator to help move
forward negotiations with the CEP. A conciliator was
appointed on December 13, 2007. The conciliator met
both parties in December 2007 and January 2008. On
January 31, 2008, Bell Canada offered the craft and ser-
vices employees covered by this collective agreement a
new long-term contract that includes wage increases in
each year, while providing Bell Canada with additional
flexibility. The CEP will put the offer to a vote and is
expected to communicate the results to Bell Canada on
March 17, 2008.

2007 Operating Highlights

Our financial performance in 2007 was driven by a focus
on operational execution that resulted in slower rates
of revenue erosion in our legacy wireline voice and
data businesses, continuing revenue increases from our
growth services, tight cost control, and further produc-
tivity improvements.

Revenues at Bell improved by 1.4% this year, reflecting
the improved revenue performance of our growth ser-
vices, which increased by 7.8% and accounted for 59%
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of total revenues at the end of 2007. The growth in
revenues was fuelled by higher wireless and video ARPU.
Lower year-over-year video and high-speed Internet net
activations, largely as a result of sustained competitive
intensity and a focus on disciplined subscriber growth
moderated the overall increase. However, we experi-
enced improved wireless market traction at Bell Mobility,
owing to the positive customer response to our promo-
tions, the introduction of new handsets and expanded
market presence, which allowed our wireless unit to cap-
ture a higher market share of industry gross activations
this year. In our traditional voice services market, we
took advantage of local telephone deregulation to
enhance our competitive position with new product
offerings, which enabled us to face the challenges of
cable telephony more effectively. Residential local line
losses at Bell in 2007 decreased year over year, despite
cable operators’ aggressive pricing and expanded local
telephone footprints in our markets. This was the direct
result of significantly higher customer winbacks and the
positive impact of new marketing initiatives.

Our focus on profitable and disciplined subscriber
growth, in combination with a reduced emphasis on
low-margin business customer contracts and equipment
sales, continued productivity improvements and lower
net benefit plan costs, enabled both EBITDA® growth of
4.1% and a one percentage-point expansion in margins
at Bell, despite continued erosion of our legacy wireline
business. In addition, operational management and cost
tracking tools were in place during the year to ensure
that expenses would not grow if revenues did not increase
as planned.

Higher EBITDA, coupled with reduced pension fund-
ing, lower cash taxes, sound working capital management
and control over capital spending, contributed to higher
free cash flow® in 2007.

In the area of customer service, progress was made
this year in driving a higher overall level of customer sat-
isfaction by improving first call resolution in our call
centres, reducing both the number of missed appoint-
ments and time required for wireline installations and
repairs, as well as by continuing to invest in wireless and
broadband networks, particularly in urban markets, in
order to expand the reach and power of Bell’s growth
services. We also continued to strengthen the customer
relationship in 2007 by expanding Bell’s points of
presence, offering a broader wireless handset line-up,

and introducing new service packages such as the Bell
Bundle and Home Phone packages.

Some of our segments’ revenues vary slightly by season.
Wireline segment revenues tend to be higher in the
fourth quarter because of higher levels of voice and data
equipment sales. Our operating income can also vary by
season. Wireless segment operating income tends to be
lower in the fourth quarter due to higher subscriber
acquisition costs associated with a higher number of
new subscriber activations during the holiday season.

STRATEGIC PRIORITIES

The strategic priorities disclosed in this section repre-
sent management’s expectations as of the date of this
MD&A, but could change following completion of
the Privatization.

We made further operational progress in 2007,
improving service delivery, increasing customer satisfac-
tion, shifting our revenue mix more towards growth
services, enhancing network performance, and resetting
our cost structure. This continued focus on execution
further strengthened our operational foundations and
contributed to our improved financial performance this
year, setting the stage for the Privatization in 2008.

Our overall business objective is to maximize sub-
scribers, revenues, operating profit, free cash flow and
return on invested capital by further enhancing our posi-
tion as one of Canada’s foremost providers of compre-
hensive and innovative communication services to
residential and business customers. We seek to take
advantage of opportunities to leverage our networks,
infrastructure, sales channels, brand and marketing
resources across our various lines of business to create
value for both our customers and other stakeholders.

We are committed to improving the customer experi-
ence. This will continue to be critical in 2008. It is how
we will differentiate our business from the competition
to build customer loyalty as we drive the profitable
expansion of our growth services and slow the decline of
our traditional voice and data businesses. However, ser-
vice alone will not make us competitive. We must also
continue to deliver products, services and solutions that
make a difference for customers. As a result, we intend
to continue bringing to market compelling new products
and enhancing the networks on which they run.

(1) EBITDA (earnings before interest, taxes, depreciation and amortization of intangible assets) is a non-GAAP financial measure. See Non-GAAP

Financial Measures — EBITDA in this MDA for more details, including a reconciliation to the most comparable GAAP financial measure.

(2) Free cash flow is a non-GAAP financial measure. See Non-GAAP Financial Measures — Free cash flow in this MD&rA for more details, including

a reconciliation to the most comparable GAAP financial measure.

Bell Canada Enterprises 2007 Annual Report



Our five strategic imperatives for 2008 are grounded
in delivering consistent, reliable, high-quality communi-
cations services to customers efficiently and cost effec-
tively, proactively managing legacy revenue erosion, and
growing subscribers profitably.

Wireless growth — A key driver of growth and financial
performance, our wireless business will be supported by
an expanded array of handsets, increased market pres-
ence, new products and features, growth in data, ongo-
ing enhancements to broadband EVDO and overall
network quality. We are focused on maximizing ARPU
and data usage while targeting high-value subscribers
and acquiring our competitive share of industry gross
activations. The key elements of our wireless strategy
are as follows:

« focusing on voice and data services that are attractive
to both residential and business customers

+ delivering on customer expectations by offering a
wide range of high-functioning handsets, maintaining
the most technologically advanced, high-quality and
pervasive wireless network possible, and improving
customer service while reducing customer churn

- expanding sales distribution channels to increase
points of presence and retail traffic

« leveraging the high degree of brand awareness for Bell
to provide bundled product and service offerings at
attractive prices.

Improve customer experience — We are determined to
consistently meet or exceed customer expectations and
enhance their overall experience with Bell. We believe that
this focus on improving the total customer experience
by delivering the service basics in terms of call centre
efficiency, meeting commitments for provisioning, timely
repair, superior network quality, and process improve-
ments to simplify customer transactions will help differ-
entiate us from our competitors and gain long-term
customer loyalty to the Bell brand and its products.

Re-align cost structure and capital spending — A core
element of financial performance, cost containment
remains a centrepiece of our strategy. In addition, pro-
ductivity improvements have enabled us to increase our
competitiveness in the marketplace. Our objective is to
offset margin pressures, from both the expected contin-
ued decline in legacy revenues and a further shift in
product mix towards growth services, with tight cost
control, ongoing operational efficiency improvements
and productivity gains. Disciplined expense manage-
ment and tracking are in place to help minimize costs if

Management’s Discussion and Analysis

associated revenues do not materialize. We are also
focused on improving capital efficiency through care-
fully managing capital expenditures in order to maxi-
mize cash flows. As a result, we anticipate that the
majority of our capital spending in 2008 will be focused
on improving customer delivery, enhancing our wireless
operations and further developing our residential broad-
band network.

Stabilize wireline revenues — Overall NAS erosion is
expected to continue in 2008 as a result of ongoing cable
telephony competition and the migration of subscribers
by wholesale customers onto their own networks.
However, as a direct result of local telephone deregula-
tion, our competitive market position has been strength-
ened through our ability to adjust pricing and bundle
services. We believe that this added flexibility, which
enables us to introduce new service packages in the mar-
ket quicker and to better address customer retention,
supports our objective of reducing the rate of local line
losses. Our video and Internet services remain critical
components of our multi-product household strategy
and we intend to continue leveraging these products
to drive further subscriber acquisition and retention,
as well as to enhance the overall profitability of our
subscriber base. We also intend to proactively manage
the pace of revenue erosion through strategic product
pricing increases, careful control over business customer
migration to IP, and targeted marketing of existing wire-
line voice and data services.

Grow Broadband - We will continue to invest in
advanced network enhancements, such as the continued
deployment of fibre-to-the-node (FTTN) technology, in
order to meet increased usage demands in a multi-media
rich environment and to improve DSL network per-
formance. FTTN will enable speeds of up to 26 Mbps. In
the future, as consumer demand for bandwidth-inten-
sive applications increases, we believe that FTTN band-
width speeds can be increased to more than 40 Mbps
through techniques such as shortening VDSL loop
lengths and bonding twisted-pair copper telephone
lines. Our objective is to migrate high-speed Internet
customers to FTTN based on demand and willingness to
pay for more speed. We also aim to develop and launch
targeted marketing initiatives to further grow IP connec-
tivity sales among business customers and to more
aggressively monetize usage of our broadband networks.
At year-end, Bell had deployed 4,828 neighbourhood
nodes through its FTTN program.
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We intend to execute these five strategic priorities
on the basis of disciplined market leadership behaviour
and a balance between profitable growth and enhanced
market share. With an increasingly cost-efficient struc-
ture, we believe that we are well positioned to leverage
our network capabilities as well as our product and
brand assets.

This section on Strategic Priorities contains forward-
looking statements and related assumptions. For a descrip-
tion of additional assumptions underlying certain of
such forward-looking statements, refer to Business Outlook
and Assumptions. For a description of certain risk factors
that could cause actual results to differ materially from
our expectations expressed in or implied by such for-
ward-looking statements and related assumptions, refer
in particular to Our Competitive Environment, Our Regula-
tory Environment and Risks that Could Affect Our Business
and Results.

Business Outlook and Assumptions

BELL WIRELINE

In 2008, we expect a sustained level of competition, par-
ticularly in the residential market, as cable operators
maintain the intensity of their marketing efforts and
continue to expand the footprint for their low-priced
cable telephony offerings in our regions. Although we
will continue to incur local line losses primarily as a
result of ongoing cable telephony competition, we are
targeting a reduction in the rate of NAS erosion in 2008
due mainly to a more favourable regulatory environment
for local services and the impact of our marketing initia-
tives. Local telephone deregulation provides us with the
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ability to market in new ways. The quality and value
of our Internet and video services, coupled with the
strength of our multi-product offering, is expected
to support our ability to compete effectively against
cable competitors across all products and services. We
intend to leverage this position to drive subscriber acqui-
sition and retention of Internet and video customers
while enhancing the overall profitability of our sub-
scriber bases.

We will seek to minimize the decline in revenues from
legacy voice and data services through strategic pricing
actions, proactive management of the pace of customer
migration to IP-based networks, targeted marketing of
existing services, and leveraging the strength of our core
connectivity services portfolio.

Other areas of focus for 2008 include driving improve-
ments in customer experience and introducing new
products and services to the market more quickly that
balance innovation with profitability. We plan to expand
our residential broadband services to help customers
manage information needs in their homes by investing
in FTTN to enhance performance, adding VAS, and
offering programs to provide a better customer experi-
ence. In our Video unit, we intend to continue investing
in new growth areas, such as HD programming, to
further our goal of becoming the leader in “on-demand”
television. Our Enterprise unit will continue to deliver
network-centric ICT solutions to large enterprise and
public sector clients that increase the value of IP ser-
vices, while our SMB unit will continue to leverage its
Virtual Chief Information Officer (VCIO) strategy
by further expanding value-added service offerings, such
as hosting, to augment and enhance its traditional
connectivity business.



BELL WIRELESS

The wireless market in Canada is expected to grow for
several more years as a result of increasing wireless
penetration. The Canadian wireless industry’s current
market penetration is approximately 61% of the popula-
tion, compared with 57% and 52% at the end of 2006
and 2005, respectively. The CRTC’s implementation of
Wireless Number Portability, as well as the potential for
increased competition as a result of the AWS spectrum
auction in 2008, will result in customer satisfaction and
retention becoming even more critical over time. In
addition, wireless operators are continuing to invest
in high-speed data networks to enable a wider suite of
wireless data products and services in the market.

We expect that our Wireless unit will continue to be a
key contributor to Bell’s revenue and EBITDA results in
2008. The financial performance of Bell Mobility will
depend on its continued ability to focus on profitable
growth and the sound execution of its market strategies.
We expect our wireless revenues to be driven by higher
ARPU from new services, careful price management and
continued disciplined expansion of our subscriber base.
We plan to achieve higher ARPU through ongoing
technological improvements in our handset and device
portfolio from our manufacturers and our faster data
speeds that are allowing our clients to make fuller use
of our services. We are also aiming to achieve data growth,
driven by higher demand for data services and increas-
ing usage from wireless services such as text and picture
messaging, web browsing, music and video downloads
and community portals such as Facebook and YouTube.

We intend to continue introducing new products and
services that balance innovation with profitability and
that are brought to market in a timely manner. The
ongoing development of wireless data transmission
technologies has led to the development of more sophis-
ticated wireless devices with increasingly advanced
capabilities, including access to e-mail and other corpo-
rate IT platforms, news, sports, financial information
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and services, photos, music and streaming video clips,
mobile television and other functions. We believe that
the introduction of such new applications will drive the
growth for data transmission services. As a result,
we aim to introduce additional high-speed enabled data
applications and other services to our wireless customers
in order to deliver increasing value to them. In order to
facilitate this objective, we will likely continue to upgrade
our wireless network to be able to offer the data trans-
mission capabilities required by these new applications.

BELL ALTIANT

In 2008, Bell Aliant plans to execute on two key strategic
priorities to address growing competitive pressures in
its marketplace. Firstly, it intends to provide a superior
customer experience by further improving customer
service, providing value through leading products and
services, as well as by strong community involvement.
Secondly, it intends to drive operational efficiency by
disciplined management of its cost structure to grow
distributable cash and deliver value to unitholders. In
addition, Bell Aliant’s scale, access to leading-edge tech-
nology and ongoing collaboration with Bell are expected
to contribute to improving operational effectiveness
and reducing costs. Bell Aliant also expects to continue
exploring opportunities for further consolidation via
acquisitions of other regional and rural operations.

This section on Business Outlook and Assumptions con-
tains forward-looking statements and related assump-
tions. For a description of certain risk factors that could
cause actual results to differ materially from our expec-
tations expressed in or implied by such forward-looking
statements and related assumptions, refer in particular to
Our Competitive Environment, Our Regulatory Environment
and Risks that Could Affect Our Business and Results.
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Selected Annual and Quarterly Information

ANNUAL FINANCIAL INFORMATION

The following tables show selected consolidated financial data of BCE, prepared in accordance with Canadian generally
accepted accounting principles (GAAP) for each year from 2003 to 2007. We discuss the factors that caused our results
to vary over the past three years throughout this MD&A.

2007 2006 2005 2004 2003

D A S e
Operating revenues 17,866 17,656 17,551 16,961 16,707
Cost of revenue, exclusive of depreciation and amortization (4,170) (4,020) (4,048) (3,835) (3,925)
Selling, general and administrative expenses (6,722) (6,854) (6,659) (6,283) (5,929)
EBITDA 6,974 6,782 6,844 6,843 6,853
Depreciation (2,550) (2,505) (2,511) (2,499) (2,458)
Amortization of intangible assets (649) (623) (550) (501) (543)
Restructuring and other (336) (355) (55) (1,219) (14)
Operating income 3,439 3,299 3,728 2,624 3,838
Other income (expense) 2,395 (188) 12 420 190
Interest expense (859) (940) (934) (942) (1,040)
Pre-tax earnings from continuing operations 4,975 2,171 2,806 2,102 2,988
Income taxes (725) (74) (792) (594) (1,069)
Non-controlling interest (332) (217) (191) (123) (158)
Earnings from continuing operations 3,918 1,880 1,823 1,385 1,761
Discontinued operations 139 127 138 139 54
Net earnings before extraordinary gain 4,057 2,007 1,961 1,524 1,815
Extraordinary gain - - - 69 -
Net earnings 4,057 2,007 1,961 1,593 1,815
Dividends on preferred shares (131) (70) (70) (70) (64)
Premium on redemption of preferred shares - - - - (7)
Net earnings applicable to common shares 3,926 1,937 1,891 1,523 1,744
Included in net earnings
Net gains on investments

Continuing operations 2,115 419 33 410 (81)

Discontinued operations 137 106 (6) 11 83
Restructuring and other (210) (222) (37) (770) 3
Cost incurred to form Bell Aliant - (42) - - -
Net earnings per common share
Continuing operations — basic 4.71 2.10 1.89 1.42 1.83
Continuing operations — diluted 4.70 2.10 1.89 1.42 1.82
Net earnings — basic 4.88 2.25 2.04 1.65 1.90
Net earnings - diluted 4.87 2.25 2.04 1.65 1.89
Ratios
EBITDA margin (%) 39.0% 38.4% 39.0% 40.3% 41.0%
EBITDA to interest ratio (times) 8.12 7.21 7.33 7.26 6.59
Operating margin (%) 19.2% 18.7% 21.2% 15.5% 23.0%
Return on equity (%) 30.0% 15.7% 14.9% 12.6% 15.2%
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2007 2006 2005 2004 2003
e Dt e
Total assets 37,797 37,171 40,567 39,055 39,756
Long-term debt (including current portion) 11,084 12,731 12,853 12,234 13,503
Net debt 8,680 12,198 12,600 12,103 13,027
Total capitalization 27,015 27,745 30,219 29,035 29,988
Preferred shares 2,770 1,670 1,670 1,670 1,670
Common shareholders’ equity 14,462 11,697 13,051 12,354 11,895
Ratios
Net debt to total capitalization (%) 32.1% 44.0% 41.7% 41.7% 43.4%
Net debt to EBITDA (times) 1.24 1.80 1.84 1.77 1.90
Total debt to total assets (times) 0.30 0.34 0.32 0.32 0.34
Long-term debt to equity (times) 0.64 0.95 0.87 0.87 1.00
Cash flows
Cash flows from operating activities 5,704 5,366 5,319 5,252 5,701
Cash flows used in investing activities (69) (3,701) (3,762) (3,551) (2,797)
Capital expenditures (3,151) (3,133) (3,357) (3,272) (3,052)
Business acquisitions (163) (71) (228) (1,118) (54)
Business dispositions 3,123 - - 2 10
Bell Aliant (7) (255) - - -
Other investing activities 13 (2) 39 183 167
Cash flows used in financing activities (3,914) (3,639) (1,613) (2,571) (2,704)
Repurchase of common shares (227) (1,241) - - -
Net issuance of equity instruments 153 29 25 32 172
Net repayment of debt instruments (1,766) (432) (47) (1,140) (1,541)
Financing activities of subsidiaries with third parties (333) (292) (77) (17) (29)
Cash dividends paid on common shares (1,147) (1,169) (1,195) (1,108) (1,029)
Cash dividends paid on preferred shares (124) (84) (86) (85) (61)
Cash dividends/distributions paid by subsidiaries to
non-controlling interest (404) (293) (169) (179) (172)
Cash provided by discontinued operations 356 2,110 121 528 216
Ratios
Free cash flow 891 685 551 791 1,554
Capital intensity (%) 17.6% 17.7% 19.1% 19.3% 18.3%
S O O e
Average number of common shares (millions) 804.8 861.4 926.8 924.6 920.3
Common shares outstanding at end of year (millions) 805.3 807.6 927.3 925.9 924.0
Market capitalization 31,930 25,359 25,844 26,777 26,704
Dividends declared per common share (dollars) 1.46 1.32 1.32 1.20 1.20
Book value per share (dollars) 17.96 14.48 14.07 13.34 12.87
Total dividends declared on common shares (1,172) (1,132) (1,222) (1,110) (1,105)
Total dividends declared on preferred shares (131) (70) (70) (70) (64)
Market price per common share (dollars)
High 41.74 32.92 32.95 30.00 32.35
Low 29.13 25.56 26.60 25.75 26.60
Close 39.65 31.40 27.87 28.92 28.90
Ratios
Common dividend yield (%) 3.6% 4.6% 4.6% 4.1% 3.9%
Common dividend payout ratio (%) 29.2% 60.4% 63.2% 72.8% 59.0%
Price to earnings ratio (times) 8.13 13.96 13.66 17.53 15.21
Price to book ratio (times) 2.21 2.17 1.98 2.17 2.25
Price to cash flow ratio (times) 12.51 12.12 13.15 13.51 10.03
Other data
Number of employees (thousands) () 54 54 56 S1 54

(1) The number of employees for 2004 excludes virtually all employees who left under the voluntary departure program of 2004.
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QUARTERLY FINANCIAL INFORMATION

The following table shows selected consolidated financial data by quarter for 2007 and 2006. This quarterly informa-
tion is unaudited but has been prepared on the same basis as the annual consolidated financial statements. We discuss
the factors that caused our results to vary over the past eight quarters throughout this MD&A.

2007 2006
Q4 SF} Q Q Q4 Q3 Q2 Q
Operating revenues 4,549 4,494 4,438 4,385 4,532 4,407 4,374 4,343
EBITDA 1,668 1,789 1,777 1,740 1,639 1,712 1,733 1,698
Depreciation (618) (649) (651) (632) (641)  (626) (629) (609)
Amortization of intangible assets (173) (165) (156) (155) (155) (161) (160)  (147)
Restructuring and other (150) (78) (72) (36) (91) (126) (50) (88)
Operating income 727 897 898 917 752 799 894 854
Earnings from continuing operations 2,388 442 562 526 714 322 441 403
Discontinued operations - (2) 138 3 3 (20) 53 91
Net earnings 2,388 440 700 529 717 302 494 494
Net earnings applicable to common shares 2,354 406 667 499 699 285 476 477
Included in net earnings
Net gains on investments
Continuing operations 1,873 7 132 103 410 8 - 1
Discontinued operations - - 136 1 2 (11) 35 80
Restructuring and other (96) (43) (46) (25) (66) (71) (27) (58)
Costs incurred to form Bell Aliant - - - - - (28) (14) -
Net earnings per common share
Continuing operations — basic 2.93 0.51 0.65 0.62 0.83 0.38 0.47 0.42
Continuing operations — diluted 2.92 0.51 0.65 0.62 0.83 0.38 0.47 0.42
Net earnings — basic 2.93 0.50 0.83 0.62 0.84 0.36 0.53 0.52
Net earnings — diluted 2.92 0.50 0.83 0.62 0.84 0.36 0.53 0.52
Average number of common shares
outstanding — basic (millions) 805.2 8049 803.2 806.0 811.6 818.8 896.4  920.5
Fourth Quarter Highlights Restructuring and other of $150 million in the fourth

quarter of 2007 increased by $59 million from $91 mil-
lion for the same period in 2006. The $59 million
increase included:

BCE’s operating revenue was $4,549 million in the fourth
quarter of 2007, or 0.4% higher compared to the same
period in 2006.

