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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2011

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 000-52486

PAETEC HOLDING CORP.
(Exact name of registrant as specified in its charter)

Delaware 20-5339741
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

One PAETEC Plaza
600 Willowbrook Office Park

Fairport, New York 14450
(Address of principal executive offices) (Zip Code)

Registrant��s telephone number, including area code:
(585) 340-2500

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days. Yes þ No ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for
such shorter period that the registrant was required to submit and post such files). Yes þ No ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller
reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2
of the Exchange Act:
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Large accelerated filer ¨ Accelerated filer þ

Non-accelerated filer ¨ (Do not check if a smaller reporting company) Smaller reporting company ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ¨ No þ

The number of shares of the registrant�s common stock outstanding on November 2, 2011 was 147,076,667.
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PART I
FINANCIAL INFORMATION

Item 1. Financial Statements

PAETEC Holding Corp. and Subsidiaries
Condensed Consolidated Balance Sheets

September 30, 2011 and December 31, 2010
(Amounts in thousands, except share and per share amounts)

(Unaudited)

September 30,

2011

December 31,

2010

ASSETS
Current assets:

Cash and cash equivalents $94,791 $95,533
Accounts receivable, net of allowance for doubtful accounts of $11,455 and $11,044,

respectively 308,679 253,175
Deferred income taxes 10,801 10,801
Prepaid expenses and other current assets 38,504 27,584

Total current assets 452,775 387,093
Property and equipment, net 882,753 860,782
Goodwill 472,364 439,556
Intangible assets, net 260,091 279,691
Other assets, net 45,249 40,816
Total assets $2,113,232 $2,007,938

LIABILITIES AND STOCKHOLDERS�� EQUITY
Current liabilities:

Accounts payable $94,876 $102,169
Accrued expenses 43,317 36,954
Accrued payroll and related liabilities 36,249 20,373
Accrued taxes 46,042 48,897
Accrued commissions 27,083 22,532
Accrued capital expenditures 27,371 13,707
Accrued interest 35,674 17,278
Deferred revenue 85,955 82,232
Current portion of long-term debt and capital lease obligations 16,977 10,733

Total current liabilities 413,544 354,875
Long-term debt and capital lease obligations 1,506,405 1,437,356
Other long-term liabilities 80,741 78,822
Total liabilities 2,000,690 1,871,053
Commitments and contingencies (Note 9)

Stockholders� equity:
Common stock, $.01 par value; 300,000,000 authorized shares at September 30, 2011 and

December 31, 2010, 147,011,885 shares issued and outstanding at September 30, 2011;
144,026,358 shares issued and outstanding at December 31, 2010 1,470 1,440

Additional paid-in capital 781,020 766,948
Accumulated deficit (669,948 ) (631,503 )
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Total stockholders� equity 112,542 136,885
Total liabilities and stockholders� equity $2,113,232 $2,007,938

See notes to condensed consolidated financial statements.

1

Copyright © 2013 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


PAETEC Holding Corp. and Subsidiaries
Condensed Consolidated Statements of Operations

Three and Nine Months Ended September 30, 2011 and 2010
(Amounts in thousands, except share and per share amounts)

(Unaudited)

Three Months Ended September 30, Nine Months Ended September 30,

2011 2010 2011 2010

Revenue:
Network services revenue $384,288 $305,799 $1,137,563 $926,515
Carrier services revenue 86,968 65,111 254,840 191,242
Integrated solutions revenue 65,026 37,524 146,447 76,828

Total revenue 536,282 408,434 1,538,850 1,194,585
Cost of sales (exclusive of operating items shown

separately below) 256,865 206,339 728,854 595,872
Selling, general and administrative expenses

(exclusive of operating items shown separately
below and inclusive of stock-based compensation) 182,605 142,542 528,584 413,605

Acquisition, integration and separation costs 10,843 3,724 16,742 3,724
Depreciation and amortization 65,911 47,261 194,982 141,873
Income from operations 20,058 8,568 69,688 39,511
Debt extinguishment and related costs 0 0 0 4,423
Other income, net (111 ) (98 ) (333 ) (360 )
Interest expense 36,294 23,021 106,064 67,658
Loss before income taxes (16,125 ) (14,355 ) (36,043 ) (32,210 )
Provision for (benefit from) income taxes 952 400 2,402 (389 )
Net loss $(17,077 ) $(14,755 ) $(38,445 ) $(31,821 )

Basic and diluted net loss per common share $(0.12 ) $(0.10 ) $(0.26 ) $(0.22 )

Basic and diluted weighted average common shares
outstanding 146,000,189 145,145,204 145,170,298 145,572,170

See notes to condensed consolidated financial statements.
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PAETEC Holding Corp. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
Nine Months Ended September 30, 2011 and 2010

(Amounts in thousands)
(Unaudited)

Nine Months Ended September 30,

2011 2010

OPERATING ACTIVITIES:
Net loss $ (38,445 ) $ (31,821 )
Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation and amortization 194,982 141,873
Amortization of debt issuance costs 3,448 2,577
Amortization of debt discount, net 2,389 977
Bad debt expense 10,293 10,090
Stock-based compensation expense 10,707 7,706
Gain on disposal of property and equipment (23 ) (219 )
Deferred income taxes 0 (1,342 )
Debt extinguishment and related costs 0 3,667
Gain on non-monetary transaction (82 ) 0
Change in assets and liabilities which provided (used) cash, excluding effects of

acquisitions:
Accounts receivable (51,368 ) (21,492 )
Prepaid expenses and other current assets (4,462 ) (7,899 )
Other assets (3,600 ) (990 )
Accounts payable (8,239 ) 770
Accrued expenses 3,178 (6,212 )
Accrued payroll and related liabilities 13,114 (19,845 )
Accrued taxes (3,139 ) (4,381 )
Accrued commissions 3,947 1,469
Accrued interest 18,395 7,087
Deferred revenue 1,354 4,358

Net cash provided by operating activities 152,449 86,373
INVESTING ACTIVITIES:

Purchases of property and equipment (145,342 ) (94,884 )
Acquisitions, net of cash received (67,867 ) (24,603 )
Purchase of short term investments 0 (698 )
Increase in restricted cash 0 (504 )
Proceeds from disposal of property and equipment 163 538
Purchase of long-term investment (750 ) 0
Software development costs (2,159 ) (930 )

Net cash used in investing activities (215,955 ) (121,081 )
FINANCING ACTIVITIES:

Repayments of long-term debt (34,264 ) (278,675 )
Payment for debt issuance costs (3,396 ) (7,393 )
Proceeds from long-term borrowings 99,750 301,584
Repurchase of common stock 0 (10,310 )
Payment of contingent consideration (2,723 ) 0
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Payment for registering securities (185 ) 0
Proceeds from exercise of stock options, warrants, and purchase plans 5,208 3,296
Payment of tax withholding on vested stock units (1,626 ) (2,100 )

Net cash provided by financing activities 62,764 6,402
NET DECREASE IN CASH AND CASH EQUIVALENTS (742 ) (28,306 )
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 95,533 152,888
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 94,791 $ 124,582

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest $ 84,023 $ 57,786

Cash paid for income taxes $ 2,733 $ 929

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND FINANCING
TRANSACTIONS :

Accrued property and equipment expenditures $ 34,400 $ 12,926

Equipment purchased under capital leases $ 7,054 $ 33,136

Contingent consideration $ 2,700 $ 8,065

Accrued deferred debt issuance costs $ 0 $ 5,250

Tenant incentive leasehold improvements $ 1,119 $ 368

See notes to condensed consolidated financial statements.
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PAETEC Holding Corp. and Subsidiaries
Notes to Condensed Consolidated Financial Statements

1. NATURE OF BUSINESS AND BASIS OF PRESENTATION

Nature of Business

PAETEC Holding Corp. (�PAETEC Holding�) is a Delaware corporation that, through its subsidiaries, provides broadband
communications services, including data and Internet access services, local telephone services and domestic and international long
distance services, primarily to business end-user customers.

The accompanying historical condensed consolidated financial statements and notes reflect the financial results of PAETEC
Holding and PAETEC Holding�s wholly-owned subsidiaries. References to the �Company� and �PAETEC� in these Notes to
Condensed Consolidated Financial Statements are to PAETEC Holding and PAETEC Holding�s wholly-owned subsidiaries.

Merger Agreement with Windstream Corporation

Effective on July 31, 2011, PAETEC Holding entered into an agreement and plan of merger (the �merger agreement�) with
Windstream Corporation (�Windstream�) and Peach Merger Sub, Inc., a wholly-owned subsidiary of Windstream, pursuant to which,
among other things, Peach Merger Sub, Inc. will be merged with and into PAETEC Holding (the �merger�), with PAETEC Holding
surviving the merger as a wholly-owned subsidiary of Windstream.

Subject to the terms and conditions of the merger agreement, each share of PAETEC Holding common stock outstanding
immediately prior to the effective time of the merger will be converted into the right to receive 0.460 shares of the common stock of
Windstream. Outstanding PAETEC Holding stock options, restricted stock units and other equity awards generally will be converted at
the effective time of the merger into stock options, restricted stock units and other equity awards with respect to Windstream common
stock, after giving effect to the merger exchange ratio.

The merger agreement contains representations and warranties customary for transactions of this type. PAETEC Holding has
agreed to various customary covenants and agreements, including, among others, agreements (1) to conduct its business in the ordinary
course consistent with past practice during the period between the execution of the merger agreement and the effective time of the
merger and (2) not to engage in certain kinds of transactions during this period.

The merger agreement has been approved by the board of directors of each of Windstream and PAETEC Holding. At a special
meeting of stockholders held on October 27, 2011, PAETEC Holding�s stockholders adopted the merger agreement and approved the
transactions contemplated by the merger agreement in accordance with applicable law.

Consummation of the merger is not subject to approval by the stockholders of Windstream or to any financing condition, but it is
subject to certain customary conditions, including, among others, receipt of required regulatory approvals from the Federal
Communications Commission and certain public utilities commissions and the absence of any law, regulation, order, or injunction
prohibiting the merger. Each party�s obligation to consummate the merger also is subject to other conditions, including the accuracy of
the representations and warranties of the other party (generally subject to a material adverse effect standard), material compliance by the
other party with its obligations under the merger agreement, and the absence of a material adverse effect related to the other party.
Subject to the satisfaction of the closing conditions, the parties anticipate that the transaction will be consummated by December 31,
2011.

The merger agreement contains certain termination provisions for Windstream and PAETEC Holding. Upon termination of the
merger agreement, under specified circumstances, PAETEC Holding may be required to pay Windstream a termination fee equal to $40
million or to reimburse Windstream�s expenses incurred in connection with the proposed transaction in an amount not to exceed $15
million. In addition, under certain circumstances, including payment of a termination fee equal to $40 million, PAETEC Holding is
permitted to terminate the merger agreement to enter into a definitive agreement with a third party with respect to an acquisition
proposal.
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Segment Disclosure

The Company operates in one reportable segment.

Basis of Presentation

The accompanying condensed consolidated financial statements are unaudited and have been prepared by the Company�s
management in accordance with accounting principles generally accepted in the United States of America for interim financial
information and the rules and regulations of the Securities and Exchange Commission (the �SEC�) for interim financial statements and
accounting policies consistent, in all material respects, with those applied in preparing the Company�s audited consolidated financial
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statements included in its Annual Report on Form 10-K for the year ended December 31, 2010 (as amended on Form 10-K/A, the �2010
Form 10-K�), as filed with the SEC. In the opinion of management, these interim financial statements reflect all adjustments, consisting
of normal recurring adjustments, management considers necessary for the fair presentation of the Company�s financial position,
operating results and cash flows for the interim periods presented. The condensed consolidated balance sheet as of December 31, 2010
has been derived from the audited consolidated balance sheet as of that date. These unaudited condensed consolidated financial
statements should be read in conjunction with the audited consolidated financial statements and related notes included in the 2010 Form
10-K.

