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During the past several years, we have paid considerable

attention fo our financial sirength and infegrity. The
value of that attention has never been more apparent.
Almost daily we read headlines about companies

in our industry facing financial difficulties. In contrast,

| can point fo a host of financial strengths at Aliant - a
sfrong balance sheet, abundant free cash flow, and a
bestinthe-industry debt ratio. If's also important fo note

that our financial reporting has received praise for being
fransparent and complete. Aliant is built on a rock solid

foundation. The infegrity of our management and our
management systems are real assets in today’s market.

Net income up 38 per cent

We are focusing on cusfomer refention and on
expanding our customer base o generate new growth
and increase shareholder value. The success of this
sfrategy is evident in our second quarter results. Nef
income applicable fo common shares increased

38 per cent to $82 million, up from $60 million in the
second quarter of last year. Eamings per share grew
34 per cent to $0.59, while revenues for the quarter
grew $11 million, or two per cent, to $670 million.

Revenue growth - all organic

Revenue growth came largely from our wireless and
Infernet operations, up a robust 11 per cent and

12 per cent, respectively, for the quarter. Revenue
growth also came from our remote communications
and information technology businesses. Increased
INMARSAT traffic propelled revenue from our remote
communications business to an 18 per cent increase
over the second quarter of 2001, while revenues
from our information technology business grew by
14 per cent. Offsetting these revenue gains was the
impact of the 2001 Canadian Radiotelevision and
Telecommunications Commission [CRTC] cost subsidy
decision, which reduced local telecommunications
revenues by $30 million in the quarter ($56 million
year fo dafe].

EBITDA down on CRTC decision

EBITDA [earnings before interest, taxes, depreciation
and amortization) was $247 million for the second
quarter, a decline of one per cent from $251 million
for the same period last year. Excluding regulatory

Strength and integrity

Jay Forbes, president and CEO

impacts, EBITDA would have been $266 million in
the second quarter, an increase of six per cenf.

Total cash operating expenses for the quarter were
$423 million, up four per cent from $408 million. Capital
expenditures for the second quarter were $115 million,
up 16 per cent when compared fo the same period in
2001, but down 11 per cent year fo date.

Dividend up 11 per cent

During the first six months of 2002 we generated

$51 million in free cash flow. Income applicable to
common shares increased 80 per cent (36 per cent
when adjusted for accounting policy changes). In light
of our strong resulis the board of directors has raised
the dividend on common shares by 11 per cent fo
$0.25 per share and declared a dividend payable
on September 30, 2002 to shareholders of record on
September 15, 2002. The board of directors also
declared a preferred share dividend of $0.340625
per preference share, payable on September 30, 2002
fo shareholders of record on September 15, 2002.
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Share buy-back and wireless. Our information technology business
On July 18, 2002, Aliant Inc. announced acceptance  will capitalize on its considerable expertise in
by the Toronto Stock Exchange of nofice of Aliant's telecommunications to serve small- to mediumsized
infention to purchase from time fo time, if it is considered  businesses and o add strength o our business
advisable, up to 1,600,000 of its outstanding common  refention sfrategy. And, we will focus on becoming

shares on the Toronto Stock Exchange, representing the premier provider of eleaming services — a business
less than 1.1 per cent of the issued and outstanding with enormous potential — fo the North American
common shares of Aliant as of the date hereof; telecommunications and information fechnology

Aliant currently has 139,567,382 common shares industries.

outsianding.

Under the bid the company would acquire, from fime
fo time, its common shares at the market price from
cash through the facilifies of the Toronto Stock Exchange.

We believe that such purchases are in the best inferests
of Aliant and a desirable use of corporate funds. NET INCOME FOR THE SECOND
Purchases of common shares may be made during the

12-month period commencing July 22, 2002 ending
on July 21, 2003. All common shares purchased will QUARTER INCREASED 38 PER CENTTO

be cancelled by Aliant. ° ‘ °
Guidance maintained $ 8 2 m I I O n o

We are maintaining the financial guidance provided

earlier in the year. On a consolidated basis, we expect EARNINGS PER COMMON SHARE
annual revenues of $2.680 billion 1o $2.760 billion,
or three per cent fo six per cent growth over last year. GREW 34 PER CENT TO $0.59.

EBITDA is expected fo be in the range of $1.000 billion
to $1.045 billion for growth of three per cent to seven
per cent over 2001. As of the end of the second
quarter, we are anticipating our financial results o finish

the year in the lower half of the guidance ranges.

Introducing our new CFO

| am very pleased to welcome Barry Kydd to Aliant. The telecommunications industry remains in turmoil

Barry joins us as execufive vice president and as over capacity results in consolidation and business

chief financial officer. He brings extensive financial failure. This is not the fime fo pursue aggressive new

management experience in the fechnology secfor investments. Based on the positive financial resuls

fo the job. Most recently, Barry was vice president achieved so far this year, we are in a strong position

of global financial operations at Lucent Technologies. fo weather the downfurn and to lead the secfor as

He has also held a number of senior financial favour refurns to the capital markets.

positions in the aerospace, health, and natural

resources indusiries. As always, | value the trust you have shown in our
company with your invesiment. You can be certain

Looking ahead that we are working hard fo provide you with the

Aliant is financially and operationally strong. Our best possible retum.

businesses have performed well, and we are positioned

for steady and managed growth during the current Yours sincerely,

economic uncerfainty. VWhen the industry recovers, as

[ believe it will in the next 18 1o 24 months, we will be
ready for the next wave of growth. In the meantime, we Q\_\
will work our assets for maximum efficiency and profit.

In our felecommunications business we are sharpening  Jay Forbes

our focus on customer retention and on maximizing President and CEO

revenue from existing infrastruciure. VWe will confinue July 18, 2002
investing in the high growth areas of broadband
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This document contains statements and information
about pofential future circumstances and developments.
Such statements and information are qualified by any
of the inherent risks and uncerfainties surroundiing future
expeciations generally and may differ materially from
Aliant Inc.’s actual fulure experience. Aliant Inc. disclaims
any intenfion or obligation to update or revise any
forward-ooking statements or information, whether as

a result of new information, future events or otherwise.

HIGHLIGHTS OF ALIANT'S SECOND QUARTER

AND YEAR-TO-DATE RESULTS

Aliant Inc. (“Aliant” or the “Company”) consolidated
revenues remained strong at $670.1 million for the
second quarter of 2002, $1.3 billion for the first

six months of 2002, a 1.7 per cent increase for

the quarter and 1.4 per cent for the first six months.
Telecommunications revenues decreased 4.3 per cent
for the second quarter of 2002 (4.9 per cent for the first
six months of 2002 due 1o a decline in local revenues
resulting from previous decisions by the Canadian
Radiotelevision and Telecommunications Commission
("CRTC"). Continued growth in Aliant Telecom Inc.s
("Aliant Telecom”) wireless and Infernet revenues partially

Management's discussion and analysis

offsef these declines. Information technology revenues
increased 13.7 per cent for the quarter and 12.1 per
cent year fo dafe as product sales grew substantially.
Remote communications revenues increased 18.2

per cent for the second quarter this year over 2001
(21.8 per cent increase for the first six months of 2002
over the same period last year] based on growing
demand for INMARSAT high-speed data services by
military and media cusiomers.

Famings before inferest, faxes, depreciation and
amortization ("EBITDA"') declined by 1.4 per cent fo
$247.1 million for the second quarter in 2002 from
$250.5 million a year ago. EBITDA for the first six months
of 2002 grew by 2.8 per cent. The EBITDA margin for
the first six months of 2002 (EBITDA as a percentage of
revenues) increased 1o 36.1 per cent in 2002 from 35.6
per cent in 2001. Consolidated nef income applicable
fo common shares was $82.1 million, or $0.59 per
share for the second quarter in 2002 compared with
$59.5 million or $0.44 per share for 2001. This
represents growth of 38.0 per cent and 34.1 per cent
respectively, with a growth rate of 80.3 per cent and
74.5 per cent for the first six months of 2002.

Aliant Inc. consolidated operating results  (thousands of dollars except per share amounts)

Quarter ended June 30 Six months ended June 30
2002 2001 % 2002 000 %
change change
[restated]) [restated)

Operating revenues $ 670,109 $ 658,847 17 $1,315,756 $1,297,206 14
Cost of operafing revenues 178,200 167,407 64 369,950 345,614 7.0
Net operating revenues 491,909 491,440 0.1 945,806 951,592 (0.6)
Operating expenses 244,842 240,913 1.6 470,863 489,481 (3.8)
EBITDA 247 067 250,527 (1.4) 474,943 462,111 2.8
Depreciation and amortization 106,372 107,997 (1.5) 214,223 216,183 (0.9)
Operating income 140,695 142,530 (1.3) 260,720 245,928 6.0
Other income (expense) 12,013 (5,289) — 10,538 (3,748) —
Gain (loss) on foreign exchange 24,402 22,612 79 23,944 (5,188) —
Interest 32,435 41,933 (22.7) 66,180 84,095 (21.3)
Income taxes 46,733 50,063 6.7) 71,947 87,443 (17.7)
Non-controlling interest 13,440 6,482 107.3 19,120 (10,278) —
Net income 84,502 61,375 377 137,955 75,732 822
Preferred share dividends 2,385 1,851 28.8 4,769 1851 1576
Netincome applicable to common shares 82,117 § 59,524 380 $ 133,186 $ 7388l 80.3
Basic earnings per share $ 059 $ 044 34.1 S 096 § 055 745

" EBITDA is defined by the Company as operaling income plus depreciation and amortization expense. The Company
has included information concerning EBITDA because it believes that it is used by certain investors as one measure of
the Company's financial performance. EBITDA s not a measure of financial performance under Canadlian generally

accepted accounting principles and is not necessarily comparable fo similarly filed measures used by other companies.

EBITDA should not be construed as an alternative measure of liquidity.
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Accounting policy changes

Goodwill

Previously, recorded goodwill was amortized on a
straightline basis over the estimated life of ten to twenty
years. In addition, the Company would periodically
evaluate the carrying value of goodwill for potential
permanent impairment through ongoing review and
analysis of fair market value and expected eamings.
A permanent impairment in the value of goodwill was
charged to eamings in the year such impairment was
determined.

Under a new Canadian Insfitute of Chartered Accountants
(CICA) accounting standard, goodwill and intangibles
with an indefinite life are no longer amortized. Entities
were also required to perform an impairment test as

of January 1, 2002 fo ascerfain whether they should
recognize a decline in the carrying value of any
recorded goodwill balances. An impairment provision
of $8.6 million has been recognized as a result of the

Net income reconciliation (housands of doflars)

adoption of this new standard and has been charged
fo opening refained eamings. This impairment fest must
be performed annually and any subsequent impairment
provisions deemed necessary by management would
be charged to income at that date.

Consistent with this new standard, the Company

has not recorded any charge relating fo the amortization
of goodwill in 2002. During the second quarter of
2001, the Company recorded $6.0 million ($12.2
million for the first six months of 2001) in depreciation
and amortization expense relating fo the amortization

of goodwill.