. . . . an increase of $36 million related to workforce reduc-
Operating revenues at Bell increased 1.7% to $3,815 mil-

tion initiatives, and charges for relocating employees
and closing real estate facilities that are no longer needed
because of the reduction in the workforce between 2004
to 2007

- an increase in other charges of $23 million related
primarily to transaction costs associated with our review
of the strategic alternatives, employee retention costs
and a charge of $37 million for uneconomic broadband
expansion approved by the CRTC.

lion in the fourth quarter of 2007 compared to the same
period in 2006 as increases in revenue from wireless,
video and data more than offset declines in local and
access and long distance revenues.

Bell’s higher revenue, increased productivity savings
and success in our Enterprise unit all contributed signi-
ficantly to our overall improvement in EBITDA.

Earnings from continuing operations of $2,388 million in
the fourth quarter of 2007 includes the gain on sale of
$1,893 million, net of taxes of $407 million, in conjunc-
tion with the sale of Telesat.
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This section provides detailed information and analysis about our performance in 2007 compared with 2006 and 2006 compared

with 2005. It focuses on our consolidated operating results and provides financial information for each of our operating segments.

CONSOLIDATED ANALYSIS

% CHANGE

2007 2006 2005 2007 Vs.2006 2006 Vs. 2005
Operating revenues 17,866 17,656 17,551 1.2% 0.6%
Cost of revenue, exclusive of depreciation and amortization (4,170) (4,020) (3,933) (3.7%) (2.2%)
Selling, general and administrative expenses (6,722) (6,854) (6,774) 1.9% (1.2%)
EBITDA 6,974 6,782 6,844 2.8% (0.9%)
Depreciation (2,550) (2,505) (2,511) (1.8%) 0.2%
Amortization of intangible assets (649) (623) (550) (4.2%) (13.3%)
Restructuring and other (336) (355) (55) 5.4% n.m.
Operating income 3,439 3,299 3,728 4.2% (11.5%)
Other income (expense) 2,395 (188) 12 n.m. n.m.
Interest expense (859) (940) (934) 8.6% (0.6%)
Pre-tax earnings from continuing operations 4,975 2,171 2,806 n.m. (22.6%)
Income taxes (725) (74) (792) n.m. 90.7%
Non-controlling interest (332) (217) (191) (53.0%) (13.6%)
Earnings from continuing operations 3,918 1,880 1,823 n.m. 3.1%
Discontinued operations 139 127 138 9.4% (8.0%)
Net earnings 4,057 2,007 1,961 n.m. 2.3%
Dividends on preferred shares (131) (70) (70) (87.1%) 0.0%
Net earnings applicable to common shares 3,926 1,937 1,891 n.m. 2.4%
Earnings per share (EPS) 4.88 2.25 2.04 n.m. 10.3%

n.m.: not meaningful

Operating Revenues

2007 Compared to 2006

Total operating revenues at BCE increased to $17,866 mil-
lion in 2007, or 1.2% over revenues of $17,656 million in
2006. The year-over-year improvement was primarily
the result of higher revenues at Bell and at Bell Aliant
where growth in Internet and IT services more than
offset declining revenues from local wireline and long
distance services. This was partly offset by lower
revenues at Telesat, reflecting the inclusion of only ten
months of revenue in 2007 due to its sale, compared
with a full twelve months in 2006.

Revenues at Bell improved 1.4% in 2007 to $14,743 mil-
lion from $14,541 million last year. The year-over-year
increase was fuelled by revenue growth at our Bell
Wireless segment, offset partly by lower revenues at our
Bell Wireline segment. Revenues at Bell Wireless grew
7.9% in 2007, due primarily to a significant improve-
ment in ARPU and an increased number of subscribers.

The 1.0% decrease in Bell Wireline segment revenues
this year was caused by further erosion of legacy voice
and data revenues, resulting from ongoing residential

local line losses and continued business customer migra-
tion to IP-based services, as well as by continuing com-
petitive pressures in our wholesale business. However,
we continued to manage the pace of revenue erosion
in our traditional wireline services through residential
customer retention initiatives, strategic product pricing
increases, and careful control over IP migration. Continued
solid growth in video, Internet, and IP broadband connec-
tivity revenues in 2007 also moderated the year-over-year
decrease in Bell Wireline revenues.

Revenues from our growth services portfolio, com-
prised of wireless, video, high-speed Internet, and other
next-generation services such as ICT solutions, grew by
7.8% this year and accounted for 59% of Bell’s revenues
at the end of 2007, compared with 55% at the end of 2006.

See Segmented Analysis for a discussion of operating
revenues on a segmented basis.

2006 Compared to 2005

Total operating revenues at BCE increased to $17,656 mil-
lion in 2006, 0.6% higher than 2005, reflecting higher
revenues across all segments.
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Revenues at Bell improved 0.5%, year over year, to
$14,541 million. This was driven primarily by increased
revenues at Bell Wireless, offset by lower revenues
within our Bell Wireline segment. Bell Wireless revenue
growth of 11.6% was fuelled by higher ARPU and an
increased number of wireless customers, while the 2.9%
decrease in Bell Wireline revenues was caused by the
continued erosion of legacy services revenue due to resi-
dential local line losses and business customer migration
to IP, competitive pricing pressures in our business and
wholesale market segments, and the impact of various
regulatory decisions. In addition, our results for 2005
included revenues from a number of non-recurring sales
which negatively affected revenue growth in 2006. These
items included the sale of customer contracts in our
Enterprise unit related to legacy point-of-sale systems,
fibre and access capacity sales in our Wholesale unit, the
sale of U.S. conferencing solutions contracts in our SMB
unit, the early termination of a cross-border facilities
contract and the recognition of deferred revenues
related to unused prepaid minutes. Higher revenues in
our video and Internet units, as well as solid ICT growth
in our Enterprise and SMB units moderated the year-
over-year decrease in Bell wireline revenues.

Revenues from growth services, which grew by 10.2%
in 2006, accounted for 55% of total revenues at the end
of the year compared with 52% at the end of 2005.

Revenues at Bell Aliant also improved in 2006, due
primarily to higher revenues from increased sales of
Internet, data and IT services, which more than offset
revenue declines from Bell Aliant’s legacy services.

See Segmented Analysis for a discussion of operating
revenues on a segmented basis.

Operating Expenses

2007 Compared to 2006

Total operating expenses at BCE increased 0.2% in 2007
to $10,892 million from $10,874 million in 2006. The
marginal year-over-year increase reflected higher cost of
revenue, offset largely by reduced selling, general and
administrative expenses.

Cost of revenue was up 3.7% in 2007 to $4,170 million,
compared with $4,020 million last year. The year-over-
year increase was driven by:

« higher overall revenues at Bell and Bell Aliant

« higher wireless network operating expenses, due
primarily to higher roaming volumes combined with
increased minutes of airtime usage and increased trans-
mission expenses to support a larger subscriber base, a
greater number of cell sites, third-party data content
providers and improved network quality and coverage
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« higher product cost of sales consistent with increased
wireless and high-speed Internet gross subscriber activa-
tions, increased wireless customer retention activity,
increased business equipment sales in our Bell West unit
and increased product sales at Bell Aliant.

These cost pressures were moderated by the positive
impact of:
« decreased payments to other carriers, reflecting both
lower rates and volume of minutes
- a favourable judicial decision with respect to CRTC
video broadcast licence fees
+ lower network termination costs from reduced south-
bound call traffic to the United States
« other cost containment and productivity initiatives.

Selling, general and administrative expenses include
salaries, wages and benefits not directly attributable to a
service or product, net benefit plans cost, bad debt
charges, taxes other than income, marketing, advertising
and sales commission costs, customer billing, call centre
and IT costs, professional service fees, and rent. Selling,
general and administrative expenses decreased 1.9% in
2007 to $6,722 million from $6,854 million in 2006. The
year-over-year decline resulted primarily from:

- lower marketing and sales expenses, reflecting reduced
handset subsidies at Bell Mobility and decreased adver-
tising costs

+ lower labour costs at Bell driven by decreased use of
consultants

« decreased real estate costs driven by workforce reduc-
tion initiatives and lower rents

+ lower net benefit plans cost, due mainly to a higher
return on plan assets and the phase-out in 2006 of other
post-employment benefits for future retirees.

These lower costs were partly offset by a number of
cost increases during the year, including higher call
centre outsourcing costs to handle greater call volumes
and improve customer service, increased customer
retention costs stemming from a higher number of
handset upgrades in our wireless unit and greater cus-
tomer winback activity in our Wireline segment, and
higher bad debt expense from an increased focus on
accounts receivable management. Higher total labour
costs at Bell Aliant, increased IT service contract labour
and greater outsourcing activity further offset the overall
improvement in selling, general and administrative
expenses in 2007.



2006 Compared to 2005

Operating expenses were $10,874 million in 2006, com-
pared with $10,707 million in 2005, representing a 1.6%
year-over-year increase. Higher selling, general and
administrative expenses were partly offset by lower cost
of revenue.

Cost of revenue declined 0.7% in 2006 to $4,020 mil-
lion from $4,048 million in 2005. The year-over-year
improvement can be attributed to:

+ decreased payments to other carriers as a result of
reduced traffic and lower rates

+ the non-recurrence of costs associated with restoring
service levels in 2005 following resolution of a labour
dispute with technicians in Ontario

- costs associated with one-time sales in our Enterprise
and Wholesale units in 2005 related to customer con-
tracts for legacy point-of-sales systems, the early termi-
nation of a cross-border facilities contract, and fibre and
access capacity sales, which did not recur in 2006

- the impact of cost savings initiatives such as One Bill
and reducing missed customer appointments for wire-
line installations and repairs.

These factors were largely offset by:

+ higher wireless network costs resulting from increased
network usage relating to both voice and data services,
as well as increased roaming

- increased wireless equipment costs consistent with an
increase in wireless devices sold from higher gross acti-
vations and handset upgrades

« increased volume of connection and service requests

« higher hardware costs, particularly at Bell ExpressVu

+ higher cost of product sales, due to growth in product
and IT fulfillment sales at Bell Aliant.

Selling, general and administrative expenses were
$6,854 million in 2006, compared with $6,659 million in
2005. The 2.9% year-over-year increase was due mainly
to higher wireless and video subscriber acquisition costs,
higher wireless customer retention costs, increased IT
expenses, higher advertising costs, and increased net
benefit plans cost. Lower labour costs, resulting mainly
from employee workforce reductions and increased out-
sourcing of call centre functions, as well as lower real
estate expenses partly offset higher selling, general and
administrative expenses in 2006.

Operating Income

2007 Compared to 2006

Operating income in 2007 at BCE was $3,439 million
compared with $3,299 million in 2006, representing an
increase of 4.2% year over year. Similarly, Bell’s operating
income improved 4.7% this year to $2,609 million from

Management’s Discussion and Analysis

$2,492 million in 2006. The year-over-year increases
were due mainly to higher operating revenues from
our Bell Wireless segment and from Bell Aliant, offset
partly by higher operating expenses as described above,
increased amortization expense, and higher restructur-
ing and other charges related mainly to workforce reduc-
tion initiatives and costs associated with the Privatization.
Ongoing productivity improvements also contributed to
the improvement in operating income this year.

See Segmented Analysis for a discussion of operating
income on a segmented basis.

2006 Compared to 2005

Operating income for BCE was $3,299 million in 2006,
down 11.5% from $3,728 million in 2005. Similarly, Bell’s
operating income decreased 13.7% in 2006 to $2,492 mil-
lion from $2,886 million in the previous year. The year-
over-year decreases experienced in 2006 can be attributed
in large part to restructuring and other charges associated
with employee departures at Bell, the relocation of
employees and closing of real estate facilities related to a
reduced workforce, and transaction costs related to the
formation of Bell Aliant. Higher operating expenses as
explained above also contributed to lower operating
income in 2006. This was partly offset by higher overall
operating revenues and increased cost savings from vari-
ous supply chain and process improvement initiatives.

See Segmented Analysis for a discussion of operating
income on a segmented basis.

EBITDA

2007 Compared to 2006

EBITDA at BCE increased 2.8% in 2007 to $6,974 million
from $6,782 million in 2006, reflecting improved per-
formance at Bell. This was offset partly by lower EBITDA
at Bell Aliant in 2007 where higher labour costs, higher
expenses related to growth in IT sales, and increased net
benefit plans cost due to a pension valuation allowance
adjustment more than offset higher revenues, as well
as by lower EBITDA at Telesat due to the recognition
of only ten months of results in 2007 compared with a
full twelve months in 2006 due to its sale on October 31,
2007. The combined impact of higher operating revenues
and higher EBITDA in 2007 contributed to a 0.6 percent-
age point improvement in BCE’s EBITDA margin, which
increased to 39.0% this year from 38.4% in 2006.

Bell’s EBITDA increased 4.1% in 2007 to $5,496 mil-
lion, compared with $5,280 million in the previous year.
This corresponds to an EBITDA margin of 37.3%, repre-
senting a 1.0 percentage point improvement over 2006.
The year-over-year increase in EBITDA mainly reflected
the growth in contribution from our Bell Wireless
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segment, where higher revenues and lower marketing
and sales expenses drove improved financial perform-
ance. Despite continued erosion of our high-margin
legacy voice and data revenues and higher bad debt
expense, EBITDA for our Bell Wireline segment increased
slightly, year over year, due to lower labour costs, careful
control over cost of revenue, and decreased sales and
marketing expenses.

Lower net benefit plans cost also positively impacted
BCE and Bell EBITDA in 2007, decreasing by 19.8% in
2007 to $410 million from $511 million in 2006. The
reduction was due mainly to a plan amendment related
to the phase-out over the next 10 years of other post-
employment benefits for future retirees and an improve-
ment in the market-related value of the pension plan
assets mainly as a result of favourable actual market
returns in the pension funds in 2007.

2006 Compared to 2005

EBITDA for BCE decreased 0.9% in 2006 to $6,782 mil-
lion from $6,844 million in 2005, reflecting lower
EBITDA at Bell, Bell Aliant and Telesat. Accordingly,
BCE’s EBITDA margin decreased to 38.4%, compared
with 39.0% in 2005.

EBITDA at Bell was $5,280 million, down 0.7% com-
pared with $5,319 million in 2005. This corresponded to
a 0.5 percentage point reduction in EBITDA margins to
36.3% in 2006 from 36.8% in the prior year. The year-
over-year decrease was largely the result of higher net
benefit plans cost. The continued loss of legacy voice
and data revenues due to increased cable telephony
competition and the continued migration of business
customers to IP-based services, as well as higher wireless
customer acquisition and retention costs, also had a
negative impact on Bell’s EBITDA in 2006. These cost
and margin pressures were partly offset by higher wire-
less revenues, reduced labour costs achieved through
workforce reductions and other productivity initiatives
such as the outsourcing of call centre functions, the
resolution of residual service issues related to a labour
dispute with our technicians in Ontario in 2005, and
lower video and Internet subscriber acquisition costs.

EBITDA at Bell Aliant decreased, year over year, as
higher IT revenues were offset by a consequent increase
in associated expenses, as well as by higher labour costs.

The year-over-year decrease in EBITDA at Telesat was
due primarily to special compensation costs related to
executive management changes and non-recurring rev-
enues generated in 2005 from the sale of network services.
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Net benefit plans cost negatively impacted BCE and
Bell EBITDA in 2006. Net benefit plans cost of $511 mil-
lion represented an increase of $152 million, or 42%,
compared with $359 million in 2005. The increase was
due mainly to a reduction in the discount rate from 6.2%
in 2005 to an average of 5.4% in 2006, which increased
the cost of our pension plan liabilities.

Depreciation and Amortization of Intangible Assets

The amount of our depreciation and amortization of intangible
assets in any year is affected by:

« how much we invested in new capital assets in previous
years

« how many assets we retired during the year

« changes in accounting rules and estimates.

Depreciation and amortization expense increased
$71 million, or 2.3%, in 2007 and $67 million, or 2.2%, in
2006. Both were the result of an increase in our capital
asset base from higher investment in the growth areas
of the business, as well as capital spending that contin-
ues to be higher than asset retirements. In 2007, the
increase was partly offset by the sale of Telesat on
October 31, 2007 and a slight increase in the average life
of capital assets.

Restructuring and Other

This category includes various income and expenses that are
not directly related to the operating revenues generated
during the year.

2007

We recorded restructuring and other charges of $336 mil-
lion in 2007. These included:

+ charges of $42 million related to workforce reduction
initiatives for the involuntary departure of approxi-
mately 650 employees

+ charges of $26 million related to a voluntary early
retirement plan accepted by approximately 250 employ-
ees. The program is complete.

+ charges of $77 million for relocating employees and
closing real estate facilities that are no longer needed
because of the reduction in the workforce between 2004
to 2007. Included in this charge is $16 million related to
our plan to relocate employees to campus environments
in Calgary, Toronto and Montreal, which will be com-
plete by 2009.

« charges of $27 million at Bell Aliant related mainly to
workforce reduction costs



« charges of $164 million related primarily to trans-
action costs associated with our review of strategic
alternatives, employee retention costs and a charge of
$37 million for uneconomic broadband expansion
approved by the CRTC. The transaction costs were
for financial advisory, professional and consulting fees.
We expect to incur additional costs to complete the
Privatization through to closing.

2006

We recorded restructuring and other charges of $355 mil-
lion in 2006. These included:

« charges of $82 million related to workforce reduction
initiatives for the involuntary departure of approxi-
mately 1,810 employees

+ charges of $72 million for relocating employees and
closing real estate facilities that were no longer needed
because of the reduction in the workforce

« charges of $11 million at Bell Aliant related to work-
force reduction costs

- other charges of $190 million related primarily to
transaction costs associated with the formation of Bell
Aliant. These transactions costs consisted of financial
advisory, professional and consulting fees.

2005

We recorded restructuring and other charges of $55 mil-
lion in 2005. These included:

« charges of $51 million related to workforce reduction
initiatives for the involuntary departure of approxi-
mately 950 employees

« charges of $49 million for relocating employees and
closing real estate facilities that were no longer needed
because of the reduction in the workforce resulting from
the 2004 employee departure program.

These charges were partly offset by reversals of restruc-
turing provisions of $45 million relating to the 2004
employee departure program that were no longer neces-
sary since actual payments were lower than estimated.

Other Income (Expense)

Other income (expense) includes income (expense) that we
receive (incur) from activities that are not part of our main
business operations, such as:

« net gains on investments, including gains or losses when we
dispose of, write down or reduce our ownership in investments
« foreign currency gains (losses)

« interest income on cash and cash equivalents

« other miscellaneous income or expense.

Management’s Discussion and Analysis

2007

Other income of $2,395 million in 2007 included a
$2,300 million gain on sale of Telesat, our satellite
services subsidiary, on October 31, 2007 and a $92 million
dilution gain resulting from an issuance of units by Bell
Aliant, in conjunction with its privatization of the Bell
Nordiq Income Fund, in which we did not participate,
partly offset by an increase in foreign exchange losses.

2006

Other expense of $188 million in 2006 included a
$148 million charge for premium costs on early redemp-
tion of Bell Aliant debt, $122 million of which was
recorded as a result of the formation of Bell Aliant, and a
$36 million loss as a result of our decision to exit a line
of business. This was partly offset by a $9 million gain
on the acquisition of Nortel Networks Corporation
(Nortel) shares by the Bell Canada pension fund.

2005

Other income of $12 million in 2005 included a $39 mil-
lion dilution gain related to our interest in TerreStar
Networks Inc., a mobile satellite services company partly
offset by a charge of $33 million related to the tax loss
monetization program between Bell Canada and Bell
Canada International Inc. (BCI).

Interest Expense

Interest expense decreased $81 million, or 8.6%, to
$859 million in 2007 as a result of both lower average
debt balances and the refinancing of debt at lower rates.

Interest expense of $940 million in 2006 increased by
$6 million, or 0.6%, compared to $934 million in 2005.
This was a result of higher average debt balances, partly
offset by lower average interest expense from the refinanc-
ing of debt at lower rates.

Income Taxes

2007 Compared to 2006

Income taxes of $725 million in 2007 increased by
$651 million compared to $74 million in 2006. We recog-
nized $407 million of tax expense in 2007 related to the
$2,300 million gain on sale of Telesat. In 2006, we recog-
nized a future tax asset of $434 million in respect of
approximately $2,341 million of previously unrecognized
capital loss carryforwards as a result of the pending sale
of Telesat.
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The increase was partly offset by the non-taxable
portion of Bell Aliant’s income in the first half of 2007,
the reduction in federal income tax rates applicable to
future years and the settlements with tax authorities in
2007 of uncertain tax positions related to the sale of an
investment in a prior year and other audit issues. In 2006,
we realized tax savings from income tax adjustments
resulting from the decrease in federal income tax rates, the
elimination of the large corporation tax stemming from
the 2006 federal budget and favourable audit settlements.

As a result, the effective tax rate increased to 14.6% in
2007 compared t0 3.4% in 2006.

2006 Compared to 2005

Income taxes of $74 million in 2006 decreased by
$718 million, or 91%, compared to $792 million in 2005.
This was due mainly to:

- the recognition of a future tax asset totalling $434 mil-
lion

» lower pre-tax earnings

- the impact of the non-taxable portion of Bell Aliant’s
income.

This decrease was partly offset by $99 million of tax
savings in 2005 resulting from the tax loss monetization
program between Bell Canada and BCI.

As a result, the effective tax rate decreased to 3.4% in
2006 compared to 28.2% in 2005.

Non-Controlling Interest

The non-controlling interest in the statement of operations
reflects the percentage ownership of a subsidiary owned
by others multiplied by the amount of the subsidiary’s after-
tax earnings.

2007 Compared to 2006

Non-controlling interest of $332 million in 2007 increased
$115 million or 53% compared to $217 million in 2006.
The increase reflects Bell Aliant’s higher net earnings
in 2007, the debt redemption and transaction costs
incurred by Bell Aliant in 2006 and our decreased own-
ership interest upon the formation of Bell Aliant in
the third quarter of 2006. The increase was partly offset
by the decrease in dividends paid to non-controlling
interest as a result of the exchange of the Bell Canada
preferred shares for a corresponding series of First
Preferred Shares of BCE Inc.
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2006 Compared to 2005

Non-controlling interest of $217 million in 2006 increased
by $26 million, or 13.6%, compared to $191 million in
2005. This was mainly due to our decreased ownership
interest upon the formation of Bell Aliant, partly offset
by the non-controlling interest in the premium costs
incurred by Bell Aliant on the early redemption of
long-term debt and by transaction costs associated with
Bell Aliant.