The accompanying condensed consolidated financial statements present results for the three and nine months ended September 30,
2011. These results are not necessarily indicative of the results that may be achieved for the year ending December 31, 2011 or any
other period.

Basis of Consolidation

The accompanying condensed consolidated financial statements include the accounts of PAETEC Holding and PAETEC
Holding�s wholly-owned subsidiaries. All intercompany transactions and balances have been eliminated.

2. ACQUISITIONS

Acquisition of XETA Technologies, Inc.

On May 31, 2011, the Company completed its acquisition by merger of XETA Technologies, Inc. (�XETA�), a provider of
advanced communications solutions. On the closing date, XETA continued in existence as a wholly-owned subsidiary of PAETEC
Holding. The purchase price for the acquisition was approximately $68.1 million in cash. The merger was accounted for as an
acquisition of XETA by PAETEC using the acquisition method in accordance with Accounting Standards Codification (�ASC�) Topic
805, Business Combinations (Note 4).

Acquisition of Assets and Certain Liabilities of Iperia Mobility Solutions, LLC

On February 11, 2011, the Company completed the acquisition of assets and certain liabilities of Iperia Mobility Solutions, LLC
(�Iperia�), a limited liability company that provides IP-based communications solutions delivering communications-enabled
applications. The purchase price for this business acquisition was $4.0 million in cash, including an estimated $2.7 million of contingent
consideration to be paid 24 months following the acquisition closing date. The merger was accounted for as an acquisition of Iperia by
PAETEC using the acquisition method in accordance with ASC Topic 805 (Note 4).

Supplemental Pro Forma Information (Unaudited)��Cavalier Telephone Corporation Acquisition

On December 6, 2010, the Company completed the acquisition of Cavalier Telephone Corporation (�Cavalier�). The revenue and
net loss from continuing operations of the combined entity for the three and nine months ended September 30, 2010 had the acquisition
date been January 1, 2010, are as follows (in thousands):

Revenue

Net Loss from

Continuing

Operations

Supplemental pro forma for the three months ended September 30,
2010 $500,412 $ (21,130 )

Supplemental pro forma for the nine months ended September 30,
2010 $1,472,525 $ (48,171 )

The pro forma information presents the combined operating results of the Company and Cavalier, with the results prior to the
merger closing date adjusted to include the pro forma effect of the elimination of transactions between the Company and Cavalier, the
adjustment to depreciation and amortization expense associated with the estimated acquired fair value of property and equipment and
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intangible assets, the elimination of historical interest expense on Cavalier�s pre-merger indebtedness, the inclusion of interest expense
related to the Company borrowings used to fund the acquisition, and the amortization of debt issuance costs related to such borrowings.

The pro forma results are presented for illustrative purposes only and do not reflect either the realization of potential cost savings
or any related integration costs. Certain cost savings may result from the Cavalier merger, although there can be no assurance that cost
savings will be achieved. These pro forma results do not purport to be indicative of the results that would have actually been obtained if
the merger had occurred as of the date indicated, nor do the pro forma results intend to be a projection of results that may be obtained in
the future.

5

Copyright © 2013 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


3. PROPERTY AND EQUIPMENT, NET

Property and equipment as of September 30, 2011 and December 31, 2010 consisted of the following:

September 30,

2011

December 31,

2010

(in thousands)

Communications networks $1,214,068 $1,112,615
Computer hardware and purchased software 191,396 167,101
Equipment 76,261 55,316
Office equipment, furniture and fixtures 102,519 91,621
Construction-in-progress 47,335 41,264
Land and buildings 50,151 46,436

1,681,730 1,514,353
Accumulated depreciation (798,977 ) (653,571 )
Property and equipment, net $882,753 $860,782

Construction-in-progress as of September 30, 2011 and December 31, 2010 consisted primarily of costs associated with the build-
out of the Company�s communications network. Depreciation expense totaled $148.4 million and $118.4 million for the nine months
ended September 30, 2011 and 2010, respectively. Depreciation expense totaled $49.3 million and $39.3 million for the three months
ended September 30, 2011 and 2010, respectively.

4. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill

The changes in the carrying value of goodwill from January 1, 2011 to September 30, 2011 were as follows (in thousands):

Balance as of January 1, 2011 $439,556
Goodwill related to acquisitions in 2011 32,808
Balance as of September 30, 2011 $472,364

The amount of goodwill recognized as of September 30, 2011 for the Company�s 2011 acquisitions are based on the Company�s
preliminary allocation of purchase price and may change significantly based on various valuations that will be finalized within 12
months after the applicable acquisition�s closing date (Note 2).
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Other Intangible Assets

The gross carrying amount and accumulated amortization by major intangible asset category as of September 30, 2011 and
December 31, 2010 were as follows:

September 30, 2011

Gross

Carrying

Amount

Accumulated

Amortization Net

Weighted

Average

Amortization

Period

(in thousands)

Amortized intangible assets:
Customer-related $400,293 $(153,465 ) $246,828 11 years
Technology-based 1,953 (1,718 ) 235 5 years
Capitalized software development costs 11,501 (5,364 ) 6,137 4 years
Technology license 5,164 (2,496 ) 2,668 5 years
Trade name 3,250 (1,427 ) 1,823 5 years
Total 422,161 (164,470 ) 257,691 10 years

Unamortized intangible assets:
Trade name 2,400 � 2,400
Total $424,561 $(164,470 ) $260,091

December 31, 2010

Gross

Carrying

Amount

Accumulated

Amortization Net

Weighted

Average

Amortization

Period

(in thousands)

Amortized intangible assets:
Customer-related $376,343 $(111,029 ) $265,314 11 years
Technology-based 1,953 (1,520 ) 433 5 years
Capitalized software development costs 9,242 (3,477 ) 5,765 4 years
Technology license 5,164 (1,721 ) 3,443 5 years
Trade name 2,800 (464 ) 2,336 6 years
Total 395,502 (118,211 ) 277,291 10 years
Unamortized intangible assets:
Trade name 2,400 � 2,400
Total $397,902 $(118,211 ) $279,691

Intangible asset amortization expense for the nine months ended September 30, 2011 and 2010 was $46.3 million and $23.2
million, respectively. Intangible asset amortization expense for the three months ended September 30, 2011 and 2010 was $16.5 million
and $7.9 million, respectively.

Gross intangible assets as of September 30, 2011 included $24.0 million for customer relationship intangible assets (6 year
weighted average useful life), $0.4 million for trade names, and $0.1 million for software acquired from XETA. These amounts are
based on the Company�s preliminary allocations of the purchase price and may change significantly based on a valuation that will be
finalized within 12 months after the closing date. The Company estimates that future aggregate amortization expense related to
intangible assets as of September 30, 2011 will be as follows for the periods presented (in thousands):
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Year Ending December 31,

2011 (remaining three months) $16,505
2012 55,769
2013 43,564
2014 34,405
2015 25,838
Thereafter 81,610
Total $257,691
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5. LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS

Long-term debt and capital lease obligations as of September 30, 2011 and December 31, 2010 consisted of the following:

September 30,

2011

December 31,

2010

(in thousands)

8 7/8% Senior Secured Notes due 2017 $650,000 $650,000
Unamortized discount on 8 7/8% Senior Secured Notes due 2017,

net (7,462 ) (8,435 )
9 7/8% Senior Notes due 2018 450,000 450,000
Unamortized discount on 9 7/8% Senior Notes due 2018 (13,408 ) (14,811 )
9.5% Senior Notes due 2015 300,000 300,000
Senior secured credit facilities 99,500 25,000
Unamortized discount on senior secured credit facilities (237 ) �

Capital lease obligations 44,295 45,805
Other 694 530
Total debt 1,523,382 1,448,089
Less: current portion (16,977 ) (10,733 )
Long-term debt and capital lease obligations $1,506,405 $1,437,356

Senior Secured Credit Facilities

On May 31, 2011, PAETEC Holding entered into an amended and restated credit agreement (the �credit agreement�), dated as of
May 31, 2011, which amended and restated PAETEC Holding�s credit agreement dated February 28, 2007, as amended (the �original
credit agreement�).

Under the credit agreement, lenders have made available to the Company $225 million of senior secured credit facilities consisting
of the following:

� a $100 million term loan credit facility under which the Company obtained term loans on May 31, 2011 in an aggregate
principal amount of $100 million; and

� a revolving credit facility under which the Company may obtain from time to time revolving loans of up to an aggregate
principal amount of $125 million outstanding at any time and under which no amounts were outstanding as of September 30,
2011.

PAETEC Holding is the borrower under the term loan and revolving credit facilities. All obligations under the facilities are
unconditionally guaranteed on a senior secured basis by all of PAETEC Holding�s directly and indirectly owned domestic subsidiaries,
except as expressly provided in the credit agreement.

The Company may elect, subject to pro forma compliance with a total leverage ratio covenant and other conditions, to solicit the
lenders under the credit agreement or other prospective lenders to extend up to $300 million in aggregate principal amount of additional
loans under the credit facilities.

Borrowings under the credit facilities may be used for working capital, capital expenditures and general corporate purposes,
including payment of outstanding borrowings incurred by the Company under the original credit agreement and payment of merger
consideration and other costs and expenses. A portion of the revolving credit facility is available for the issuance of letters of credit to

8
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support the Company�s operating requirements. The Company received gross proceeds of $99.8 million from its $100 million of
borrowings under the term loan facility, which was offered at a price of 99.750% of the principal amount, and the proceeds were used as
follows:

� approximately $69.5 million to pay the merger consideration and associated costs and expenses related to the completion on
May 31, 2011 of PAETEC�s acquisition by merger of XETA, including repayment of borrowings outstanding under the
acquired company�s revolving line of credit (Note 2);

� approximately $25.1 million to repay in full all outstanding revolving loans incurred under the original credit agreement; and

� the remaining proceeds to pay fees and expenses incurred in connection with the new credit facilities, and for other general
corporate purposes.

The term loan facility will mature on May 31, 2018. The Company is required to make quarterly principal payments of $250,000
beginning in the quarter ended June 30, 2011 and continuing each quarter through the term loan facility maturity date. In addition, the
Company is required to make principal repayments under the term loan facility from specified excess cash flows from operations and
from the net proceeds of specified types of asset sales, debt issuances, and insurance recovery and condemnation events.

The revolving credit facility will mature on May 31, 2016 except that, if more than $25 million in aggregate principal amount of
the Company�s outstanding 9.5% Senior Notes due 2015 is outstanding on January 15, 2015, the revolving credit facility will mature on
January 15, 2015. There are no scheduled principal payments under the revolving loans. Any outstanding revolving loans will be
payable in full on the revolving loan maturity date.

Interest accrued on borrowings outstanding under the credit facilities generally is payable on a monthly or quarterly basis. The
term loan borrowings bear interest, at the Company�s option, at an annual rate equal to either a specified base rate plus a margin of
2.50%, or the applicable London interbank offered rate (�LIBOR�) (or, if greater, 1.50%) plus a margin of 3.50%. The margin
applicable to loans under the revolving credit facility is subject to specified reductions based on certain reductions in the Company�s
total leverage ratio and is either the specified base rate plus a margin of 1.75% to 2.25% or LIBOR plus a margin of 2.75% to 3.25%.
The base rate is equal to the highest of a specified prime lending rate, the overnight federal funds rate plus 0.50%, one month LIBOR
plus 1.00%, and, with respect to term loan borrowings, 2.50%. Subject to availability and other conditions, the Company has the right to
select interest periods of 1, 2, 3, 6 or, in the case of the revolving credit facility borrowings (subject to the approval of the revolving
credit lenders), 9 or 12 months for LIBOR loans.