Foreign currency translation

Effective January 1, 2002, the Company adopted
the CICA's new recommendations for foreign currency
franslation. Al exchange gains and losses arising
from the translation of foreign currency items are now
included in income, infroducing additional volatility

Six months ended June 30
2001 net income applicable to common shares, s restated $ 73881
Factors impacfing year over year growth:
EBITDA growth in 2002 12,832
Goodwill amortization recorded in 2001 12,168
Increased depreciation and amortization in 2002 (8,458)
Dilution gain, net of taxes, recorded in 2002 25,857
Investment write downs, net of taxes, recorded in 2002 (18,091)
Increased gain on foreign exchange, net of faxes and non-controlling inferest 15,095
Reduction in interest expense in 2002 17,915
Other miscellaneous items in other income (expense) 3,181
Tax impact of increased net eamings offset by decline in statutory tax rate 8,191
Tax benefits recognized from loss carry forward in 2002 6,775
Change in non-controlling interest in 2002 (13,242)
Incremental preferred share dividends (2,918)
2002 reported net income applicable to common shares $ 133,186
Impact of accounting changes on financial results (housands of dollors, except per share amounts)
Quarter ended June 30 Six months ended June 30
2002 2001 % 2002 2001 %
change change
Reported net income applicable
to common shares S 82,117 $ 59524 38.0 $ 133,186 $ 73,881 80.3
Goodwill amortization - 6,014 — - 12,168 —
Foreign exchange (gain) loss (13,088) (14,138) (7.4) (12,748) 2,347 —
Net income applicable to common shares
(adfjusted for changes in accounting policies)? $ 69,029 $ 51,400 34.3 $ 1 20,438 $ 88,396 36.3
Reported basic EPS $ 0.59 $ 0.44 34.1 $ 0.96 $ 0.55 74.5
EPS (adjusted for changes in accouning policies)? $ 0.50 $ 0.38 31.6 $ 0.87 $ 0.66 31.8
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fo the net earnings of the Company depending on
exchange rate fluctuation. Previously, unredlized foreign
exchange gains or losses in relation fo longferm

debt balances were deferred and amortized over the
remaining term of the related debt. As required under
the new recommendations, this change was adopted
refroactively with restatement of prior period balances.
As a result of this change, for the quarter ended

June 30, 2001, foreign exchange gains were $22.6
million, increasing nef income by $14.1 million.
During the first six months of 20071, foreign exchange
losses were $5.2 million, decreasing net income by
$2.3 million. See note 2 to the Company’s unaudited
inferim consolidated financial statements for more
detailed information.

Stock-based compensation

Effective January 1, 2002, the Company adopted the
new standards of the Canadian Insfitute of Chartered
Accountants for stockbased compensation. Al direct
awards of stock to employees are fo be accounted

for using a fairvalue method of accounting. As a result
of this change, the Company charged $0.4 million
against opening refained eamings. See note 2 to the
Company’s unaudited interim consolidated financial
statements for more detailed information.

Restructuring charge

In the fourth quarter of 2001, Aliant recorded a
$111.2 million restructuring charge comprised primarily
of staff severance costs and the cost of consolidating
various activities info one operating unit. Tofal operating
savings to date are $16.8 million, translating info

an annual run rate of $33.6 million at June 30, 2002.
The additional synergies required to reach the fargeted
$56.0 million annual run rate will be realized through
a selected refirement program, with approximately
250 employees expected fo leave the Company

in 2002. There had been a delay implementing

this voluntary separation offer for unionized employees
pending the outcome of a pefition by the union

before the Canadian Indusrial Relations Board (CIRB).
Earlier this month, the CIRB ruled against the pefition,
paving the way for the Company fo offer its employees
the selected refirement program.

Impact of contribution regime changes (millions of dollars)

Consolidated 2002 guidance

Earlier in the year, management provided the following

guidance:

* consolidated revenue is expected fo grow 3 per cent
fo 6 per cent to $2.680 billion to $2.760 billion
in 2002;

® EBITDA is expected fo grow 3 per cent fo 7 per cent
to $1.000 billion to $1.045 billion;

® EPS before resfructuring charge is expected fo grow
22 per cent to 45 per centto $1.60 to $1.90; and,

* capifal expenditures are anticipated fo be between
$440 million and $465 million, compared fo
$466 million spent in 2001.

With the exception of EPS, the Company is expecting
to perform in the lower half of the guidance ranges.

TELECOMMUNICATIONS

The telecommunications line of business is comprised

of the operations of Aliant Telecom, ifs subsidiaries

and Alianf's 87 per cent ownership of Aliant ActiMedia,
a felephone directory business operating in Aflantic
Canada. Telecommunications revenues decreased 4.3
per cent in the second quarter of 2002 to $453.6 million
and 4.9 per cent in the first six months of 2002 fo
$867.9 million due o a decline in local revenues
resulting from the CRTC's banding decision, decline in
contribution rate fo the national pool and cost subsidy
rules. Excluding the impact of this decision, revenue
growth was 2.0 per cent for the second quarter of
2002, 1.3 per cent year fo date. Long distance revenues
decreased slightly due to continued downward pressure
on business toll pricing. Sales of telecom equipment were
lower as individual large sales in the second quarter of
2001 were nof repeated in 2002. Confinued growth
in Aliant Telecom’s wireless and Infernet revenues
partially offsef these declines with revenue growth of
11.3 per cent and 11.7 per cent respectively for the
second quarter of 2002, 11.4 per cent and 22.4 per
cent respectively for the first six months of 2002.

The decline in revenues for the second quarter of 2002
was parfially offset by an 18.6 per cent reduction in cost
of revenues, primarily due fo lower contribution payments
info the national pool and reduced product sales.

Quarter ended June 30 Six months ended June 30
2002 2001 2002 2001
Decreased local revenues $ (29.9) $ (40) $ (56.1) $ (8.3)
Decreased long distance revenues — (6.4) — (11.1)
Total revenue impact (29.9) (10.5) (56.1) (19.4)
Decreased seflement expense - 43 - 6.6
Decreased contribution expense 10.5 132 20.2 235
Total cost of revenues impact 10.5 17.5 20.2 30.1
Net EBITDA impact S (194) $ 70 $ (35.9) $ 107
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Operating expenses declined 2.0 per cent for the second
quarter of 2002, 6.1 per cent for the first six months of
the year. EBITDA declined 2.4 per cent from $225.7
millon in the second quarter of 2001 to $220.3 million
in the second quarter of 2002. During the first six months
of 2002 EBITDA grew 0.8 per cent to $417.2 million.

Regulatory changes

On May 30, 2002, the CRTC released its price cap
decision that prescribes new rules fo determine the rafes
charged for certain local telephone services. The decision
is esfimated 1o have a negative EBITDA impact of $25.0
million in 2003. During 2002, the decision is expected
fo negatively impact EBITDA by $6.0 million to $10.0
million. The impact of the decision on Aliant may change
following further analysis and clarification from the CRTC
on the deferral account mechanism. The new price cap
regime replaces a price cap framework that ended on

May 31, 2002 and will continue unfil June 2006.

In addition to the CRTC rulings discussed above, effective
January 1, 2002, all service providers must pay

1.4 per cent (4.5 per cent — 2001 on certain of their
felecommunications revenues info a national confribution
pool. local service providers are then able o draw

from the pool fo help offset the costs of providing basic
local services in high-cost areas. These changes have
reduced both Aliant Telecom's revenues and related

cost of revenues, with the decrease in costs only partially
offsetiing decreased revenues. EBITDA for the second
quarter of 2002 was negatively impacted by $19.4
million compared to a $7.0 million positive impact
during the same period in 2001, a $26.4 million

Telecommunications operating results (ousands of dollors)

decrease. Excluding the contribution decision, EBITDA
growth would be 6.2 per cent for the quarter (9.4
per cent year fo date).

Management anticipates annual revenues of $1,803
million to $1,868 million or 4 per cent to 7 per cent
growth [excluding regulatory impacts over last year).
EBITDA is expected in the range of $875 million to
$900 million, growth of 8 per centto 11 per cent
[excluding regulatory impacts over 2001). This is
consistent with previously announced guidance.

Revenues

Local

Local revenues are eamed through the provision of
voice and data nefwork access, felephone set rentals,
enhanced service opfions and contribution payments.
Total local revenues decreased by 11.4 per cent
($24.8 million] to $193.5 million for the second quarter
of 2002 and by 10.8 per cent to $383.5 million for
the first half of 2002 due to a $29.9 million decrease
in confribution revenues for the quarter and $56.1 million
for the first six months of 2002, as outlined previously.
The loss of contribution revenues was partially offset by
higher network access services [NAS) revenues from
price increases implemented in mid 2001, and growth
in both features and data access services revenues.
Without the loss of revenues from the CRTC contribution
changes, local revenues would have increased 2.3 per
cent for the second quarter of 2002 and 2.2 per cent
for the first six months of 2002.

local voice NAS revenue increased $2.8 million to

Quarter ended June 30 Six months ended June 30

2002 2001 % 2002 2001 %

change change
Local $ 193514 $§ 218358  (114) § 383473 $ 430,122 (10.8)
Long distance 101,539 101,927 (0.4) 203,084 206,194  (1.5)
Wireless 67,404 60,585 1.3 128,628 115497 114
Internet 22,439 20,094 1.7 44,287 36,178 224
Other 68,712 73,026 (5.9) 108,420 124,291 (12.8)
Total operafing revenues 453,608 473,990 (4.3) 867,892 912,282  (4.9)
Cost of operating revenues 49,012 60,201 (18.6) 94,902 119,484  (20.6)
Net operating revenues 404,596 413,789 (2.2) 772,990 792,798  (2.5)
Operating expenses 184,307 188,067 (2.0) 355,771 378776  (6.1)
EBITDA 220,289 225722 (2.4) 417,219 414,022 038
Depreciation and amortization 90,135 87,830 26 181,462 175,725 3.3
Operating income 130,154 137,892 (5.6) 235,757 238,297  (1.)
Other income (expense) 530 176  201.1 (313) 1,268 (124.7)
Interest 22,033 26127  (157) 43721 50,400 (13.3)
Income taxes 43,673 51,318 (14.9) 75418 86,634 (12.9)
Non-controlling interest 223 2 — 416 291 430
Net income $ 64755 $ 60,621 68 § 115889 $ 102240 133
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$115.9 million for the second quarter of 2002, a 2.5
per cent increase over the same period in 2001 due fo
price increases implemented mid 2001. NAS volumes
declined 0.5 per cent as af June 30, 2002 compared
fo June 30, 2001 due to a combination of competition
and cannibalization. Telecom’s overall market share for
local services remains sfrong at 97.1 per cent due fo ifs
strategy of retaining customers through targefed bundled
service offerings. Residential customer accepiance of
these bundled service offerings has resulted in a 26 per
cent increase in the number of packages over the second
quarter in 2001, resulting in approximately 32 per cent
of residential customers parficipating. Revenue from the
provision of enhanced service features grew $2.1 million
or 9.6 per cent in the quarter and $4.1 million or 9.5
per cent for the first six months of 2002, resulting from
higher penefration from bundle offerings and increased
prices. Revenue from the provision of local data access
services grew $2.0 million or 9.1 per cent in the second
quarter and $3.6 million or 8.1 per cent for the first six
months of 2002 from growth in data circuits in services
synonymous with continued growth in the information
based economy.

Long distance

Aliant Telecom’s minute volumes increased by 1.9 per
cent from 872 million in the second quarter of 2001 to
889 million in the second quarter of 2002. This brings
minute volumes to 1.791 billion for the first six months of
2002, up 1.8 per cent from the first half of 2001, The
large base of callcentre customers that Aliant Telecom
has been able to atiract in Atlantic Canada continues to
be a significant driver of long distance minute volumes.
At the same time, bundled service offerings, including

a flatrate long distance component, continue fo drive
up calling volumes in the residential market. As a

result of these inifiatives, Aliant Telecom has maintained
its market share of approximately 88 per cent of the
Atlantic Canada long distance market.

lower average perminute prices confinue fo offset the
impact of demand growth on long distance revenues.
As a resull, long distance revenues remained relafively
flat for the quarter, with a marginal decline of 1.5 per
cent or $3.1 million for the first six months of 2002.

Wireless
Wireless revenues are eamed through the provision

Other revenues (thousands of dollars)

of cellular, paging and mobile radio services. Aliant
Telecom's wireless business continued ifs sirong, steady
growth, with revenues increasing 11.3 per cent fo
$67 .4 million for the second quarter of 2002, 11.4
per cent to $128.6 million for the first six months of
2002. Aliant Telecom maintains an indusiry-leading
market share (approximately 75 per cent) for cellular
services, and continued new demand for these services
is reflected in customer growth. Aliant's cellular customers
numbered 512,635 at June 30, 2002, representing
growth of 19.7 per cent over 2001, encompassing

a 107.0 per cent increase in digital subscribers.

Part of the growing demand for cellular services is due
fo the growth in new digital services as geographical
digital coverage is expanded. As at June 30, 2002
approximately 59 per cent of Alantic Canada had
access fo digital cellular service. Prepaid wireless services
continue o meet the market demand of customers with
lower usage patierns. While this has resulied in greater
peneiration of service, it has led fo a further decline

in the average revenues per customer [ARPC), which
declined by 8.8 per cent to $40.76 per month for the
second quarter of 2002 compared with $44.68 per
month for the same period last year. Recent price changes
should see prepaid ARPC increasing significantly in
2003. Excluding the prepaid customer, average revenue
per postpaid customer remained sfrong at $46.60 per
month in 2002 compared to $48.08 per month in 2001.