Discontinued Operations

2007

The net gain from discontinued operations of $139 mil-
lion in 2007 relates mainly to Bell Aliant’s gain on sale of
its directory business, Aliant Directory Services (ADS),
of $110 million in 2007.

2006

On August 30, 2006, we reduced our interest in
CTVglobemedia Inc. (CTVglobemedia) to 20% from
68.5%. In September 2006, CTVglobemedia completed
its takeover bid for CHUM Limited. As a result of the
transaction, our interest in CTVglobemedia was reduced
to 15%. Our remaining investment in CTVglobemedia is
accounted for using the cost method and is presented as
a discontinued operation.

The net gain from discontinued operations of
$127 million in 2006 represents the gain on disposition
of CGI Group Inc. (CGI) of $79 million, a gain of
$52 million realized on the return of capital from BCI, a
$7 million gain on acquisition of our remaining CGI
shares by the Bell Canada pension fund, and operating
income at CTVglobemedia, partly offset by a write-down
of $17 million on our remaining investment in CGL

2005

The net gain from discontinued operations of $138 mil-
lion in 2005 relates mainly to our share of both CGI and
CTVglobemedia’s operating income.



Dividends on Preferred Shares

Dividends on preferred shares of $131 million in 2007
increased by $61 million, or 87%, compared to $70 mil-
lion in 2006. This increase resulted from the new series
of preferred shares created further to the Bell Canada
plan of arrangement whereby all of the issued and
outstanding series of preferred shares of Bell Canada,
the dividends on which were previously classified as
non-controlling interest at BCE, were exchanged for
a corresponding series of First Preferred Shares of
BCE Inc. The Bell Canada plan of arrangement was effec-
tive on January 31, 2007.

Net Earnings and EPS

2007 Compared to 2006

Net earnings applicable to common shares for 2007
were $3,926 million, or $4.88 per common share, which
represents an increase over 2006 net earnings of
$1,937 million, or $2.25 per common share. Included
in 2007 net earnings was a charge of $210 million for
restructuring and other and net gains on investments of
$2,252 million. Net gains on investments included:

+ anet gain on disposition of $1,893 million on the sale
of Telesat

« the reversal of a tax liability due to the settlement of
an uncertain tax position in connection with the sale of
an investment in a prior year

+ anet gain from discontinued operations of $110 mil-
lion on Bell Aliant’s sale of ADS

+ a $92 million dilution gain as a result of the issuance
of Bell Aliant units in conjunction with the privatization
of the Bell Nordiq Income Fund.

In 2006, earnings were impacted by a net charge of
$222 million for restructuring and other, net gains on
investments of $525 million and costs incurred to form
Bell Aliant of $42 million. Net gains on investments in
2006 included the recognition of a future tax asset of
$434 million in respect of approximately $2,341 million
of previously unrecognized capital loss carryforwards
which were recognized as a result of the pending sale of
Telesat. Excluding the impact of these items, net earnings
before restructuring and other, net gains on investments,
and costs incurred to form Bell Aliant®™ increased by
$208 million in 2007.

Management’s Discussion and Analysis

The increase of $208 million in 2007 can be attributed
to higher EBITDA, lower interest expense and lower
income taxes due mainly to the favourable resolution of
uncertain tax positions and the reduction in future
income tax rates. The impact of these items more than
offset the increase in non-controlling interest and depre-
ciation and amortization expense. Consequently, on an
EPS basis, net earnings before restructuring and other,
net gains on investments, and costs incurred to form Bell
Aliant increased by $0.39 per common share, year over
year, to $2.34.

2006 Compared to 2005

Net earnings applicable to common shares were
$1,937 million, or $2.25 per common share, which repre-
sents an increase of 2.4% compared with net earnings of
$1,891 million, or $2.04 per common share, in 2005.
Included in net earnings in 2005 was a charge of $37 mil-
lion from restructuring and other and net gains on
investments of $27 million. As a result, 2006 net earnings
before restructuring and other, net gains on investments,
and costs incurred to form Bell Aliant of $1,676 million,
were down $225 million.

The $225 million decrease was a result of higher
depreciation and amortization expenses, higher net
benefit plans cost and discontinued operations, partly
offset by improved EBITDA performance and lower
income taxes. Consequently, on an EPS basis, net earn-
ings before restructuring and other, net gains on invest-
ments, and costs incurred to form Bell Aliant decreased
by $0.10 per common share, year over year, to $1.95.

SEGMENTED ANALYSIS

At the beginning of 2007, our management structure
changed and, as a result, our results of operations now
are reported in four segments: Bell Wireline, Bell Wireless,
Bell Aliant and Telesat. We have restated prior periods to
reflect these new segments. Our reporting structure
reflects how we manage our business and how we classify
our operations for planning and measuring performance.

(1) Net earnings before restructuring and other, net gains on investments, and costs incurred to form Bell Aliant is a non-GAAP financial measure. See

Non-GAAP Financial Measures — Net earnings before restructuring and other, net gains on investments, and costs incurred to form Bell

Aliant in this MD¢7A for more details, including a reconciliation to the most comparable GAAP financial measure.
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% CHANGE
OPERATING REVENUES 2007 2006 2005 2007 Vs.2006 2006 Vs. 2005
Bell Wireline 10,660 10,763 11,084 (1.0%) (2.9%)
Bell Wireless 4,131 3,827 3,428 7.9% 11.6%
Inter-segment eliminations (48) (49) (50) (2.0%) 2.0%
Bell 14,743 14,541 14,462 1.4% 0.5%
Bell Aliant 3,373 3,301 3,267 2.2% 1.0%
Telesat 458 479 475 (4.4%) 0.8%
Inter-segment eliminations (708) (665) (653) 6.5% (1.8%)
Total operating revenues 17,866 17,656 17,551 1.2% 0.6%

% CHANGE
OPERATING INCOME 2007 2006 2005 2007 Vs.2006 2006 Vs. 2005
Bell Wireline 1,397 1,494 2,074 (6.5%) (28.0%)
Bell Wireless 1,212 998 812 21.4% 22.9%
Bell 2,609 2,492 2,886 4.7% (13.7%)
Bell Aliant 718 699 734 2.7% (4.8%)
Telesat 157 142 157 10.6% (9.6%)
Inter-segment eliminations (45) (34) (49) (32.4%) 30.6%
Total operating income 3,439 3,299 3,728 4.2% (11.5%)
Bell Wireline Segment
Bell Wireline Revenue

% CHANGE
BELL WIRELINE REVENUE 2007 2006 2005 2007Vs.2006 2006 Vs. 2005
Local and access 3,586 3,757 4,000 (4.6%) (6.1%)
Long distance 1,219 1,327 1,547 (8.1%) (14.2%)
Data 3,641 3,599 3,581 1.2% 0.5%
Video 1,317 1,150 976 14.5% 17.8%
Equipment and other 722 754 796 (4.2%) (5.3%)
Total external revenues 10,485 10,587 10,900 (1.0%) (2.9%)
Inter-segment revenues 175 176 184 (0.6%) (4.3%)
Total Bell Wireline revenue 10,660 10,763 11,084 (1.0%) (2.9%)

2007 Compared to 2006

Bell Wireline revenues totalled $10,660 million in 2007,
down 1.0% from $10,763 million in the previous year.
The positive contribution to our top-line results from
year-over-year revenue increases in video and data of
$167 million and $42 million, respectively, were more
than offset by decreases of $171 million in local and
access services, $108 million in long distance, and
$32 million in equipment sales and other revenues.

Local and Access

Local and access revenues of $3,586 million in 2007, rep-
resented a decrease of 4.6% compared with $3,757 mil-
lion in 2006. The year-over-year revenue decline was due
mainly to continued residential NAS erosion and the
related loss of optional enhanced features revenue, as
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well as to discounts related to marketing initiatives
focused on our new Home Phone service packages and
residential customer winback activities. Local and access
revenues were also negatively impacted in 2007 by a
CRTC decision associated with the price caps deferral
account that took effect June 1, 2006, which mandated a
reduction in local rates. The positive revenue impact
from rate increases in September 2006 to our business
and wholesale access services portfolios and the applica-
tion of price increases in the past year on certain other
basic voice products moderated the year-over-year
decrease in local and access revenues.

Total NAS declined by 511,000 in 2007, compared
with a decline of 463,000 in 2006, to reach 8,176,000
lines as at December 31, 2007. The higher total number
of local line losses, year over year, reflected the loss of
58,000 business lines, stemming from a major wholesale



customer’s anticipated decision in the fourth quarter of
2007 to move substantially all of its subscribers onto its
own network. There will be an opening balance adjust-
ment to our business NAS at the beginning of 2008
to recognize the further migration of this wholesale
customer’s remaining 273,000 lines. The migration of
these wholesale lines does not have a material revenue
impact. In addition, at the beginning of the third quarter
of 2007, our business NAS customer base was decreased
by 58,000 to reflect an adjustment in the calculation of
local interconnections. Our decline in total NAS this
year was also the result of ongoing aggressive competi-
tion from major cable television operators for local tele-
phone service, continuing losses to non-related CLECs,
and wireline to wireless substitution. As a result of these
impacts, the annual rate of NAS erosion for 2007 was
6.5% compared with 5.0% for 2006. Although the rate
of residential NAS erosion increased to 9.9% this year
from 9.4% in 2006, due to cable telephony footprint
expansion in our regions and increased disconnection
of non-paying customers, the total absolute number of
residential lines lost in 2007 decreased 4.5% year over
year. This improvement reflected increased residential
customer winbacks and the effectiveness of our cus-
tomer retention strategies. At the end of 2007, we had
4,650,000 residential lines and 3,526,000 business lines,
compared with 5,161,000 and 3,584,000 lines, respec-
tively, one year earlier.

Long Distance

Long distance revenues totalled $1,219 million in 2007,
reflecting a year-over-year decrease of 8.1%, compared
with revenues of $1,327 million in 2006. The annual
percentage decrease in 2007 is the lowest since 2004,
although long distance revenues continued to be nega-
tively affected by ongoing NAS erosion, technological
substitution to wireless and Internet, losses to toll
competitors, pricing pressures across our business
and wholesale markets, lower rates on cross-border
exchange traffic, and a reduction in total minute vol-
umes. Price increases applied during the first quarter of
2007 on the majority of our residential long distance
plans and the positive impact from an increase in the
monthly network charge on August 1, 2007 to residential
customers from $4.50 to $5.95 moderated the rate of
decline in long distance revenues. Consistent with NAS
erosion and industry-wide trends, total minute volumes
decreased 5.7% in 2007 to 12,500 million conversation
minutes from 13,256 million in 2006, reflecting lower
domestic and overseas minute volumes in both our
consumer and business sectors, as well as competitive
pressures in wholesale. As a result, average revenue
per minute (ARPM) decreased by $0.001 this year to
$0.091 from $0.092 in 2006.
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Data

Data revenues increased 1.2% to $3,641 million in 2007,
up from $3,599 million in 2006. Data revenue growth
was driven mainly by higher Internet revenues, resulting
from an increase in the total number of access service
connections, increased sales of PC Fusion, and price
increases at both Sympatico and our SMB unit. Higher
IP and broadband connectivity services revenue in our
Enterprise, SMB and Wholesale units also contributed to
the year-over-year improvement in data revenues. The
impact of adverse regulatory rulings on data revenues
was approximately $10 million lower this year compared
with 2006. Competitive pricing pressures, the continued
migration of business customers’ voice and data traffic
to our IP-based systems, decreased sales of ICT solutions
to our business customers, and the ongoing transfer of
services by wholesale customers onto their own network
facilities moderated the increase in data revenues in 2007.
Although revenues from legacy products and services
decreased year over year, the rate of decline slowed due
largely to price increases in legacy services, expansion
of our product suites and effective management of IP
customer migration in our Enterprise unit.

The number of high-speed Internet subscribers
increased by 124,000 in 2007, compared with 154,000
new net subscriber activations in 2006. In the fourth
quarter, we reduced total net activations for 2007 by
11,000 to correct for customer churn adjustments in the
first three quarters of this year. Lower net activations in
2007 can be attributed to intense competition, particu-
larly in our consumer markets where aggressive price
discounting on competitors’ multi-product bundle offers
was prevalent, and to our lack of customer retention
offers featuring unlimited usage plans. Stronger overall
market demand and the positive impact of a limited-
time targeted marketing campaign featuring special pro-
motional rates in our Québec market also contributed to
the relatively higher number of net activations in 2006.
These factors were partly offset by increased sales of
Sympatico’s WiMAX service and higher wholesale
demand for access service connections this year. As at
December 31, 2007, we had 2,004,000 high-speed Internet
subscribers, representing a 6.8% increase over the past
year. This figure included a subscriber base adjustment
of 3,000 customers, reflecting the net impact of an 18,000
increase at the beginning of the first quarter of 2007 to
adjust for prior-year deactivations related to a major
upgrade of our order management system and the aggre-
gate removal at the beginning of the first two quarters of
this year of 15,000 customers who had no network usage
in 2007. These adjustments were not taken into account
to determine net activations for 2007.
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Video

Video revenues grew by 14.5% in 2007 to $1,317 million
from $1,150 million in 2006, due mainly to higher ARPU.
Video ARPU improved significantly, increasing $6 to $60
per month in 2007 from $54 per month last year. The
improvement resulted primarily from price increases
implemented over the past year, customer upgrades to
higher-priced programming packages, and higher rental
fee revenue from increased STB rentals.

Our video churn rate was 1.2% in 2007, compared
with 1.0% in the previous year. This result was due
largely to a higher number of customers coming off con-
tracts and the application of various price increases over
the past year, which resulted in higher voluntary cus-
tomer deactivations in 2007. Churn was also impacted
negatively this year as we accelerated the processing of
accounts in collection, resulting in higher deactivations
of non-paying customers. As a result of higher churn and
weaker sales in our independent retail channels, net acti-
vations amounted to 2,000 in 2007, compared with net
activations of 93,000 last year. As at December 31, 2007,
our video subscriber base totalled 1,822,000.

Equipment Sales and Other

Equipment sales and other revenues decreased 4.2% in
2007 to $722 million, compared with $754 million in
2006. The year-over-year decline was due primarily to
decreased sales and maintenance contracts for legacy
voice equipment to business customers, which reflects
our strategic decision not to pursue low-margin busi-
ness, as well as to a one-time revenue contribution in the
first quarter of 2006 from a network infrastructure
installations contract to help restore telecommunica-
tions service to the areas in the United States affected by
Hurricane Katrina. This year-over-year revenue decrease
was partly offset by higher demand for Sympatico’s
computer purchase program and higher equipment sales
at our Bell West unit.

2006 Compared to 2005

Bell Wireline revenues declined 2.9% in 2006 to
$10,763 million from $11,084 million in the prior year.
Decreases of $243 million, $220 million and $42 million
in local and access, long distance, and equipment and
other revenues, respectively, were moderated by revenue
increases of $174 million in video and $18 million in data.
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Local and Access

Local and access revenues decreased by 6.1% in 2006 to
$3,757 million, compared with $4,000 million in 2005.
The year-over-year decline was due primarily to ongoing
competitive losses of residential NAS and related VAS
revenues, as well as to lower revenue from wireline
maintenance plans. Local and access revenues were also
negatively impacted in 2006 by a number of CRTC deci-
sions, including a mandated reduction in local access
rates associated with the price caps deferral account that
took effect on June 1, 2006 and a mandated reduction in
rates we charge for switching and aggregation services to
long distance service providers. These regulatory rulings
reduced local and access revenues by approximately $46
million in 2006. The positive impact of price increases
to a number of our business and wholesale access serv-
ices, as well as the stabilization in the rate of erosion of
legacy connectivity services, helped to partly offset the
year-over-year decrease in local and access revenues.

Total NAS declined by 463,000 in 2006 compared
with local line losses of 297,000 in 2005, primarily as a
result of increased competition from cable operators for
local telephone service, continuing losses to non-related
CLECs and wireline to wireless substitution. This was
partly offset by higher wholesale demand for local access
lines in Western Canada and an increase in customer
winbacks following the CRTC’s decision in April 2006
to reduce the waiting time before we can contact lost
customers. The annual rate of NAS erosion in 2006
increased to 5.0% from 3.1% in the prior year, reflecting
a higher number of local line losses as the major cable
operators in our incumbent territories maintained their
intensive marketing efforts and further expanded the
footprint of their low-priced local telephony offerings
across most of our Ontario and Québec markets. As at
December 31, 2006, we had 5,161,000 residential lines
and 3,584,000 business lines, compared with 5,696,000
and 3,512,000 lines, respectively, at the end of 2005.

Long Distance

Long distance revenues were $1,327 million in 2006,
reflecting a year-over-year decrease of 14.2% compared
with $1,547 million in 2005. Lower long distance rev-
enues were due mainly to the impact of continued NAS
erosion, escalating wireless substitution, aggressive price
competition in our business and wholesale markets, and
lower rates on cross-border exchange traffic. The year-
over-year decrease was offset partly by an increased
network charge to residential and SMB customers
implemented on April 15, 2006, as well as by higher



overseas and calling card per-minute rates. Total minute
volumes increased 1.2% in 2006 to 13,256 million con-
versation minutes from 13,103 million in 2005, reflecting
higher domestic and overseas minute volumes. Despite
higher minutes, ARPM decreased by $0.013 during 2006
to $0.092, reflecting the impact of rate pressures across
all our markets.

Data

Data revenues increased 0.5% to $3,599 million in 2006,
compared with $3,581 million in 2005. The slight year-
over-year improvement was primarily the result of
higher Internet revenues, increased sales of IP-based
connectivity and ICT solutions in our Enterprise and
SMB units, and increased revenues from the SuperNet
(a next-generation broadband access network in Alberta).
Aggressive price competition in our enterprise and SMB
markets, customer migration towards IP-based systems,
and the transfer by wholesale customers of circuit net-
works onto their own facilities moderated the increase
in data revenues for 2006. In addition, the positive impact
on revenues in 2005 from a number of non-recurring
items, which included the sale of customer contracts
within our Enterprise unit related to legacy point-of-sale
systems, fibre and access capacity sales in our Wholesale
unit, and the early termination of a wholesale cross-
border facilities contract affected overall data revenue
growth in 2006 when similar sales did not occur.

The number of high-speed Internet subscribers
increased by 154,000 in 2006, compared with 254,000 in
2005, bringing the total subscriber count as at Decem-
ber 31, 2006 to 1,877,000. Our primary focus in 2006 was
to up-sell customers to higher-speed products in order
to increase ARPU, drive subscriber growth through
expanded use of hardware offers and reduce customer
churn. Sympatico’s subscriber growth in 2006 was
adversely affected by the impact of ongoing aggressive
price discounting on multi-product bundle offers from
the major cable operators in our markets. Moreover, the
significantly higher number of net additions in 2005 was
driven by the introduction of our Basic Lite service offer-
ing in the Ontario market and by substantial footprint
expansion. A major upgrade to the Sympatico order
management system during the fourth quarter of 2006
also negatively impacted the sales process within our
retail channels and at our contact centres.

Video

Our Video unit reported solid financial performance in
2006, growing its revenues by 17.8% to $1,150 million
compared to $976 million in 2005. Contributing to video
revenue growth in 2006 was an increased number of
subscribers and significantly higher ARPU.

Management’s Discussion and Analysis

Video ARPU increased to $54 per month in 2006 from
$50 per month in the prior year. The $4 annual improve-
ment resulted primarily from customers upgrading
to higher-priced programming packages, higher pay-
per-view revenues, and price increases implemented
during 2006.

Our video subscriber base grew by 5.4% in 2006 to
reach 1,820,000 as at December 31, 2006. We added
93,000 new net video subscribers in 2006, compared
with higher-than-average net additions of 224,000 in
2005. The year-over-year decrease can be attributed
mainly to our increased focus on profitable growth,
aggressive analog to digital conversions by cable opera-
tors, and the acquisition of Cable VDN in 2005, which
added 12,500 new customers to our subscriber base at
that time.

Our video churn rate increased slightly to 1.0% in
2006 from 0.9% in the previous year, reflecting heavily
discounted bundled service packages and hardware
offers from our cable competitors.

Equipment Sales and Other

Equipment sales and other revenues decreased 5.3% to
$754 million in 2006 from $796 million in 2005. The
year-over-year decline reflected reduced sales of legacy
voice equipment to Enterprise and SMB customers, the
negative impact of a CRTC ruling related to the fees
we charge to competitive local service providers for
co-location in Bell Canada’s switching centres, and lower
video STB sales at Bell ExpressVu. The one-time contri-
bution to revenues in 2005 from the sale of U.S. confer-
encing solutions contracts in our SMB unit and a contract
to help restore telecommunications service to the areas
in the United States affected by Hurricane Katrina also
had an adverse effect on revenue growth in 2006.

Bell Wireline Operating Income

2007 Compared to 2006

Operating income for our Bell Wireline segment was
$1,397 million this year, down 6.5% when compared with
$1,494 million in 2006. The following factors had a nega-
tive impact on wireline operating income in 2007:

« erosion of our residential NAS customer base

- loss of higher-margin legacy voice and data business
due to competition and customer migration towards
IP-based networks

- greater marketing and sales expenses associated with
residential customer winback and retention activities

- higher bad debt expense resulting from an ongoing
focus on accounts receivable management
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- increased call centre costs to enhance service quality
« higher amortization expense
« higher restructuring and other costs.

These operating income pressures were partly offset by:
« higher video revenues
« lower cost of goods sold due to reduced domestic and
international long distance traffic and lower interna-
tional rates, as well as decreased product sales
« lower labour costs from decreased use of consultants
and a reduced workforce
- a favourable judicial decision with respect to CRTC
licence fees
« ongoing productivity improvements
+ lower net benefit plans cost.