The credit agreement contains customary representations and warranties by the Company, as well as customary events of default.
The credit agreement requires the Company to comply with affirmative and negative covenants customarily applicable to senior secured
credit facilities, including covenants restricting the ability of PAETEC Holding and its subsidiaries, subject to specified exceptions, to
incur additional indebtedness and additional liens on their assets, engage in mergers or acquisitions or dispose of assets, pay dividends
or make other distributions, voluntarily prepay certain other indebtedness, enter into transactions with affiliated persons, make
investments, change the nature of their businesses and amend the terms of certain other indebtedness. The Company was in compliance
with these covenants as of September 30, 2011. The credit agreement permits the incurrence of $55 million of non-recourse debt for the
acquisition and construction of the Company�s new corporate headquarters.

The Company is required to satisfy a total leverage ratio under which the ratio of its consolidated debt to its adjusted consolidated
EBITDA (as defined for purposes of the credit agreement) will not be permitted to be greater than (a) 5.00:1.00 on the last day of any
fiscal quarter ending before December 31, 2011 or (b) 4:75:1.00 on the last day of any fiscal quarter ending on or after December 31,
2011. The Company was in compliance with this financial covenant as of September 30, 2011.

Senior Notes due 2018

On July 8, 2011, in accordance with registration rights granted to the original purchasers of PAETEC Holding�s 9 7/8% Senior
Notes due 2018, PAETEC Holding completed an exchange offer of all of its outstanding 9 7/8% Senior Notes due 2018 in an aggregate
principal amount of $450 million for notes with substantially identical terms registered under the Securities Act of 1933.
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6. INCOME TAXES

The provision for income taxes for the nine months ended September 30, 2011 was $2.4 million and represents current state taxes
consisting primarily of taxes based on gross margin or modified gross receipts, and income taxes in jurisdictions where net operating
losses are not available. The difference between the statutory rate and the effective tax rate for the nine months ended September 30,
2011 was primarily attributable to the existence of a valuation allowance on PAETEC�s net deferred tax assets.
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ASC 740, Income Taxes, requires the recognition of a financial statement benefit of a tax position only after a determination that
the relevant tax authority would more likely than not sustain the position following an audit. For tax positions meeting the more-likely-
than-not threshold, the amount recognized in the financial statements is the largest benefit that has a greater than fifty percent likelihood
of being realized upon ultimate settlement with the relevant tax authority. The amount of unrecognized tax benefits from uncertain tax
positions as of September 30, 2011 was $0.5 million, net of federal benefit, the majority of which, if recognized, would affect the
effective tax rate.

The Company recognizes interest and penalties accrued on unrecognized tax benefits as a component of the provision for income
taxes. As of September 30, 2011, the Company had less than $0.1 million of accrued interest related to unrecognized tax benefits.

The Company files U.S. federal income tax returns and income tax returns in various state jurisdictions. The Company�s U.S.
federal tax years ended December 31, 2007 through December 31, 2010 and various state tax years remain subject to income tax
examinations by tax authorities.

7. SHARE-BASED TRANSACTIONS

2011 Stock Incentive Plan

On June 2, 2011, the PAETEC Holding Corp. 2011 Omnibus Incentive Plan (the �2011 Incentive Plan�) was approved by
stockholders and became effective. The maximum number of shares of PAETEC Holding common stock that are available for issuance
in connection with equity awards under the 2011 Incentive Plan is equal to 12,000,000 shares, plus the number of shares available for
future awards under the PAETEC Holding Corp. 2007 Omnibus Incentive Plan as of June 2, 2011, plus the number of shares related to
awards outstanding under the 2007 Omnibus Incentive Plan as of June 2, 2011 which thereafter terminate by expiration, forfeiture,
cancellation or otherwise without the issuance of such shares. The 2011 Incentive Plan will terminate automatically ten years after its
effective date unless it is earlier terminated by the PAETEC Holding Corp. board of directors. Awards under the 2011 Incentive Plan
may be made in the form of stock options, restricted stock, stock units, unrestricted stock, dividend equivalent rights, stock appreciation
rights, performance awards, incentive awards, cash awards and any combination of the foregoing.

Employee Stock Purchase Plan

As of September 30, 2011, purchase rights for 2,473,447 shares had been granted under the PAETEC Holding Corp. Employee
Stock Purchase Plan (�ESPP�) and 1,626,553 shares of common stock remained available for issuance.

During the three-month purchase periods ended March 31, 2011, June 30, 2011 and September 30, 2011, PAETEC Holding issued
174,927, 124,867, and 147,055 shares, respectively, at respective purchase prices of approximately $ 3.01, $4.31, and $4.76 per share,
which represented 90% of the closing price of the common stock as reported on the NASDAQ Global Select Market on March 31,
2011, June 30, 2011 and September 30, 2011, respectively. Compensation expense attributable to the ESPP for the three and nine
months ended September 30, 2011 totaled approximately $0.1 million and $0.2 million, respectively.
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Stock Option Activity

The following table summarizes stock option activity for the nine months ended September 30, 2011:

Shares of

Common Stock

Underlying

Options

Weighted

Average

Exercise

Price

Weighted

Average

Remaining

Contractual Life

(years)

Aggregate

Intrinsic Value

(in thousands)

Outstanding at January 1, 2011 10,457,311 $ 4.35
Granted 1,566,878 $ 4.16
Exercised (1,124,260 ) $ 2.89
Canceled (1,367,792 ) $ 4.85
Forfeited (189,668 ) $ 4.13
Outstanding at September 30, 2011 9,342,469 $ 4.43 5.7 $ 16,451

Exercisable at September 30, 2011 6,660,440 $ 4.59 4.4 $ 12,691

The aggregate intrinsic value in the table above represents the total pretax intrinsic value (the difference between the closing sale
price of PAETEC Holding�s common stock as reported on the NASDAQ Global Select Market on September 30, 2011 and the exercise
price, multiplied by the number of in-the-money options) that would have been received by the option holders if all option holders had
exercised their options on September 30, 2011. This amount changes based on the fair market value of PAETEC Holding�s common
stock. The aggregate intrinsic value of options exercised during the nine months ended September 30, 2011 was approximately $2.3
million.

For options granted during the nine months ended September 30, 2011 and 2010, the weighted average fair values of the stock
options granted, estimated on the dates of grant using the Black-Scholes option-pricing model, were $2.78 and $2.85, respectively, using
the following assumptions:

Nine Months Ended September 30,

2011 2010

Expected option life (in years) 6.2 6.2
Risk free interest rate 1.24% � 3.24% 1.7% � 3.0 %
Expected volatility 73.1% � 74.3% 75.4% � 75.8%
Expected dividend yield � �

Total compensation expense related to stock options granted was approximately $1.8 million and $2.1 million for the nine months
ended September 30, 2011 and 2010, respectively. Total compensation expense related to stock options granted was approximately $0.7
million both for the three months ended September 30, 2011 and 2010, respectively. These amounts are recorded as part of selling,
general and administrative expenses in the accompanying condensed consolidated statements of operations.

The following table summarizes stock option information as of September 30, 2011:

Options Outstanding Options Exercisable

Range of Exercise Prices

Number of

Options

Weighted

Average

Exercise

Price

Number of

Options

Weighted

Average

Exercise

Price

$0.00 - $2.10 2,233,027 $ 1.66 1,945,770 $ 1.71
$2.11 - $3.15 1,055,552 $ 2.31 1,038,793 $ 2.30
$3.16 - $7.35 4,274,277 $ 4.22 2,013,949 $ 4.30
$7.36 - $13.46 1,779,613 $ 9.64 1,661,928 $ 9.74
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9,342,469 $ 4.43 6,660,440 $ 4.59
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As of September 30, 2011, there was approximately $5.5 million of total unrecognized stock-based compensation expense related
to unvested stock options. The Company expects to recognize the expense over a weighted average period of approximately 1.9 years.

Stock Unit Activity

The following table summarizes stock unit activity for the nine months ended September 30, 2011:

Shares of

Common Stock

Underlying

Stock Units

Weighted

Average

Grant Date

Fair Value

Outstanding at January 1, 2011 3,987,767 $ 5.29
Granted 6,187,628 $ 4.53
Vested (1,225,165 ) $ 7.33
Canceled (731,350 ) $ 3.33
Forfeited (151,130 ) $ 4.42

Outstanding at September 30, 2011 8,067,750 $ 4.78

For stock units granted during the nine months ended September 30, 2011 and 2010, the weighted average fair values of the stock
units granted, determined based on the closing sale price of PAETEC Holding�s common stock as reported on the NASDAQ Global
Select Market on the dates of grant, were $4.53 and $3.55, respectively.

The aggregate intrinsic value of stock units that vested during the nine months ended September 30, 2011 was approximately $4.7
million.

To satisfy income tax withholding requirements in connection with the vesting of stock units during the nine months ended
September 30, 2011 and 2010, the Company withheld 426,989 and 549,651 shares, respectively, of PAETEC Holding common stock.

For the nine months ended September 30, 2011 and 2010, total compensation expense related to stock units granted was
approximately $8.5 million and $5.1 million, respectively. For the three months ended September 30, 2011 and 2010, total
compensation expense related to stock units granted was approximately $4.6 million and $1.7 million, respectively. These amounts are
recorded as part of selling, general and administrative expenses in the accompanying condensed consolidated statements of operations.

As of September 30, 2011, there was unrecognized stock-based compensation expense related to unvested stock unit awards of
approximately $28.9 million. The Company expects to recognize the expense over a weighted average period of approximately 1.6
years.

Warrant Activity

The following table summarizes warrant activity for the nine months ended September 30, 2011:

Shares of

Common Stock

Underlying

Warrants

Weighted

Average

Exercise

Price

Weighted

Average

Remaining

Contractual Life

(years)

Aggregate

Intrinsic Value

(in thousands)

Outstanding at January 1, 2011 2,521,935 $ 2.41
Exercised (927,922 ) $ 2.07
Forfeited (490,358 ) $ 3.35
Outstanding at September 30, 2011 1,103,655 $ 2.28 2.3 $ 3,321

Exercisable at September 30, 2011 1,103,655 $ 2.28 2.3 $ 3,321
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The aggregate intrinsic value in the table above represents the total pretax intrinsic value (the difference between the closing sale
price of PAETEC Holding�s common stock as reported on the NASDAQ Global Select Market on September 30, 2011 and the warrant
exercise price, multiplied by the number of in-the-money warrants) that would have been received by the warrant holders if all warrant
holders had exercised their warrants on September 30, 2011. This amount changes based on the fair market value of PAETEC Holding�s
common stock. The aggregate intrinsic value of warrants exercised during the nine months ended September 30, 2011 was
approximately $3.2 million.
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For the nine months ended September 30, 2011 and 2010, total stock-based compensation expense related to warrants was
approximately $0.2 million. For the three months ended September 30, 2011 and 2010, total stock-based compensation expense related
to warrants was less than $0.1 million and approximately $0.1 million, respectively. These amounts are recorded as part of selling,
general and administrative expenses in the accompanying condensed consolidated statements of operations.

The following table summarizes information relating to outstanding warrants as of September 30, 2011:

Warrants Outstanding Warrants Exercisable

Range of Exercise Prices

Shares of

Common

Stock

Underlying

Warrants

Weighted

Average

Exercise

Price

Shares of

Common

Stock

Underlying

Warrants

Weighted

Average

Exercise

Price

$0.01 - $2.06 842,219 $ 2.05 842,219 $ 2.05
$2.07 - $2.89 189,214 $ 2.87 189,214 $ 2.87
$2.90 - $4.01 72,222 $ 3.45 72,222 $ 3.45

1,103,655 $ 2.28 1,103,655 $ 2.28

8. LOSS PER COMMON SHARE

The computation of basic and diluted net loss per common share for the three and nine months ended September 30, 2011 and
2010 was as follows:

Three Months Ended September 30, Nine Months Ended September 30,

2011 2010 2011 2010

(in thousands, except share and per share data)

Net loss $(17,077 ) $(14,755 ) $(38,445 ) $(31,821 )

Weighted average common shares
outstanding � basic and diluted 146,000,189 145,145,204 145,170,298 145,572,170

Net loss per common share � basic and
diluted $(0.12 ) $(0.10 ) $(0.26 ) $(0.22 )

For the three and nine months ended September 30, 2011 and 2010, the Company had outstanding options, warrants and stock
units for 18,513,874 and 17,532,362 shares, respectively, that were not included in the calculation of diluted net loss per common share
because the effect would have been anti-dilutive.