Infernet

Infernet services continued to generate fremendous
growth over the past year as the number of Aliant
Telecom’s high-speed customers increased by 55.8
per cent fo 86,362 and the number of regular diakup
customers grew by 4.8 per cent fo 194,648. Revenues
from Infemnet services increased 11.7 per cent fo
$22.4 million for the quarter, contributing fo the 22.4
per cent growth year fo date. Af the end of the second
quarter of 2002, high-speed Infemet services pass

60 per cent of the homes in Aflantic Canada.

Other

Other telecommunications revenues are primarily derived
from telephone directory advertising, equipment sales
and newer revenue sources such as eCommerce and
network management. Total other revenues were down
$4.3 million, or 5.9 per cent for the second quarter of

Quarter ended June 30 Six months ended June 30
2002 2001 % 2002 2001 %
change change
Product sales $ 24,663 $§ 27541 (104) § 43395 $§ 55051 (21.2)
Directory revenues 25,339 24,259 45 27,053 25,964 42
Other miscellaneous 18,710 21,226 (11.9) 37,972 43,276 (12.3)
$ 68,712 $ 73,026 (5.9) $ 108,420 $ 124,291 (12.8)
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2002 and $15.9 million or 12.8 per cent in the first
six months of 2002. Sales of felecom equipment were
lower by $2.9 million in the second quarter of 2002 as
individually large sales in data equipment in the second
quarter of 2001 were not repeated in 2002. The
yeartodate comparison is further impacted by $4.7
million in frunk mobile radio set sales in 2001 that did
not occur in 2002. The $5.3 million or 12.3 per cent
decrease in other miscellaneous revenues year fo date is
partially due to lower pole attachment revenues resulting

from the sale of poles in Newfoundland and Labrador
in the third quarter of 2001.

Expenses

Cost of revenues

Cost of revenues includes cost of goods sold,
confribution payments and setilement costs paid fo other
telecommunications carriers to fransit and ferminate long
distance calls originating on Aliant Telecom’s network.
The 18.6 per cent, or $11.2 million decrease in cost
of revenues compared with the second quarter of 2001
and 20.6 per cent or $24.6 million decrease for the first
six months of 2002 was mainly due fo lower contribution
payments of $10.5 million or /1.4 per cent for the
quarter and $20.2 million or 68.9 per cent so far this
year, resuliing from the new contribution regime.

Operating expenses

Telecommunications operating expenses were $184.3
million for the second quarter of 2002, down 2.0 per
cent over last year and bringing the decrease to 6.1 per
cent for the first six months of 2002. This is a significant
accomplishment given that revenues before the CRTC's
contribution decision impact are relatively unchanged from
2001. Operating expenses have decreased as persistent
efforts fo reduce cosfs, combined with the result of the
2001 restructuring charge and Bell alignment inifiative
as discussed below have generated $23.0 million in
savings in the first six months of the year over 2001.

Depreciation and amortization

Telecommunications” depreciation and amortization
expenses were up 2.6 per cent for the second quarter
of 2002 and 3.3 per cent for the first six months of
2002 compared fo last year due to a larger capital
asset base. The focus of capital spending has shifted
over the past two years from the fraditional voice net

work foward broadband and wireless, areas with high
revenue-growth potential. In the first quarter of 2001,
Aliant Telecom accelerated its capital program fo meet
the growing needs of customers in its broadband and
wireless areas. Capital invesiments year fo date have
decreased by 12.0 per cent fo $190.1 million with
the establishment of significant digital cellular and
high-speed internet footprints in 2001. It is anficipated
that annual capital expenditures will be in the range

of $375 10 $400 million in 2002.

Bell alignment initiative

late in 2001, Aliant Telecom and Bell Canada agreed
fo work more closely together o achieve shared goals
of improving customer service, reducing cosfs [expense
and capital) and growing revenues.

We have identified that there are ways both companies
can grow by working fogether and leveraging our
respecfive strengths that when shared, will make both of
our companies stronger. Together we are finding ways
fo reduce costs and also bring new products and services
fo our customers, enhancing our overdll financial piciure.

In the first six months of 2002, the two companies
reached agreement on a number of inifiaives that are
expected fo provide Aliant Telecom with $27 million

in annualized run rate EBITDA improvement and over
$15 million in capital savings. These initiatives include a
common voice mail and email platform, shared creative
work for advertising campaigns and lower cross border
rates for calls terminating in the U.S. Results to date have
produced $4 million in EBITDA improvement and $9
million in capital investment savings, and should allow
Aliant Telecom fo reach its 2002 annualized run rate
target of $30 million in EBITDA improvement. Based

on this inifial success, we will continue fo pursue the
identification of additional synergies throughout 2002,
with the goal of generating approximately $43 million
in EBITDA improvement and approximately $9 million

in additional capital savings in 2003.

In addition, Aliant Telecom has chosen fo toke advaniage
of our closer working relationship with Bell Canada to
offer Bell Express\Vu as the digital television option for
our customers throughout Aflantic Canada and will no
longer offer VibeVision.

Cost of revenues (thousands of dollars)
Quarter ended June 30 Six months ended June 30

2002 2001 % 2002 000 %
change change
Settlement costs S 12,575 $ 11,33 10.9 $ 24,839 $ 22945 8.3
Contribution payments 4,220 14,758 (71.4) 9,110 29,280 (68.9)
Cost of goods sold 30,095 30,272 (0.6) 55,524 60,685 (8.5)
Other 2,122 3,835 (44.7) 5429 6,574 (17.4)
$ 49,012 $ 60,201 (18.6) $ 94,902 $ 119,484 (20.6)
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INFORMATION TECHNOLOGY

Aliant's information technology (IT) line of business is
operated by xwave, a wholly owned subsidiary. xwave's
revenues increased 13.7 per cent for the second quarter
of 2002 to $103.7 million, confributing to a 12.1 per
cent increase in revenues to $225.2 million for the first six
months of 2002. Sales in the highermargin [T services
business increased by 1.8 per cent over the same
quarter of last year, while sales in the fulfillment business
increased by 40.9 per cent over the second quarter of
2001. An increase in highermargin service revenues,
coupled with improved gross margin management in

the fulfillment business, has led to an improved EBITDA
margin in the second quarter (8.5 per cenfvs 7.1 per
cent], and a third consecutive quarter of EBITDA growih.

xwave continues fo be an important supplier o other
Aliant companies, and especially fo Aliant Telecom as
it makes significant investments in nefwork systems and
operating efficiency programs. That said, sales made
fo other Aliant lines of business have decreased to
35.5 per cent (from 41.4 per cent] of fofal sales for
the second quarter of 2002.

Revenues from IT consulting, technical support services
and dala processing services increased by 1.8 per cent
fo $64.6 million for the second quarter of 2002,
reversing the declines seen up uniil the previous quarter.
As a result, the yearoveryear revenue decline has been
reduced to 1.6 per cent ($2.1 million) for the first six
months of 2002. Product sales from xwave's [T fulfillment
business grew significantly, 40.9 per cent to $39.1
million for the quarter, bringing the yearfodate growth
fo 36.5 per cent. The 9.3 per cent gross margin on
product sales during the second quarter, 8.1 per cent
year fo date, decreased from 10.3 per cent and 9.8
per cent in 2001 due fo competifive pressures resulting

Information fechnology operating results (tousands of dollrs)

from the economic downturn. Similarly, gross margin on
service revenues declined by 4.0 per cent during the
quarter, 4.7 per cent for the first six months of the year,
fo 29.2 per cent and 30.1 per cent in 2002.

Consistent with earlier guidance, xwave is expected to
deliver annual 2002 revenues in the range of $400
to $450 million, an increase of 7 per cent to 20 per
cent over 2001, and EBITDA in the range of $33 to
$40 million for 2002.

REMOTE COMMUNICATIONS

Aliant's remote communications line of business is
represented by its ownership of Stratos Clobal
Corporation (*Stratos”). During the second quarter of
2002, Aliant's ownership of Stratos was reduced from
61 per centto 53 per cent. Remote communications'
revenue increased by 18.2 per cent to $128.7 million
for the second quarter of 2002 from $108.9 million
in 2001, bringing their revenue growth for the first six
months of 2002 to 21.8 per cent or $45.7 million.
EBITDA for the second quarter of 2002 decreased
15.8 per cent to $23.1 million from $27.5 million in
the same period in 2001 as lower margin product
revenues, including the U.S. Navy confract, increased
and operafing expenses increased as foreign currency
fluctuations were experienced. Stratos is expeciing
annual revenues in the range of $485 to $498 million,
8 per cent fo 10 per cent growth over 2001 and
EBITDA in the range of $110to $115 million
representing growth of 10 per cent fo 15 per cent.

In May 2002, Stratos issued $148 million of new
equity, including Aliant's participation of $31 million.
The net proceeds were used by Stratos to pay down its
bridge credit facility. A dilution gain of $32.5 million was
recorded by Aliant in Other income during the quarter.

Quarter ended June 30 Six months ended June 30
2002 2001 % 2002 000 %
change change
Services $ 64,589 $ 63470 18 $ 126,450 $ 128,569 (1.6)
Product sales 39,066 27,722 409 98,731 72,337 36.5
Total operating revenues 103,655 91,192 137 225,181 200,906 121
Cost of operafing revenues 35430 24,865 425 90,690 65,271 38.9
Net operating revenues 68,225 66,327 29 134,491 135,635 (0.8)
Operating expenses 59,390 57,301 36 117,076 115,989 0.9
EBIDA 8,835 9,026 21) 17415 19646 (11.4)
Depreciation and amortization 2,945 3,613 (18.5) 5,800 7,133 (187)
Operating income 5,890 5413 8.8 11,615 12,513 (7.2)
Other income 43 106 (59.4) 72 133 (45.9)
Interest 384 631 (39.1) 757 1,09%  (30.9)
Income taxes 2,519 2,595 (2.9) 5,003 5,949 (15.9)
Non-controlling interest 6 (75) 108.0 (27) 91) 70.3
Net income $ 3024 $§ 2368 277 $ 5954 $§ 5692 4.6
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Revenue

Mobile satellite revenues increased 30.2 per cent from
$71.9 million for the second quarter in 2001 1o $93.6
million in the second quarter of 2002, and increased
31.9 per cent in the first six months of the year to
$184.2 million, due primarily fo increased military

and media demand for high-speed INMARSAT data
services. The U.S. Navy confract also began to produce
revenue in the second quarter after a successful launch
of services. Broadband revenues decreased 5.1 per
cent in the quarter from $37.1 million for the second
quarter of 2001 to $35.2 million in the same period
this year due to decreased drilling activity in the Gulf

of Mexico and North Sea resulting from lower oil
prices. Broadband revenues increased 1.6 per cent

in the first six months of 2002 to $71.1 million.

Cost of revenues for the quarter increased 22.8 per cent
to $83.3 million in 2002 from $67.8 million in 2001,
24.7 per centto $161.9 million in the first six months
of 2002, in conjuncfion with increased revenues. Gross
margin as a percentage of revenue was 36.6 per cent
in the first half of 2002 compared to 38.0 per cent for
the same period in 2001. The decrease in gross margin
is related fo a different product mix in 2002 as revenue
associated with lower margin U.S. Navy confract has
increased in 2002.

Expenses

Operating expenses increased 4.0 per cent fo $22.3
million in the second quarter of 2002 from $13.6 million
in the second quarter of 2001 due fo foreign currency
fluctuations. For the first six months of 2002, operating
expenses increased 13.2 per cent to $38.8 million
from $34.3 million in the same period last year. As

a percentage of revenue, operating expenses for the
second quarter of 2002 were 17.3 per cent compared
fo 12.5 per cent for the same quarter in 2001.

Remote communications operating results (thousands of dolars)

Depreciation and amortization decreased $2.7 million
in the second quarter of 2002 and $6.3 million for

the first six months of 2002 compared with the prior
year primarily as a result of the cessation of goodwil
amortization in 2002. Goodwill amortization in the
second quarter of 2001 was $2.3 million, $5.0 million
for the first half of 2001.