2006 Compared to 2005

Our Bell Wireline segment reported operating income of
$1,494 million in 2006, compared with $2,074 million in
the previous year. A significant portion of the annual
decrease was attributable to restructuring and other
costs associated with employee departures at Bell, the
relocation of employees and closing of real estate facil-
ities related to a reduced workforce, and transaction
costs related to the formation of Bell Aliant. The decrease

Bell Wireless Segment

Bell Wireless Revenue

in Bell Wireline’s operating income can also be attributed
to the following factors:
« higher rate of decline in our high-margin residential
NAS customer base
+ loss of higher-margin legacy wireline voice and data
business both to IP substitution and competition
+ lower wholesale revenues
« higher amortization expense
« increased net benefit plans cost.

These negative factors were partly mitigated by:
« higher video and Internet revenues
+ lower video subscriber acquisition costs
« lower call centre costs as a result of outsourcing and
efficiency improvements
« shift away from less profitable hardware equipment
contracts in our Enterprise unit
« cost savings from headcount reductions and produc-
tivity initiatives, such as One Bill and reducing missed
customer appointments for wireline installations and
repairs.

The recovery from a labour dispute with technicians in
Ontario, which negatively impacted operating expenses
in 2005, also contributed to improving Bell Wireline
operating income in 2006.

% CHANGE
BELL WIRELESS REVENUE 2007 2006 2005 2007 Vs.2006 2006 Vs. 2005
Network 3,754 3,453 3,054 8.7% 13.1%
Equipment 332 333 336 (0.3%) (0.9%)
Total external revenues 4,086 3,786 3,390 7.9% 11.7%
Inter-segment revenues 45 41 38 9.8% 7.9%
Total Bell Wireless revenue 4,131 3,827 3,428 7.9% 11.6%

2007 Compared to 2006

Bell Wireless operating revenues (comprised of network
and equipment revenues) increased 7.9% to $4,131 mil-
lion in 2007, compared with $3,827 million in 2006.
Wireless network revenues grew 8.7%, or $301 million,
this year to $3,754 million, reflecting the combined
impact of higher ARPU and a larger subscriber base.
Equipment revenues remained relatively stable at
$332 million, compared with $333 million in 2006. The
slight year-over-year decrease in equipment revenues for
2007 can be explained mainly by higher promotional
discounts in partial response to the heavy emphasis on
zero-dollar handsets in the market, offset almost entirely
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by increased handset sales resulting from a higher num-
ber of gross activations and customer upgrades.

Postpaid ARPU increased by $2 year over year to reach
$66 per month in 2007. The significant improvements
were driven mainly by price increases for a number of
services and features over the past year, including a
$2 increase in our monthly system access fee for Bell
Mobility’s postpaid customers, continued growth in
data usage, and increased roaming revenues.

Prepaid ARPU of $17 per month in 2007 represented
an improvement of $3 over the previous year. This increase
was attributable to higher minutes of usage, increased
data usage and the introduction of a $3.95 system access
fee in October 2006 for all new prepaid activations.



As a result of higher postpaid and prepaid ARPU,
blended ARPU increased by $3 in 2007 to $54 per month,
compared with $51 per month in the previous year.

We achieved a record number of gross wireless activa-
tions in 2007, which increased 7.1% to 1,640,000 from
1,531,000 in 2006 due to higher year-over-year prepaid
gross activations. Although postpaid gross activations
remained virtually unchanged compared with 2006,
there was progressive quarterly improvement in post-
paid subscriber acquisition during 2007, reflecting the
positive customer response to our offers, the introduc-
tion of new handsets and an expanded market presence.

Our blended churn rate in 2007 was 1.7% compared
with 1.5% last year, reflecting both higher postpaid and
prepaid churn. Postpaid churn increased o.2 points year
over year to 1.3%, mainly as a result of sustained com-
petitive intensity stemming from subscriber acquisition
offers that featured zero-dollar handsets and discounted
rate-plan promotions. The industry-wide implementa-
tion of Wireless Number Portability and the loss of a
public sector wireless contract in the first quarter of
2007 also contributed to higher churn this year. At the
beginning of 2007, we implemented a change to our pre-
paid deactivation policy which precipitated the removal
of 146,000 non-revenue-generating customers from our
prepaid subscriber base at the beginning of 2007. As this
was a retroactive adjustment, it was not reflected in our
prepaid churn rate for 2007. As a result of this change
in policy, we deactivated a higher number of inactive
customer accounts which contributed to the increase in
prepaid churn of 2.8% in 2007 compared with 2.6% in
the previous year.

Mainly as a result of higher customer deactivations,
our total wireless net activations decreased to 408,000
in 2007 from 513,000 in 2006. Postpaid subscribers
accounted for just over half or 206,000 of the net activa-
tions achieved this year, compared with 57% or 293,000
in 2006. As at December 31, 2007, we had 6,216,000
wireless subscribers, representing a 4.4% increase over
the past year. Postpaid rate plans represented 72% of our
total subscriber base at the end of 2007, compared with
71% one year earlier.

2006 Compared to 2005

Total operating revenues grew 11.6%, or $399 million, to
$3,827 million in 2006, compared with $3,428 million
in 2005. Network revenues increased 13.1%, fuelled by
higher ARPU and an increased number of customers in
our subscriber base. Equipment revenues decreased
slightly to $333 million, compared with $336 million in the
prior year, primarily as a result of reduced handset sales.

Postpaid ARPU increased by $3 year over year to reach
$64 per month. The significant improvement was achieved
primarily as a result of a shift in our subscriber acquisition

Management’s Discussion and Analysis

mix toward higher-priced rate plans, the positive impact
of a $2 price increase for Bell Mobility’s system access
fee, and strong growth in data usage. Higher data usage
reflected the continued growth of text and multimedia
messaging services, wireless Internet access, downloadable
ring tones, music and games, and the positive customer
response to our data bundle packages.

Prepaid ARPU remained unchanged year over year at
$14 per month. The positive impact from an increased
number of higher-than-average ARPU Solo and Virgin
customers in our subscriber base and higher data usage
was offset by a higher number of inactive prepaid cus-
tomers and the favourable impact on revenues in 2005
from the recognition of deferred revenues related to
unused prepaid minutes.

As a result of higher postpaid ARPU, blended ARPU
increased by $2 in 2006 to $51 per month, compared
with $49 in the previous year.

Gross wireless activations totalled 1,531,000 in 2006,
up slightly from 1,525,000 in the prior year. The year-
over-year increase was due to higher prepaid gross
activations driven by the positive customer response,
particularly in the youth segment of the market, to Solo
and Virgin.

Our blended churn rate decreased to 1.5% in 2006
from 1.6% in 2005 as a result of lower postpaid churn.
Postpaid churn improved, year over year, to 1.1% from
1.4% in 2005, reflecting the success of our retention
activities despite competitive market pressures and
tighter policies on the granting of customer discounts
and hardware upgrades. Our postpaid churn rate in 2005
was adversely affected by the cancellation of non-paying
customer accounts stemming from the residual impacts
associated with our billing system conversion. Prepaid
churn in 2006 increased to 2.6% from 1.9% in the previ-
ous year, due mainly to the deactivation of a higher
number of inactive Bell Mobility customer accounts and
the impact of certain pricing actions taken in 2005.

Mainly as a result of higher prepaid churn, our total
wireless net activations decreased to 513,000 in 2006
from 580,000 in 2005. In 2006, 57% of our total new net
activations subscribed to postpaid rate plans, compared
with 49% in the prior year. As at December 31, 2006, we
had 5,954,000 wireless subscribers, representing a 9.4%
increase over 2005. Postpaid rate plans represented 71%
of our total subscriber base at the end of 2006, compared
with 73% at the end of 2005.

Bell Wireless Operating Income

2007 Compared to 2006

Our Bell Wireless segment reported operating income
of $1,212 million in 2007, representing an increase of 21%,
or $214 million, over the previous year. The year-over-year
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improvement was driven mainly by higher revenues and
lower bad debt expense. Higher customer retention and
handset upgrade costs moderated the increase in Bell
Wireless operating income in 2007. Subscriber acquisition
costs, which are comprised mainly of handset subsidies,
sales commissions and marketing expenses, remained
unchanged year over year.

Wireless COA decreased 3.8% to $404 per gross acti-
vation in 2007 from $420 per gross activation in 2006,
primarily as a result of lower handset subsidies in
combination with higher gross activations.

2006 Compared to 2005

Operating income for Bell Wireless increased 23% in
2006 to $998 million from $812 million in the previous

Bell Aliant Segment

Bell Aliant Revenue

year, driven primarily by double-digit revenue growth
and reduced call centre costs. Call centre costs were
higher in 2005, particularly in the first three months of
that year, as a result of customer service issues related to
our wireless billing system conversion. The year-over-
year improvement in wireless operating income was
partly offset by increased customer retention and hand-
set upgrade costs, higher subscriber acquisition costs
and the recognition in 2005 of deferred revenues related
to unused prepaid minutes.

Wireless COA increased 3.7% to $420 per gross
activation in 2006 from $405 per gross activation in
2005. Higher COA was due primarily to increased
marketing and sales expenses partly offset by decreased
handset subsidies.

% CHANGE

BELL ALIANT REVENUE 2007 2006 2005 2007Vs.2006 2006 Vs. 2005
Local and access 1,426 1,455 1,467 (2.0%) (0.8%)
Long distance 445 471 507 (5.5%) (7.1%)
Data 522 488 431 7.0% 13.2%
Wireless 53 47 42 12.8% 11.9%
Equipment and other 530 479 471 10.6% 1.7%
Total external revenues 2,976 2,940 2,918 1.2% 0.8%
Inter-segment revenues 397 361 349 10.0% 3.4%
Total Bell Aliant revenue 3,373 3,301 3,267 2.2% 1.0%

2007 Compared to 2006

Bell Aliant segment revenues increased 2.2% in 2007 to
$3,373 million, compared with $3,301 million in 2006, as
growth in data (including Internet), wireless, product
sales and IT services more than offset declining revenues
from local and access services and long distance.

Local and access revenues decreased 2.0% in 2007 to
$1,426 million from $1,455 million last year. This resulted
mainly from a 3.2% decline in the overall NAS customer
base, reflecting competitive losses and the reduction in
primary lines as customers adopt wireless and VoIP
technologies. The impact of price increases in certain
areas of Bell Aliant’s territory and increased penetration
of value-added features and service bundles moderated
the year-over-year decrease in local and access revenues.
At the end of 2007, Bell Aliant had 3,202,000 NAS in
service, compared with 3,309,000 one year earlier.

Long distance revenues in 2007 were $445 million,
down 5.5% compared with revenues of $471 million in
the previous year. This was due primarily to a decline of
6.1% in long distance minutes as a result of NAS losses
to competition, technology substitution to wireless
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calling and IP-based services, and dial-around erosion.
Overall ARPM increased slightly this year as the decline
in minutes was more than offset by the impact of price
increases and changes to plans offered to customers.

Data revenues, including Internet, increased 7.0% this
year to $522 million from $488 million in 2006, mainly
as a result of higher Internet revenues driven by a 17.2%
increase in the number of high-speed subscribers. Growth
in new IP connectivity broadband services also con-
tributed to the year-over-year improvement in data
revenues. This was partly offset by the impact of promo-
tional pricing required to respond to competitive market
pressures. As at December 31, 2007, Bell Aliant had
689,000 high-speed Internet subscribers, compared with
588,000 one year earlier.

Wireless revenues grew 12.8% in 2007 to $53 million
from $47 million last year. The year-to-date increase
was due to a higher average number of subscribers in
the customer base, offset slightly by lower ARPU result-
ing from an increased number of customers adopting
prepaid service. At the end of 2007, Bell Aliant had
94,925 wireless customers, representing an 8.2% increase
in the past year.



Equipment sales and other revenues were $530 million
in 2007, up 10.6% compared with revenues of $479 million
in 2006. The year-over-year increase can be attributed
mainly to higher data product sales and growth in IT
service revenues from managed services and IT project
activity within the healthcare, defence and aerospace
industries. Higher fulfillment revenues driven by growth
in sales to government and related agencies also con-
tributed to the increase. IT services and fulfillment rev-
enue is earned primarily by Bell Aliant’s xwave division
through systems integration, software engineering, busi-
ness consulting and infrastructure services such as data
centre, help desk, security and technical support services.

2006 Compared to 2005

Bell Aliant segment revenues were $3,301 million in
2006, reflecting an increase of $34 million or 1.0% com-
pared with 2005 as growth in data (including Internet),
wireless and IT services more than offset declining rev-
enues from local and access services and long distance.

Local and access revenues decreased 0.8% year over
year in 2006. This was due primarily to a 2.0% decline in
the NAS customer base resulting from competitive
losses, business customer migration from hosted voice
services to customer-owned phone systems, the reduc-
tion of second lines as dial-up Internet customers
continued to migrate to high-speed services, and the
reduction in primary lines as customers adopted wire-
less and VoIP technologies.

Long distance revenues declined 7.1% in 2006, mainly
as a result of lower per-minute toll prices and a decrease
in overall minutes of usage due to competitive pressures
and technology substitution.

Data revenue growth of 13.2% in 2006 was attribu-
table mainly to a significant increase in Internet revenues
driven by high-speed subscriber growth of 24% year
over year. Service area expansion, reduced promotional
pricing in the residential market and increased adoption
of enhanced services contributed to higher Internet rev-
enues in 2006.

Wireless revenue grew by 11.9% in 2006, fuelled by a
28% increase in the subscriber base, partly offset by
lower ARPU resulting from a higher number of cus-
tomers adopting prepaid service.

Equipment sales and other revenues improved 1.7%
over 2005, due mainly to growth in IT service revenues
stemming from new contracts for systems integration,
application services and managed outsourcing, as well as
expansion of existing contracts resulting from Bell
Aliant’s focus on key industry verticals in the enterprise
market. Also contributing to growth for 2006 were
higher personal computer (PC) sales, as Bell Aliant’s PC
Purchase program commenced in Atlantic Canada in
mid-2005.

Management’s Discussion and Analysis

Bell Aliant Operating Income

2007 Compared to 2006

Operating income at Bell Aliant increased 2.7% in 2007
to $718 million from $699 million in the previous year.
Higher revenues and productivity cost savings were
partly offset by higher labour costs, higher cost of
revenues associated with growth in product and IT
fulfillment sales, and increased net benefit plans cost.
Higher restructuring and other costs in 2006, due to
transaction expenses related to the formation of Bell
Aliant, also had a favourable year-over-year impact on
operating income in 2007.

2006 Compared to 2005

Operating income at Bell Aliant decreased 4.8% to
$699 million in 2006 from $734 million in 2005. This was
due mainly to higher costs incurred for consulting
and professional fees, higher capital taxes and other
expenses related to the formation of Bell Aliant. Lower
depreciation and amortization expense, as well as the
positive impact of various expense management and
productivity initiatives, partly offset the year-over-year
decline in operating income.

Telesat Segment
Telesat Revenue

2007 Compared to 2006

Revenues for Telesat in 2007 only reflect results up to the
time of its sale on October 31, 2007. Accordingly, Telesat’s
revenues were $458 million this year, compared with
$479 million in 2006. Telesat was not accounted for as
discontinued operations because of its ongoing commer-
cial arrangements with Bell ExpressVu.

2006 Compared to 2005

Telesat revenues increased 0.8% to $479 million in 2006
from $475 million in 2005, due primarily to higher broad-
cast revenues, increased sales of its two-way broadband
service using the Ka-band of the Anik F2 satellite, and
the improved performance of its Infosat subsidiary.
Non-recurring revenue from a sale in 2005 related to the
installation and maintenance of an interactive distance
learning network and reduced business activity in South
America largely offset the increase in revenues in 2006.
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Telesat Operating Income

2007 Compared to 2006

Telesat’s operating income in 2007 increased only 10.6%
to $157 million from $142 million in 2006, mainly as a
result of the recognition of operating expenses and
amortization only up to October 31, 2007.

2006 Compared to 2005

Telesat’s operating income in 2006 was $142 million,
representing a 9.6% decline when compared with oper-
ating income of $157 million in 2005. The year-over-year
decrease reflected special compensation costs related to
senior executive changes made in September 2006 and
higher amortization expense. Higher revenues and lower
cost of network equipment sales partly offset the decrease
in operating income in 2006.

Financial and Capital Management

This section tells you how we manage our cash and capital
resources to carry out our strategy and deliver financial
results. It provides an analysis of our financial condition,
cash flows and liquidity on a consolidated basis.

CAPITAL STRUCTURE

Our capital structure shows how much of our net assets are
financed by debt and equity.

2007 2006
Debt due within one year 717 972
Long-term debt 10,621 11,795
Less: Cash and cash equivalents (2,658) (569)
Total net debt 8,680 12,198
Non-controlling interest 1,103 2,180
Total shareholders’ equity 17,232 13,367
Total capitalization 27,015 27,745
Net debt to capitalization 32.1% 44.0%
Outstanding share data (in millions)
Common shares 805.3 807.6
Stock options 17.7 24.2

(1) Includes bank advances and notes payable

Our net debt to capitalization ratio was 32.1% at the end
of 2007, compared to 44.0% at the end of 2006. This
reflects a decrease in net debt and an increase in total
shareholders’ equity, partly offset by a decrease in
non-controlling interest.
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Net debt decreased $3,518 million to $8,680 million in
2007 mainly due to:
« net cash proceeds of $3,123 million realized on the sale
of Telesat
« free cash flow of $891 million
+ cash provided from discontinued operations of
$356 million mainly relating to $327 million of net pro-
ceeds from Bell Aliant’s sale of ADS
« the issuance of common shares under the employee
stock option plan amounting to $153 million

These decreases were partly offset by:
+ the repurchase of $330 million of equity securities
from non-controlling interest due to Bell Aliant’s normal
course issuer bid (NCIB) program
« obligations of $251 million for additional capital leases
« BCE Inc.’s repurchase and cancellation of 7.4 million
of its outstanding common shares for $227 million under
its NCIB
- business acquisitions of $163 million mainly due to
the privatization of the Bell Nordiq Income Fund by
Bell Aliant.

Non-controlling interest decreased by $1,077 million in
2007 due mainly to the exchange of Bell’s issued and out-
standing series of preferred shares of $1,100 million,
which was previously classified as non-controlling inter-
est at BCE, for corresponding series of First Preferred
Shares of BCE Inc. A further decrease was realized as
Bell Aliant repurchased $330 million of equity securities
from non-controlling interest as part of its NCIB pro-
gram. These items were partly offset by an increase as a
result of the non-controlling interest in the gain on sale
of ADS and our decreased ownership in Bell Aliant as a
result of the issuance of Bell Aliant units in conjunction
with the privatization of the Bell Nordiq Income Fund,
in which we did not participate.

Total shareholders’ equity increased $3,865 million to
$17,232 million in 2007. This was mainly due to net earn-
ings of $2,754 million in excess of dividends declared, the
exchange of Bell’s issued and outstanding series of pre-
ferred shares of $1,100 million for corresponding series
of First Preferred Shares of BCE Inc., the issuance of
common shares under the employee stock option plan
and an unrealized gain of $70 million recorded in accu-
mulated other comprehensive income due mainly from
our available-for-sale financial assets. This was partly
offset by the repurchase of 7.4 million of BCE Inc.’s out-
standing common shares for cancellation through an
NCIB for $227 million.



OUTSTANDING SHARE DATA

We had 805.3 million common shares outstanding at the
end of 2007, a decrease of 2.3 million over 2006 resulting
from BCE Inc.’s repurchase of 7.4 million of its outstand-
ing common shares for cancellation through an NCIB
offset by stock options that were exercised in 2007.

The number of stock options outstanding at the end
of 2007 was 17.7 million, a decrease of 6.5 million from
2006. The weighted average exercise price of the stock
options outstanding at December 31, 2007 was $33. Of
the total outstanding stock options at December 31,
2007, 11.5 million were exercisable at a weighted average
exercise price of $35. In 2007:

+ 5.7 million stock options were granted

+ 5.0 million of previously granted options were exercised
+ 7.3 million of previously granted options expired or
were forfeited.

CASH FLOWS

The following table is a summary of our cash inflows
and outflows.

2007 2006 2005

Cash flows from operating

activities 5,704 5,366 5,319
Capital expenditures (3,151) (3,133) (3,357)
Other investing activities 13 (2) 39
Cash dividends paid on

common shares (1,147) (1,169) (1,195)
Cash dividends paid on

preferred shares (124) (84) (86)
Cash dividends/distributions paid

by subsidiaries to non-

controlling interest (404) (293) (169)
Free cash flow 891 685 551
Business acquisitions (163) (71) (228)
Business dispositions 3,123 - -
Bell Aliant (7) (255) -
Going-private costs (49) - -
Increase in investments (27) (304) (233)
Decrease in investments 192 64 17
Issue of common shares 153 29 25
Repurchase of common shares (227) (1,241) -
Net repayment of

debt instruments (1,766) (432) (47)
Financing activities of subsidiaries

with third parties (333) (292) (77)
Other financing activities (66) (157) (64)
Cash provided by discontinued

operations 356 2,110 121
Net increase in cash and cash

equivalents 2,077 136 65

Management’s Discussion and Analysis

Cash Flows from Operating Activities

2007 Compared to 2006

Cash from operating activities was $5,704 million in
2007, an increase of $338 million, or 6.3%, compared to
$5,366 million in 2006. Cash from operating activities
was impacted positively by:
+ improvements in cash earnings from higher EBITDA,
exclusive of net benefit plans cost
« a decrease in income taxes paid mainly from the for-
mation of the Bell Aliant income trust in July 2006 and
higher tax refunds
+ a decrease of $107 million in restructuring and other
payments mainly due to payments of $66 million in 2006
pursuant to a pay equity settlement
- compensation payments of $67 million made to
executives and other key employees in 2006 under our
restricted share unit (RSU) plan
- a $60 million decrease in interest paid as a result
of both lower average debt balances and the lower inter-
est rates.

These increases were partly offset by an increase of
$93 million in pension payments and a decrease in work-
ing capital.

2006 Compared to 2005

Cash from operating activities was $5,366 million in
2006, an increase of $47 million, or 0.9%, compared to
$5,319 million in 2005. Cash from operating activities
was impacted positively by:
+ improvements in cash earnings resulting from higher
EBITDA, exclusive of net benefit plans cost
+ adecrease in pension and other benefit plan payments
+ adecrease of $25 million in interest payments
+ an improvement in working capital.

These improvements were partly offset by:
- adecrease of $245 million in proceeds from the sale of
accounts receivable
- compensation payments of $67 million made to execu-
tives and other key employees
- payments of $66 million pursuant to a pay equity
settlement.