9. COMMITMENTS AND CONTINGENCIES

Purchase Commitments

As of September 30, 2011, the Company had entered into agreements with vendors to purchase approximately $41.5 million of
equipment and services, of which the Company expects $36.3 million to be delivered and payable in the year ending December 31, 2011
and $2.6 million to be delivered and payable in each of the years ending December 31, 2012 and 2013.

Data and Voice Services

The Company has various agreements with certain carriers for data and voice services. As of September 30, 2011, the Company�s
minimum commitments under these agreements totaled $64.6 million, of which $36.9 million expires in the year ending December 31,
2011, $12.5 million expires in each of the years ending December 31, 2012 and 2013, and the remaining $2.7 million expires in the year
ending December 31, 2014. Related expenses, when incurred, are included in cost of sales in the accompanying condensed consolidated
statements of operations.
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Regulation

The Company�s services are subject to varying degrees of federal, state and local regulation. These regulations are subject to
ongoing proceedings at federal and state administrative agencies or within state and federal judicial systems. Results of these
proceedings could change, in varying degrees, the manner in which the Company operates. The Company cannot predict the outcome of
these proceedings or their effect on the Company�s industry generally or on the Company specifically.

Interconnection and Network Access Agreements

The Company is dependent on the use of incumbent local exchange carriers� local and transport networks and access services to
provide telecommunications services to its customers. Charges for leasing local and transport network components and purchasing
special access services historically have made up a significant percentage of the Company�s overall cost of providing the services.
These network components and services are purchased in each PAETEC market through interconnection agreements, special access
contracts, commercial agreements or a combination of such agreements from the incumbent local exchange carrier, or, where available,
from other wholesale network service providers. These costs are recognized in the period in which the services are delivered and are
included as a component of the Company�s cost of sales in the accompanying condensed consolidated statements of operations.

Letters of Credit

The Company is party to letters of credit totaling $8.8 million as of September 30, 2011. The Company does not expect any
material losses from these financial instruments since performance under these letters of credit is not likely to be required.

Litigation

The Company is party to various legal proceedings, most of which relate to routine matters incidental to the Company�s business.
The result of any current or future litigation or other legal proceedings is inherently unpredictable. The Company�s management,
however, believes that there is no litigation or other legal proceedings asserted or pending against the Company that could have,
individually or in the aggregate, a material effect on its financial position, results of operations or cash flows except as indicated below.

In October 2008, PaeTec Communications, Inc. filed a claim in the Supreme Court for the State of New York, County of Monroe,
against Lucent Technologies, Inc., Alcatel USA Marketing, Inc. and Alcatel-Lucent (collectively �Alcatel-Lucent�) for reimbursement
of costs and fees in connection with a patent infringement case brought against the Company by Sprint Communications Company L.P.
(�Sprint�) and settled in May 2009. The Company�s claim against Alcatel-Lucent alleges that because the Sprint claims arose from the
use by the Company of Alcatel-Lucent equipment, Alcatel-Lucent has an obligation to defend and indemnify the Company pursuant to
the contract terms under which it sold the equipment to the Company. Alcatel-Lucent has denied the claim and counter-claimed against
the Company for allegedly unpaid switch software licensing charges, and associated late fees. The Company believes that it has
meritorious defenses against these counter-claims. At this time, the Company is unable to estimate a potential loss or range of loss, if
any.

In August 2011 purported stockholders of the Company filed a complaint styled as a class action lawsuit in the Court of Chancery
of the State of Delaware and a second complaint styled as a class action lawsuit in the Supreme Court of the State of New York, Monroe
County, in response to the announcement of the execution of the agreement and plan of merger, dated as of July 31, 2011, among the
Company, Windstream Corporation, and Peach Merger Sub, Inc. described in Note 1. The plaintiff in the New York action also filed a
complaint in the Court of Chancery of the State of Delaware. The lawsuits were consolidated in the Court of Chancery of the State of
Delaware (the �Consolidated Lawsuit�). The Consolidated Lawsuit alleged, among other things, that the board of directors of the
Company conducted an unfair sales process resulting in an unfair merger price and breached their fiduciary duties in agreeing to the
merger, and that Windstream aided and abetted in the breaches of fiduciary duties. The Consolidated Lawsuit also alleged that the board
of directors of the Company breached their fiduciary duties by issuing a false and misleading proxy statement. The lawsuit sought to
enjoin the merger and sought unspecified monetary damages. On October 14, 2011, the Company entered into a memorandum of
understanding (the �MOU�) with plaintiffs and other named defendants regarding the settlement of the Consolidated Lawsuit. Under the
terms of the MOU, the Company, the other named defendants, and the plaintiffs agreed to settle the Consolidated Lawsuit and negotiate
or arbitrate a release of the defendants from claims relating to the merger, subject to court approval. If the court approves the settlement
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contemplated by the MOU, the Consolidated Lawsuit will be dismissed with prejudice. Pursuant to the terms of the MOU, Windstream
and the Company made available additional information to the Company�s stockholders before the Company�s special meeting of
stockholders held on October 27, 2011. In addition, the defendants in the Consolidated Lawsuit have agreed to negotiate in good faith
with plaintiffs� counsel regarding an appropriate amount of fees, costs and expenses to be paid to plaintiffs� counsel by the Company or
its successor. The Company and the other defendants deny all of the allegations in the Consolidated Lawsuit, but agreed to settle the
Consolidated Lawsuit in order to avoid costly litigation and reduce the risk of any delay to the completion of the merger.
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10. FAIR VALUE MEASUREMENTS

The carrying value of the Company�s financial instruments, other than debt, does not materially differ from the estimated fair
values as of September 30, 2011 and December 31, 2010. The carrying amount and estimated fair value of the Company�s senior debt
are summarized as follows (in thousands):

As of September 30, 2011 As of December 31, 2010

Carrying

Amount

Fair

Value

Carrying

Amount

Fair

Value

Senior long-term debt, including current portion $1,499,500 $1,564,380 $1,425,000 $1,495,250

The estimated market values as of September 30, 2011 and December 31, 2010 are based on quarter-end closing market prices
published by securities firms. While the Company believes these approximations to be reasonably accurate at the time published,
quarter-end closing market prices can vary widely depending on the volume traded by any given securities firm and on other factors.

The provisions of ASC 820, Fair Value Measurements and Disclosures, establishes a framework for measuring the fair value of
financial assets and financial liabilities by establishing a hierarchy that categorizes and prioritizes the sources to be used to estimate fair
value as follows:

Level 1 � defined as observable inputs such as quoted prices in active markets;

Level 2 � inputs include quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar
assets or liabilities in markets that are not active, inputs other than quoted prices that are observable for the asset or liability
(interest rates, yield curves, etc.), and inputs that are derived principally from or corroborated by observable market data by
correlation or other means (market corroborated inputs); and

Level 3 � unobservable inputs that reflect the Company�s determination of assumptions that market participants would use in
pricing the asset or liability. These inputs are developed based on the best information available, including the Company�s own
data.

The following table summarizes the valuation of the Company�s financial instruments by the foregoing fair value hierarchy levels
as of September 30, 2011 and December 31, 2010, respectively (in thousands):

Fair Value Measurements as of September 30, 2011 Using:

(Level 1) (Level 2) (Level 3)

Assets
Cash and cash equivalents $ 9,802 � �

Other assets, net $ 2,859 � �

Fair Value Measurements as of December 31, 2010 Using:

(Level 1) (Level 2) (Level 3)

Assets
Cash and cash equivalents $ 11,186 � �

Other assets, net $ 2,859 � �

At September 30, 2011 and December 31, 2010, the fair value of cash and cash equivalents presented in the table above was
primarily composed of the Company�s investments in publicly traded money market instruments. The Company�s cash and cash
equivalent balances excluded from the table above are composed of cash, certificates of deposits with original maturities of one month
or less and overnight investments. The fair value of the Company�s other assets, net consists of restricted investments in registered
money market instruments.

11. RECENT ACCOUNTING PRONOUNCEMENTS
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In September 2011, the Financial Accounting Standards Board (�FASB�) issued Accounting Standards Update (�ASU�) 2011-08,
Intangibles � Goodwill and Other (Topic 350): Testing for Goodwill for Impairment. The intent of ASU 2011-08 is to simplify how
registrants test goodwill for impairment. ASU 2011-08 permits registrants to first assess qualitative factors to determine whether
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it is more likely than not that the fair value of a reporting unit is less than its carrying amount as a basis for determining whether it is
necessary to perform a two-step goodwill impairment test. A registrant would not be required to calculate the fair value of a reporting
unit unless the registrant determines that it is more likely than not that its fair value is less than its carrying amount. The guidance is
effective for annual and interim goodwill impairment tests performed for years beginning after December 15, 2011 with early adoption
permitted. The Company is currently evaluating this guidance, but does not expect its adoption will have a material effect on the
Company�s financial statements.

In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income. The new guidance will require a company
to present components of net income and other comprehensive income in one continuous statement or in two separate, but consecutive
statements. There are no changes to the components that are recognized in net income or other comprehensive income under current
accounting principles generally accepted in the United States of America (�GAAP�). This guidance is effective for fiscal years, and
interim periods within those fiscal years, beginning after December 15, 2011, with early adoption permitted. The Company is currently
evaluating this guidance, but does not expect its adoption will have a material effect on the Company�s financial statements.

In May 2011, the FASB issued ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure
Requirements in U.S. GAAP and IFRSs. This guidance amends certain measurement and disclosure requirements related to fair value
measurements to improve consistency with international reporting standards. This guidance is effective prospectively for public entities
for interim and annual reporting periods beginning after December 15, 2011, with early adoption by public entities prohibited. The
Company is currently evaluating this guidance, but does not expect its adoption will have a material effect on the Company�s financial
statements.

In October 2009, the FASB issued ASU 2009-13, Revenue Recognition (Topic 605). This ASU provides amendments to the criteria
in ASC 605-25 for separating consideration in multiple-deliverable revenue arrangements. It establishes a hierarchy of selling prices to
determine the selling price of each specific deliverable, which includes vendor-specific objective evidence (if available), third-party
evidence (if vendor-specific evidence is not available), or estimated selling price if neither of the first two is available. This ASU also
eliminates the residual method for allocating revenue between the elements of an arrangement and requires that arrangement
consideration be allocated at the inception of the arrangement. Finally, this ASU expands the disclosure requirements regarding a
vendor�s multiple-deliverable revenue arrangements. The adoption of this accounting standard on January 1, 2011 did not have a
material impact on the Company�s financial statements.

In October 2009, the FASB issued ASU 2009-14, Certain Revenue Arrangements that include Software Elements. This ASU
amends accounting and reporting guidance under ASC 605-985 to exclude from its scope all tangible products containing both software
and non-software components that function together to deliver the product�s essential functionality. The adoption of this accounting
standard on January 1, 2011 did not have a material impact on the Company�s financial statements.

12. SUBSEQUENT EVENTS

In accordance with the provisions of ASC 855, Subsequent Events, the Company has evaluated all subsequent events to ensure that
this Quarterly Report on Form 10-Q includes appropriate disclosure of events both recognized in the financial statements as of
September 30, 2011, and events which occurred subsequent to September 30, 2011 but were not recognized in the financial statements.
No subsequent events that required recognition or disclosure were identified, except any matters already discussed within these financial
statements.
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Item 2. Management��s Discussion and Analysis of Financial Condition and Results of Operations

Except for statements that present historical facts, this management�s discussion and analysis contains �forward-looking
statements� within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. In
some cases, you can identify these statements by such forward-looking words as �anticipate,� �believe,� �could,� �estimate,� �expect,�
�intend,� �may,� �plan,� �potential,� �should,� �will� and �would,� or similar expressions. These statements involve known and
unknown risks, uncertainties and other factors that may cause our actual operating results, financial position, levels of activity or
performance to be materially different from those expressed or implied by such forward-looking statements. Some of these risks,
uncertainties and factors are discussed under the caption �Item 1A. Risk Factors� in our Annual Report on Form 10-K for our 2010
fiscal year as amended on Form 10-K/A, which we refer to as the �2010 Form 10-K,� and in our subsequently filed SEC reports.