Other expenses recorded in 2001 represented costs of
infegrating the operations of British Telecom’s Aeronautic
and Marine business; there were no confinuing costs

in 2002.

EMERGING BUSINESS

Aliant's emerging businesses are grouped under the

ownership of Aliant Horizons Inc. and include wholly

owned Innovatia Inc. (Innovatia”}, 96 per cent owned

Prexar LLC ("Prexar”) and 57 per cent owned AM

Offshore Inc. [AMI).

* AMI provides process and systems control fechnical
services, and confract manufaciuring solufions fo the
offshore oil and gas and other indusfries.

® Prexar is an Infemet services provider operafing in
the northern New England Stafes.

* Innovatia is focused on innovating operational
process excellence for the telecommunications sector
in the areas of customer care, sales support and
knowledge asset management.

Acknowledging the turmail in the global
telecommunications indusiry and the challenge it
represents fo growing revenues, Aliant has begun @
managed exit from all of its emerging businesses except
its knowledge management business within Innovatia.

* The majority interest in K&D Pratt and ASCO Canada
were sold in December 2001: Aliant and AMI are
considering several opportunities for the sale of all or
parts of the remaining company;

Quarter ended June 30 Six months ended June 30 1

2002 2001 % 2002 2001 %

change change

Operating revenues S 128,749 $ 108,918 18.2 $ 255,289 $ 209,559 218
Cost of operafing revenues 83,305 67,830 22.8 161,902 129,876 247
Net operating revenues 45,444 41,088 10.6 93,387 79,683 17.2
Operating expenses 22,300 13,601 64.0 38,830 34,315 13.2
EBITDA 23,144 27 487 (15.8) 54,557 45,368 20.3
Depreciation and amortization 10,176 12,890 (21.1) 19,933 26,211 (24.0)
Operating income 12,968 14,597 (11.2) 34,624 19,157 80.7
Other income (expense) 193 (3,331)  (105.8) — (6,814) —
Gain (loss) on foreign exchange 24,402 22,612 79 23,944 (5,188) —
Interest 11,165 14,787 (24.5) 23,604 30,213 (21.9)
Income taxes 1,017 1,987 (48.8) (3,462) 3928 (188.1)
Non-controlling interest 12,895 6,652 939 17,968 (10,702)  267.9
Net income (loss) $ 12486 $ 10,452 195 $ 20458 $ (16,284) 2256
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* The Company is acfively considering several opfions
for Prexar;

® Innovatia is in the final stage of transforming itself into
an elearning business providing pre- and postsale
technical support. Accordingly, its eWorld and
LivingLAB businesses have been greatly scaled back
with the remaining acfivities fo be transferred to Aliant
Telecom for assimilation with exising operations within
that business unit. This will leave the knowledge
management business, comprised of Inferactive
Knowledge (elearning business| and the Nortel
customer care center confract.

The decision fo exit these businesses has necessitated a
review of the carrying values for the emerging business
investment porffolio and assefs of subsidiary companies.
The following represents management's best esfimates
of the respective declines in markef value:

Income statement  Goodwill adjusiment

[millions of dollars) oa’/’usfmenf [against Retained Earnings)
AMI Offshore Inc. $§ — $ 1.0
Prexar ILC 52 7.5
Voxcom Inc. 4.7 —
iMagicTV Inc. 10.6 —
Other 0.9 0.1
Total $214 $ 8¢

The goodwill adjustment relates to the implementation
of the new accounting standard on goodwill and other
infangible assets.

Aliant's emerging business revenues decreased 34.0
per cent fo $23.6 million in the second quarter of
2002 from $35.8 million in 2001, 31.6 per cent
to $50.6 million for the first six months of 2002 from
$74.0 million in 2001, due largely to the sale of
K&D Prat Limited and ASCO Canada in the fourth

quarter of 2001. These businesses contributed

Emerging business operating results (housands of doliors)

$11.1 million in revenue during the second quarter of
2001, $22.0 million in the first six months of 2001.
EBITDA in the second quarter of 2002 improved by
$3.7 million due to a focus on reducing costs in light
of lower revenues, bringing the yeariodate EBITDA
improvement to 43.9 per cent. Other expense for the
quarter and year to date includes $21.4 million in
invesiment write-downs recorded on longerm invesiments
and various subsidiary assets (per table opposite].

At present, management remains comfortable with
2002 guidance of revenue between $80 million and
$100 million and EBITDA between $5 million and
$15 million, but would expect the actual results to
frend to the lower end of this guidance range given
the decisions o exit from the majority of the businesses.

OTHER CONSOLIDATED RESULTS

Other income (expense)

Aliant's other income increased $17.3 million for the
second quarter of 2002 and $14.3 million for the first
six months of the year compared with the same period
last year. Other income includes gains on sales of assefs
and investments, and this quarter includes a dilufion gain
realized on Stratos Clobal as the Company reduced its
ownership from &1 per cent to 53 per cent following
the $148 million Stratos equity offering in May. The
gain totaled $32.5 million {$25.9 million after income
fox) and was partially offset by investment writedowns
recorded on Aliant's investment in iMagicTV Inc. and
various porffolio investments as noted previously. This
writedown tofaled $21.4 million ($18.1 million after

income fax).

Inferest expense

Consolidated inferest expense decreased from $41.9

million in the second quarter of 2001 to $32.4 million
in the second quarter of 2002, confributing fo a 21.3
per cent decrease for the first half of the year. This

Quarter ended June 30 Six months ended June 30

2002 2001 % 2002 2001 %

change change
Operating revenues $ 23611 $ 35786 (340) $§ 50,643 $ 73992  (31.4)
Cost of operafing revenues 10,345 15,327 (32.5) 22,342 31,800 (29.7)
Net operating revenues 13,266 20,459 (35.2) 28,301 42,192 (32.9)
Operating expenses 13,335 24,187 (44.9) 28,974 43,391 (33.2)
EBITDA (69) (3,728) 98.1 (673) (1,199) 439
Depreciation and amortization 2,893 1,676 72.6 6,487 3,144 106.3
Operating loss (2,962) (5,404) 452 (7,160) (4,343)  (64.9)
Other income (expense) (23,396) (2,172) — (23,401) 1,957 —
Interest 372 580 (35.9) 674 998  (325)
Income taxes (4,793) (2,511) (90.9) (6,557) (1,252) —
Non-controlling interest 316 (97) — 763 224 24046
Net income (loss) $ (22,253) $  (5548) — S (25441) $ (2,356) —
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is due fo lower inferest rates and reduced borrowings
across all lines of business.

Interest expense in the telecommunications line of business
was reduced by $4.1 million for the second quarter of
2002 and $6.7 million for the first six months of 2002,
due fo declining interest rates and reduced borrowings.
Aliant Telecom has been able fo reduce its inferest costs
in part by lowering its total debt position, but also by
faking advantage of refinancing maturing longterm debt
issues af lower interest rates in recent years. Also, the
net proceeds from securitization of $135.0 million of
accounts receivable and the positive free cash flow that
Aliant Telecom has been generating this year has been
utilized by Aliant fo reduce commercial paper borrowing
and lower corporate inferest costs.

A $3.6 million reduction in second quarter inferest
expense in the remote communications line of business
is primarily atiributable fo the repayment of debt by
Stratos after completion of a $148.0 million equity
offering in May 2002.

The combined inferest expense in dll other lines of
business and on holding company borrowings has
declined overall in the last year. In addition fo lower
shortterm interest rates, the issuance of $175.0 million
in preferred shares by Aliant during the second quarter
of 2001, and the application of the nef proceeds fo
reduce debt have helped reduce interest costs. Aliant's
consolidated interest coverage ratio [before restructuring
charge| has improved from 3.5 times for the twelve-
months ended June 30, 2001 to 4.0 times for the
twelve-months ended June 30, 2002.

Taxes

Aliant's consolidated income tax provision decreased by
6.7 per cent from $50.1 million for the second quarter
of 2001 to $46.7 million in the second quarter of
2002 primarily due fo a decline in sfatufory fax rates.
During the first six months of 2002, a decrease in fax
expense of Aliant by $6.8 million has resulied from the
recognifion of tax benefits relating fo a portion of the tax
loss carry forward of one of ifs subsidiaries. The effective
fox rate for the second quarter of 2002 was 35.79 per

Cﬂpihl expendilures (thousands of dollars)

cent a decline of 16.67 per cent over the same period
in 2001. For the six month period ended June 2002 the
effective rate was 33.62 per cent, a decline of 23.57
per cent compared fo the first six months of 2001,

LIQUIDITY AND CAPITAL RESOURCES

Operating activities

Aliant's operating cash flow before changes in non-cash
working capital increased 16.0 per cent from $287.5
million in 2007 to $333.5 million in 2002. This
increase can be mainly atfributed to increased earnings
from operations. Management's focus to improve
working capital balances continued 1o see results; the
change in non-cash working capital balances improved
by $103.0 million over the same period last year.

Investing activities

Aliant's consolidated capital expenditures for the second
quarter of 2002 were 51 15.1 million and are $221.7
million for the first six months of 2002. This represents

a 16.5 per cent increase over the second quarter of
2001, and an 11.2 per cent decrease over the first
half of last year. Capital spending af Aliant Telecom was
$103.3 million for the second quarter of 2002, a 35.7
per cent increase over the prior year due fo fiming, as
expenditures for the first six months of 2002 are below
2001 levels by 12.0 per cent.

It is anticipated that capital expenditures in 2002 will
be between $440 and $465 million, compared with
$466 million spent in 2001 and reflective of continued
prudent management of the Company’s assefs and

the potential savings associated with the Bell Strategic
Alignment Agreement.

Financing acfivities

Telecommunications

The primary external source of financing for Aliant
Telecom's operations is longterm debt issued to the
public. For the foreseeable future, Aliant Telecom wil
obitain its shortterm debt and common equity financing
from Aliant. In April 2001, Aliant Telecom filed a renewal
shelf prospectus for the issue of $350.0 million of
Medium Term Notes [MTNSs) in the Canadian market.
On January 15, 2002 Aliant Telecom issued $100.0

Quarter ended June 30 Six months ended June 30

2002 2001 % 2002 2001 %

change change

Telecommunications $ 103,316 $ 76110 357 $ 190,146 $ 216,074 (12.0)
Information technology 3,367 1,188 183.4 4,313 5,170 (16.6)
Remote communications 8,004 7,845 20 22,197 8,496 1613
Emerging business 159 13,471 (98.8) 4,742 19,878 (76.1)
Other 241 189 275 341 226 50.9
Total capital $ 115,087 $ 98,803 16.5 $ 221,739 $§ 249844 (11.2)
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million of 5-year nofes bearing interest at 5.36 per cent
under this prospectus. This financing is expected to fulfil
Aliant Telecom’s borrowing needs for the year 2002
and was completed early in the year fo fake advanioge
of favorable access to debt markets and low inferest
rafes. The proceeds are being femporarily loaned fo
Aliant fo refire commercial paper borrowings, fo refire
Aliant Telecom’s maturing longferm debt and fo fund
the year's capital expenditure program as necessary.
Aliant Telecom repaid $50 million in maturing long-term
debt in June 2002.

Information technology

The primary sources of financing for xwave are debt
and equity investments from Aliant and bank credit
facilifies. xwave has in place as of June 2002,
operafing lines of credit fofaling $51.0 million and
acquisifion facilities of $24.0 million with a syndicate
of Canadian chartered banks.

Remote communications

Stratos obtains its debt financing through bank facilities
and its common equily financing through the public
issue of shares that frade on the Toronto Stock Exchange.
Aliant has guaranteed US$33 million of Stratos’
obligations under its credit facilities, a reduction of
US$117 million from the first quarter of 2002 as equity
proceeds were applied fo the guaranteed debt. Stratos’
credit facilities contain various covenants relafing to
financial results, all of which are currently being met.