Free Cash Flow

Free cash flow was $891 million in 2007, an increase of
$206 million or 30% compared to free cash flow of
$685 million in 2006. This reflects an increase in cash
from operating activities of $338 million and a decrease
of $22 million in common dividends paid. This was
partly offset by an increase of $111 million in dividends
paid to the non-controlling interest of Bell Aliant.
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Free cash flow was $685 million in 2006, an improve-
ment of $134 million, or 24%, over free cash flow of
$551 million in 2005. The $47 million increase in cash
from operating activities combined with a decrease of
$224 million in capital expenditures was partly offset by
an increase of $124 million in dividends paid to the non-
controlling interest of Bell Aliant.

Capital Expenditures

2007 Compared to 2006

In 2007, we continued to make investments to expand
and update our networks, enhance broadband access and
capabilities and meet customer demand for our services.
Capital expenditures for BCE were $3,151 million this
year, compared with $3,133 million in 2006. Capital
spending at Bell was slightly higher in 2007, increasing
0.4% to $2,420 million from $2,411 million in 2006. The
majority of capital spending at Bell in 2007 was focused
on strategic priorities within the growth areas of our
business. The difference in capital expenditures between
BCE and Bell was due to spending at Bell Aliant to sus-
tain legacy wireline infrastructure and enhance broad-
band access and spending on satellite builds at Telesat.
The year-over-year increase in capital expenditures was
due mainly to higher spending on wireless capacity
expansion, investment in high-speed EVDO wireless
technology, our FTTN roll-out to deliver higher-speed
broadband access, billing system improvements, new
product and services development, as well as higher
spending at Bell Aliant due to an acceleration of its
FTTN expansion program. These factors were largely
offset by reduced spending on legacy network infrastruc-
ture, new DSL footprint expansion, IT infrastructure
and systems to support productivity initiatives and the
non-recurrence of spending in 2007 related to prepara-
tions for the industry-wide implementation of Wireless
Number Portability in March 2007.

As a percentage of revenues, capital expenditures
for BCE decreased to 17.6% in 2007 from 17.7%. Bell’s
capital intensity declined slightly, decreasing to 16.4%
from 16.6% in 2006.

2006 Compared to 2005

Capital expenditures for BCE were $3,133 million in
2006, down 6.7% compared with capital expenditures of
$3,357 million in 2005. At Bell, capital expenditures
decreased 6.3% year over year to $2,411 million in 2006.
As a percentage of revenues, total capital expenditures
for BCE decreased to 17.7% in 2006 from 19.1% in 2005,
while capital intensity for Bell Canada declined 1.2 per-
centage points year over year to reach 16.6%. Capital
spending in 2006 reflected reduced spending in the
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legacy areas of our business as we focused increasingly
on key strategic priorities within our growth services,
including FTTN footprint expansion and further deploy-
ment of our EVDO wireless high-speed mobile data
network. In addition, capital expenditures were lower
in 2006 compared with 2005 as a result of reduced
spending on IT infrastructure and systems to support
various cost reduction and productivity initiatives, the
completion in 2005 of the SuperNet and lower spending
at Bell Aliant.

Cash Dividends Paid on Common Shares

In 2007, we paid a dividend of $1.425 per common share,
an increase compared to the dividend paid in 2006 of
$1.32 per common share. The total cash dividends paid
decreased by $22 million as the increase in the dividend
rate was more than offset by the decrease in the number
of BCE Inc. common shares outstanding as a result of
BCE Inc.’s NCIBs and the reduction in the number of
outstanding BCE Inc. common shares made in conjunc-
tion with a distribution of Bell Aliant trust units, by way
of return of capital, to holders of BCE Inc. common
shares in the third quarter of 2006.

In 2006, we paid a dividend of $1.32 per common
share, which was equal to the dividend paid in 2005. The
$26 million decrease in total cash dividends paid in 2006
is a result of a decrease in the number of BCE Inc. com-
mon shares issued and outstanding.

Cash Dividends/Distributions Paid by Subsidiaries
to Non-Controlling Interest

Dividends and/or distributions paid by subsidiaries
to non-controlling interest of $404 million in 2007,
$293 million in 2006 and $169 million in 2005 increased
by $111 million and $124 million in 2007 and 2006
respectively. This was mainly due to our decreased
ownership interest in Bell Aliant starting in the second
half of 2006 as a result of the formation of the trust.

Business Acquisitions

We invested $163 million in 2007, mainly due to the pri-
vatization of the Bell Nordiq Income Fund by Bell Aliant,
compared to $71 million in 2006 for various business
acquisitions. We invested $228 million for business
acquisitions in 2005. This consisted mainly of:

« Bell Canada’s acquisition of Nexxlink Technologies
Inc. for $74 million

+ Bell Canada’s acquisition of NR Communications for
$60 million

« other business acquisitions, mainly at Bell Canada,
totalling $94 million.



Business Dispositions

On October 31, 2007, we sold Telesat, our satellite services
subsidiary, which represents our Telesat segment. We
realized net cash proceeds of $3,123 million.

Bell Aliant

Cash used for the payment of costs for the formation
of Bell Aliant was $255 million in 2006. This included
$133 million for transaction costs, which related mainly
to investment banking, professional and consulting fees,
and $122 million for premium costs paid on the redemp-
tion, prior to maturity, of Bell Aliant debt.

Increase in Investments

Cash flows used for investments in 2007 of $27 million
decreased $277 million, or 91%, from $304 million in
2006. The 2006 activity included an additional investment
of US$84 million in Clearwire Corporation (Clearwire),
which offers advanced IP-based wireless broadband
communications services, in order to maintain our 12%
interest in the company, and Telesat’s increase in short-
term investments of $15 million in 2006.

In 2005, cash flows used for investments of $233 mil-
lion included our initial investment of US$100 million to
acquire an approximate 12% interest in Clearwire as
well as Telesat’s increase in short-term investments of
$63 million.

Decrease in Investments

The cash provided by the decrease in investments of
$192 million in 2007 relates mainly to the sale of various
portfolio investments. Cash provided by investments of
$64 million in 2006 is mainly due to the sale of short-
term investments at Telesat.

Repurchase of Common Shares

In the first quarter of 2007, BCE Inc. repurchased and
cancelled 7.4 million of its outstanding common shares
for a total cash outlay of $227 million under the NCIB
program which began in February 2007. No common
shares were repurchased for cancellation under the
NCIB during the remainder of 2007 as the program was
suspended pending completion of the company’s review
of strategic alternatives and subsequent to the announce-
ment of the Privatization. The 2007 NCIB program
ended on February 8, 2008.

In 2006, BCE Inc. repurchased for cancellation 45 mil-
lion common shares, or approximately 5% of the com-
pany’s outstanding common shares, for a total cost of
$1,241 million under the 2006 NCIB program.

Management’s Discussion and Analysis

Debt Instruments

We use a combination of short-term and long-term debt to
finance our operations. Our short-term debt consists mostly
of bank facilities and notes payable under commercial paper
programs. We usually pay fixed rates of interest on our long-
term debt and floating rates on our short-term debt.

We repaid $1,766 million of debt, net of issuances, in
2007. The repayments included $1,175 million of deben-
tures at Bell, $1,135 million of credit facilities at Bell
Aliant and other repayments that included capital leases.
This was partly offset by Bell Aliant’s net issuances of
$900 million of medium-term notes and increased bor-
rowings in notes payable and bank advances.

In 2006, we repaid $432 million of debt, net of
issuances, including the following:

« BCE Inc. repaid $1,350 million of debt

« Bell Canada repaid $463 million of debt

. Bell Aliant redeemed $785 million of debentures and
bonds

« Telesat repaid $150 million in notes payable

- we made other repayments that included capital leases.

This was partly offset by Bell Aliant’s drawdown of
$1,235 million of its credit facilities and the issuance of
$1,250 million of debt.

In 2005, we repaid $47 million of debt, net of issuances.
The repayments included $750 million in debentures at
Bell Canada and other repayments that included capital
leases. The issuances included $900 million in deben-
tures at Bell Canada.

Financing Activities of Subsidiaries
with Third Parties

Financing activities of subsidiaries with third parties of
$333 million in 2007 increased $41 million, or 14.0%, from
$292 million in 2006. In 2007, Bell Aliant repurchased
10.6 million units under its NCIB program for a total
cash outlay of $330 million, while in 2006 Bell Aliant,
Bell Nordiq Group Inc. and Telesat incurred costs on the
redemption of preferred shares of $175 million, $60 mil-
lion and $50 million, respectively.

Cash Relating to Discontinued Operations

Cash provided by discontinued operations was $356 mil-
lion in 2007. Of the total, $327 million of net proceeds
came from Bell Aliant’s sale of ADS.

In 2006, cash provided by discontinued operations
was $2,110 million. This consisted mainly of:
+ $665 million net proceeds from the sale of our invest-
ment in CTVglobemedia offset by the deconsolidation of
CTVglobemedia’s cash on hand of $35 million
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« CTVglobemedia’s return of capital of $607 million as
part of the recapitalization of CTVglobemedia

+ $849 million net proceeds from the sale of CGI, partly
offset by the deconsolidation of CGI’s cash on hand
of $81 million and $21 million incurred for the exercise
of CGI warrants

« BCT’s return of capital of $156 million net of BCE’s
contribution to BCI of $61 million in satisfaction of its
obligation arising from the 2005 tax loss monetization

+ $23 million of cash generated from CTVglobemedia’s
operations.

In 2005, cash provided by discontinued operations was
$121 million and was mainly related to cash generated
from CTVglobemedia and CGI'’s operations.

CREDIT RATINGS

Asof March 5, 2008, the BCE Inc. and Bell Canada ratings
are currently under review or on credit watch with nega-
tive implications from Standard ¢r Poor’s, a division of
The McGraw-Hill Companies Inc. (S¢&P), DBRS Limited
(DBRS), Moody’s Investors Service, Inc. (Moody’s) and
Fitch Ratings Ltd. (Fitch).

On July 3, 2007, Fitch downgraded BCE Inc.’s and Bell
Canada’s senior unsecured debt to BB- from BBB+ and
Bell Canada’s subordinated debt to B+ from BBB. The
ratings were also placed on Rating Watch Negative.
On October 11, 2007, Fitch issued a credit analysis
stating that “The Rating Watch Negative reflects that
a further downward rating action could occur and is
dependent on the final amount of leverage and final
financing structure.”

On September 24, 2007, following the approval of
the Arrangement by BCE Inc.’s shareholders, S&P issued
a Commentary Report stating, in part, that:

“On Sept. 24, 2007, Standard & Poor’s Ratings Services
lowered its long-term corporate credit ratings on
Montreal, Que.-based holding company BCE Inc. and
wholly owned subsidiary Bell Canada to ‘BB-’ from ‘A-’.
The ratings on both companies remain on CreditWatch
with negative implications where they were placed
April 17, 2007. The downgrade, an interim step, follows
BCE’s Sept. 21, 2007, announcement that its sharehold-
ers have approved the company’s C$52 billion leveraged
buyout (LBO). Once Standard & Poor’s has the opportu-
nity to review the proposed capital structure, and the
financial and operating strategies of the new owners, we
could affirm or lower the ratings further. The ratings on
C$2.8 billion in existing senior unsecured debt of BCE
(C$650 million), Bell Canada (C$2.0 billion), and Bell
Mobility Cellular Inc. (C$150 million) are unchanged,
reflecting the sponsor’s stated intention that it currently
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anticipates requiring BCE, Bell Canada, and Bell Mobility
to redeem redeemable debentures outstanding (matur-
ing up to August 2010), upon close of the LBO. We
are also withdrawing our ‘A-1 (Low)’ Canadian scale and
‘A-2’ global scale CP ratings on both BCE and Bell
Canada; the companies have no CP outstanding at this
time. In addition, the ratings on about C$4.9 billion
of Bell Canada senior unsecured debentures outstand-
ing (which we do not expect will be redeemed) were
lowered to ‘BB+’ from ‘A-’, reflecting what we think
is the best possible outcome based on publicly available
information on the LBO. We lowered the rating on
Bell Canada’s subordinated debt to ‘B’ from ‘BBB+’,
reflecting its most junior position in the post-LBO debt
capital structure.”

On October 3, 2007, Moody’s published an Analysis
stating, in part, that:

“With book debt expected to increase by more than
300%, the company’s risk profile will be profoundly
affected by the proposed transaction, and its rating could
be adjusted by several notches. Per Moody’s event risk
policy, until both a full fact set is available and there is
certainty of an event occurring, a definitive ratings
assessment cannot be concluded. Accordingly, Moody’s
review is ongoing and will be completed in due course.
In the interim, the available information does facilitate a
preliminary and highly conditional assessment that can
be used to illustrate key issues that will be considered.
Given disclosure to date, and assuming there are no
dramatic changes to the company’s business and asset
portfolio, it appears that potential outcomes for BCE’s
successor company’s (BCE Amalco) corporate family
rating (CFR) range from B2 to Ba3. It also appears that
legal entity and debt structure considerations could
cause Moody’s to rate individual debt instruments as
low as Caa1 and as high as Baa3.”

On November 27, 2007, DBRS maintained its ratings
of BCE Inc. and Bell Canada Under Review with Negative
Implications. Its press release stated that “DBRS expects
to continue its review until further information allows it
to make a ratings pronouncement concurrent with the
completion of the planned privatization of the Company.”

In addition, it stated “DBRS expects to base its final
ratings on two focal points. Firstly, DBRS expects to
formulate an Issuer Rating on BCE and Bell Canada
and, secondly, given the various security and guarantee
pledges to BCE and Bell Canada, DBRS expects to deter-
mine the recovery prospects for the specific debt issues
at these entities. The final ratings will also consider the
rank of each debt security with varying levels expected
at both BCE and Bell Canada.”



The table below lists BCE Inc.’s and Bell Canada’s key credit ratings at March 5, 2008.
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BCE INC.
S&P DBRS MOODY'’S FITCH (D
CREDITWATCH UNDER REVIEW UNDER REVIEW RATING
WITH NEGATIVE WITH NEGATIVE FOR POSSIBLE WATCH
OUTLOOK @ IMPLICATIONS IMPLICATIONS DOWNGRADE NEGATIVE
Commercial paper - R-1 (low) P-2 -
Extendible commercial notes - R-2 (high) - -
Long-term debt BBB+ A (low) Baa2 BB-
Preferred shares P-2 Pfd-2 (low) - -
BELL CANADA
S&P DBRS MOODY’S FITCH
Commercial paper - R-1 (low) P-2 -
Extendible commercial notes - R-1 (low) - -
Long-term debt BB+ A Baal BB-
Subordinated long-term debt B BBB (high) Baa2 B+

(1) Fitch’s ratings are based solely on public information and are unsolicited by BCE Inc. and Bell Canada.

(2) Outlook applies to both BCE Inc. and Bell Canada.

LIQUIDITY

We expect to generate enough cash in 2008 from our
operating activities to pay for capital expenditures and
dividends and increase free cash flow for the year.

Furthermore, we expect to repay contractual obliga-
tions maturing in 2008, including repayment of maturing
debt obligations, from cash on hand, cash generated from
our operations, and possibly by issuing new debt and by
selling non-core assets. However, prior to the consum-
mation of the Privatization, the Definitive Agreement
restricts our ability to raise debt and dispose of assets
without the consent of the Investor Group.

Cash Requirements

In 2008, excluding the impact of the consummation
of the Privatization, we expect that we will need cash
mainly for capital expenditures, the payment of contrac-
tual obligations and outstanding debt, pension funding,
dividend payments, ongoing operations and other
cash requirements.

Capital Expenditures

In 2008, as part of our strategic priorities, we intend
to continue making investments in the growth areas of
our business including in advanced network enhance-
ments, such as the continued deployment of FTTN
technology, in order to meet increased usage demand
and to improve the performance of our high-speed
Internet network, and the continued deployment of
our EVDO wireless data network nationwide. We
also expect to continue making capital expenditures
to maintain our legacy network infrastructure.

Pension Funding

We expect to contribute approximately $195 million
to all of our defined benefit pension plans in 2008,
including subsidiary and supplemental plans, subject to
actuarial valuations being completed. We also expect, in
2008, to pay approximately $105 million to beneficiaries
under other employee benefit plans and to contribute
approximately $40 million to the defined contribution
pension plans.
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Contractual Obligations

The following table is a summary of our contractual obligations at December 31, 2007 that are due in each of the next

five years and thereafter.

THERE-

2008 2009 2010 2011 2012 AFTER TOTAL
Long-term debt (excluding capital leases) 71 1,616 929 1,006 510 5,572 9,704
Notes payable and bank advances 254 - - - - - 254
Capital leases 474 235 149 162 81 747 1,848
Operating leases 216 210 164 142 115 733 1,580
Commitments for capital expenditures 169 80 116 85 89 1,535 2,074
Purchase obligations 1,474 579 43S 390 180 401 3,459
Other long-term liabilities (including current portion) 38 41 43 46 - - 168
Total 2,696 2,761 1,836 1,831 975 8,988 19,087

Long-term debt, notes payable and bank advances include
$340 million drawn under our committed credit facili-
ties. They do not include $523 million in letters of credit
issued under our committed credit facilities relating
primarily to certain pension and performance obliga-
tions. The total amount available under these committed
credit facilities, which also support our commercial paper
programs, including the amount of $863 million currently
drawn, is $2.8 billion. Current commercial paper credit
lines expire in August 2009 and Bell Aliant’s current
commercial paper credit lines expire in July 2011.

Imputed interest included in capital leases is $486 mil-
lion.

Rental expense relating to operating leases was
$263 million in 2007, $275 million in 2006, and $312 mil-
lion in 2005.

Purchase obligations consist mainly of contractual
obligations under service contracts. Our commitments
for capital expenditures include investments to expand
and update our networks, and to meet customer demand.

Other long-term liabilities included in the table relate
to Bell Canada’s future payments over the remaining life
of its contract with Amdocs Canadian Managed Services,
Inc. for the development of Bell Canada’s billing system.
The total amount of this long-term liability was $168 mil-
lion at December 31, 2007.

At December 31, 2007, we had other long-term liabilities
that were not included in the table, including an accrued
employee benefit liability, future income tax liabilities,
deferred revenue and gains on assets and various other
long-term liabilities.

The accrued employee benefit liability and future

income tax liabilities are excluded as we cannot accu-
rately determine the timing and cash requirements as:
- future contributions to the pension plans depend
largely on how well they are funded. This varies based
on the results of actuarial valuations that are performed
periodically and on the investment performance of the
pension fund assets.
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- future payments of income taxes depend on the amount
of taxable earnings and on whether there are tax loss
carryforwards available to reduce income tax liabilities.

Deferred revenue and gains on assets are excluded as
they do not represent future cash payments.

Other Cash Requirements

Our cash requirements may also be affected by the
liquidity risks related to our contingencies, off-balance
sheet arrangements and derivative instruments. We may
not be able to quantify all of these risks for the reasons
described as follows.

Off-Balance Sheet Arrangements

Guarantees

As a regular part of our business, we enter into agree-
ments that provide for indemnifications and guarantees
to counterparties in transactions involving business
dispositions, sales of assets, sales of services, purchases
and development of assets, securitization agreements
and operating leases.

We cannot reasonably estimate the maximum poten-
tial amount we could be required to pay counterparties
because of the nature of almost all of these indemni-
fications. As a result, we cannot determine how they could
affect our future liquidity, capital resources or credit risk
profile. We have not made any significant payments under
these indemnifications in the past. See Note 26 to the
consolidated financial statements for more information.

Securitization of Accounts Receivable

Bell Canada and Bell Aliant have sale of receivable agree-
ments in place that provide them with what we believe is
an attractive form of financing compared to debt financing.



Under the agreements, Bell Canada and Bell Aliant sold
interests in pools of accounts receivable to securitization
trusts for a total of $1,332 million.

The accounts receivable that were sold must meet mini-
mum performance targets. These are based on specific
delinquency, default and receivable turnover ratio calcu-
lations, as well as minimum credit ratings. If these
accounts receivable fail to meet these performance
targets, Bell Canada and Bell Aliant would no longer be
able to sell their receivables and would need to find an
alternate source of financing.

These securitization agreements are an important part
of our capital structure and liquidity. If we did not have
them, we would have had to issue $1,332 million of addi-
tional debt and/or equity to replace the financing they
provided at year end. See Note 10 to the consolidated
financial statements for more information.

In the context of the Privatization, we intend to
restructure Bell Canada’s securitization program in
order to retain it as an important source of alternative
financing. However, there is no assurance that such
a restructuring will be successfully completed. The
Investor Group has obtained bank financing commit-
ments, as part of the overall financing arrangements
relating to the Privatization, to refinance Bell Canada’s
existing accounts receivable program, to the extent that
such a restructuring is not successfully completed.

Commitment Under the CRTC Deferral Account Mechanism

Please refer to Commitment Under the CRTC Deferral Account
Mechanism within the section Our Regulatory Environment
for further analysis.

Derivative Instruments

We use derivative instruments to manage our exposure
to interest rate risk, foreign currency risk and changes in
the price of BCE Inc. common shares that may be issued
under our special compensation payments (SCPs) and
deferred share units (DSUs). We do not use derivative
instruments for speculative purposes. Since we do not
trade actively in derivative instruments, we are not
exposed to any significant liquidity risks relating to them.

The carrying value of the outstanding derivative
instruments was a net liability of $70 million at Decem-
ber 31, 2007. Their fair values amounted to a net liability
of $70 million. See Note 20 to the consolidated financial
statements for more information.

Litigation

We become involved in various claims and litigation as a
part of our business. While we cannot predict the final
outcome of claims and litigation that were pending

Management’s Discussion and Analysis

at December 31, 2007, based on information currently
available and management’s assessment of the merits of
such claims and litigation, management believes that the
resolution of these claims and litigation will not have a
material and negative effect on our consolidated finan-
cial position or results of operations.

You will find a more detailed description of the mate-
rial claims and litigation pending at December 31, 2007
in the BCE 2007 AIF, and in Note 25 to the consolidated
financial statements.

Sources of Liquidity

Should our cash requirements exceed cash generated
from our operations, and excluding the impact of the
consummation of the Privatization, we expect to cover
such shortfall through current cash balances, the
committed and uncommitted financing facilities we
currently have in place or through new facilities, to the
extent available.

These cash balances and financing facilities should
give us flexibility in carrying out our plans for future
growth. If necessary, we could supplement our liquidity
sources by issuing additional debt or equity, or by selling
non-core assets. We might do this to help finance
business acquisitions or for contingencies. However,
prior to the consummation of the Privatization, the
Definitive Agreement restricts our ability to issue debt
and equity and dispose of assets without the consent of
the Investor Group.