You should read the following management�s discussion and analysis in conjunction with our 2010 Form 10-K and together with
the condensed consolidated financial statements and related notes and the other financial information that appear elsewhere in this
report.

Unless the context indicates otherwise, references in this management�s discussion and analysis to �we,� �us,� �our,� �the
company� and �PAETEC� mean PAETEC Holding Corp. and its subsidiaries and �PAETEC Holding� means PAETEC Holding Corp.

Merger Agreement with Windstream Corporation

As previously reported, effective on July 31, 2011, PAETEC Holding entered into an agreement and plan of merger, which we
refer to as the �merger agreement,� with Windstream Corporation, which we refer to as �Windstream,� and Peach Merger Sub, Inc., a
wholly-owned subsidiary of Windstream, pursuant to which, among other things, Peach Merger Sub, Inc. will be merged with and into
PAETEC Holding, with PAETEC Holding surviving the merger as a wholly-owned subsidiary of Windstream.

Windstream is an S&P 500 communications and technology solutions provider with operations in 29 states and the District of
Columbia and approximately $3.7 billion in revenues for 2010. Windstream provides IP-based voice and data services, multi-protocol
label switching, or �MPLS,� networking, data center and managed hosting services and communication systems to businesses and
government agencies. Windstream also delivers broadband, digital phone and high-definition TV services to residential customers
primarily located in rural areas and operates a local and long-haul fiber network spanning approximately 60,000 route miles.

Subject to the terms and conditions of the merger agreement, each share of PAETEC Holding common stock outstanding
immediately prior to the effective time of the merger will be converted into the right to receive 0.460 shares of the common stock of
Windstream. Outstanding PAETEC Holding stock options, restricted stock units and other equity awards generally will be converted at
the effective time of the merger into stock options, restricted stock units and other equity awards with respect to Windstream common
stock, after giving effect to the merger exchange ratio.

The merger agreement contains representations and warranties customary for transactions of this type. PAETEC Holding has
agreed to various customary covenants and agreements, including, among others, agreements (1) to conduct its business in the ordinary
course consistent with past practice during the period between the execution of the merger agreement and the effective time of the
merger, and (2) not to engage in certain kinds of transactions during this period.

The merger agreement has been approved by the board of directors of each of Windstream and PAETEC Holding. At a special
meeting of stockholders held on October 27, 2011, PAETEC Holding�s stockholders adopted the merger agreement and approved the
transactions contemplated by the merger agreement in accordance with applicable law.

Consummation of the merger is not subject to approval by the stockholders of Windstream or to any financing condition, but it is
subject to certain customary conditions, including, among others, receipt of required regulatory approvals from the Federal
Communications Commission and certain public utilities commissions and the absence of any law, regulation, order, or injunction
prohibiting the merger. Each party�s obligation to consummate the merger also is subject to other conditions, including the accuracy of
the representations and warranties of the other party (generally subject to a material adverse effect standard), material compliance by the
other party with its obligations under the merger agreement, and the absence of a material adverse effect related to the other party.
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Subject to the satisfaction of the closing conditions, the parties anticipate that the transaction will be consummated by December 31,
2011.

The merger agreement contains certain termination provisions for Windstream and PAETEC Holding. Upon termination of the
merger agreement, under specified circumstances, PAETEC may be required to pay Windstream a termination fee equal to $40 million
or to reimburse Windstream�s expenses incurred in connection with the proposed transaction in an amount not to exceed $15 million. In
addition, under certain circumstances, including payment of a termination fee equal to $40 million, PAETEC is permitted to terminate
the merger agreement to enter into a definitive agreement with a third party with respect to an acquisition proposal.
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Overview

PAETEC is a competitive broadband communications services and solutions provider guided by the principle that delivering
superior customer service is the key to competing successfully with other communications services providers. PAETEC�s primary
business is providing business end-user customers in metropolitan areas with a package of integrated broadband services that
encompasses data services, including Internet access services and virtual private network services, and voice services, including local
telephone services and domestic and international long distance services. As of September 30, 2011, PAETEC provided services for
approximately 51,000 business customers in a service area encompassing 86 of the top 100 metropolitan statistical areas.

Acquisition of XETA. On May 31, 2011, PAETEC Holding completed its acquisition by merger of XETA Technologies, Inc., or
�XETA,� a provider of advanced communications solutions. On the closing date, XETA continued in existence as a wholly-owned
subsidiary of PAETEC Holding. The purchase price for the acquisition was approximately $68.1 million in cash.

Revenue. PAETEC derives revenue from sales of its network services, carrier services and integrated solutions services. PAETEC
derives most of its revenue from monthly recurring fees and usage-based fees that are generated principally by sales of its network
services.

Monthly recurring fees include the fees paid by PAETEC�s customers for lines in service and additional features on those lines.
PAETEC primarily bills monthly recurring fees in advance.

Usage-based fees consist of fees paid by PAETEC�s network services customers for each call made, fees paid by the incumbent
carriers in PAETEC�s markets as �reciprocal compensation� when PAETEC terminates local calls made by their customers, and access
fees paid by other carriers for long distance calls PAETEC originates or terminates for those carriers.

The monthly recurring fees and usage-based fees generated by sales of PAETEC�s network services to end users and carrier
services to any customer tend to be relatively consistent from month to month, subject to changes in the calling patterns of the
customer�s business.

Network Services. PAETEC delivers integrated communications services, including data and Internet services, local services and
long distance services, to end users on a retail basis, which the company refers to as its �network services.�

PAETEC�s network services revenue consists primarily of monthly recurring fees and usage-based fees. In addition to usage-
based fees invoiced directly to the end-user customers, usage-based fees for PAETEC�s network services include the interstate and
intrastate access fees the company receives from other communications providers when it originates or terminates long-distance calls for
those other providers to or from PAETEC�s network services customers, and the reciprocal compensation fees PAETEC receives from
some other local carriers when it terminates non-toll calls originated by customers of other carriers. PAETEC recognizes revenue during
the period in which the revenue is earned. PAETEC�s network services also generate non-recurring service activation and installation
fee revenues, which it receives upon initiation of service. PAETEC defers recognition of these revenues and amortizes them over the
average customer life.

PAETEC�s core network services are those that generate revenue from retail enterprise customers to which PAETEC delivers such
integrated communications services on primarily T1 or larger access lines, which excludes access fee and reciprocal compensation fee
revenue related to network services and revenue from the company�s non-core POTS operations. POTS operations involve the
provision of basic telephone services supplying standard single line telephones, telephone lines and access to the public switched
network.

Carrier Services. PAETEC generates revenue from wholesale sales of communications services to other communications
businesses, which the company refers to as its �carrier services.�

PAETEC�s carrier services revenue consists primarily of monthly recurring fees and usage-based fees. Usage-based fees for
PAETEC�s carrier services consist primarily of the interstate and intrastate access fees the company receives from other
communications providers when it originates or terminates long distance calls for those other providers to or from PAETEC�s carrier
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services customers, and the reciprocal compensation fees PAETEC receives from some other local carriers when it terminates to its
carrier services customers local calls made by customers of other local carriers.

PAETEC�s core carrier services are those that generate revenue from other communications providers, which excludes access fee
and reciprocal compensation fee revenue related to carrier services and revenue from the company�s non-core POTS operations.

Integrated Solutions. PAETEC derives revenue from sales to retail end-user customers of telecommunications equipment and
software and related services and energy supply services, which the company refers to collectively as its �integrated solutions.�
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A portion of PAETEC�s integrated solutions revenue consists of fees its customers pay for equipment, fees paid for PAETEC�s
system design, and fees paid for installation and maintenance services. PAETEC recognizes revenue for equipment sales and system
design and installation services upon delivery and acceptance of the underlying installed equipment. Revenues from maintenance
contracts are recognized ratably over the term of the underlying contract.

PAETEC derives an additional component of its integrated solutions revenue by selling and supporting its proprietary
telecommunications software. PAETEC recognizes revenue related to software sales upon delivery of the software. Support fees include
fees for maintenance of PAETEC�s telecommunications software and fees for training the end user in the proper use of that software.
PAETEC recognizes maintenance fees on a pro rata basis over the length of the underlying maintenance contract and training fees after
it fulfills the training obligation.

Energy supply services revenue consists primarily of usage-based fees its customers pay for unregulated electricity. Revenues are
subject to variability based upon market factors. PAETEC recognizes revenue related to energy sales when the service is provided.

Cost of Sales. PAETEC provides its network services and carrier services by using electronic network components that it owns and
telephone and data transmission lines that it leases from other telecommunications carriers. PAETEC�s cost of sales for these services
consists primarily of leased transport charges and usage costs for local and long distance calls. PAETEC�s leased transport charges are
the payments it makes to lease the telephone and data transmission lines, which the company uses to connect its customers to its
network and to connect its network to the networks of other carriers. Usage costs for local and long distance are the costs that PAETEC
incurs for calls made by its customers. Cost of sales for PAETEC�s integrated solutions includes the costs it incurs in designing systems
and purchasing and installing equipment and the costs incurred in procuring electricity from the market operators on a wholesale basis.

Selling, General and Administrative Expenses. PAETEC�s selling, general and administrative expenses include selling and
marketing, customer service, billing, corporate administration, engineering personnel and other personnel costs.

Depreciation and Amortization. Depreciation and amortization include depreciation of PAETEC�s telecommunications network
and equipment, computer hardware and purchased software, office equipment, furniture and fixtures, and buildings, as well as
amortization of intangible assets.

Acquisition, Integration and Separation Costs. Acquisition, integration and separation costs include external costs directly related
to PAETEC�s acquisition activities, such as advisory, legal, accounting, valuation and other professional fees. In addition, such costs
include employee severance and benefit costs associated with PAETEC�s acquisition activities.

Debt Extinguishment and Related Costs. PAETEC�s debt extinguishment and related costs include expenses related to the
repayment of outstanding term loans under PAETEC�s senior secured credit facilities and costs incurred related to PAETEC�s former
interest rate swap agreement.

Interest Expense. Interest expense includes interest due on PAETEC�s long-term debt and capital leases, amortization of debt
issuance costs, debt premiums, and debt discounts.

Other Income, Net. Other income, net includes investment income, non-monetary gains on the exchange of reciprocal indefeasible
rights of use, or �IRUs,� and other financing income.

Accounting for Income Taxes. PAETEC recognizes deferred income tax assets and liabilities for the expected future tax
consequences of transactions and events. Under this method, PAETEC determines deferred income tax assets and liabilities based on the
difference between the financial statement and tax bases of assets and liabilities using enacted tax rates in effect for the year in which it
expects the differences to reverse. If necessary, PAETEC reduces deferred income tax assets by a valuation allowance to an amount that
it determines is more likely than not to be recoverable.

Stock-Based Compensation PAETEC�s employees participate in a variety of equity incentive plans. Stock-based compensation
expense for all stock-based compensation awards is based on the grant date fair value estimated in accordance with the Financial
Accounting Standards Board, or �FASB,� Accounting Standards Codification, or �ASC,� Topic 718, Compensation�Stock
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Compensation. PAETEC recognizes these compensation costs, net of an estimated forfeiture rate, ratably over the requisite service
period of the award.