In March 2002, Stratos and ifs banking syndicate
agreed fo amendments fo cerfain terms under the

credit facilities that will allow for a further extension of
Stratos” bridge loan facility to July 2003, a modification
fo some of the financial covenants and a reduction

of the interest rates payable on advances under the
facilifies. Aliant remains commitied fo assisting Strafos
sirengthen its balance sheef and, as such, invested
$31.0 million in Stratos common shares as part of

Stratos’ $148 million public issue in May 2002.

Corporate financing

Aliant issued $27.7 million in common equity during
the second quarter by way of its employees stock
savings plan, dividend reinvesiment and stock purchase
plan and the exercise of options under its employee
stock option plan. Total dividends paid by Aliant fo

its common shareholders in 2002 rose marginally from

Consolidated capital structure (thousands of dolars)

2001 levels due to the increased number of shares
outstanding. Aliant paid preferred share dividends of
$2.4 million for the quarter.

Aliant had no commercial paper outstanding at June 30,
2002, compared with $4.9 million in December 31,
2001. Cash flow from operations, the lines of business’
external financing sources and common share proceeds
were sufficient for debt repayment, dividends and
investing needs. Aliant maintains lines of credit tofaling
$675.0 million in aggregate with its bankers of which
$350.0 million is a committed facility supporting the
Company’s commercial paper program and $175.0
million is @ total of two commitied bank lines held in
reserve in support of the guarantee of Stratos’ debt. The
other $150.0 million is a tofal of Aliant’s uncommitted
operating lines.

Capital structure

Aliant has further strengthened its capital sfructure this
quarter, reducing the deb level fo 45.4 per cent of
capital af June 30, 2002 compared to 50.3 per cent
at December 31, 2001. At June 30, 2001 debt as a
percentage of capital was 52.6 per cent. The sfrong
improvement in the Company’s capital structure is
atributable to the issuance of preferred and common
shares, growth in cash flow from operations and
selected assef sales, the proceeds of which have
been used to reduce deb levels.

It is anticipated that Aliant will confinue fo generate
sufficient internal cash flow to provide for dividend
payments, as and when such dividends are declared,
and fo fund its capital expenditures and new investments.
Also, Aliant has sufficient capacity in its existing and
available financing facilifies to provide liquidity for
existing operations and planned future growth.

Based on Aliant's demonsirated financial sirength, the
Board has approved an increase in the quarterly dividend
of 2.5 cents per common share effectively raising the
annual dividend to $1.00 per common share.

On July 18, 2002, Aliant Inc. announced accepiance
by the Toronfo Stock Exchange of Notice of intenfion
fo purchase from time fo fime up to 1,600,000 of

its outstanding common shares on the Toronfo Stock
Exchange, representing 1.1 per cent of the issued and

June 30, 2002 December 31, 2001
Common equity $ 1,529,167 44.9% $ 1,410,715 427%
Preferred equity 172,264 5.1% 172,264 5.2%
Non-controlling interest 156,643 4.6% 61,029 1.8%

Long term-debt (includling current portion)
Short term-debt, including bank indebtedness
and interest payable

1,429,525 42.0%

1545529  46.7%

117,667 3.4% 120,778 3.6%

$ 3,405,266 100.0%

$ 3,310,315 100.0%
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outstanding common shares of Aliant as of that date,
being 139,567,382 common shares.

Under the bid, the company would acquire, from time
fo time, its common shares at the market price from cash
through the facilifies of the Toronto Stock Fxchange.

Purchases of common shares may be made during the
12-month period commencing July 22, 2002 and ending
on July 21, 2003. All common shares purchased will
be cancelled by Aliant Inc.

CONSOLIDATED OUTLOCK,

RISKS AND UNCERTAINTIES

During 2001 Aliant continued to concentrate on
execufing a longferm growth strategy, evolving the
organizational structure fo realize merger synergy fargefs
and strengthening the position of each line of business
through fargeted acquisitions and business expansion.

In 2002 Aliant will continue fo focus on operational
efficiencies and implementation of dlignment sfrategies
with Bell Canada. Regulation continues fo be an aspect
of the operating environment in which Aliant Telecom
functions. Price-cap regulation of ufility services (which
include residential local services and single and
mulfidine local business services), in particular, limits the
growth in revenues from local services by placing a
cap on these prices.

Aliant Inc. Second quarter report 2002

On May 30, 2002, the CRTC released its second
price-cap decision. It is estimated fo negatively impact
EBITDA by $25.0 million in 2003. During 2002, the
decision is expected fo negatively impact EBITDA by
between $6.0 million and $10.0 million. The impact
may change following further analysis and clarification
from the CRTC on the deferral account mechanism. This
new price cap regime will continue unil June 2006.

In order fo achieve Aliant's overall growth objectives for
2002 and beyond, the higher-growth lines of business
have fo compensate for the moderating frends expected
in felecommunications. Also, challenges being created
by rapidly advancing technology, competition and
economic downturn will have fo be mef. Aliant is ready
fo meet these challenges. In telecommunications there
will be an enhanced focus on refaining customers,
driving revenue over the existing infrastructure along
with confinued invesiment in the growth areas of
broadband and wireless. xwave will capitalize on is
significant expertise in telecommunications fo serve small
and medium sized enterprises and add depth fo our
business refention strategy. In Emerging Business we
will focus on Inferactive Knowledge to grow a business
with enormous potential. From the foundation put in
place in 2001 and the positive results experienced so
far in 2002, Aliant is in a strong position fo weather
this period of transiion and to continue its leadership
position in the industry.



Consolidated balance sheets

(unaudited)
As at Asat
(thousands of dollars) June 30, 2002 December 31 , 2001
(ass restated, note 2)
ASSETS
Current assets
Cash and short-ferm investments $ 197,788 $ 131,558
Accounts receivable (nofe 3) 485,634 482,454
Inventory 35,623 36,046
Prepayments 63,059 34,947
Future income tax asset — 17,500
782,104 702,505
Capital assets fnote 4) 2,352,286 2,346,599
Other assets
Long-ferm investments (nofe 5) 46,995 65,501
Deferred charges 112,923 121,474
Future income tax asset 37,444 9,881
Goodwill fnote ) 403,841 418,286
601,203 615,142
Total assets $ 3,735,593 $ 3,664,246
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities
Notes payable and bank advances fnofe 7) $ 97,106 $ 103,15
Payables and accruals (rore 8) 289,558 311915
Future income fax liability 4,009 —
Long-term debt due within one year fnofe 9) 129,602 84,788
520,275 499,859
Long-term debt noe 9) 1,299,923 1,460,741
Accrued benefit obligation 43,591 43,758
Deferred credits 13,730 15,880
1,877,519 2,020,238
Non-controlling interest note 10) 156,643 61,029
Shareholders’ equity
Capital stock fnote 11) 1,242,256 1,186,680
Contributed surplus 69,320 69,320
Retained eamings 389,855 326,979
1,701,431 1,582,979
Total liabilifies and shareholders” equity $ 3735593  $ 3,664,246

See accompanying nofes fo the consolidated financial statements

Signed on behalf of the board of directors:

-
W bGntey AT |

Charles White
Chairman Director

Aliant Inc. Second quarter report 2002



Consolidated statements of income

(unaudited)
Three months ended June 30 Six months ended June 30
(thousands of dollars except per share amounts) 2002 2001 2002 2001
(as restated, nofe 2) (ass restated, note 2)
Operafing revenues (nofe 12) $ 670,109 $ 658,847 $1,315,756 $1,297,206
Expenses
Cost of operafing revenues 178,200 167,407 369,950 345,614
Operating expenses 244,842 240913 470,863 489,481
Depreciation and amortization 106,372 107,997 214,223 216,183
529414 516,317 1,055,036 1,051,278
Operating income 140,695 142,530 260,720 245,928
Other income (expenses)
Gain (loss) on foreign exchange fnofe 2 24,402 22,612 23,944 (5,188)
Other income (expenses) (nofe 13) 12,013 (5,289) 10,538 (3,748)
36,415 17,323 34,482 (8,936)
Inferest charges
Interest on long-term debt 32,523 39,425 65,866 77,842
Other interest (88) 2,508 314 6,253
32435 41,933 66,180 84,095
Income before underlisted items 144,675 117,920 229,022 152,897
Income faxes (nofe 14) 46,733 50,063 71,947 87,443
Income before non-controlling interest 97,942 67,857 157,075 65,454
Non-controlling inferest share of (income) losses (13,440) (6,482) (19,120) 10,278
Net income $ 84,502 $ 61,375 $ 137,955 $ 75732
Net income $ 84,502 $ 61,375 $ 137,955 $ 75732
Add back: amortization of goodwill — 6,014 — 12,168
Net income before amortization of goodwill S 84,502 $ 67,389 $ 137,955 $ 87,900
Earnings per common share (nofe 15)
Basic S 0.59 $ 0.44 S 0.96 $ 0.55
Add back: amortization of goodwill — 0.05 - 0.09
Adjusted basic $ 0.59 $ 0.49 S 0.96 $ 0.64
Diluted $ 059 $ 044 $ 09 $ 055
Add back: amortization of goodwill — 0.05 — 0.09
Adjusfed diluted S 0.59 $ 0.49 S 0.96 $ 0.64
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Consolidated statements of retained earnings

{unaudited)
Six months ended June 30

(thousands of dollars) 2002 2001
(ass restated, note 2)

Balance, beginning of period as previously reported $ 343,807 $ 351,482
Change in accounting policy for foreign currency franslation fnote 2 (16,828) —
326,979 351,482

Change in accounting policy for stock-based compensation fnote 2) (369) —
Goodwill impairment provision fnofe 2) (8,622) —
Balance, beginning of period as restated 317,988 351,482
Net income 137,955 75732
Preferred share dividends (4,769) (1,851)
Common share dividends (61,319) (60,455)
Balance, end of period $ 389,855 $ 364,908

See accompanying nofes fo the consolidated financial statements

Consolidated statements of cash flows

(unaudited)
Three months ended June 30 Six months ended June 30
(thousands of dollars) 2002 2001 2002 2001
(as restated, nofe 2) (ass restated, note 2)
Cash and cash equivalents from (used in) operations
Net income $ 84,502 $ 61,375 $ 137,955 $ 75732
Add (deduct) non-cash items
Depreciation and amortization 106,322 108,659 214,119 217,064
Loss (gain) on foreign exchange (24,402) (22,612) (23,944) 5,188
Future income taxes 12,945 4,425 (6,055) 9933
Other non-cash items (12,097) (8,996) (9,690) (13,080)
Share in earnings of equity accounted investments 1,560 2,169 1,946 2912
Non-controlling interest share of income (losses) 13,440 6,482 19,120 (10,278)
182,270 151,502 333,451 287,471
Change in non-cash working capital balances
related to operations (51,560) (40,204) (48,015) (151,032)
130,710 111,298 285,436 136,439
Cash and cash equivalents from (used in) financing
Repurchase of accounts receivable (5,000) — (15,000) —
Net proceeds (repayments) of notes payable
and bank advances 23,711 (230,042) (6,050) (140,811)
Proceeds from long-term debt — 154,000 100,000 380,670
Repayments of long-term debt (191,254) (90,179) (192,060) (294,762)
Increase (decrease) in non-controlling interest 109,418 (1,797) 109,418 1,995
Proceeds from issue of preferred shares note 11) — 172,456 — 172,456
Proceeds from issue of common shares (nofe 11) 9,164 14,650 18,499 21,100
Preferred share dividends (2,385) (1,851) (4,769) (1,851)
Common share dividends 11,744 (11,818) 24,241 (39,471)
68,090 5,419 14,203 99,326
Cash and cash equivalents from (used in) investing
Capital expenditures (115,087) (98,803) (221,739) (249 ,844)
Proceeds on sale of investments 7,704 19,658 8,676 21,591
Investments (274) 333 (525) 5,339
Increase (decrease) in other deferred charges (2,039) (16,617) 8,585 (32,209)
Purchase of subsidiaries net assefs and goodwill — (1,327 — (2,539)
(109,696) (96,756 (205,003) (257 662)
Change in cash and short-term investments (47,076) 19,961 66,230 (21,897)
Cash and short-ferm investments, beginning of period 244,864 38,634 131,558 80,492
Cash and short-term investments, end of period $ 197,788 § 58,595 $ 197,788 $ 58,595
Supplementary disclosure
Interest paid S 42,259 $ 44271 $ 64,033 $ 80,768
Income taxes paid S 40471 § 36515 $ 89,056 $ 84,136

See accompanying nofes fo the consolidated financial statements
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NOTE 1

Interim financial statements

The accounting policies and methods followed for interim
reporting purposes are consistent with those in effect

for the most recent annual financial statement for the
year ended December 31, 2001, except as explained

NOTE 2

Summary of significant accounting policies
Consolidated financial statements

The consolidated financial statements include the
accounts of Aliant Inc. (the “Company”) and all entities
that are controlled by the Company.