The table below is a summary of our outstanding
committed lines of credit, bank facilities and commer-
cial paper credit lines at December 31, 2007.

COMMITTED
Commercial paper credit lines 1,678
Other credit facilities @ 1,130
Total 2,808
Drawn @ 863
Undrawn 1,945

(1) BCE Inc.’s and Bell Canada’s current commercial paper credit lines
expire in August 2009 and Bell Aliant’s current commercial paper credit
lines expire in July 2011.

(2) Includes $523 million in letters of credit under our committed credit
facilities.

BCE Inc., Bell Canada and Bell Aliant also have non-
committed credit facilities in the aggregate amount of
$2,681 million that may be drawn. As at December 31,
2007, the full amount of $2,681 million remained undrawn.

BCE Inc., Bell Canada and Bell Aliant may issue notes
under their commercial paper programs up to the amount
of their supporting committed lines of credit. The total
amount of these supporting committed lines of credit
available (net of letters of credit) was $1.7 billion at
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December 31, 2007. These supporting committed lines
of credit are available and may be drawn at any time.
BCE Inc., Bell Canada and Bell Aliant had no commercial
paper outstanding at December 31, 2007. Bell Aliant
has drawn $210 million under its revolving bank credit
facility due to the disruption in the commercial paper
market and Bell Aliant’s resulting temporary inability to
issue commercial paper on reasonable terms.

Commitments Under the Definitive Agreement
and Potential Impact on Liquidity Prior
to the Privatization

Pursuant to the terms of the Definitive Agreement,
BCE Inc. has agreed, prior to the consummation of the
Privatization, to conduct its business, and cause its
subsidiaries to conduct their business, in the ordinary
course consistent with past practice. In this regard,
certain matters require the prior consent of the Investor
Group, which could potentially affect the liquidity of
BCE Inc. and its subsidiaries. Among others, customary
threshold restrictions exist as to the ability of BCE Inc.
and its subsidiaries to:

« sell, lease or otherwise transfer assets

 prepay existing debt, create or incur new debt (other
than refinancing of existing debt) or provide guarantees

- issue equity, options, warrants, or instruments
convertible into equity

« settle or compromise claims

« set aside or pay any dividend (other than BCE Inc.’s
regular dividends on its common and preferred shares)
or distribution, or change the payment frequency of
such dividend or distribution.

However, we do not expect the restrictions contained in
the Definitive Agreement to prevent BCE Inc. and its
subsidiaries from carrying on business in the normal
course consistent with past practice, particularly in light
of substantial existing cash balances on-hand and avail-
able financing facilities.

Financing Considerations Related to
the Privatization

In connection with the Privatization, the Investor Group
has entered into equity financing commitments with the
Purchaser in the aggregate amount of approximately
$7.75 billion as a source of funds required to consum-
mate the Privatization. The Purchaser has also entered
into committed arrangements to borrow or to permit
us to borrow and guarantee a significant amount of debt
in connection with the Privatization. Aggregate maxi-
mum commitments under all of the expected credit
facilities total approximately $34.35 billion (of which up
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to approximately $2.35 billion is available to us for
ongoing liquidity requirements), a significant portion of
which is expected to be secured by liens on substantially
all of BCE Inc.’s assets (including those of certain of
BCE Inc.’s wholly-owned subsidiaries), and a significant
portion of which is expected to be guaranteed by certain
of BCE Inc.’s wholly-owned subsidiaries. The actual
terms of such indebtedness may vary in aggregate amount,
structure and specific terms. A portion of Bell Canada’s
existing public debt will, following consummation of
the Privatization, remain outstanding, and certain of
such outstanding debt is expected to be secured, as
per the terms of the debt instruments governing such
public debt.

Following the consummation of the Privatization, we
expect to have sufficient liquidity under the new financing
arrangements and excess cash flows from operations
to support our business strategy and to fund working
capital and capital expenditures. In addition, we do not
expect any material debt maturities over the next several
years, as it is anticipated that outstanding redeemable
debentures maturing prior to August 2010 would be
redeemed or repurchased at the time of and subject to
the consummation of the Privatization. The debt instru-
ments that would govern us following the consumma-
tion of the Privatization are expected to contain various
restrictions and covenants that are customary in the case
of leveraged transactions such as the Privatization.

Our Competitive Environment

We face intense competition not only from traditional
competitors, but also from non-traditional players, such
as cable companies, that have entered our markets. The
rapid development of new technologies, services and
products has eliminated the traditional lines between
telecommunications, Internet and broadcasting services
and brought new competitors to our markets. Technol-
ogy substitution, and VoIP in particular, have reduced
barriers to entry in the industry. Certain VoIP technol-
ogy implementations do not require service providers
to own or rent physical networks, which gives other
competitors increased access to this market. This has
allowed competitors to launch new products and ser-
vices and gain market share with far lesser investments
in financial, marketing, personnel and technological
resources than have historically been required. We
expect this trend to continue in the future, which could
adversely affect our growth and our financial perform-
ance. In addition, as discussed in more detail below, we
could face increasing wireless competitive activity as a
result of Industry Canada’s decision to license additional
wireless spectrum.



Competition affects our pricing strategies and could
reduce our revenues and lower our profitability. It could
also affect our ability to retain existing customers
and attract new ones. We are under constant pressure
to keep our prices and service offerings competitive.
Changes in our pricing strategies that result in price
increases for certain services or products, or changes in
pricing strategies by our competitors, could affect our
ability to gain new customers and retain existing ones.
We need to be able to anticipate and respond quickly to
the constant changes in our businesses and markets. The
CRTC regulates the prices we can charge for basic access
services in areas where it determines there is not enough
competition to protect the interests of users. Since
August 2007, the CRTC has determined that competi-
tion was sufficient to grant forbearance from price
regulation for approximately 90% of Bell Canada’s resi-
dential local telephone service lines and 80% of Bell
Canada’s business local telephone service lines in
Ontario and Québec. See Our Regulatory Environment for
more information.

We already have several domestic and foreign com-
petitors. In recent years, the Government of Canada has
reviewed the foreign ownership restrictions that apply
to telecommunications carriers and to broadcast distri-
bution undertakings. Removing or easing the limits on
foreign ownership could result in more foreign compa-
nies entering the Canadian market by making acquisi-
tions or investments. This could result in greater access
to capital for our competitors or the arrival of new com-
petitors with global scale, which would increase compet-
itive pressure. We cannot predict what action, if any,
the Government of Canada will take as a result of these
reviews and how it may affect us.

WIRELINE

Our main competitors in local and access services are:
Allstream (a division of MTS Allstream Inc.); Cogeco
Cable Inc. (a subsidiary of Cogeco Inc.) (Cogeco), in
Ontario and Québec; Bragg Communications Inc. oper-
ating under the Eastlink trade name (Eastlink), in the
Maritime provinces; Maskatel Inc., in Québec; Primus
Telecommunications Canada Inc. (Primus); Rogers
Cable Inc. (Rogers Cable); Shaw Communications Inc.
(Shaw), in Western Canada; TELUS Communications
Inc. (TELUS); Vidéotron ltée (Vidéotron), in Québec; and
Vonage Canada (a division of Vonage Holdings Corp.).
Our major competitors in long distance services are:
Allstream; Cogeco, in Ontario and Québec; dial-around
providers, such as Yak and Looney Call, which are divi-
sions of YAK Communications (Canada) Inc. which has
been acquired by Globalive Communications Corporation;
Eastlink, in the Maritime provinces; prepaid long
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distance providers, such as Group of Goldline; Primus;
Rogers Cable; TELUS; Vidéotron, in Québec; and
Vonage Canada.

We face increasing cross-platform competition as
customers replace traditional services with new tech-
nologies. For example our wireline business competes
with VoIP, wireless and Internet services, including chat
services, instant messaging and e-mail.

We are facing significant competitive pressure from
cable companies as a result of them offering voice ser-
vices over their networks. Cable telephony in particular is
being driven by its inclusion in discounted bundles and
is now offered by cable operators in numerous markets
including Toronto, Montréal, Québec City, Ottawa-
Gatineau, Hamilton, London and Kitchener-Waterloo, as
well as other smaller centres. We expect further expan-
sion throughout 2008. The roll-out of the cable compa-
nies’ footprints continues to put downward pressure on
our market share, especially in the residential market.

Although we expect a reduction in 2008 in the rate
of our NAS losses, there is a risk that adverse changes in
certain factors, including, in particular, competitive
actions by cable providers, may result in acceleration
beyond our current expectations in our rate of NAS
erosion, particularly in our residential NAS. Additional
competitive pressure is also emerging from other com-
petitors such as electrical utilities. These alternative
technologies, products and services are making significant
inroads into our legacy services, which typically repre-
sent our higher margin business.

We experience significant competition in the provi-
sion of long distance service from dial-around providers,
prepaid card providers, VoIP service providers, cable
companies and others, as well as from traditional com-
petitors such as inter-exchange carriers and resellers.
We have also started experiencing competition from
telecommunications providers such as Skype Technol-
ogies (a division of eBay) that provide equivalent long
distance service at low prices using PCs and broadband
connections.

Competition for contracts to supply long distance
services to large business customers is very intense.
Customers may choose to switch to competitors that
offer lower prices to gain market share. Such competi-
tors may be less concerned about the quality of service
or impact on their margins than we are. Competitors are
also offering IP-based telephony to business customers
at attractive prices.

In Bell Aliant’s residential markets, competition
for most product lines is well established. Competition
for local telephone service is most established in Nova
Scotia and Prince Edward Island, where it was introduced
in the residential market in 1999. In 2007, the compet-
itive local service market expanded with the introduction
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of local service competition in Newfoundland and
further expansion of the competitive footprint in Ontario
and Québec. In the business customer base, Bell Aliant
operates in an increasingly competitive marketplace,
with competition emerging from VoIP providers, cable
TV operators and system integrators.

The current competitive environment suggests that
the number of our legacy wireline customers and the
volume of our long distance traffic will continue to
decline in the future. Continued decline will lead to
reduced economies of scale in those businesses and, in
turn, lower margins. Our strategy is to mitigate these
declines through cost reductions and by building the
business for newer growth services, but the margins on
newer services are generally less than the margins on
legacy services and we cannot provide any assurance
that our efforts will be successful. If legacy services
margins decline faster than the rate of growth in mar-
gins for our newer growth services, our financial
performance could be adversely affected. In addition, if
a large portion of the customers who stop using our
voice services also cease using our other services, our
financial performance could be adversely affected.
Bringing to market new growth products and services is
expensive and inherently risky as it requires capital and
other investments at a time when the demand for the
products or services is uncertain. It may also require us
to compete in areas outside our core connectivity busi-
ness against highly capable competitors. The launch of
new products or services could be delayed or cancelled
due to reductions in the amount of available capital to be
invested. Any such delay or cancellation could have
an adverse effect on our business, cash flows and results
of operations.

WIRELESS

Competition for subscribers to wireless services is based
on price, products, services and enhancements, techni-
cal quality of the cellular and personal communications
service (PCS) system, customer service, distribution,
coverage and capacity. The Canadian wireless telecom-
munications industry is highly competitive. We compete
for cellular and PCS customers, dealers and retail dis-
tribution outlets directly with the following wireless
service providers: Rogers Wireless Inc. (including its
subsidiary Fido Inc.) (Rogers Wireless) and TELUS
Mobility (a business unit of TELUS), and with a multi-
tude of resellers known as MVNOs, that aggressively
introduce, price and market their products and services.
We expect competition to intensify as new technol-
ogies, products and services are developed which could
adversely affect our ability to achieve our subscriber
net additions and ARPU growth targets. For example,
mobile handsets that connect to wireless Internet access
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networks are now available from a number of manu-
facturers and service providers. If these products
significantly penetrate the marketplace, usage of our
wireless network may decline which would adversely
affect our wireless revenues.

Competition could also increase as a result of Industry
Canada’s decision to license, through a competitive
spectrum auction, the bidding stage of which is sched-
uled to commence in May 2008, additional wireless
spectrum, a significant part of which has been set aside
for new entrants only. Industry Canada’s policies relating
to the auction and to the licensing of additional wireless
spectrum favour the entry of new competitors into the
Canadian wireless market and could pose a risk to our
financial performance. In addition, there is a risk that we
will not be successful in securing, through the auction,
all or part of the additional wireless spectrum that
we need to provide enhanced wireless services and that
our competitors will do so to our detriment. Refer to
Our Regulatory Environment — Radiocommunication Act -
Additional Mobile Spectrum, for more details on this subject.

INTERNET ACCESS

We compete with cable companies and Internet service
providers to provide high-speed and dial-up Internet
access and related services. In particular, cable compa-
nies have focused on increased bandwidth and dis-
counted pricing on bundles to compete against us which
could directly affect our ability to maintain ARPU
performance and could adversely affect our results
of operations.

Regional electrical utilities continue to develop and
market services that compete directly with Bell Canada’s
Internet access services. Developments in wireless broad-
band services may also lead to increased competition in
certain geographic areas. This could have an adverse
effect on the financial performance of our Internet access
services business.

With the rapid growth in video and other bandwidth-
intensive applications on the Internet, we may need to
incur significant capital expenditures to provide addi-
tional capacity on our Internet network. We may not
be able to recover these costs from customers due to
competitors’ short term pricing of comparable Internet
services. There is also a risk that our efforts to optimize
network performance, as a result of significantly increas-
ing broadband demand, through paced FTTN roll-out,
traffic management and rate plan changes, could be
unsuccessful and result in an increase in our Internet
subscriber churn rate beyond our current expectations
thereby adversely affecting achievement of our expected
number of Internet subscribers in 2008. This could have
an adverse effect on our results of operations.



In the high-speed Internet access services market, we
compete with large cable companies, such as: Cogeco, in
Ontario and Québec; Eastlink, in the Maritime provinces;
Persona Communications Corp., which was recently
acquired by Eastlink, in all provinces except New
Brunswick, Nova Scotia and Prince Edward Island;
Rogers Cable, in Ontario and the Maritime provinces;
and Vidéotron, in Québec.

In the dial-up market, we compete with America
Online, Inc., Primus and approximately 400 Internet
service providers.

VIDEO

Competition for subscribers is based on the number and
kinds of channels offered, quality of the signal, STB
features, availability of service in the region, price and
customer service. Bell ExpressVu and Bell Canada com-
pete directly with Star Choice Television Network Inc.,
another DTH satellite television provider, and with cable
companies across Canada. Most of these cable companies
continue to upgrade their networks, operational systems
and services, which will improve their competitiveness.
This could negatively affect our financial performance.

Bell Canada holds broadcasting distribution licences
for major centres in Ontario and Québec to offer video
services on a wireline basis. Bell Canada offers video
services through DTH satellite, VDSL and hybrid fibre
co-axial cable. Bell Canada is also currently offering
IPTV services on a limited basis.

Bell ExpressVu continues to face competition from
unregulated U.S. DTH satellite television services that
are sold illegally in Canada. In response, we are partici-
pating in legal actions that are challenging the sale of
U.S. DTH satellite television equipment in Canada. This
competition and the outcome of the related legal actions
could have an adverse effect on the business and results
of operations of Bell ExpressVu. Bell ExpressVu’s and
Bell Canada’s competitors also include Canadian cable
companies, such as: Cogeco, in Ontario and Québec;
Eastlink, in the Maritime provinces; Persona Communi-
cations Corp., in all provinces except New Brunswick,
Nova Scotia and Prince Edward Island; Rogers Cable, in
Ontario, New Brunswick and Newfoundland; Shaw,
in western Canada and northwestern Ontario; and
Vidéotron, in Québec. In addition to these traditional
video competitors, certain traditional telephone compa-
nies have recently launched or are contemplating the
launch of IPTV services that would compete with Bell
ExpressVu in certain markets.

Management’s Discussion and Analysis

In addition to the licensed broadcast distribution
undertakings noted above, new unregulated video ser-
vices and offerings available over high-speed Internet
connections are beginning to compete with traditional
television services. The continued growth of these ser-
vices could negatively affect the financial performance of
Bell ExpressVu and Bell Canada.

WHOLESALE

The main competitors in our wholesale business include
both traditional carriers and emerging carriers. Tradi-
tional competitors include Allstream and TELUS, both
of which may wholesale some or all of the same prod-
ucts and services as Bell Canada. Non-traditional
competitors include electrical utility-based telecommu-
nications providers, cable operators and U.S.-based
carriers for certain services.

Despite intense competitive pressure, our new products
and unregulated services markets continue to grow.
However, growth of end-user technologies such as
VoIP is continuing to increase pressure on some legacy
product lines.

Our Regulatory Environment

This section describes the legislation that governs our
businesses, and provides highlights of recent regulatory
initiatives and proceedings and government consulta-
tions that affect us.

Bell Canada, Bell Aliant and several of Bell Canada’s
direct and indirect subsidiaries and significantly influ-
enced companies, including NorthernTel, Télébec,
Northwestel, Bell Mobility and Bell ExpressVu, are gov-
erned under the Telecommunications Act, the Broadcasting
Act, the Radiocommunication Act and the Bell Canada Act.

Our business is affected by decisions made by various
regulatory agencies, including the CRTC. The CRTC, an
independent agency of the Government of Canada, is
responsible for regulating Canada’s telecommunications
and broadcasting industries. Other aspects of the busi-
nesses of these companies are regulated in various
ways by federal government departments, in particular
Industry Canada.
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TELECOMMUNICATIONS ACT

The Telecommunications Act governs telecommunications
in Canada. It defines the broad objectives of Canada’s
telecommunications policy and gives the Government of
Canada the power to give general direction to the CRTC
on any of these objectives. It applies to several of the
Bell Canada companies and partnerships, including
Bell Canada, Bell Mobility, Bell Aliant, NorthernTel,
Northwestel and Télébec.

Under the Telecommunications Act, all telecommunica-
tions common carriers must seek regulatory approval
for all proposed tariffs for telecommunications services,
unless the services are exempt from regulation or are
not regulated. The CRTC may exempt an entire class of
carriers from regulation under the Telecommunications
Act if the exemption meets the objectives of Canada’s
telecommunications policy.

The Telecommunications Act includes the following
ownership requirements for companies, such as Bell
Canada, Bell Aliant and Bell Mobility, that operate as
telecommunications common carriers:

« they must be eligible to operate as Canadian carriers

« they must be Canadian owned and controlled corpora-
tions. Direct ownership must be at least 80% Canadian
and indirect ownership, such as indirect ownership
through BCE Inc., must be at least 66%% Canadian

« they must not otherwise be controlled by non-
Canadians

« at least 80% of the members of their board of direc-
tors must be Canadian.

BCE Inc. monitors and periodically reports on the level
of non-Canadian ownership of its common shares.

Changes to Government’s Approach to Regulation

Pursuant to the Telecommunications Act, telecommunica-
tions services are regulated unless the CRTC decides
to forbear or abstain from regulation. The CRTC may
decide not to regulate all or part of certain services or
classes of telecommunications services if it determines
there is enough competition to protect the interests
of users. In the first few years following the inception
of the Telecommunications Act, the majority of Bell
Canada’s revenues were for services subject to regula-
tory approval. With the introduction of competition
in Canadian telecommunications markets, rules and
regulations for the incumbent telephone companies
were introduced in order to facilitate the progression of
competition. In recent years, competition intensified
while these detailed and prescriptive rules and regula-
tions continued to affect our ability to compete.
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However, there have recently been a number of actions
and decisions by the Government of Canada and the
CRTC under the Telecommunications Act which are more
reflective of the significant changes taking place in the
industry and which acknowledge the vibrant state of
competition in these markets.

In March 2006, the Telecommunication Policy Review
Panel, comprised of experts appointed by the Minister
of Industry, released a comprehensive report which called
for significant changes to Canada’s telecommunications
policies and regulations. The report noted that the state
of competition in Canada has progressed to the point
where the CRTC should remove most of its existing eco-
nomic regulations and instead rely on market forces. In
December 2006, the federal Cabinet adopted one of the
Telecommunication Policy Review Panel’s recommenda-
tions and issued to the CRTC a policy direction (Policy
Direction) which called on the CRTC to “rely on market
forces to the maximum extent feasible” and to design
regulations that “interfere with the operation of compet-
itive market forces to the minimum extent necessary.”
The Policy Direction also required the CRTC to conduct
a review of the regulations which require incumbent
telephone companies to provide competitors with whole-
sale access to certain telecommunication services “with
a view to increasing incentives for innovation and invest-
ment in and construction of competing telecommunica-
tions network facilities”.

On April 4, 2007, consistent with the Policy Direction
and with the intention of enhancing competitive rivalry,
the federal Cabinet varied CRTC Telecom Decision
2006-15, which had established a framework for the
deregulation of local services offered by the incumbent
telephone companies in their territories. The variance
streamlined the criteria and process to obtain forbear-
ance in local service markets and has improved the
ability of incumbent telephone companies to compete
effectively by eliminating the winback and promotional
restrictions for local exchange services in regulated and
deregulated areas. Since August 2007, the CRTC has
granted Bell Canada local residential service forbearance
in 193 geographic areas and local business service
forbearance in 59 geographic areas, representing approx-
imately 90% and 80% of Bell Canada’s residential and
business access lines, respectively, in Ontario and
Québec. Since July 2007, the CRTC has granted Bell
Aliant local residential service forbearance in 122 geo-
graphic areas and local business service forbearance in
34 geographic areas in its territory.



These forbearance decisions remove local telephone
access services from regulation in those areas, with the
exception of a price ceiling which continues to apply to
stand-alone local residential telephone access services.
On October 5, 2007, the CRTC rescinded the winback
rule which prevented the incumbent telephone compa-
nies from attempting to winback retail high-speed
Internet customers who changed their service to com-
petitors who use Bell Canada’s underlying wholesale
high-speed services. These decisions give Bell Canada
and Bell Aliant the flexibility to offer more value to their
customers and compete more effectively with local
service competitors.

On April 30, 2007, the CRTC issued Telecom Decision
2007-27, in which it established the rules that will govern
the prices Bell Canada and other incumbent telephone
companies charge for residential and business local
services that remain subject to regulation, granting them
more pricing flexibility in order to meet individual
customer needs. On May 25, 2007, Bell Canada was
granted forbearance for its High-Speed Metro service in
Montréal, Ottawa and Toronto and for its high-speed
digital NAS in 31 wire centres, allowing for greater flexi-
bility with respect to the terms and conditions under
which these business services are offered.