Results of Operations

The following table presents selected operating data for the three and nine months ended September 30, 2011 and 2010. In the
following comparisons of PAETEC�s operating results, we refer to the three months ended September 30, 2011 as our �2011 quarter�
and to the three months ended September 30, 2010 as our �2010 quarter.� We refer to the nine months ended September 30, 2011 as our
�2011 nine-month period� and to the nine months ended September 30, 2010 as our �2010 nine-month period.� The following
comparison of PAETEC�s operating results is materially affected by PAETEC�s acquisition by merger of Cavalier Telephone

19

Copyright © 2013 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


Corporation, or �Cavalier,� on December 6, 2010. Cavalier�s operating results are included in PAETEC�s operating results beginning
on December 6, 2010. Because of the significance of this transaction, PAETEC�s operating results for the 2011 and 2010 quarters and
the 2011 and 2010 nine-month periods are not directly comparable. PAETEC�s operating results were as follows (dollars in thousands):

Three Months Ended Nine Months Ended

September 30, 2011 (1) September 30, 2010 September 30, 2011 (1) September 30, 2010

$

% of

Revenue $

% of

Revenue $

% of

Revenue $

% of

Revenue

Revenue:

Network services revenue $384,288 72 % $305,799 75 % $1,137,563 74 % $926,515 78 %
Carrier services revenue 86,968 16 % 65,111 16 % 254,840 17 % 191,242 16 %
Integrated solutions revenue 65,026 12 % 37,524 9 % 146,447 9 % 76,828 6 %

Total revenue 536,282 100 % 408,434 100 % 1,538,850 100 % 1,194,585 100 %
Cost of sales (2) 256,865 48 % 206,339 51 % 728,854 47 % 595,872 50 %
Selling, general and

administrative expenses (3) 182,605 34 % 142,542 35 % 528,584 34 % 413,605 35 %
Acquisition, integration and

separation costs 10,843 2 % 3,724 1 % 16,742 1 % 3,724 *
Depreciation and amortization 65,911 12 % 47,261 12 % 194,982 13 % 141,873 12 %
Income from operations 20,058 4 % 8,568 2 % 69,688 5 % 39,511 3 %
Debt extinguishment and related

costs 0 * 0 * 0 * 4,423 *
Other income, net (111 ) * (98 ) * (333 ) * (360 ) *
Interest expense 36,294 7 % 23,021 6 % 106,064 7 % 67,658 6 %
Loss before income taxes (16,125 ) (3 )% (14,355 ) (4 )% (36,043 ) (2 )% (32,210 ) (3 )%
Provision for (benefit from)

income taxes 952 * 400 * 2,402 * (389 ) *
Net loss $(17,077 ) (3 )% $(14,755 ) (4 )% $(38,445 ) (3 )% $(31,821 ) (3 )%

Adjusted EBITDA (4) $102,277 $62,195 $292,222 $192,847

* Less than one percent
(1) Includes the results of Cavalier.
(2) Exclusive of operating items shown separately below.
(3) Exclusive of operating items shown separately below and inclusive of stock-based compensation.
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(4) Adjusted EBITDA, as defined by PAETEC for the periods presented, represents net loss before depreciation and amortization,
interest expense, provision for (benefit from) income taxes, stock-based compensation, acquisition, integration and separation
costs, gain on non-monetary transaction, and debt extinguishment and related costs. Adjusted EBITDA is not a financial
measurement prepared in accordance with accounting principles generally accepted in the United States of America, or �GAAP.�
See �Management�s Discussion and Analysis of Financial Condition and Results of Operations�Overview�Adjusted EBITDA
Presentation� in PAETEC�s 2010 Form 10-K for PAETEC�s reasons for including adjusted EBITDA data in this report and for
material limitations with respect to the usefulness of this measurement. The following table sets forth, for the periods indicated, a
reconciliation of adjusted EBITDA to net loss, as net loss is calculated in accordance with GAAP (in thousands):

Three Months Ended Nine Months Ended

September 30,

2011

September 30,

2010

September 30,

2011

September 30,

2010

Net loss $ (17,077 ) $ (14,755 ) $ (38,445 ) $ (31,821 )
Add back non-EBITDA items included in net

loss:
Depreciation and amortization 65,911 47,261 194,982 141,873
Interest expense, net of interest income 36,259 22,914 105,916 67,331
Provision for (benefit from) income taxes 952 400 2,402 (389 )

EBITDA 86,045 55,820 264,855 176,994
Stock-based compensation 5,389 2,651 10,707 7,706
Acquisition, integration and separation costs 10,843 3,724 16,742 3,724
Gain on non-monetary transaction 0 0 (82 ) 0
Debt extinguishment and related costs 0 0 0 4,423

Adjusted EBITDA $ 102,277 $ 62,195 $ 292,222 $ 192,847

Three Months Ended September 30, 2011 Compared With Three Months Ended September 30, 2010

Revenue. Total revenue increased $127.8 million, or 31.3%, to $536.3 million for the 2011 quarter from $408.4 million for the
2010 quarter primarily as a result of the inclusion of operating results of Cavalier and other recently acquired businesses for the full
2011 quarter. Of total revenue for the 2011 quarter, revenue from network services, carrier services and integrated solutions accounted
for 71.7%, 16.2% and 12.1%, respectively, compared to 74.9%, 15.9% and 9.2%, respectively, for the 2010 quarter.

Revenue from network services increased $78.5 million, or 25.7%, to $384.3 million for the 2011 quarter from $305.8 million for
the 2010 quarter. Of total network services revenue for the 2011 quarter, revenue from core network services, access fee and reciprocal
compensation revenue related to network services, and non-core POTS revenue related to network services accounted for 89.3%, 5.0%
and 5.7%, respectively, compared to 91.8%, 5.5% and 2.7%, respectively, for the 2010 quarter.

Revenue from core network services increased $62.3 million, or 22.2%, to $343.0 million for the 2011 quarter from $280.6 million
for the 2010 quarter. For the 2011 quarter, revenue from monthly recurring fees and usage-based fees accounted for 79.4% and 19.1%,
respectively, of revenue from core network services, compared to 78.0% and 21.9%, respectively, of such revenue for the 2010 quarter.
The increase in core network services revenue primarily resulted from the inclusion of Cavalier�s operating results for the full 2011
quarter.

Access fee revenue and reciprocal compensation included in network services revenue increased $2.4 million, or 14.1%, to $19.4
million for the 2011 quarter from $17.0 million for the 2010 quarter. Of total access fee revenue and reciprocal compensation included
in network services for the 2011 quarter, revenue from access fees accounted for 84.9% compared to 91.6% for the 2010 quarter.

Non-core POTS revenue included in network services revenue increased $13.7 million, or 168.3%, to $21.9 million for the 2011
quarter from $8.2 million for the 2010 quarter. The increase in non-core POTS revenue primarily resulted from the inclusion of
Cavalier�s operating results for the full 2011 quarter, the effect of which was partially offset by customer attrition during the quarter.
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Revenue from carrier services increased $21.9 million, or 33.6%, to $87.0 million for the 2011 quarter from $65.1 million for the
2010 quarter. Of total carrier services revenue for the 2011 quarter, revenue from core carrier services, access fee and reciprocal
compensation revenue related to carrier services, and non-core POTS revenue related to carrier services accounted for 68.4%, 28.5%
and 3.1%, respectively, compared to 69.2%, 25.7% and 5.1%, respectively, for the 2010 quarter.

Revenue from core carrier services increased $14.4 million, or 32.0%, to $59.5 million for the 2011 quarter from $45.0 million for
the 2010 quarter. The increase in core carrier services revenue primarily resulted from the inclusion of Cavalier�s operating results
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for the full 2011 quarter. For the 2011 quarter, revenue from monthly recurring fees and usage-based fees accounted for 65.1% and
21.0%, respectively, of revenue from core carrier services, compared to 60.1% and 27.2%, respectively, of such revenue for the 2010
quarter.

Access fee revenue and reciprocal compensation included in carrier services revenue increased $8.1 million, or 48.0%, to $24.8
million for the 2011 quarter from $16.8 million for the 2010 quarter. Of total access fee revenue and reciprocal compensation included
in carrier services for the 2011 quarter, revenue from access fees accounted for 88.2% compared to 85.6% for the 2010 quarter.

Non-core POTS revenue included in carrier services revenue decreased $0.6 million, or 18.5%, to $2.7 million for the 2011 quarter
from $3.3 million for the 2010 quarter. The decrease in non-core POTS revenue primarily resulted from customer attrition.

Revenue from integrated solutions services increased $27.5 million, or 73.3%, to $65.0 million for the 2011 quarter from $37.5
million for the 2010 quarter. The increase in integrated solutions services revenue primarily resulted from the growth in equipment sales
due to the inclusion of operating results of XETA for the full 2011 quarter.

Cost of Sales. Cost of sales increased to $256.9 million for the 2011 quarter from $206.3 million for the 2010 quarter, in part
because of increased costs associated with the acquisition of Cavalier and increased costs associated with equipment sales due to the
May 2011 acquisition of XETA.

Leased transport charges increased to $180.0 million, or 70.1% of cost of sales, for the 2011 quarter from $150.9 million, or 73.1%
of cost of sales, for the 2010 quarter.

Usage costs for local and long distance calls increased to $30.2 million, or 11.7% of cost of sales, for the 2011 quarter from $30.3
million, or 14.7% of cost of sales, for the 2010 quarter.

Cost of sales as a percentage of total revenue decreased to 47.9% for the 2011 quarter from 50.5% for the 2010 quarter. The
improvement was driven by a broad array of operational enhancements, including the contribution of higher margin Cavalier revenues,
improved local network costs resulting from earlier initiatives to transition special access circuits to unbundled network elements, and
an increase in integrated equipment and network sales driven by PAETEC�s IP Simple product, which leverages PAETEC�s proprietary
Allworx platform.

Selling, General and Administrative Expenses. Selling, general and administrative expenses increased to $182.6 million for the
2011 quarter from $142.5 million for the 2010 quarter primarily due to costs associated with higher staffing levels in PAETEC�s sales
force and additional growth in headcount from acquisitions completed during 2010 and 2011. Selling, general and administrative
expenses as a percentage of total revenue decreased to 34.1% for the 2011 quarter from 34.9% for the 2010 quarter.

Acquisition, Integration and Separation Costs. Acquisition, integration and separation costs increased to $10.8 million for the 2011
quarter compared to $3.7 million for the 2010 quarter. These costs were primarily related to the proposed Windstream merger
transaction.

Depreciation and Amortization. Depreciation and amortization expense increased to $65.9 million for the 2011 quarter from $47.3
million for the 2010 quarter. The increase was primarily attributable to the inclusion of Cavalier�s operating results for the full 2011
quarter and to PAETEC�s network deployment and maintenance activities.

Interest Expense. PAETEC�s average outstanding debt balances increased to $1,542.6 million for the 2011 quarter from $986.4
million for the 2010 quarter, as a result of the December 2010 issuance of $450.0 million aggregate principal amount of its 9 7/8% senior
notes due 2018 and the May 2011 issuance of $100.0 million in aggregate principal amount of term loans. Interest expense increased to
$36.3 million for the 2011 quarter from $23.0 million for the 2010 quarter due primarily to an increase in the average outstanding debt
balances and an increase in the average annual borrowing rate. The weighted average annual borrowing rate, including the amortization
of the debt discount and debt premium but excluding the amortization of deferred financing costs, for the 2011 quarter was 9.2%,
compared to 8.9% for the 2010 quarter.
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Income Taxes. The provision for income taxes for the 2011 quarter was $1.0 million. The difference between the statutory rate and
the effective tax rate for the 2011 quarter was primarily attributable to the existence of a valuation allowance on PAETEC�s net deferred
tax assets.