At June 30, 2002, the principal subsidiaries of

the Company include: Aliant Telecom Inc., Aliant
Information Technology Inc., Xwave Solutions Inc.,
Aliant Horizons Inc., Stratos Global Corporation,

AMI Offshore Inc., Innovatia Inc., Prexar LLC, 515713
N.B. Inc., and Aliant Energy Services Inc.

The Company accounts for its inferest in Joint Ventures
by proportionate consolidation.

Use of accounting estimates

The preparation of financial statements in conformity with
Canadion generally accepted accounting principles
requires management fo make esfimates and assumptions
that affect the reported amounts of assets and liabilities
at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting
periods. Actual results could differ from those estimates.

Regulation

Aliant Telecom Inc., the Company’s maijor telecommuni-
cations subsidiary, is subject fo regulation by the Canadian
Radiotelevision and Telecommunications Commission
("CRTC"). On May 30, 2002 the CRTC released its
Decision 2002-34, which includes prescribed new rules
effective for a four year period to determine the rates
charged for certain local telephone services. Aliant Telecom
Inc. will file these rates with regulators in August 2002.
The approved rates will be refroactive fo June 1, 2002.

Aliant Inc. Second quarter report 2002

Notes to the consolidated financial statements

June 30, 2002 (unaudited)

below in accounting changes. These unaudited interim
consolidated financial statements should be read in
conjuncfion with the Company’s audited financial
statements for the year ended December 31, 2001,

Cash and shortferm investments

Cash and shortterm invesiments consist of cash on hand
and balances with banks, and investments in money
market instruments with original maturity of less than 90
days that are readily convertible to known amounts of
cash and are subject fo an insignificant risk of change
in value. The Company uses the indirect method fo
prepare ifs cash flow statement.

Transfer of receivables

The Company entered info a Purchase and Sale
Agreement under which it sells ifs interest in a pool of
present and future eligible accounts receivable fo a
securifization frust that issues securities fo investors.
These fransactions are accounted for as sales when the
Company is considered fo have surrendered control
over the transferred accounts receivable and receives
proceeds from the trust, other than a beneficial inferest
in the assefs sold. Losses or gains on these transacfions
are recognized as other expenses or income and are
dependent in part on the previous carrying amount of
the accounts receivable fransferred, which is allocated
between the accounts receivable sold and the refained
inferest, based on their relative value af the date of the
fransfer. The Company determines fair value based on
the present value of future expected cash flows using
management’s best estimates of key assumptions such
as discount rates, weighted average life of accounts
receivable and credit loss ratios.

The accounts receivable are fransferred on a fullyserviced
basis. As a result, the Company recognizes a servicing
liability on the date of the transfer and amortizes this
liability to income over the expected life of the transferred
accounts receivable.
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NOTE 2

Summary of significant accounting policies (corined
Inventory

Inventory is valued at the lower of cost and net
redlizable value.

Income taxes

The Company follows the liability method of accounting
for income faxes. Under this method future income

fax assefs and liabilifies are defermined based on the
differences between the financial reporting and fax
bases of assefs and liabilities and are measured using
substantively enacted fox rates and laws that are
expected o be in effect in the periods in which the
future tax assets or liabilities are expected to be realized
or seffled. The effect of a change in income tax rates
on future income tax assets and liabilities is recognized
in income in the period that the change occurs.

Capital assets

Capital assefs are recorded at cost. Depreciation is
computed on a straightline basis (outlined in the fable
below) over the useful lives of the assets.

Asset Method Rate
Buildings Straightline 32 = 42 years
Plant Straightline 14 years

Machinery and equipment Straightline 3 - 5 years

Gains and losses on the disposal of capital assets are
included in income in the year they occur.

Long-term investments

The Company accounts for its investments in cffiliated
companies over which it has significant influence using
the equity basis of accounting, whereby the investments
are inifially recorded at cost, and subsequently adjusted
fo recognize the Company's share of earnings or losses
of the investee companies and reduced by dividends
received.

Porffolio invesiments are accounted for on the cost basis.
Declines in market value below cost are recognized when
such declines are considered fo be other than temporary.

Deferred charges

Deferred charges include debt issue costs, which are
amortized on a straightline basis over the term of the
related debt. Also included in deferred charges are
cellular dealer commissions and hardware subsidies,
which are amortized over the length of customer
contracts, as well as Internet commissions, which are
amortized over a defined customer relationship period.

Goodwill

Goodwill represents the excess at the dates of acquisition
of the costs over the fair values of the nef amounts
assigned fo individual assefs acquired and liabilities
assumed. The Company annually reviews goodwill of

dll its reporting unifs o ensure that ifs fair value remains

greater than, or equo\ fo, carrying value. Any impairment
in the value of goodwill is charged to eamings in the
period such impairment is defermined.

Post employment benefits

The Company maintains both contributory defined
contribution and non-contributory defined benefit final
average pension plans for the benefit of employees
of certain subsidiaries.

The Company also offers other nonpension post
employment benefits to employees of certain subsidiaries,
including life insurance and health care plans. Obligations
under the employee benefit plans are accrued as the
employees render the service necessary to eam the
pension and other employee future benefits.

The Company accrues its obligations under employee
benefit plans and the related costs, net of plan assefs.
The Company has adopted the following policies

for its defined benefit pension plans and other post
employment benefits:

a) The cost of pensions and other post employment
benefits earned by employees is actuarially
determined using the projected benefit method pro
rated on service and management’s best esfimate
of expected plan investment performance, salary
escalation, refirement ages of employees and
expected health care cosfs.

(b] For the purpose of calculating the expected
refun on plan assefs, those assets are valued at
marketrelated value.

(c) Past service costs from plan amendments are
amortized on a sfraightline basis over the average
remaining service period of employees acfive at the
date of amendment.

(d) The excess of the net actuarial gain (loss) over 10
per cent of the greater of the benefit obligation and
the fair value of plan assets is amortized over the
average remaining service period of active employees.

le) When the restructuring of a benefit plan gives rise fo
both a curtailment and a setflement of obligations,
the curtailment is accounted for prior fo the sefflement.

Earnings per share

Farnings per share is based on the weighted average
number of shares outstanding for the period. Diluted
eamings per share is computed in accordance with
the treasury stock method and based on the weighted
average number of common shares and dilutive
common share equivalents.

Stock-based compensation plan

The Company has a stockbased compensation plan for
execufives and certain senior managers, which is described
in note 16. No compensation expense is recognized
when stock options are issued. Consideration paid on
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NOTE 2
Summary of significant accounting policies (corined
exercise of stock opfions is credited fo share capital. Exchange gains and losses arising from the franslation of
Compensation expense is recognized for the Company's  foreign currency monetary items are included in income.
confributions to the Employee Share Purchase Plan.

Accounting changes

A subsidiary of the Company has a stock-based Fffective January 1, 2002, the Company adopted the
compensation plan specific fo its own shares. A new accounting standards of the Canadian Insfitute of
participant in this plan may elect o cash seftle the Chartered Accountants (CICA) with regard fo Foreign

options in lieu of exercising them. The variable account  Currency Translation, StockBased Compensation and
ing method is used fo record the compensation expense ~ Other StockBased Payments and Goodwill and Other
on these options. Under this method, these awards Infangibles.

result in the subsidiary recognizing a liability. Changes

in the amount of this liability due fo stock price changes  (a) Foreign currency translation

are recorded as compensation expense. All exchange gains and losses arising from the franslation
of foreign currency monetary items are now included in

Foreign currency translation income. Previously, unrealized foreign exchange gains

Assets and liabilifies of the Company’s integrated foreign  or losses in relation fo longterm debt balances were

operations (including Stratos Global Corporation) deferred and amortized over the remaining term of the

are ftranslated using the femporal method whereby related debi.

monetary items are translated at exchange rates

prevailing at the balance sheet date, which was As required under the new standards, this change was

US$1.00 = Canadian$1.52 at June 30, 2002 adopted refroactively with restatement of prior period

(US$1.00 = Canadian$1.59 at December 31, 2001) balances. The following table outlines the impact of
and normonetary items af historical rates. Revenues and  these changes:
expenses are franslated at the average exchange rate.

Six months ended Six months ended Year ended
(thousands of dollars) June 30, 2002 June 30, 2001 December 31 , 2001
Consolidated statements of income
Increase (decrease) fo:
Loss (gain) on foreign exchange S (23,944) $ 5,188 $ 30938
Depreciation and amortization — (1,750) (4,416)
Future income faxes — 403 1,016
Non-controlling interest 11,196 (1,494) (10,710)
Net income S 12,748 $ (2,347) $  (16,828)
Consolidated balance sheets
Increase (decrease) fo:
Deferred charges $ - $ (3,438) $  (26,522)
Future income tax lictbility $ - $ 403 $ 1,016
Non-controlling interest $ 11,19 $ (1,494) $  (10,710)
Retained earings S 12,748 $ (2,347) $  (16,828)

Basic and diluted earnings per share for the six months  and proforma eamings per share using the fair

and three months ended June 30, 2001 decreased market value method of accounting for stock-based
by $0.02 and increased by $0.10 respectively compensation awards. This proforma information
(December 31, 2001 - $0.12) from previously is presented in nofe 15.

reported amounts.
Under a subsidiary company’s employee stock option

(b) Stock-based compensation plan, the requirements of the new standards have been
and other stock-based payments adopted refroactively. As a result of this change, opening
The Company continues fo record no compensation retained eamings was decreased by $0.4 million and
expense upon issuance of stock options under ifs own  accounts payable and accrued liabilifies were increased

stock option plan in accordance with CICA accounting by $0.4 million. During the period ended June 30,
standards. However, as required by the new standards, 2002, there was an additional compensation expense
the Company is disclosing the proforma net income recorded in the amount of $0.1 million.
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NOTE 2

Summary of significant accounting policies (corined
(c) Goodwill and other intangibles

Previously, recorded goodwill was amortized on a
straightline basis over the esfimated life of fen 1o twenty
years. In addition, the Company would periodically
evaluate the carrying value of goodwill for potential
permanent impairment through ongoing review and
analysis of fair market value and expected eamings.
A permanent impairment in the value of goodwill was
charged fo eamings in the year such impairment was
determined.

NOTE 3

Transfer of receivables

Under an agreement dated December 13, 2001,

the Company sells certain accounts receivable o a
securifization frust. The excess of amounts fransferred
over the cash proceeds represents the Company’s
refained inferest and the amount of overcollateralization
in the receivables fransferred and is included in longrterm
assefs. The Company remains exposed fo certain risks of
default on the amount of receivables under securitization.
It has provided various credit enhancements in the

form of overcollateralization and subordination of its
refained inferests. The purchaser and its invesfors have
no recourse fo the Company's other assefs for failure

of the obligator to pay the amounts when due.

Under the new accounting standards, goodwill and
infangibles with an indefinite life are no longer amortized.
Entities were required fo perform an impairment fest as
of January 1, 2002 fo ascertain whether they should
recognize a decline in the carrying value of any
recorded goodwill balances. An impairment provision
in the amount of $8.6 million was recognized during
the period as a result of the impairment fest and was
charged fo opening refained earnings. This impairment
fest is required to be re-performed on af least an annual
basis and any subsequent impairment provisions would
be charged to income at that date.

Under the agreement receivables are sold on a fully
serviced basis, so that the Company confinues fo
administer the collection of such receivables. The
Purchaser will re-invest the funds from collections in

the purchase of addifional interests in the Company’s
accounts receivable until the expiration of the agreement

on December 13, 20006.

As at June 30, 2002, the Company had sold

$135 million [December 31, 2001 = $150 million)
of accounts receivable and transferred $165.9 million
(December 31, 2001 = $176.8 million) of receivables
fo the trust.