On July 11, 2007, the CRTC issued Telecom Decision
2007-51, in which the CRTC prioritized the order, over a
three-year plan ending March 31, 2010, in which existing
regulations should be reviewed for compliance with the
Policy Direction. Among the priority measures to be
reviewed by March 31, 2008 is a decision that is pending
concerning the rules that apply when we wish to
destandardize or withdraw tariff services. With respect
to priority measures already reviewed, the CRTC accepted
Bell Canada’s proposal to exempt from the bundling
rules and associated tariff requirements all bundles
involving both tariffed and non-tariffed services so long
as a given bundle’s total revenue is higher than the price
of its tariffed components. The CRTC also removed
the tariff requirement for services provided on a market
trial basis by the incumbent telephone companies. On
January 22, 2008, the CRTC issued Telecom Public
Notice 2008-1, in which it seeks to identify and prioritize
the review of various social and other non-economic
regulatory measures in light of the Policy Direction. The
CRTC intends to issue its review plan for the measures
identified by April 30, 2008. In the coming years, the
CRTC will be reviewing, among others, the following
existing regulations for compliance with the Policy
Direction: (i) the processes for tariff and agreement
filings; (ii) the data reporting obligations; (iii) the rules
for basic international telecommunications services
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licensing; (iv) the building access and municipal rights-
of-way regulations; and (v) the Telecommunications
Rules of Procedure.

Although recent regulatory developments have given
Bell Canada and Bell Aliant more flexibility to compete,
there is a risk that future CRTC decisions relating to
regulated services, in particular the terms under which
competitors obtain access to incumbent telephone
companies’ facilities, may have a negative effect on our
financial results.

Key Telecommunications Issues

This section describes key regulatory issues which are
being addressed, or have been addressed in past years,
that influence or have influenced our business and
may continue to affect our flexibility to compete in the
marketplace.

Price Cap Framework Review

On April 30, 2007, the CRTC issued Telecom Decision
2007-27, in which it established the new rules that will
govern the prices Bell Canada and other incumbent tele-
phone companies charge for residential and business
local services that remain subject to regulation. The new
regime will continue indefinitely and provides the
incumbent telephone companies with more pricing
flexibility to meet individual customer needs. As we are
forborne from regulation of local services across our
territory, fewer services and revenues will be subject to
price cap rules.

Key elements of the new price cap regime include: (i)
basic residential service prices in urban areas still subject
to regulation cannot increase beyond current levels;
(ii) basic residential service prices in high-cost areas can
increase by the lesser of the rate of inflation or 5% per
year; (iii) the upper limit on prices for local options and
features and bundles is removed; (iv) increased flexibility
to charge different prices to different customers for resi-
dential services, including options and features; (v) busi-
ness local service prices can rise by the rate of inflation
overall, with individual element price increases capped
at 10%; (vi) prices for local calls from payphones can
increase from 25 to 50 cents for cash calls and from
50 cents to a dollar for non-cash calls; (vii) prices for
911 and other public safety/social services are frozen at
current levels; and (viii) there is no deferral account in
connection with the new regime.

On July 30, 2007, the Public Interest Advocacy Centre
and other consumer groups filed a petition to Cabinet
asking that Telecom Decision 2007-27 be referred back

Bell Canada Enterprises 2007 Annual Report

45



46

Management’s Discussion and Analysis

to the CRTC for reconsideration of that portion of the
decision dealing with payphone rates. The impact of the
request in this appeal would be to force rate reductions
to the rate which existed prior to the price increases
implemented by Bell Canada and Bell Aliant (in Ontario
and Québec) on June 2, 2007. On October 1, 2007, Bell
Canada and Bell Aliant filed their response to this
petition, arguing that the determinations made by the
CRTC in Telecom Decision 2007-27 with respect to pay-
phone rates were correct and were made in accordance
with due process.

On June 22, 2007, a member of Parliament, on behalf
of herself and a number of local signatories (collectively
referred to as the Petitioner), filed a petition with the
Governor in Council requesting the Governor in Council
to rescind Decision 2007-27 because it establishes differ-
ent pricing rules for basic residential local service
in high-cost serving areas (HCSAs) relative to non-
high-cost serving areas (non-HCSAs). The Petitioner
specifically objects to the CRTC’s determination that
incumbent telephone companies are permitted to increase
basic local residential service rates in HCSAs by the rate
of inflation each year, but they are not permitted to
increase such rates in non-HCSAs. On October 1, 2007,
Bell Canada and Bell Aliant filed their response to this
petition, arguing that the determinations made by
the CRTC in Decision 2007-27 were correct, and are
in fact consistent with the guidance provided by
the Government of Canada in its Policy Direction of
December 14, 2006, wherein it instructs the CRTC to
rely on market forces to the maximum extent possible.

Commitment Under the CRTC Deferral
Account Mechanism

Bell Canada’s accumulated deferral account commit-
ment as at December 31, 2006 was estimated at $479 mil-
lion, which was increased to $488 million as a result of
further CRTC decisions during 2007. The clearing of the
deferral account is subject to CRTC approval.

On February 16, 2006, the CRTC issued Telecom
Decision 2006-9, in which it determined the ways in
which incumbent telephone companies should clear the
accumulated balances in their deferral accounts. On
September 1, 2006, Bell Canada and Bell Aliant filed
their proposals for clearing the accumulated balances in
their deferral accounts, proposing to improve access to
communications for persons with disabilities (5% of the
estimated balance) and to extend broadband access to
some 220,000 potential customers in 264 communities
across Ontario and Québec where it would not other-
wise be made available on a commercial basis.

Bell Canada Enterprises 2007 Annual Report

On December 28, 2007 the CRTC approved the use of
$37 million of deferral account funds to expand broad-
band service to 16 of 264 communities proposed by Bell
Canada that otherwise would not receive broadband
service because it is uneconomic. Since the assets are
impaired, we have accrued $37 million in restructuring
and other to reflect the cost of this expansion.

Bell Canada’s accumulated deferral account commit-
ment at December 31, 2007 was estimated to be $451 mil-
lion, with an estimated future annualized commitment
of $1.4 million. On March 3, 2008, Bell Canada and Bell
Aliant filed proposed reductions to rates for stand-alone
local residential telephone access services in regulated
exchanges within the non-HCSA portions of their Ontario
and Québec serving areas which, if approved, would
eliminate Bell Canada’s future annualized commitment.
As of December 31, 2007, Bell Aliant does not have an
accumulated deferral account balance or an estimated
future annualized commitment.

On January 17, 2008, the CRTC issued Telecom Decision
2008-1, in which it approved the use of deferral account
funds to extend broadband service to an additional
85 communities in Ontario and Québec. Together with
the 16 communities already approved, a total of 101 com-
munities would benefit from broadband deployment
using funds from the deferral account. The CRTC has
directed Bell Canada to file a proposed roll-out plan and
updated costs by March 17, 2008. We expect to record
a charge in restructuring and other in the first quarter of
2008 for this uneconomic expansion. The CRTC also
indicated that 22 additional communities are still subject
to further review. In the same decision, the CRTC also
approved Bell Canada’s proposed initiatives to improve
access to telecommunications services for persons with
disabilities, amounting to $24 million. Finally, the CRTC
directed Bell Canada to rebate any balance remaining in
its deferral account to residential subscribers in urban,
non-HCSAs within the Ontario and Québec portions of
the serving areas of Bell Canada and Bell Aliant, and to
file, by March 25, 2008, proposals to rebate such funds.
The rebate proposals should outline how rebates could
be made most effectively, both in terms of benefit to
customers and minimal disruption to Bell Canada.

The issues of rebates and broadband expansion using
deferral account funds, however, were before the Federal
Court of Appeal in connection with two separate appeals
launched by Bell Canada and by certain consumer
groups. Bell Canada had appealed the legality of the
CRTC’s jurisdiction to order retroactive rebates while
the consumer groups had appealed the decision to per-
mit the use of deferral account funds to expand the avail-
ability of broadband services. These appeals were heard
in January 2008 by the Federal Court of Appeal.



In an order dated January 25, 2008, the Federal Court
of Appeal issued a stay of Telecom Decision 2006-9, thus
effectively suspending the disposition of funds in the
deferral accounts except for the improvement of accessi-
bility to communications services for persons with dis-
abilities. In that order, the Federal Court of Appeal noted
that the stay will expire on the Federal Court of Appeal’s
determination of the appeals, or upon determination
of any leave to appeal application to the Supreme Court
of Canada, if such leave to appeal is sought within the
statutory time limit. On February 11, 2008, Bell Canada
filed a notice of motion with the Federal Court of Appeal
for leave to appeal Telecom Decision 2008-1 and to
stay that decision, except as it relates to initiatives for
the improvement of accessibility to communications
services for persons with disabilities. Bell Canada and
Bell Aliant also filed a letter with the CRTC, dated
February 15, 2008, seeking to defer the filing of follow-
up information pertaining to broadband expansion and
rebates which the CRTC directed them to file in Telecom
Decision 2008-1, until such time as the stay is denied
or, if the stay is granted, until the substance of the
appeals is addressed by the Federal Court of Appeal and
the stay is lifted. On February 22, 2008, the CRTC
approved this request.

In an order dated March 7, 2008, the Federal Court of
Appeal dismissed both Bell Canada’s and the consumer
groups’ appeals. However, Bell Canada intends to file
an application seeking leave from the Supreme Court
of Canada to appeal the Federal Court of Appeal’s deci-
sion. Based on the January 25, 2008 order of the Federal
Court of Appeal, the stay of Telecom Decision 2006-9,
effectively suspending the disposition of deferral
account funds except for the improvement of accessi-
bility to communications services for persons with
disabilities, will remain in effect until the Supreme Court
of Canada issues its determination on Bell Canada’s
leave to appeal application.

On April 30, 2007, the CRTC issued Telecom Decision
2007-27, in which it set out the parameters of the new
price cap regime that came into effect on June 1, 2007. In
that decision, the CRTC eliminated the deferral account
mechanism. Consequently, there are no new incremental
deferral account obligations from June 1, 2007 onwards.

Due to the nature and number of uncertainties which
remain concerning the disposition of funds remaining in
Bell Canada’s deferral account, we are unable to estimate
the impact of Telecom Decision 2008-1 and outstanding
proceedings on our financial results at this time.
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Review of Regulatory Framework for Wholesale Services

As required by the federal Cabinet’s Policy Direction, on
November 9, 2006, the CRTC released Telecom Public
Notice 2006-14, in which it initiated a comprehensive
review of the regulatory framework which requires
incumbent telephone companies to provide wholesale
access to certain telecommunication services to com-
petitors. As part of this review, the CRTC examined the
appropriate definition of essential services and the pricing
principles for such services. In addition, the regulatory
treatment for non-essential services was also examined.

On March 3, 2008, the CRTC issued Telecom Decision
2008-17, in which it redefined essential services, assigned
individual wholesale services to six separate categories,
set out the pricing rules for each and established transi-
tion periods leading to forbearance for some. While the
balance of Bell Canada’s wholesale services remain
subject to regulation, competitor digital network and
ethernet services which provide fibre access and trans-
port, as well as certain other services such as wholesale
operator services, will ultimately be forborne from regu-
lation in three to five years, depending on the specific
nature of the service. We are currently evaluating the
decision but are unable to estimate its impact on our
business at this time.

Commissioner for Complaints for
Telecommunications Services (CCTS)

In conjunction with the announcement, on April 4, 2007,
of the new framework for deregulation of local service in
communities across Canada where competition exists, the
Government of Canada asked telecommunications service
providers to work together to create an independent,
industry-funded agency to handle complaints from con-
sumers and small businesses which have been unable to
resolve their complaints through direct communication
with their service provider.

On July 23, 2007, the CCTS was launched. On the
same date, Bell Aliant, Bell Canada and other telecom-
munications service providers filed with the CRTC a
joint proposal for the structure and mandate of the
CCTS. The CCTS does not replace telecommunications
service providers’ normal complaint resolution processes,
but is intended to assist when those processes do not
resolve concerns. CCTS membership is open to all of
Canada’s telecommunications service providers.

On August 22, 2007, the CRTC issued Telecom Public
Notice 2007-16 in order to approve the organization and
mandate of the CCTS. A public consultation was held in
November 2007 and on December 20, 2007 the CRTC
issued Telecom Decision 2007-130. The decision included
certain amendments to the proposed mandate and struc-
ture of the CCTS.
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On February 4, 2008, the members of the CCTS filed
with the CRTC draft revised constating documents
intended to reflect the directions in Decision 2007-130.
On the same day, Bell Aliant, Bell Canada, Northwestel
and Télébec filed an application with the CRTC seeking
a review and variance of Telecom Decision 2007-130
with respect to the CRTC’s direction that the CCTS
should not be constrained by contractual limitations
of liability when making binding decisions. Another
group of CCTS members filed a second review and vary
application addressing a broader range of issues. Several
consumer advocacy groups have requested that the
CRTC hold a formal proceeding on the adequacy of the
draft revised constating documents.

BROADCASTING ACT

The Broadcasting Act assigns the regulation and supervi-
sion of the broadcasting system to the CRTC. Key policy
objectives of the Broadcasting Act are to:

« protect and strengthen the cultural, political, social
and economic fabric of Canada

- encourage the development of Canadian expression.

Most broadcasting activities require a broadcasting
licence or broadcasting distribution licence from the
CRTC. The CRTC may exempt broadcasting undertakings
from complying with certain licensing and regulatory
requirements if the CRTC is satisfied that complying
with those requirements will not materially affect the
implementation of Canadian broadcasting policy. A
corporation must meet the following ownership require-
ments to obtain a broadcasting or a broadcasting distri-
bution licence:

« it must be Canadian owned and controlled. At least
80% of all outstanding and issued voting shares and at
least 80% of the votes must be beneficially owned
directly by Canadians

« it must not otherwise be controlled by non-Canadians
. at least 80% of the board of directors, as well as the
chief executive officer, must be Canadian

« at least 66%% of all outstanding and issued voting
shares, and at least 66%% of the votes of the parent cor-
poration, must be beneficially owned and controlled,
directly or indirectly, by Canadian interests.

If the parent corporation of a broadcasting licensee
has fewer than 80% Canadian directors on its board
of directors, a non-Canadian chief executive officer
or less than 80% Canadian ownership, the parent corpo-
ration must demonstrate to the CRTC that it or its
directors do not have control or influence over any of the
broadcasting licensee’s programming decisions.
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Corporations must have the CRTC’s approval before
they can transfer effective control of a broadcasting
licensee. The CRTC may impose certain requirements,
including the payment of certain benefits, as a condition
of the transfer.

Bell Canada holds broadcasting distribution licences,
for major centres in Ontario and Québec, to offer video
on a wireline basis. In addition, Bell ExpressVu, Bell
Aliant, Northwestel and Cablevision du Nord du Québec
Inc., a Télébec subsidiary, have broadcasting distribution
licences that allow them to offer services. Bell ExpressVu
is permitted to offer services nationally. Bell Aliant is
permitted to offer services in Newfoundland and
Labrador, Nova Scotia and New Brunswick. Télébec is
permitted to offer services in specific areas of Ontario
and Québec. Northwestel is permitted to offer services
in specific areas of the Northwest Territories.

Bell ExpressVu

In July 2007, the CRTC initiated a public process intended
to review the regulatory frameworks for broadcasting
distribution undertakings and discretionary program-
ming services. This comprehensive re-examination of
the Broadcasting Distribution Regulations will impact
Bell ExpressVu’s DTH satellite television service and
Bell Canada’s terrestrial IPTV cable service. The
proposed elimination of regulation could benefit Bell
Canada’s broadcasting initiatives by freeing us to com-
pete more effectively and to exercise much greater control
over our operations. The CRTC has determined that
the possibility of requiring cable and satellite operators
to pay over-the-air broadcasters for the right to carry
their signals, including distant or out-of-market signals,
is under consideration in this proceeding. Comments
were filed on January 25, 2008 and a public hearing is
scheduled to commence on April 7, 2008. The CRTC’s
determinations in this matter are anticipated in the third
quarter of 2008. A decision from the CRTC requiring
cable and satellite operators to pay over-the-air broad-
casters could have a negative effect on our business and
financial results.

In December 2006, the Federal Court of Canada ruled
that Part II Licence Fees, levied by the CRTC under the
Broadcasting Act to recover Industry Canada costs associ-
ated with broadcasting spectrum management and paid
by broadcasters and broadcast distributors, are an illegal
tax, but declined to order the reimbursement of the fees
paid to date by the plaintiff broadcasters. The decision
of the Federal Court of Canada is being appealed by the
Government of Canada, which is contesting the decla-
ration that Part II Licence Fees are an illegal tax, and by
the Canadian Association of Broadcasters, which is



challenging the finding that their members are not
entitled to recovery of fees paid to date. In June 2007,
Bell ExpressVu, together with Rogers Cable and Cogeco,
were granted leave to intervene in these appeals. Argu-
ments were heard in December 2007, with judgment
being reserved. On November 29, 2007, Bell ExpressVu
initiated a civil action against the Government of
Canada, claiming reimbursement of Part II Licence Fees
paid over the last six years (the maximum period recov-
erable under applicable limitation periods). This suit is
unlikely to proceed pending a decision of the Federal
Court of Appeal on the appeals heard in December. The
fees in question represent 1.365% of Bell ExpressVu’s
annual revenue for each of the last six years.

RADIOCOMMUNICATION ACT

Industry Canada regulates the use of radio spectrum by
Bell Canada, Bell Mobility and other wireless service
providers under the Radiocommunication Act. Under the
Radiocommunication Act, Industry Canada ensures that:

- radio communication in Canada is developed and
operated efficiently

- radio stations are established in an orderly manner, as
well as any changes thereto.

The Minister of Industry has the discretion to:

+ issue and amend radio licences

« set technical standards for radio equipment

« establish licensing conditions

« decide how radio spectrum is allocated and used.

Under the Radiocommunication Regulations, companies
that are eligible for radio licences, such as Bell Canada
and Bell Mobility, must meet the same ownership require-
ments that apply to corporations under the Telecommu-
nications Act.

The Radiocommunication Act contains provisions
which make it a criminal offence to manufacture, offer
for sale or sell any device used to decode an encrypted
subscription signal in connection with unauthorized
reception of satellite signals. Bell ExpressVu, Bell
Canada, the Canadian Association of Broadcasters, and
members of Canada’s broadcasting production commu-
nity continue to encourage the Government of Canada
to strengthen the Radiocommunication Act in order to
combat the black market in signal theft.
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Spectrum Licences

Companies must have a spectrum licence to operate
cellular, PCS and other radio-telecommunications
systems in Canada. The Minister of Industry awards
spectrum licences, through a variety of methods, at his
or her discretion under the Radiocommunication Act.
While we anticipate that the licences under which we
provide cellular and PCS services will be renewed
at term, there is no assurance that this will happen. In
Industry Canada’s November 28, 2007 decision regard-
ing the licensing and auction policy for the auctioning of
AWS spectrum, Industry Canada indicated that an
upcoming consultation regarding the renewal process
may affect the renewal of both existing and AWS spec-
trum licences. Industry Canada can revoke a company’s
licence at any time if the company does not comply with
the licence’s conditions. Moreover, in its AWS decision,
Industry Canada indicated that even with full compli-
ance with the conditions of a licence, Industry Canada
could withdraw a licence based on circumstances in exis-
tence at the time of renewal. While we believe that we
comply with the conditions of our licences, there is no
assurance that Industry Canada will agree. Should there
be a disagreement, this could have a negative effect on
our business.

As a result of an Industry Canada decision, the cellular
and PCS licences under which we provide service, which
would have expired on March 31, 2006, will now expire
in 2011. The PCS licences that were awarded in the 2001
PCS auction will expire on November 29, 2011. As a
result, our cellular and PCS licences are now classified as
“spectrum licences”, that is licences issued on a geo-
graphic basis rather than on a radio-site-by-radio-site
basis, with a standard 10-year licence term.

Wireless and Radio Towers

In February 2005, Industry Canada released a report
concerning its procedures for approving and placing
wireless and radio towers in Canada, including the role
of municipal authorities in the approval process. Among
other things, the report recommends that the authority
to regulate the siting of antennae and supporting struc-
tures remain exclusively with the Government of Canada.
In June 2007, Industry Canada released its revised antenna
siting and approval policy. The new policy maintains
exclusive federal jurisdiction over the authority to
regulate the siting of antennae and related supporting
structures in Canada. The new policy, which came into
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effect in January 2008, requires additional public
notification in order to erect new tower sites which may
require additional community consultation. The revised
policy also includes dispute resolution guidelines and
timelines which may facilitate new tower placement in
some instances.

In its November 28, 2007 AWS decision, Industry
Canada adopted a new policy which mandates the shar-
ing of wireless towers and cell sites at commercial rates,
where technically feasible, and prohibits exclusive
rooftop arrangements with landlords. Industry Canada
also initiated a public consultation to consider specific
implementation issues and changes to the conditions of
existing and AWS spectrum licences, necessitated by its
new tower sharing policy. On February 29, 2008, Industry
Canada issued its conditions of licence for mandated
roaming and antenna tower and site sharing and to pro-
hibit exclusive site arrangements. As noted by Industry
Canada, the revised conditions of licence are intended to
facilitate competitive entry into the Canadian wireless
market and, taken collectively, are intended to result in
increased competition. Due to the nature and number of
uncertainties that remain concerning mandated tower
sharing, we are unable to estimate the potential impact
of the revised conditions of licence on our business at
this time.