Nine Months Ended September 30, 2011 Compared With Nine Months Ended September 30, 2010

Revenue. Total revenue increased $344.3 million, or 28.8%, to $1,538.9 million for the 2011 nine-month period from $1,194.6
million for the 2010 nine-month period primarily as a result of the inclusion of operating results of Cavalier and other recently acquired
businesses for the full 2011 nine-month period. Of total revenue for the 2011 nine-month period, revenue from network services, carrier
services and integrated solutions accounted for 73.9%, 16.6% and 9.5%, respectively, compared to 77.6%, 16.0% and 6.4%,
respectively, for the 2010 nine-month period.
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Revenue from network services increased $211.0 million, or 22.8%, to $1,137.6 million for the 2011 nine-month period from
$926.5 million for the 2010 nine-month period. Of total network services revenue for the 2011 nine-month period, revenue from core
network services, access fee and reciprocal compensation fee revenue related to network services, and non-core POTS revenue related
to network services accounted for 89.1%, 4.6% and 6.3%, respectively, compared to 91.6%, 5.5% and 2.9%, respectively, for the 2010
nine-month period.

Revenue from core network services increased $165.4 million, or 19.5%, to $1,014.1 million for the 2011 nine-month period from
$848.7 million for the 2010 nine-month period. For the 2011 nine-month period, revenue from monthly recurring fees and usage-based
fees accounted for 80.1% and 19.5%, respectively, of revenue from core network services, compared to 77.5% and 22.0%, respectively,
of such revenue for the 2010 nine-month period. The increase in core network services revenue primarily resulted from the inclusion of
Cavalier�s operating results for the full 2011 nine-month period.

Access fee revenue and reciprocal compensation included in network services revenue increased $1.1 million, or 2.1%, to $52.4
million for the 2011 nine-month period from $51.3 million for the 2010 nine-month period. Of total access fee revenue and reciprocal
compensation included in network services for the 2011 nine-month period, revenue from access fees accounted for 86.9% compared to
91.9% for the 2010 nine-month period.

Non-core POTS revenue included in network services revenue increased $44.6 million, or 167.8%, to $71.1 million for the 2011
nine-month period from $26.6 million for the 2010 nine-month period. The increase in non-core POTS revenue primarily resulted from
the inclusion of Cavalier�s operating results for the full 2011 nine-month period, the effect of which was partially offset by customer
attrition during the period.

Revenue from carrier services increased $63.6 million, or 33.3%, to $254.9 million for the 2011 nine-month period from $191.2
million for the 2010 nine-month period. Of total carrier services revenue for the 2011 nine-month period, revenue from core carrier
services, access fee and reciprocal compensation fee revenue related to carrier services, and non-core POTS revenue related to carrier
services accounted for 70.6%, 26.1% and 3.3%, respectively, compared to 70.4%, 24.2% and 5.4%, respectively, for the 2010 nine-
month period.

Revenue from core carrier services increased $45.3 million, or 33.6%, to $180.0 million for the 2011 nine-month period from
$134.7 million for the 2010 nine-month period. The increase in core carrier services revenue primarily resulted from the inclusion of
Cavalier�s operating results for the full 2011 nine-month period. For the 2011 nine-month period, revenue from monthly recurring fees
and usage-based fees accounted for 66.3% and 20.6%, respectively, of revenue from core carrier services, compared to 59.5% and
27.2%, respectively, of such revenue for the 2010 nine-month period.

Access fee revenue and reciprocal compensation included in carrier services revenue increased $20.3 million, or 44.0%, to $66.5
million for the 2011 nine-month period from $46.2 million for the 2010 nine-month period. Of total access fee revenue and reciprocal
compensation included in carrier services for the 2011 nine-month period, revenue from access fees accounted for 89.6% compared to
84.7% for the 2010 nine-month period.

Non-core POTS revenue included in carrier services revenue decreased $2.0 million, or 19.4%, to $8.3 million for the 2011 nine-
month period from $10.3 million for the 2010 nine-month period. The decrease in non-core POTS revenue primarily resulted from
customer attrition.

Revenue from integrated solutions services increased $69.6 million, or 90.6%, to $146.4 million for the 2011 nine-month period
from $76.8 million for the 2010 nine-month period. The increase in integrated solutions services revenue primarily resulted from the
growth in both equipment sales and energy supply services due to the inclusion of operating results of U.S. Energy Partners LLC and
Quagga Corporation for the full 2011 nine-month period and XETA for a portion of the 2011 nine-month period.

Cost of Sales. Cost of sales increased to $728.9 million for the 2011 nine-month period from $595.9 million for the 2010 nine-
month period, in part because of increased costs associated with the acquisition of Cavalier, increased costs associated with equipment
sales due to the June 2010 acquisition of Quagga Corporation and May 2011 acquisition of XETA, and costs incurred to procure
electricity from market operators on a wholesale basis.
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Leased transport charges increased to $535.7 million, or 73.5% of cost of sales, for the 2011 nine-month period from $455.8
million, or 76.5% of cost of sales, for the 2010 nine-month period.

Usage costs for local and long distance calls increased to $94.8 million, or 13.0% of cost of sales, for the 2011 nine-month period
from $89.4 million, or 15.0% of cost of sales, for the 2010 nine-month period.
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Cost of sales as a percentage of total revenue decreased to 47.4% for the 2011 nine-month period from 49.9% for the 2010 nine-
month period. The improvement was driven by a broad array of operational enhancements, including the contribution of higher margin
Cavalier revenues, improved local network costs resulting from earlier initiatives to transition special access circuits to unbundled
network elements, and an increase in integrated equipment and network sales driven by PAETEC�s IP Simple product, which leverages
PAETEC�s proprietary Allworx platform.

Selling, General and Administrative Expenses. Selling, general and administrative expenses increased to $528.6 million for the
2011 nine-month period from $413.6 million for the 2010 nine-month period primarily due to costs associated with higher staffing
levels in PAETEC�s sales force and additional growth in headcount from acquisitions completed during 2010 and 2011. Selling, general
and administrative expenses as a percentage of total revenue of 34.3% for the 2011 nine-month period was consistent with that for the
2010 nine-month period.

Acquisition, Integration and Separation Costs. Acquisition, integration and separation costs increased to $16.7 million for the 2011
nine-month period compared to $3.7 million for the 2010 nine-month period. These costs were primarily related to employee
separations and expenses related to the proposed Windstream merger.

Depreciation and Amortization. Depreciation and amortization expense increased to $195.0 million for the 2011 nine-month
period from $141.9 million for the 2010 nine-month period. The increase was primarily attributable to the inclusion of Cavalier�s
operating results for the full 2011 nine-month period and to PAETEC�s network deployment and maintenance activities.

Debt Extinguishment and Related Costs. During the 2010 nine-month period, PAETEC recognized a total of $4.4 million of debt
extinguishment and related costs, which represented the elimination of $3.6 million of debt issuance costs and unamortized debt
discount associated with the repayment of $240.2 million in aggregate principal amount of term loans and $30.0 million in aggregate
principal amount of revolving loans outstanding under PAETEC�s senior secured credit facilities with the proceeds from the January
2010 issuance of $300 million in aggregate principal amount of PAETEC Holding�s 8 7/8% senior secured notes due 2017 and $0.8
million of costs related to the termination of its interest rate swap agreement.

Interest Expense. PAETEC�s average outstanding debt balances increased to $1,502.4 million for the 2011 nine-month period
from $975.9 million for the 2010 nine-month period, as a result of the December 2010 issuance of $450.0 million in aggregate principal
amount of PAETEC Holding�s 9 7/8% senior due 2018 and the May 2011 issuance of $100.0 million in aggregate principal amount of
term loans. Interest expense increased to $106.1 million for the 2011 nine-month period from $67.7 million for the 2010 nine-month
period due primarily to an increase in the average outstanding debt balances and an increase in the average annual borrowing rate. The
weighted average annual borrowing rate, including the amortization of the debt discount and debt premium but excluding the
amortization of deferred financing costs, for the 2011 nine-month period was 9.3%, compared to 9.0% for the 2010 nine-month period.

Income Taxes. The provision for income taxes for the 2011 nine-month period was $2.4 million. The difference between the
statutory rate and the effective tax rate for the 2011 nine-month period was primarily attributable to the existence of a valuation
allowance on PAETEC�s net deferred tax assets.

Liquidity and Capital Resources

PAETEC finances its operations and growth primarily with cash flow from operations, issuances of debt securities and other loans,
operating leases and normal trade credit terms.

Sources and Uses of Cash. PAETEC�s cash flows for the nine months ended September 30, 2011 and 2010, respectively, were as
follows (in thousands):

Nine Months Ended September 30,

2011 2010

Net cash provided by operating activities $ 152,449 $ 86,373
Net cash used in investing activities $ (215,955 ) $ (121,081 )
Net cash provided by financing activities $ 62,764 $ 6,402
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The $66.1 million increase in cash flows from operating activities for the 2011 nine-month period compared to the 2010 nine-
month period was primarily attributable to a $49.8 million increase in net loss adjusted for non-cash items and a $16.3 million increase
in working capital.

PAETEC�s investing activities during the 2011 and 2010 nine-month periods consisted primarily of activities related to the
purchase of property and equipment. Net cash used in investing activities for the 2011 nine-month period also included the acquisitions
of XETA and Iperia Mobility Solutions, LLC and for the 2010 nine-month period also included the acquisitions of U.S. Energy Partners
LLC and Quagga Corporation.
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Net cash provided by financing activities of $62.8 million for the 2011 nine-month period primarily reflected proceeds from
PAETEC�s $100 million term loan credit facility, partially offset by repayments of long-term debt, including $25.0 million of
outstanding revolving loans that were repaid with proceeds of the term loan facility. Net cash provided by financing activities of $6.4
million for the 2010 nine-month period was primarily related to the issuance and sale of $300.0 million in aggregate principal amount of
PAETEC�s 8 7/8% senior secured notes due 2017, partially offset by the payment of debt issuance costs incurred in connection with such
sale. PAETEC applied a portion of the proceeds from the January 2010 sale of the 8 7/8% senior secured notes to repay $240.2 million in
aggregate principal amount of term loans and $30.0 million in aggregate principal of revolving loans outstanding under its senior
secured credit facilities.

Contractual Obligations. PAETEC has various contractual obligations and commercial commitments. PAETEC does not have off-
balance sheet financing arrangements other than its letters of credit and operating leases.

There were no material changes in PAETEC�s contractual obligations as set forth in PAETEC�s Annual Report on Form 10-K for
its 2010 fiscal year, except as noted in PAETEC�s Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2011.

Indebtedness. At September 30, 2011, PAETEC had approximately $1,523.4 million of total indebtedness, net of an unamortized
discount of $21.1 million. The overall weighted average annual interest rate, including the amortization of the debt discount and debt
premium but excluding deferred financing costs, was 9.3%. Of this total indebtedness, an aggregate principal amount of $300.0 million
was outstanding under PAETEC Holding�s 9.5% senior notes due 2015, an aggregate principal amount of $650.0 million was
outstanding under PAETEC Holding�s 8 7/8% senior secured notes due 2017, an aggregate principal amount of $450.0 million was
outstanding under PAETEC Holding�s 9 7/8% senior notes due 2018, an aggregate principal amount of $99.5 million was outstanding
under PAETEC Holding�s term loan credit facility, and an aggregate of $45.0 million consisted of capital leases and other
indebtedness.

On May 31, 2011, PAETEC Holding entered into an amended and restated credit agreement, dated as of May 31, 2011, which
amended and restated PAETEC Holding�s credit agreement dated February 28, 2007, as amended. Under the amended credit agreement,
lenders have made available to PAETEC $225 million of senior secured credit facilities consisting of the following:

� a $100 million term loan credit facility under which PAETEC obtained term loans on May 31, 2011 in an aggregate principal
amount of $100 million; and

� a revolving credit facility under which PAETEC may obtain from time to time revolving loans of up to an aggregate principal
amount of $125 million outstanding at any time and under which no amounts were outstanding as of September 30, 2011.

The proceeds of the $100 million term loan credit facility obtained on May 31, 2011 were used as follows:

� approximately $69.5 million to pay the merger consideration and associated costs and expenses related to the completion on
May 31, 2011 of PAETEC�s acquisition by merger of XETA, including repayment of borrowings outstanding under the
acquired company�s revolving line of credit;

� approximately $25.1 million to repay in full all outstanding revolving loans incurred under the original credit agreement; and

� the remaining proceeds to pay fees and expenses incurred in connection with the new credit facilities, and for other general
corporate purposes.