NOTE 4
Capital assets
(thousands of dollars) June 30, 2002
Accumulated Net book

Cost depreciation value
Land $ 16543 $ - $ 16543
Buildings 332,311 160,606 171,705
Plant 4,138,847 2,513,923 1,624,924
Machinery and equipment 870,694 422,360 448,334
Plant under construction 77397 — 77397
Materials and supplies 13,383 — 13,383
Total capital assefs $ 5,449,175 $ 3,096,889 $ 2,352,286
(thousands of dollars) December 31 , 2001

Accumulated Net book

Cost depreciafion value
Land $ 16,888 $ — $ 16,888
Buildings 333,361 157,680 175,681
Plant 4,054,070 2,419,011 1,635,059
Machinery and equipment 851,437 380,848 470,589
Plant under construction 39,771 — 39,771
Materials and supplies 8,611 — 8,611
Total capital assefs $ 5,304,138 $ 2,957,539 $ 2,346,599
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NOTE 5

Long-term investments

(thousands of dollars) June 30, 2002 December 31, 2001

Investments subject fo significant influence $ 10442 $ 23534

Portfolio investments 36,553 41967
S 4699 $ 65,501

NOTE 6

Goodwill

(thousands of dollars) June 30, 2002 December 31, 2001

Goodwill, at cost $ 455,568 $ 461,391

Goodwill impairment provision fnofe 2) (8,622) —

Accumulated amortization (43,105) (43,105)
$ 403,841 $ 418,286

NOTE 7

Notes payable and bank advances

At June 30, 2002 the Company has $nil (December 31,
2001 - $4.9 million) outstanding under its commercicl
paper program. The Company has lines of credit
available of $675 million (December 31, 2001 -
$725 million). These lines consist of $350 million
[December 31, 2001 = $350 million) in commitied

NOTE 8

Restructuring charge

During 20071, the Company commenced a significant
organizational restructuring which resulied in a charge
of $111.2 million against eamings. The acfion taken
in 2001 1o effect the restructuring was an acceleration
of long term plans for continued efforts fo realize cost
savings and efficiencies resulting from the consolidation
and infegration of its operations.

Costs associated with workforce reduction and

operational infegration confinue fo be charged against
the restructuring provision recorded at December 31,
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lines supporting the Company’s commercial paper
program, $175 million (December 31, 2001 -

$225 million) in committed lines supporting a Stratos
loan guarantee and $150 million (December 31, 2001
- $150 million) in uncommitted operating lines.

2001. These costs include severance, pension costs
and benefits as well as costs fo consolidate systems and
services, downsize business units, ferminate contracts

and streamline management and administration funcfions.

As at June 30, 2002, the balance of this restructuring
provision included in payables and accruals fofaled
$52.7 million (December 31, 2001 = $69.0 million).
The remaining provision will be substantially drawn
down during 2002, as the consolidation and inegration
of its operations are completed.
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NOTE ¢

Long-term debt
Interest rate Maturity June 30, December 31,
(thousands of dollars) 2002 2001
Telecommunications
Notes 5.36%-6.80% 2006-2011 $ 600,000 $ 500,000
Bonds 8.76%-12.25% 2006 -2019 197,500 197,500
Debentures 6.40%-11.13% 2002 -2025 265,000 315,000
Other 1,997 2,009
1,064,497 1,014,509
Present value of obligations under capital leases 1,412 2,092
Total - Telecommunications 1,065,909 1,016,601
Information technology
Mortgages Prime plus 1.00% - 1.50% 2002 2,174 1,879
Present value of obligations under capital leases 65 330
Total - Information technology 2,239 2,209
Remote communications
Term debt LIBCR + 3.00% 2005 303,240 318,560
Acquisition focility LIBOR + 3.00% 2003 50,035 199,100
Other 2,503 2,815
Total — Remote communications 355,778 520,475
Emerging business
Mortgages 6.89% 2004 1,463 1,501
Bank loans 7.02% - Prime plus 5.00% 2004 2,671 3,239
Other 0% — Prime plus 4.00% 2004 - 2007 1,075 1,101
Present value of obligations under capital leases 390 403
Total - Emerging business 5599 6,244
Total long-ferm debt 1,429,525 1,545,529
Less: Porfion due within one year 129,602 84,788
$1,299923  § 1,460,741
During the period, the Company issued $100 million
of 5year Medium Term Nofes pursuant fo its base shelf
prospectus dated April 27, 2001. These notes carry a
coupon rate of 5.36 per cent payable semiannually
and mature on January 15, 2007.
NOTE 10
Non-controlling interest
The non-controlling inferest consists of common equity of
subsidiary companies held by third parties.
(thousands of dollars) June 30, 2002 December 31 , 2001
Stratos Global Corporation $ 147,666 $ 52657
TechKnowledge Inc. 769 835
Adlantic Mobility Products Lid. 1,579 1,165
Prexar LLC — 572
Sablecom 1,915 1,834
Transtech Engineering Inc. 40 49
AMI Offshore Inc. 4,674 3917
$ 156,643 $ 61,029
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NOTE 11

Capital stock

Authorized

Unlimited number of preference shares, issuable in series.
Unlimited number of common shares.

Issued
(thousands of dollars) June 30, 2002 December 31, 2001
Number Number
of shares Value of shares Value
Preference shares, series 2 7,000,000 $ 172,264 7,000,000 $ 172,264
Common shares without par value 139,563,422 1,069,992 137,526,147 1,014,416
$ 1,242,256 $ 1,186,680
The Company issued the following common shares:
(thousands of dollars) June 30, 2002 December 31 , 2001
Number Number
of shares Value of shares Value
Stock option p|cn (note 16) 331,186 § 5,441 336,488 $ 5,072
Common shareholder dividend
reinvestment and stock purchase plan 1,264,550 37,130 1,836,679 54,353
Employees’ stock savings plan (note 16) 441,539 13,005 1,015,997 32,390

2037275 § 55576

3189164 § 91815

Under the provisions of the Company’s common
shareholder dividend reinvesiment and stock purchase
plan and employees' stock savings plan, shareholders
purchase additional common shares in lieu of receiving
corporate dividends in the form of cash.

NOTE 12

Segmented information

The Company operates through four reportable
segments:

Telecommunications — provides a full range of telecom-
munications services in New Brunswick, Nova Scotig,
Prince Edward Island and Newfoundland and Labrador.
Included in this line of business is Aliant Telecom Inc.
Information fechnology — provides systems infegration,
application development, local area network installation,
wide area network management, data center operations,
VAR and information technology planning services.
Included in this line of business is Xwave Solutions Inc.
Remote communications — provides a full range of
satellite communications services to clients in the
infernational marketplace. Included in this line of business
are Stratos Clobal Corporation and its subsidiaries.
Emerging business — focused on developing and
nurturing new technology-based products and services
such as: (1) computer telephony integration, TV over

Aliant Inc. Second quarter report 2002

During the period, the Company issued shares in relation
fo the common shareholder dividend reinvesiment and
stock purchase plan as well as the employees stock
savings plan in lieu of paying cash dividend in the
amount of $37.1 million [year ended December 31,

2001 - $57.8 million).

copper, highspeed ecommerce, and new media.

This includes Innovatia Inc.; and (2) supply and service
of the east coast oil and gas indusiry as conducted by
AMI Cffshore Inc.

These reporiable segments are managed as separate
business unifs as they operate in different industries and
require different market strategies and technologies.

The accounting policies of the segments are the same
as those described in note 2. The Company evaluates
performance based on a number of financial and
nondinancial indicators including nef income, return
on equity and revenue growth.

The Company accounts for infersegment sales and
fransfers as if the sales or transfers were fo third paries,
that is, at current market prices.
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NOTE 12

Segmented information (coniined)

For the period ended June 30, 2002 (thousands of dollars) Three months
Information Remote  Emerging Al
Telecommunications  fechnology communications business others  Eliminations  Consolidated

Revenue from

external customers $ 448969 § 66872 $ 128749 § 22703 $§ 2816 § — § 670,109
Intersegment revenue 4,639 36,783 — 908 — (42,330) —
Operating revenue 453,608 103,655 128,749 23,611 2,816 (42,330) 670,109
Operating expenses 233,319 94,820 105,605 23,680 6,531 (40,913) 423,042
Depreciation

and amortization 90,135 2,945 10,176 2,893 223 — 106,372
Gain (loss) on foreign

exchange — — 24,402 — — — 24,402
Other income (expenses) 530 43 193 (23,394) 37,563 (2,920) 12,013
Interest expense 22,033 384 11,165 372 1,401 (2,920) 32,435
Income faxes 43,673 2,519 1,017 (4,793) 4,956 (639) 46,733
Non-controlling interest (223) (6) (12,895) (316) (13,440)

Net income (loss)

$ 64755 § 3024 §

12486 § (22,253) $ 27,268 $ (778) $ 84,502

Total assets

$2,689,472  $246,379

$ 792991 $ 129,891 $1915586 $(2,038,726) $3,735,593

Capital expenditures

$ 103316 § 3367 $

8,004 $ 159§ 241§ — $ 115087

For the period ended June 30, 2001 (thousands of dollars)

Three months (restated, note 2)

Telecommunications

Revenue from

Information

technology communications

Remote Emerging Al

business others  Eliminations  Consolidated

external customers $ 469427 $ 53,438 $ 108918 § 26571 493§ — § 658,847
Intersegment revenue 4,563 37,754 — 9215 — (51,532) —
Operating revenue 473,990 91,192 108,918 35,786 493 (51,532) 658,847
Operating expenses 248,268 82,166 81,431 39,514 6,444 (49,503) 408,320
Depreciation

and amortization 87,830 3,613 12,890 1,676 81 1,907 107,997
Gain (loss) on foreign

exchange — — 22,612 — — — 22,612
Other income (expenses) 176 106 (3,331) (2172) 2,822 (2,890) (5,289)
Inferest expense 26,127 631 14,787 580 2,698 (2,890) 41,933
Income taxes 51,318 2,595 1,987 (2,511) (2,411) (915) 50,063
Non-controlling interest (2) 75 (6,652) 97 — — (6,482)
Net income (loss) $ 60621 $ 2368 § 10452 $ (5548) $ (3497) $ (3021) § 61,375
Total assets $2730,689 $270,383 $ 791,242 § 161,325 $1,615973 $(1,786,697) $ 3782915
Capital expenditures $ 76110 $ 1,88 § 7845 § 13471 § 189 § — § 98803
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NOTE 12
Segmented information (coniined)

For the period ended June 30, 2002 (thousands of dollrs) Year fo date
Information Remote  Emerging Al
Telecommunications  fechnology communications business others  Eliminations ~ Consolidated

Revenue from

external customers $ 858,225 $150,374 $ 255289 § 48600 $ 3,268 § — $1,.315756
Intersegment revenue 9,667 74,807 — 2,043 — (86,517) —
Operating revenue 867,892 225,181 255,289 50,643 3,268 (86,517) 1,315,756
Operating expenses 450,673 207,766 200,732 51,316 13,576 (83,250) 840,813
Depreciation

and amortization 181,462 5,800 19,933 6,487 541 — 214,223
Gain (loss) on foreign

exchange — — 23,944 — — — 23,944
Other income (expenses) (313) 72 — (23,401) 39,728 (5,548) 10,538
Interest expense 43,721 757 23,604 674 2,972 (5,548) 66,180
Income taxes 75,418 5,003 (3,462) (6,557) 3,019 (1,474) 71,947
Non-controlling interest (416) 27 (17,968) (763) — — (19,120)
Net income (loss) $ 115889 § 5954 § 20458 § (25441) $ 22,888 $§ (1,793) $ 137,955
Total assets $2689472 $246,379 $ 792991 § 129,891 $1,915586 $(2,038,726) $3,735,593
Capital expenditures $ 190,146 $§ 4313 § 22197 § 4742 § 341§ — § 221,739
For the period ended June 30, 2001 (thousands of dollars) Year to date (restated, note 2)

Information Remote Emerging Al
Telecommunications  technology communications business others  Eliminations ~ Consolidated