Additional Mobile Spectrum

As mentioned above, on November 28, 2007, Industry
Canada released its decision concerning the policy
and rules governing the licensing of additional mobile
spectrum for AWS in the 1.7 and 2.1 GHz bands. The
licensing process also makes an additional 10 MHz of
PCS spectrum available in the 1.9 GHz band and s MHz
in the 1.6 GHz band. In total 105 MHz of spectrum,
90 MHz of which is AWS spectrum, is available to be
licensed through a competitive spectrum auction, the
bidding stage of which is scheduled to commence on
May 27, 2008. Industry Canada’s AWS decision sets aside
40 MHz of the available 9o MHz of AWS spectrum
for which only new entrants may bid. The remaining
50 MHz of AWS is open to bidding by any party including
incumbent carriers and new entrants. Industry Canada
has defined a new entrant as any party, including its
affiliates, whose wireless market share constitutes less
than 10% of national wireless revenue.
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The decision may result in the entry of new national
and regional wireless carriers. Industry Canada has not
adopted an auction spectrum cap, for either new entrant
or incumbent AWS spectrum blocks, which raises the
possibility of one bidder acquiring a substantial portion,
or potentially all, of the available new entrant or incum-
bent spectrum. Industry Canada’s decision also man-
dates digital roaming on all current Canadian mobile
band allocations (i.e., cellular, PCS and AWS), both
within a regional entrant’s licensed territory as well as
outside its territory, for up to 10 years for carriers
licensed as a result of the AWS auction. As previously
discussed, on February 29, 2008, Industry Canada released
revised conditions of licence governing mandated roam-
ing. Among other things, Industry Canada clarified that
resale of wireless services is not required and that any
new entrant resulting from the AWS auction must build
its own AWS wireless network before it will be eligible
for mandated roaming. Industry Canada also clarified
that new entrants are not entitled to roaming within
their built-out licensed area. The above auction and
licensing policies favour the entry of new competitors
into the wireless market and could pose a risk to our
financial performance.

BELL CANADA ACT

Under the Bell Canada Act, the CRTC must approve any
sale or other disposal of Bell Canada voting shares that
are held by BCE Inc., unless the sale or disposal would
result in BCE Inc. retaining at least 80% of all of the
issued and outstanding voting shares of Bell Canada.
Except in the ordinary course of its business, the CRTC
must also approve the sale or other disposal of facilities
integral to Bell Canada’s telecommunications activities.

Risks that Could Affect Our Business
and Results

This section describes the principal risks that could have
a material and adverse effect on our financial condition,
results of operations, cash flows or business, as well as
cause actual results to differ materially from our expec-
tations expressed in or implied by our forward-looking
statements, in addition to the risks previously described
under the sections Our Competitive Environment and Our
Regulatory Environment or those described elsewhere in
this MD&A.



A risk is the possibility that an event might happen in
the future that could have a negative effect on our finan-
cial condition, results of operations, cash flows or busi-
ness. Part of managing our business is to understand
what these potential risks could be and to mitigate them
where we can (for more details refer to the section Risk
Management Practices immediately following this section).

The actual effect of any event on our financial condi-
tion, results of operations, cash flows or business could be
materially different from what we currently anticipate.
The risks described below are not the only ones that
could affect us. Additional risks and uncertainties not
currently known to us or that we currently deem to be
immaterial may also materially and adversely affect
our financial condition, results of operations, cash flows
or business.

As a result of BCE Inc.’s strategy of concentrating on
Bell Canada’s communications business and the comple-
tion of the disposition of most of BCE Inc.’s non-core
assets, BCE Inc.’s financial performance now depends on
how well Bell Canada performs financially. Accordingly,
the risk factors described below mainly relate to the oper-
ations and businesses of Bell Canada and its subsidiaries
and joint ventures.

A decline in economic growth and in retail and commercial
activity could decrease demand for our products and
services, potentially reducing profitability and threatening
the ability of our customers to pay their expenses.

Our business is affected by general economic conditions,
consumer confidence and spending, and the demand for,
and prices of, our products and services. If there is a
decline in economic growth and in retail and commer-
cial activity, there could be a lower demand for our prod-
ucts and services. During these periods, customers may
delay buying our products and services, reduce purchases
or discontinue using them.

Weak economic conditions could lower our profitabil-
ity and reduce cash flows from operations. They also
could negatively affect the financial condition and cred-
itworthiness of our customers, which could increase
uncertainty about our ability to collect receivables and
potentially increase our bad debt expenses, which could
adversely affect our results of operations.

Failure to achieve our business objectives could have
an adverse impact on our financial performance and
growth prospects.

We continue to implement our strategy of delivering
advanced communications services and a superior cus-
tomer experience to our customers across Canada. Our

Management’s Discussion and Analysis

strategic direction requires us to continue to transform
the way in which we serve customers in the context of
our previously described competitive and regulatory
environment. This means we will need to continue to
respond by adapting to these changes, making necessary
shifts in employee skills and investing capital to imple-
ment our strategies and operating priorities. If our man-
agement, processes or employees are not able to adapt to
these changes or if required capital is not available on
favourable terms, we may fail to achieve our business
objectives which could have an adverse effect on our
business, financial performance and growth prospects.

Our strategies also require us to continue to transform
our cost structure. Accordingly, we are continuing to
implement several productivity improvements to reduce
costs while containing our capital expenditures. Our
objectives for cost reduction continue to be aggressive,
and there is no assurance that we will be successful
in reducing costs. Improved customer service and an
enhanced perception of Bell Canada’s service offerings
by existing and potential customers are critical to increas-
ing customer retention and ARPU and attracting new
customers. It may, however, be difficult to achieve these
objectives while significantly reducing costs. In addition,
there is a risk that customer service improvements that
we may achieve will not necessarily translate into an
enhanced public perception of Bell Canada’s service
offerings or the achievement of customer retention
objectives. If we are unable to achieve any or all of these
objectives, our business and results of operations could
be adversely affected.

Furthermore, the current competitive environment
suggests that the number of our legacy wireline cus-
tomers and the volume of our long distance traffic will
continue to decline in the future. Continued decline will
lead to reduced economies of scale in those businesses
and, in turn, lower margins. If legacy services margins
decline faster than the rate of growth in margins of our
newer growth services, our financial performance could
be adversely affected. In addition, if a large portion of the
customers who stop using our voice services also cease
using our other services, our financial performance could
be adversely affected.

Although we expect a reduction in 2008 in the rate of
our NAS losses, there is a risk that adverse changes
in certain factors, including, in particular, competitive
actions by cable providers, may result in acceleration
beyond our current expectations in our rate of NAS ero-
sion, particularly in our residential NAS. This could have
an adverse effect on our results of operations.
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We face significant competition that may reduce our
market share and revenues and lower our profitability.

We face intense competition not only from traditional
competitors, but also from non-traditional players, such
as cable companies, that have entered our markets. The
rapid development of new technologies, services and
products has eliminated the traditional lines between
telecommunications, Internet and broadcasting services
and brought new competitors to our markets. Technology
substitution and VolP, in particular, have reduced barri-
ers to entry in our industry. This has allowed competi-
tors to launch new products and services and gain
market share with far lesser investments in financial,
marketing, personnel and technological resources than
have historically been required. We expect this trend
to continue in the future, which could adversely affect
our growth and our financial performance.

We are facing significant competitive pressure from
cable companies as a result of them offering voice services
over their networks. Cable telephony in particular is
being driven by its inclusion in discounted bundles and
is now offered by cable operations in numerous Canadian
markets. We expect further expansion throughout 2008.
The roll-out of the cable companies’ footprints continues
to put downward pressure on our market share, especially
in the residential market. This could continue to have an
adverse effect on our business and results of operations.

Competition affects our pricing strategies and could
reduce our revenues and lower our profitability. It could
also affect our ability to retain existing customers and
attract new ones. We need to be able to anticipate and
respond quickly to the constant changes in our busi-
nesses and markets. If we fail to do so, our business
and market position could be adversely affected. Refer to
Our Competitive Environment for more details on our
competitors and our competitive environment in general.

We could face increasing wireless competitive activity
resulting from new technologies and from Industry
Canada’s decision to license additional wireless spectrum.

We expect competition in the Canadian wireless market
to intensify as new technologies, products and services
are developed. In addition, competition could also
increase as a result of Industry Canada’s decision to
license, through a competitive spectrum auction, the
bidding stage of which is scheduled to commence in
May 2008, additional wireless spectrum, a significant
part of which has been set aside for new entrants only.
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Industry Canada’s policies relating to the auction and to
the licensing of additional wireless spectrum favour the
entry of new competitors into the Canadian wireless
market and could pose a risk to our financial perform-
ance. In addition, there is a risk that we will not be
successful in securing, through the auction, all or part of
the additional wireless spectrum that we need to provide
enhanced wireless services and that our competitors will
do so at our detriment. This could have an adverse effect
on our business. Refer to Our Competitive Environment
— Wireless for more details on our wireless competitors
and our wireless competitive environment.

We need to anticipate technological change and invest in
or develop new technologies, products and services. If
we are unable to launch new technologies, products and
services on a timely basis or if regulation expands

to delay newer technologies, our business and results

of operations may be adversely affected.

We operate in markets that are affected by constant
technological change, evolving industry standards,
changing client needs, frequent introductions of new
products and services and short product life cycles.
Investment in new technologies, products and services
and the ability to launch, on a timely basis, such tech-
nologies, products and services are critical to increasing
the number of our subscribers and achieving our finan-
cial performance objectives.

We may face additional risks as we develop new prod-
ucts, services and technologies, and update our networks
to stay competitive. Newer technologies, for example,
may quickly become obsolete or may need more capital
than expected. Development could be delayed for rea-
sons beyond our control. Substantial investments
usually need to be made before new technologies prove
to be commercially viable. There is also a risk that current
regulation could be expanded to apply to newer tech-
nologies which could delay our launch of new services.

There is no assurance that we will be successful in
developing, implementing and marketing new technolo-
gies, products, services or enhancements in a reasonable
time, or that they will gain market acceptance. New
products or services that use new or evolving technolo-
gies could reduce demand for our existing offerings
or cause prices for those services to decline. Our failure
to successfully develop, implement and market new
technologies, products, services or enhancements in a
reasonable time could have an adverse effect on our busi-
ness and results of operations.



Our operations depend on how well we protect, maintain
and replace our networks, equipment, IT systems
and softwares.

Our operations depend on how well we protect our net-
works, equipment, IT systems and softwares, and the
information stored in our data centres, against damage
from fire, natural disaster, power loss, hacking, com-
puter viruses, disabling devices, acts of war or terrorism,
vandalism and other events. Our operations also depend
on the timely replacement, maintenance and upgrade of
our networks, equipment, IT systems and softwares. Any
of these and other events could result in network failures,
billing errors and delays in customer service. Our opera-
tions also depend on our ability to protect the information
stored in our data centres against theft. The theft of such
information could adversely affect our customer relation-
ships and expose us to claims in damages by customers.

Our networks are connected with the networks of
other telecommunications carriers, and we rely on them
to deliver some of our services. Any of the events men-
tioned in the previous paragraph, as well as strikes or
other work disruptions, bankruptcies, technical difficul-
ties or other events affecting the networks of these other
carriers, could also harm our business and our customer
relationships.

Renegotiating collective agreements with employees could
result in higher labour costs and work disruptions.

Approximately 45% of our employees are represented
by unions and are covered by collective bargaining
agreements. Renegotiating collective bargaining agree-
ments could result in higher labour costs and work dis-
ruptions, including work stoppages or work slowdowns.
There can be no assurance that should a strike or work
disruption occur, it would not adversely affect service to
our customers. In addition, work disruptions at our
service providers, including work slowdowns and work
stoppages due to strikes, could harm our business, includ-
ing our customer relationships and results of operations.

The collective agreement between the CEP and Bell
Canada covering 5,122 craft and services employees
expired on November 30, 2007. Negotiations between
the CEP and Bell Canada started on October 29, 2007.
On December 11, 2007, Bell Canada asked the federal
Minister of Labour to appoint a conciliator to help move
forward negotiations with the CEP. A conciliator was
appointed on December 13, 2007. The conciliator met
both parties in December 2007 and January 2008. On
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January 31, 2008, Bell Canada offered the craft and
services employees covered by this collective agreement
a new long-term contract that includes wage increases
in each year, while providing Bell Canada additional
flexibility. The CEP will put the offer to a vote and is
expected to communicate the results to Bell Canada on
March 17, 2008.

In addition, the following significant collective agree-
ments will expire in 2008:
« the collective agreement between the CEP and Bell
Canada covering approximately 200 operators will
expire on November 24, 2008
« the collective agreement between the CEP and Bell
Canada covering approximately 700 communications
sales employees will expire on December 31, 2008.

The significant increase in broadband demand could have
an adverse effect on our business and financial results.

With the rapid growth in video, and other bandwidth-
intensive applications on the Internet, we may need to
incur significant capital expenditures to provide addi-
tional capacity on our Internet network. We may not
be able to recover these costs from customers due to
competitors’ short-term pricing of comparable Internet
services. There is also a risk that our efforts to optimize
network performance, as a result of significantly increas-
ing broadband demand, through paced FTTN roll-out,
traffic management and rate plan changes could be unsuc-
cessful and result in an increase in our Internet subscriber
churn rate beyond our current expectations. This could
have an adverse effect on our results of operations.

Changes in foreign ownership restrictions could increase
competition in the future.

We already have several domestic and foreign competi-
tors. In recent years, the Government of Canada has
reviewed the foreign ownership restrictions that apply
to telecommunications carriers and to broadcast distri-
bution undertakings. Removing or easing the limits
on foreign ownership could result in more foreign
companies entering the Canadian market by making
acquisitions or investments. This could result in greater
access to capital for our competitors or the arrival of
new competitors with global scale, which would increase
competitive pressure. We cannot predict what action, if
any, the Government of Canada will take as a result of
these reviews and how it may affect us.
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Events affecting the operations of our service providers
that operate outside Canada could have an adverse effect
on our service levels.

We have outsourced certain services to providers that
operate outside Canada. Although we have redundancy
and network monitoring systems in place, a major natu-
ral disaster that affects the region in which our service
providers operate, or other events adversely affecting the
business or operations of such service providers, or our
inability to access their services, could adversely affect
our service levels and our business.

If we are unable to raise the capital we need, we may need
to limit our capital expenditures or our investments in new
businesses, or try to raise capital by disposing of assets.

We need significant amounts of cash to implement our
business plan. This includes cash for capital expendi-
tures, for payment of contractual obligations and servicing
and repayment of outstanding debt, which would signifi-
cantly increase following the consummation of the
Privatization, for pension funding and, until consumma-
tion of the Privatization, for payment of dividends to
BCE Inc.’s common and preferred shareholders. Our
cash requirements may be adversely affected by the risks
associated with our contingencies, off-balance sheet
arrangements, derivative instruments and assumptions
built into our business plan. Our ability to meet our
financial obligations and provide for planned growth
depends on our having access to adequate sources of
capital and on our ability to generate cash flows from
operations which is subject to general economic, market,
competitive, regulatory and other risk factors described
in this MD&A, many of which are not within our control.

In general, we finance our capital needs from cash
generated by our operations or investments, by borrowing
from commercial banks, through debt and equity offer-
ings in the capital markets, or by selling or otherwise
disposing of assets (including accounts receivable).
The amount of working capital available to operate our
business and our ability to achieve our working capital
objectives could be adversely impacted by our level of
success in collecting outstanding accounts receivable
balances through the use of our employees, systems
and technology.

Financing through equity offerings would dilute
the holdings of equity investors. An increased level of
debt financing could result in lower credit ratings,
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increase our borrowing costs and reduce the amount of
funding available to us. Business acquisitions could also
adversely affect our credit ratings and have similar
adverse consequences.

Our ability to raise financing depends on our ability to
access the public debt capital market and bank credit
market. The cost and amount of funding depend largely
on market conditions, and the outlook for our business
and credit ratings at the time capital is raised. In addi-
tion, participants in the public debt capital and bank
credit markets have internal policies limiting their abil-
ity to invest in, or extend credit to, any single borrower
or group of borrowers or to a particular industry. Fur-
thermore, prior to the consummation of the Privatization,
the Definitive Agreement restricts our ability to raise
debt and dispose of assets without the consent of the
Investor Group.

Our ability to access the public debt capital and bank
credit markets at this time may be negatively affected by
BCE Inc.’s announcement of its proposed Privatization
and by adverse conditions currently prevailing in such
markets. Additional credit rating downgrades could
further adversely affect our ability to access the public
debt capital and the bank credit markets both prior to
and following the consummation of the Privatization. In
addition to having a possibly reduced ability to access
such markets, funding from these sources would likely
be made available on less favourable terms and condi-
tions (including more restrictive covenants) and would
likely significantly increase our cost of borrowing com-
pared to terms that have been available to us historically.

If we cannot raise the capital we need to implement
our business plan upon acceptable terms, we may have
to limit our ongoing capital expenditures, limit our
investment in new businesses or try to raise additional
capital by selling or otherwise disposing of assets. Any of
these could have an adverse effect on our cash flows
from operations and on our growth prospects.

The consummation of the Privatization is still subject
to a number of terms and conditions including the receipt
of various approvals and contractual termination rights.

The consummation of the Privatization is still subject to a
number of terms and conditions, including, without lim-
itation: (i) approval of the CRTC and Industry Canada;
(ii) resolution of any appeal filed by the debenture holders
which affects the approval of the Arrangement; and (iii)
certain termination rights available to the parties under



the Definitive Agreement. There can be no assurance
that these approvals will be obtained, the other condi-
tions to the Privatization will be satisfied in accordance
with their terms, and/or the parties to the Definitive
Agreement will not exercise their termination rights. In
such cases, the Privatization could be modified, restruc-
tured or terminated, as applicable. Failure to consummate
the Privatization could have a material adverse impact
on the market price of BCE Inc.’s shares. Depending on
the circumstances in which the Privatization is not com-
pleted, BCE Inc. could have to pay to the Investor Group
significant break-up fees and costs, in addition to its own
costs incurred in connection with the Privatization.

On March 7, 2008, the Québec Superior Court
approved the Arrangement and dismissed all claims
made by or on behalf of certain holders of Bell Canada’s
debentures who had instituted legal proceedings seeking
in particular to prevent the Privatization from becoming
effective. Any appeal of the Court’s decisions must be
filed by the debenture holders with the Québec Court of
Appeal by March 17, 2008. See Legal Proceedings — Lawsuits
Related to BCE Inc. — Privatization Transaction Lawsuit
contained in the BCE 2007 AIF for more information
concerning such legal proceedings.

We may not be able to discontinue certain services as
necessary to improve capital and operating efficiencies.

We are in the process of moving traffic on our core
circuit-based infrastructure to IP technology. As part of
this move, we are in the process of discontinuing certain
services that are based on circuit-based infrastructure.
This is a necessary component of improving capital
and operating efficiencies. In some cases, this could be
delayed or prevented by customers or regulatory actions.
If we cannot discontinue these services as planned, we
will not be able to achieve the efficiencies as expected.

Regulatory initiatives or proceedings, pending or future
litigation or changes in laws or regulations could have an
adverse effect on our business and results of operations.

Our business is affected by decisions made by various
regulatory agencies, including the CRTC. Decisions
of the CRTC may have an adverse effect on our business
and results of operations. In addition, we become involved
in various claims and litigation as part of our business.
Pending or future litigation, including an increase in
class action claims, could also have an adverse effect on
our business and results of operations.
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Changes in laws or regulations or in how they are
interpreted, and the adoption of new laws or regula-
tions, could negatively affect us. These include changes
in tax laws or the adoption of new tax laws that result in
higher tax rates or new taxes. They also include recent
amendments to Canadian securities laws which intro-
duced statutory civil liability for misrepresentations in
continuous disclosure.

Bell ExpressVu is subject to programming and
carriage requirements under CRTC regulations. Changes
to the regulations that govern broadcasting could nega-
tively affect Bell ExpressVu’s competitive position or the
cost of providing its services. Bell ExpressVu’s DTH
satellite television distribution undertaking licence was
renewed in March 2004 and expires on August 31, 2010.
While we expect this licence will be renewed at term,
there is no assurance that this will happen. Refer to Our
Regulatory Environment — Broadcasting Act — Bell ExpressVu
for a discussion of the public process initiated by the
CRTC to review the regulatory frameworks for broad-
casting distribution undertakings and discretionary
programming services, including the review by the
CRTC of the possibility of requiring cable and satellite
operators to pay over-the-air broadcasters for the right
to carry their signals.

For a description of the principal regulatory initia-
tives and proceedings affecting us, please see the section
Our Regulatory Environment.

For a description of the principal legal proceedings
involving us, please see the section Legal Proceedings
contained in the BCE 2007 AIF.

Increased regulations or legislation banning the use of
cellular phones while driving may result in an overall
decline in cellular phone use that could have a negative
effect on our wireless business.

Some studies suggest that irresponsible use of cellular
phones while driving may result in motor vehicle colli-
sions. It is possible that this could lead to new regulations
or legislation banning the use of handheld cellular phones
and other wireless devices while driving, as it has in
Newfoundland and Labrador and in several U.S. states,
or other restrictions on in-vehicle use of wireless devices.
The Québec provincial government introduced legislation
in December of 2007 banning the use of handheld cell
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phones while driving. The Québec provincial government
further indicated that it is going to study the use of
hands-free devices and may introduce additional legis-
lation if the study shows that the use of hands-free
devices by drivers contributes to vehicle accidents. As
well, legislation was introduced in Nova Scotia in the fall
of 2007 prohibiting the use of handheld cell phones
while driving. These measures may result in an overall
decline in cellular phone use and could have an adverse
impact on our wireless business.

Satellites used by Bell ExpressVu are subject to significant
operational risks and satellites that are not yet built

are subject to construction and launch delays that could
have an adverse effect on Bell ExpressVu's business

and financial results.

Bell ExpressVu currently uses four satellites - Nimiq 1,
Nimiq 2, Nimiq 3 and Nimiq 4iR - for its video services.
Telesat, a former subsidiary of BCE Inc., operates or
directs the operation of these satellites. Bell ExpressVu
has also entered into agreements with Telesat for further
satellite capacity.

Satellites utilize highly complex technology and oper-
ate in the harsh environment of space and therefore are
subject to significant operational risks while in orbit.
The risks include in-orbit equipment failures, malfunc-
tions and other kinds of problems commonly referred to
as anomalies that could reduce the commercial useful-
ness of a satellite used by Bell ExpressVu. Acts of war
or terrorism, magnetic, electrostatic or solar storms,
and space debris or micrometeoroids could also damage
the satellites used by Bell ExpressVu. Any loss, failure,
manufacturing defects, damage or destruction of these
satellites, of Bell ExpressVu’s terrestrial broadcasting
infrastructure, or of Telesat’s tracking, telemetry and
control facilities to operate the satellites, could have an
adverse effect on Bell ExpressVu’s business and results
of operations and could result in many customers termi-
nating their subscription to Bell ExpressVu’s DTH satel-
lite television service.

In addition, there are certain risks related to the
construction and launch of new satellites. Launch delays
can result from delays in the construction of satellites
and launch vehicles, the periodic unavailability of reli-
able launch opportunities, possible delays i