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Telecommunications Update:
Finally, a positive turning point for incumbent Telcos in Canada

Event

Last week, Industry Minister Maxime Bernier announced the deregulation of access-independent Voice over Internet
Protocol (“VolP”) services offered by the incumbent Telcos. This marks the first time since 1988 that the federal
cabinet has overruled the Canadian Radio-television and Telecommunications Commission (“CRTC”) on a
telecommunications decision.

Background

In 2006, the Liberal-appointed Telecom Policy Review Panel (“TPRP”) recommended that the CRTC should be less
involved in the regulation of telecom services and that a greater reliance should be put on market forces. By over-
ruling the CRTC VolP decision, Maxime Bernier reinforces this belief in less regulation. While we don’t expect
much to change in the short-term, over the longer term, the move towards deregulation will provide Bell
(BCE-TSX) and Telus (T-TSX) with much needed flexibility and incentive to effectively compete against the
cable VolP competitors.

Short-Term Impact

With last week’s announcement, the incumbent Telcos are no longer required to file tariffs for their VolP services
provided over a broadband connection. They are now free to price and bundle their access-independent VolP
service as they so desire. However, for the residential market, we believe that Bell and Telus are in a
guandary because any sharp reduction in the price for VolP residential service would cannibalize their
existing local line business. Thus, we don’t foresee a wide-scale competitive response from either Bell or
Telus. (At present, Telus doesn’t have a residential VolP offering).

Longer Term Consequences

The importance of the decision is that it signals a first step in removing competitive restrictions that have been
imposed by the CTRC on Bell, Telus and the other Telcos that have limited their ability to invest and compete.
While we believe that the actual deregulation steps will be gradual, the pronouncement allows the Telcos to see “the
light at the end of the tunnel.” In addition, the increasing regulatory freedom provides the Telcos with a
clearer justification to accelerate investments in lower cost, next generation IP networks that carry both
fixed and mobile voice and data traffic.

The Telcos have seen a steady decline of their local line business for some time now, and we believe that a
continued loss of valuable customers to lower priced VolP competitors will eventually force them to respond. In
order for the Telcos to compete effectively on price and features, a fundamental change in operating structure will be
required - the kind that will only come about from the rebuilding of the network to eliminate the inherent inefficiency
of circuit-switched technology. Current cost cutting measures that focus on process improvements will not be
sufficient.

The Shift to an IP Network

Most of today’s voice traffic runs over digital circuit-switched networks which are expensive to maintain and upgrade
and have limited flexibility in introducing new products and services. In contrast, the Telco of the future will merge
voice and data networks into a single Internet Protocol (“IP”) network. This new IP network will allow the Telcos to
quickly and cost effectively launch new services, merge their fixed and wireless networks and lower operational
costs. It will also use soft switches that can handle wireline, wireless, and data services. (A single IP soft switch can
replace approximately ten digital circuit switches.)
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By adopting an emerging international standard called IP Multimedia Subsystem (“IMS”), companies will be able to
quickly rollout advanced features such as personal single numbers, presence, and other novel capabilities. Under
its 21 Century (“21 CN”) initiative, British Telecom is moving to such a network beginning in 2007, and plans to
have all its customers migrated to this new network by 2011. As a result, the company is forecasting a £1B per
annum savings in operational costs.

We believe that Maxime Bernier's announcement will come to be viewed as a turning point for the
incumbents just as the 1988 ruling by Mulroney’s Conservative Government that allowed Call Net to remain
a long distance reseller triggered telecom competition in this country. This time, however, the focus for the
incumbents will be a total transformation of their networks to enable quadruple play, fixed mobile convergence, and
new service capabilities along with significant operational cost reduction.
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IMPORTANT DISCLOSURES
Analyst's Certification

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the subject
securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or indirectly, related to the
specific recommendations or views expressed by the responsible analyst(s) in this report. The particulars contained herein were obtained from
sources which we believe to be reliable but are not guaranteed by us and may be incomplete.

TCSI compensates its research analysts from a variety of sources. The research department is a cost centre and is funded by the business
activities of TCSI including, institutional equity sales and trading, retail sales, and corporate and investment banking. Since the revenues from
these businesses vary the funds for research compensation vary. No one business line has greater influence than any other for research analyst
compensation.

Dissemination of Research

TCSI endeavors to make all reasonable efforts to provide research simultaneously to all eligible clients. TCSI equity research is distributed
electronically via email and is posted on our proprietary websites to ensure eligible clients receive coverage initiations and ratings changes,
targets and opinions in a timely manner. Additional distribution may be done by the sales personnel via email, fax or regular mail. Clients may
also receive our research via a third party. Toll Cross Securities Inc. research dissemination policies and procedures may be found on our
website, www.tollcross.ca, in the Research Distribution Policy section.

Company Specific Disclosures:

See Company Specific Disclosure Key below for explanations.

Company Specific Disclosure Key

TCSI uses the following Company Specific Disclosure Key. Please refer to the Company Specific Disclosures section above for specific
disclosures applicable to the issuer(s) discussed in this report.

1 On the last day of the month preceding the date of this report TCSI and its affiliates did not hold an aggregate of at least 1% of the
outstanding shares of the issuers mentioned in this report.

2 The research analyst(s) and/or associates (or their household members) who prepared this research report directly or beneficially own
common stock of the issuers mentioned in this report.

3  TCSI has not provided services to any of the issuers mentioned in this report for remuneration other than normal course investment
advisory or trade execution services during the preceding 12 months.

4 TCSI has not received compensation for investment banking services from the issuers mentioned in this report during the preceding 12
months.

5  An employee of TCSI (name of employee) is an (officer, director, employee or serves in an advisory capacity) of one of the issuers
mentioned in this report.

6  The research analyst(s) and/or associates who prepared this research report has not viewed the material operations of the issuers
mentioned in this report.

7  TCSI has not been paid or reimbursed by the issuer for the analyst(s) travel expenses to view the material operations of the issuers
mentioned in this report.

TCS USA Research Reports- Additional Disclosure

For Canadian Resident: This report has been approved by Tollcross Securities Inc. (“TCS”), member IDA and CIPF, which takes responsibility
for this report and its dissemination in Canada. Canadian clients wishing to effect transactions in any security discussed should do so through a
qualified salesperson of TCS.

For US Residents: Tollcross Securities Inc. (“TCS USA”), member NASD and SIPC, accepts responsibility for this report and its dissemination in
the United States. This report is intended for distribution in the United States only to certain institutional investors. US clients wishing to effect
transactions in any security discussed should do so through a qualified salesperson of TCS USA.

Every province in Canada, state in the US, and most countries throughout the world have their own laws regulating the types of securities and
other investment products which may be offered to their residents, as well as the process for doing so. As a result, some of the securities
discussed in this report may not be available to every interested investor. Accordingly, this report is provided for the informational purposes only,
and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where such would be prohibited.
Other Disclosures

This report has been prepared by Toll Cross Securities Inc. (TCSI). The information contained herein is for information purposes only and this report is not, and is
not to be construed, as an offer to sell or a solicitation of an offer to buy any securities. Neither TCSI nor its affiliates accepts any liability whatsoever for any loss
arising from any use of this report or its contents. Toll Cross Securities Inc. Member CIPF and IDA.
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