Revenue from

external customers $ 903,652 $128,162 § 209559 $ 55247 $ 586 § —  $1,297,206
Intersegment revenue 8,630 72,744 — 18,745 — (100,119) —
Operating revenue 912,282 200,906 209,559 73,992 586 (100,119) 1,297,206
Operating expenses 498,260 181,260 164,191 75,191 12,400 (96,207) 835,095
Depreciation

and amortization 175,725 7,133 26,211 3,144 155 3,815 216,183
Gain (loss) on foreign

exchange — — (5,188) — — — (5,188)
Other income (expenses) 1,268 133 (6,814) 1,957 5,789 (6,081) (3,748)
Interest expense 50,400 1,096 30,213 998 7,469 (6,081) 84,095
Income faxes 86,634 5,949 3,928 (1,252) (6,051) (1,765) 87,443
Non-controlling interest (291) 91 10,702 (224) — — (10,278)
Net income (loss) $ 102240 $§ 5692 $ (16284) § (2356) $ (7,598) § (5962) $ 75732

Total assets $2,730,689 $ 270,383

$ 791,242 $ 161325 $1,615973 $(1,786,697) $3782.915

Capith| expendiiures $ 216074 $ 5,170

$

8,496 §

19878 $

226 $

— § 249844
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NOTE 12
Segmented information (coniined)

Revenue by product and service

Three months Year to date
For the period ended June 30 (thousands of dollars) 2002 2001 2002 2001
Telecommunications
Local $ 193514 $ 218,358 $ 383473 $ 430,122
Long distance 97,768 98,697 195,003 200,206
Wireless 67,404 60,585 128,628 115,497
Other telecommunications 90,283 91,787 151,121 157,827
448,969 469,427 858,225 903,652
Information technology
Products 35,276 21,661 90,180 59,539
Services 31,596 31,777 60,194 68,623
66,872 53,438 150,374 128,162
Remote communications
Mobile satellite services 93,590 71,863 184,196 139,606
Broadband services 35,159 37,055 71,093 69,953
128,749 108,918 255,289 209,559
Emerging business 22,703 26,571 48,600 55,247
Other 2,816 493 3,268 586
$ 670,109 $ 658,847 $1,315,756 $1,297,206
NOTE 13
Other income (expenses)
The company recorded a gain on reducion of subject fo significant influence and assets of a subsidiary
ownership in one of its subsidiaries in the amount of company were writien down fo their esfimated market
$32.5 million ($25.9 million net of income taxes). value by $5.6 million, $10.6 million and $5.2 million
In addition, certain portfolio invesiments, investments respectively [$18.1 million net of income taxes).
NOTE 14
Income taxes
The Company recognized $6.8 million of tax benefits ~ and if necessary, will implement before the expiry of the
relating fo a portion of the tax losses carry forward of losses, a tox strategy that would result in the realization
one of its subsidiaries. The Company has developed of the tax benefits recognized.
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NOTE 15
Earnings per common share

Three months Year to date

For the period ended June 30 (thousands of dollars except per share amounts) 2002 2001 2002 2001
Net income applicable to common shares:
Net income $ 84,502 $ 61,375 $ 137,955 $ 75732
Preferred share dividends (2,385) (1,851) (4,769) (1,851)

$ 82,117 $ 59,524 $ 133,186 $ 73881
Basic
Average number of common shares outstanding 138,891 135,111 138,355 134,859
Per share amount $ 0.59 $ 0.44 $ 0.96 $ 0.55
Diluted
Average number of common shares outstanding 138,891 135,111 138,355 134,859
Impoact of outstanding stock opfions 69 633 79 633

138,960 135,744 138,434 135,492

Per share amount $ 0.59 $ 0.44 $ 0.96 $ 0.55

The table below presents proforma net income,

eamings per share and diluled eamings per share
using the fair market value method of accounting for
stockbased compensation. The proforma adjustments

presented below pertain fo new awards granted
since adoption of the new stock-based compensation
standards on January 1, 2002 as described in note 2.

For the period ended June 30, 2002 (thousands of dollars except per share amounts) Three months Year to date
Pro-forma net income applicable fo common shares:
Net income $ 84,502 $ 137,955
Preferred share dividends (2,385) (4,769)
Pro-forma adjustments (1,030) (1,328)
Pro-forma net income applicable fo common shares $ 81,087 $ 131,858
Basic
Average number of common shares outstanding 138,891 138,355
Pro-forma earnings per share amount $ 058 $ 095
Diluted
Average number of common shares outstanding 138,891 138,355
Impact of outstanding stock options 69 79
138,960 138,434
Pro-forma earnings per share amount $ 058 S 095

The fair value of each option grant is estimated on the
date of grant using the Black-Scholes option pricing
model with the following weighted average assumptions

used for grants:

June 30, 2002

Dividend yield
Expected volafility
Riskfree inferest rate
Expected lives

3.10%
25.3%
5.08%
7.8 years
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NOTE 16

Stock-based compensation plans

At June 30, 2002 the Company has the following
stockbased compensation plans.

Stock option plan

Under the stock opion plan, the Company may grant
options fo plan members for up to 7,361,746 shares
of common stock, of which 2,808,813 options for the
same number of common shares were outstanding af
the end of the period. The exercise price of each option

equals the market price of the Company’s stock on the
date of grant and an opfion’s maximum term is ten years.
Options become fully vested three years from the date
they are granted under the plan.

A summary of the status of the Company's stock option
plan as of June 30, 2002 and December 31, 2001,
and changes during the periods ended on those dates
is presented below:

June 30, 2002 December 31, 2001
Number of ~ Weighted-average Number of ~ Weighted-average
shares exercise price shares exercise price
Options outstanding at beginning of period 2,558,275 $ 26.67 2,478,674 $ 2326
Granted 613,049 29.08 416,089 35.34
Forfeited 31,325 21.81 — —
Exercised 331,186 16.43 336,488 15.07
Options outstanding ot end of period 2,808,813 $ 28.54 2,558,275 $ 26.67
Options exercisable at end of period 1,802,555 $ 29.36 1,614,550 $ 21.53

The following table summarizes information about stock

opfions outstanding at June 30, 2002:
Options outstanding Options exercisable
Weighted-average
Number remaining Number
Range of outstanding at contractudl life  Weighted-average exerciscbleat  Weighted-average
exercise prices June 30, 2002 in years exercise price June 30, 2002 exercise price
$10.62510 $15.718 257,864 4.1 $13.909 257,864 $13.909
$17.557 t0 $20.079 218,863 56 $19.901 218,863 $19.901
$21.768 t0 $25.552 402,328 6.6 $22.785 370,338 $22.756
$28.500 to $34.900 1,432,832 8.5 $31.715 706,348 $33.331
$35.25010 $38.100 496,926 8.6 $35.422 249,142 $35.417
2,808,813 1,802,555

The Company expecis that approximately 95 per cent
of the nonvested awards at June 30, 2002 will
eventually vest.

Employees’ stock savings plan

Under the employees’ stock savings plan, the Company
is authorized fo issue up fo 3,500,000 shares of
common stock o ifs fulHime employees, nearly all of
whom are eligible fo pariicipate.

Under the terms of the plan, employees can choose
each year fo have a portion of their annual base
eamings withheld fo purchase the Company’s common
stock. The Company contributes fo the plan on behalf
of eligible participants based upon a prescribed formula.
The purchase price of the stock is the arithmetic average
of the closing price of the shares traded on The Toronfo
Stock Exchange on the last five days up fo, and
including, the dividend payment date. Over 80 per
cent of eligible employees are participating in the

plan. Under the plan, the Company sold 441,539

shares to employees from January 1 fo June 30, 2002.

Employees’ stock option plan of a subsidiary company
A subsidiary of the Company has a stock option plan
specific fo its own shares. Under this stock option plan,
the subsidiary may grant options to plan members at the
discretion of the Board of Directors. The exercise price
of each option equals the fair market value price of the
Company’s stock on the date of grant and an option’s
maximum ferm is fen years. Options become fully
vested upon the date they are granted under the plan.
A participant in this plan may elect o cash setile the
options in lieu of exercising them.

As at June 30, 2002, there were 565,414 (December 31,
2001 - 252,015) opfions outstanding and exercisable.
The weighted average remaining contractual life of the
options is 8.6 years [December 31, 2001 - 6.6 vears|
and the weighted average exercise price is $8.57

(December 31, 2001 - $3.79).
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NOTE 17

Contingencies

An international arbitration actfion for approximately
US$8.0 million was inifiated in 1999 against certain
subsidiaries of the Company claiming breach of
confract. In December 2000 an arbifrator rejected the
claimant’s arguments. The arbitrator adopted a new
theory that the subsidiaries breached the confract on
other grounds. The arbitrator required the subsidiaries fo
submit data for the damages phase and the subsidiaries
are now awaifing a final decision on damages from
the arbifrator. Management's esfimate of the potential
loss has been accrued in these financial statements.

NOTE 18

Subsequent event

On July 18, 2002, Aliant Inc. announced accepiance
by the Toronfo Stock Exchange of Notice of infention
fo purchase from time fo fime up to 1,600,000 of

its outsianding common shares on the Toronfo Stock
Exchange, representing 1.1 per cent of the issued

and outstanding common shares of Aliant as of that
date, being 139,567,382 common shares.

NOTE 19

Comparative figures

The comparative financial information has been resiated
fo conform fo the presentation adopted for 2002.
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An action has been commenced against the Company
by 132 former employees who took early refirement
under the 1998 early refirement incentive program.

The former employees seek damages in the amount

of the difference between what they received upon
refirement in 1998, and what they would have received
had they refired under the 1999 early refirement
incentive program. The outcome of this matter is not
determinable af this fime.

Under the bid, the company would acquire, from fime
fo time, its common shares at the market price from cash
through the facilifies of the Toronto Stock Fxchange.

Purchases of common shares may be made during
the 12-month period commencing July 22, 2002
and ending on July 21, 2003. All common shares
purchased will be cancelled by Aliant Inc.
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We're here to help

To learn more about Aliant and to view the latest news releases,
please visit our Web site at www.aliant.ca. Contact Aliant investor
relations for additional financial and statistical information, and

industry developments.

Phone: 1.877.248.3113

Fax: 1.877.498.2464

Email: investor.relations@aliant.ca

Contact our transfer agent, CIBC Mellon Trust Company, for
information about the dividend reinvestment and stock purchase
plan (DRP) and for answers fo shareholder inquiries.

Phone: 1.800.387.0825

Emoil: inquiries@cibcmellon.com
Web sife: www.cibemellon.com
Where we're listed

Our shares are listed on The Toronto Stock Exchange. Aliant's
ficker symbol is AIT.

Owning AlT

Dividend dates for 2002*
Record dates Payment dates
March 15 March 30
June 15 June 30
September 15 September 30
December 15 December 30

* Subject fo approval by the board of directors

Dividend reinvestment plan

Registered common shareholders of Aliant may reinvest their
dividends, automatically and without fees, in additional shares

of the Company. Also, up to $10,000 in Company shares may
be purchased each quarter with optional cash payments.

The Company pays all administration costs. Approximately

40 per cent of registered shareholders are enrolled in the plan.

A brochure containing information on the dividend reinvestment
and stock purchase plan may be obtained by calling CIBC Mellon
Trust Company.

Common share price range*

Direct deposit of dividends April May June
Registered common shareholders may have dividends deposited ~ High $ 30.01 $ 31.25 $ 31.56
electronically into their bank account (in Canada only). Contact Low $ 25.50 $ 28.41 $ 27.36
CIBC Mellon Trust Company. Close $ 29.50 $ 31.25 $27.96
* Toronto Stock Exchange

Performance numbers

(as at June 30) 2002 2001 % change
Network access services — landlines 1,526,753 1,534,025 (0.5)
Network access services — cellular 512,635 428,299 197
Infernet subscribers — high speed 86,362 55,426 55.8
Infernet subscribers — dial-up 194,648 185,669 48
Long distance conversation minutes 889,156,000 872,343,000 19
Employees 10,559 10,469 09
Quarter-end stock price $ 2796 $ 34.35 (18.6)

Aliant Inc.

1.877.248.3113
investor.relations @aliant.ca
www.dliant.ca

Visit our Web site fo listen to a recorded analysts’
conference call discussing our second quarter results.