PAETEC is required to satisfy a total leverage ratio under which the ratio of its consolidated debt to its adjusted consolidated
EBITDA (as defined for purposes of the credit agreement) will not be permitted to be greater than (a) 5.00:1.00 on the last day of any
fiscal quarter ending before December 31, 2011 or (b) 4:75:1.00 on the last day of any fiscal quarter ending on or after December 31,
2011. PAETEC was in compliance with this financial covenant as of September 30, 2011.

See Note 5 to PAETEC�s condensed consolidated financial statements appearing elsewhere in this report for additional
information regarding PAETEC�s indebtedness.

Capital and Cash Requirements. Subject to its proposed merger with Windstream discussed above, PAETEC expects that it will
continue to require significant capital expenditures to maintain and enhance its network and services and to generate planned revenue
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growth. PAETEC made capital expenditures, principally for the purchase of communications equipment, of approximately $145.3
million in the 2011 nine-month period. PAETEC expects to fund all of its 2011 capital expenditures from cash on hand and cash flow
from operations. PAETEC plans to make such capital expenditures primarily for the following purposes:

� to continue to acquire and install equipment to enhance and maintain its network;
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� to increase penetration of its existing markets;

� to expand its operations into additional geographic markets; and

� to make infrastructure enhancements, principally for its back office systems.

The actual amount and timing of PAETEC�s capital requirements may differ materially from its estimates as a result of regulatory,
technological and competitive developments in the company�s industry. As of September 30, 2011, PAETEC had entered into
agreements with vendors to purchase approximately $41.5 million of equipment and services, of which PAETEC expects $36.3 million
to be delivered and payable in the year ending December 31, 2011 and $2.6 million to be delivered and payable in each of the years
ending December 31, 2012 and 2013.

Subject to restrictions in its merger agreement with Windstream, PAETEC may seek to purchase from time to time some of its
outstanding senior notes and/or some of its outstanding senior secured notes for cash in open market transactions, privately negotiated
transactions or otherwise. Such repurchases, if any, will depend on prevailing market conditions and the discount, if any, at which the
notes may be purchased, PAETEC�s liquidity requirements, contractual restrictions and other factors. The amounts involved in any such
purchases may be material.

PAETEC believes that cash on hand and cash flow from operations, and amounts expected to be available under its revolving
credit facility will provide sufficient cash to enable the company to fund its planned capital expenditures, make scheduled principal and
interest payments on its debt, meet its other cash requirements, and maintain compliance with the terms of its financing agreements for
at least the next 12 months. After the foregoing period, PAETEC may require additional capital for network enhancements to provide
increased capacity to meet expected increased demand for its services. The amount and timing of these additional network
enhancements, if any, will depend on the anticipated demand for services, the availability of funds and other factors. The actual amount
and timing of PAETEC�s future capital requirements may differ materially from the company�s estimates depending on the demand for
its services and new market developments and opportunities, and on other factors, including those described in Part I, �Item 1A. Risk
Factors� in its 2010 Form 10-K and in Part II, �Item 1A. Risk Factors� in its Quarterly Report on Form 10-Q for the quarter ended
June 30, 2011. If PAETEC�s plans or assumptions change or prove to be inaccurate, the foregoing sources of funds may prove to be
insufficient. In addition, if PAETEC seeks to acquire other businesses or to accelerate the expansion of its business, it may be required
to seek material amounts of additional capital. Additional sources may include equity and debt financing and other financing
arrangements, such as vendor financing. Further, if PAETEC believes it can obtain additional debt financing on advantageous terms,
PAETEC may seek such financing at any time, to the extent that market conditions and other factors permit it to do so. The debt
financing PAETEC may seek could be in the form of additional term loans under its existing or new senior secured credit facilities or
additional debt securities having substantially the same terms as, or different terms from, PAETEC�s outstanding senior notes and
senior secured notes. Any inability of PAETEC to generate the sufficient funds that it may require or to obtain such funds under
reasonable terms could limit its ability to increase its revenue or to operate profitably. PAETEC�s ability to raise any required funds is
subject to restrictions imposed by covenants contained in its existing debt agreements and in its merger agreement with Windstream and
could be negatively affected by a continuation of adverse conditions in the credit and capital markets.

Critical Accounting Policies

PAETEC�s condensed consolidated financial statements are prepared in accordance with GAAP for interim financial information
and the rules and regulations of the SEC. Preparing consolidated financial statements requires PAETEC to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenue and expenses. These estimates and assumptions are affected
by the application of PAETEC�s accounting policies. PAETEC�s significant accounting policies are described in the note captioned
�Summary of Significant Accounting Policies� in Note 2 to the consolidated financial statements included in PAETEC�s 2010
Form 10-K, and a discussion of PAETEC�s critical accounting estimates is provided in �Management�s Discussion and Analysis of
Financial Condition and Results of Operations� in that report.

Recent Accounting Pronouncements

In September 2011, the FASB issued Accounting Standards Update, or �ASU,� 2011-08, Intangibles � Goodwill and Other (Topic
350): Testing for Goodwill for Impairment. The intent of ASU 2011-08 is to simplify how registrants test goodwill for impairment. ASU
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2011-08 permits registrants to first assess qualitative factors to determine whether it is more likely than not that the fair value of a
reporting unit is less than its carrying amount as a basis for determining whether it is necessary to perform a two-step goodwill
impairment test. A registrant would not be required to calculate the fair value of a reporting unit unless the registrant determines that it
is more likely than not that its fair value is less than its carrying amount. The guidance is effective for annual and interim goodwill
impairment tests performed for years beginning after December 15, 2011 with early adoption permitted. PAETEC is currently
evaluating this guidance, but does not expect its adoption will have a material effect on PAETEC�s financial statements.

In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income. The new guidance will require a company
to present components of net income and other comprehensive income in one continuous statement or in two separate, but consecutive
statements. There are no changes to the components that are recognized in net income or other comprehensive income under current
GAAP. This guidance is effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2011,
with early adoption permitted. PAETEC is currently evaluating this guidance, but does not expect its adoption will have a material effect
on PAETEC�s financial statements.
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In May 2011, the FASB issued ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure
Requirements in U.S. GAAP and IFRSs. This guidance amends certain measurement and disclosure requirements related to fair value
measurements to improve consistency with international reporting standards. This guidance is effective prospectively for public entities
for interim and annual reporting periods beginning after December 15, 2011, with early adoption by public entities prohibited. PAETEC
is currently evaluating this guidance, but does not expect its adoption will have a material effect on PAETEC�s financial statements.

In October 2009, the FASB issued ASU 2009-13, Revenue Recognition (Topic 605). This ASU provides amendments to the criteria
in ASC 605-25 for separating consideration in multiple-deliverable revenue arrangements. It establishes a hierarchy of selling prices to
determine the selling price of each specific deliverable, which includes vendor-specific objective evidence (if available), third-party
evidence (if vendor-specific evidence is not available), or estimated selling price if neither of the first two is available. This ASU also
eliminates the residual method for allocating revenue between the elements of an arrangement and requires that arrangement
consideration be allocated at the inception of the arrangement. Finally, this ASU expands the disclosure requirements regarding a
vendor�s multiple-deliverable revenue arrangements. The adoption of this accounting standard on January 1, 2011 did not have a
material impact on PAETEC�s financial statements.

In October 2009, the FASB issued ASU 2009-14, Certain Revenue Arrangements that include Software Elements. This ASU
amends accounting and reporting guidance under ASC 605-985 to exclude from its scope all tangible products containing both software
and non-software components that function together to deliver the product�s essential functionality. The adoption of this accounting
standard on January 1, 2011 did not have a material impact on PAETEC�s financial statements.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

PAETEC is exposed to market risks in the normal course of business. PAETEC manages the sensitivity of its results of operations
to these risks by maintaining an investment portfolio consisting primarily of short-term, interest-bearing securities and by entering into
long-term debt obligations with appropriate pricing and terms. PAETEC does not hold or issue derivative, derivative commodity or
other financial instruments for trading purposes. PAETEC does not have any material foreign currency exposure. PAETEC�s major
market risk exposure is to changing interest rates associated with borrowings the company uses to fund the expansion of its business and
to support its acquisition activities. The interest rates that PAETEC is able to obtain on this debt financing depend on market conditions.
PAETEC�s policy is to manage interest rates through a combination of fixed-rate debt and, from time to time, the use of interest rate
swap contracts to manage the company�s exposure to fluctuations in interest rates on variable-rate debt. As of September 30, 2011, the
$99.5 million of term loans outstanding under PAETEC�s senior secured credit facility accrued interest at floating rates. A change of
one percentage point in the interest rates applicable to the balance of PAETEC�s variable-rate debt would result in a fluctuation of
approximately $1.0 million in the company�s annual interest expense.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chairman, President and Chief Executive Officer, who is our principal executive
officer, and our Executive Vice President and Chief Financial Officer, who is our principal financial officer, has evaluated the
effectiveness of our disclosure controls and procedures, as defined in Rule 13a-15 under the Securities Exchange Act of 1934, as of
September 30, 2011. Based upon that evaluation, our Chairman, President and Chief Executive Officer and our Executive Vice
President and Chief Financial Officer have concluded that our disclosure controls and procedures were effective as of September 30,
2011.

Changes in Internal Control Over Financial Reporting

During the fiscal period covered by this report, there were no changes in our internal control over financial reporting that
materially affected, or that are reasonably likely to materially affect, our internal control over financial reporting.
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PART II

OTHER INFORMATION

Item 1. Legal Proceedings

PAETEC is a party or otherwise subject to various legal proceedings. A description of these proceedings is set forth in our 2010
Form 10-K under the caption �Legal Proceedings� in Part I and under the caption �Litigation� in Note 12 to the consolidated financial
statements included in that report. For updated information about some of these proceedings, see Note 9 to the condensed consolidated
financial statements appearing under Item 1 of Part I of this report. This information, which appears in Note 9 under the caption
�Litigation,� is incorporated by reference into this Item 1 of Part II of this report and is made a part hereof.

Item 1A. Risk Factors

In addition to the other information set forth in this report, the factors discussed in Part I, �Item 1A. Risk Factors� in our
Annual Report on Form 10-K for our 2010 fiscal year and in Part II, �Item 1A. Risk Factors� in our Quarterly Report on Form 10-Q for
the quarter ended June 30, 2011 could materially affect PAETEC�s business, financial condition or operating results. The risks
described in our Annual Report on Form 10-K and Quarterly Report on Form 10-Q are not the only risks facing us. Additional risks and
uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely affect our business,
financial condition or operating results.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

(a) As previously reported, in connection with the February 2007 business combination by merger of PAETEC Corp. and US
LEC Corp., PAETEC Holding assumed certain warrants to purchase US LEC common stock that were issued in December 2002 as part
of a US LEC debt financing transaction. In the merger, each US LEC warrant was converted into a warrant to purchase a number of
shares of PAETEC Holding common stock equal to the number of shares subject to the original warrant, at the same exercise price.
During the quarter ended September 30, 2011, we issued a total of 525,853 shares of common stock upon the exercise of a US LEC
warrant to one holder. These shares of common stock were issued pursuant to a cashless exercise at an exercise price of $1.90 per share.
In connection with the foregoing issuance of common stock, we relied on the exemption from registration under the Securities Act of
1933, as amended, afforded by Section 4(2) of the Securities Act.
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Item 6. Exhibits

The following exhibits are either filed with this Quarterly Report on Form 10-Q or are incorporated herein by reference. Our
Securities Exchange Act file number is 000-52486.

Exhibit

Number Description

2.1 Amendment and Plan of Merger, dated as of July 31, 2011, among Windstream Corporation, Peach Merger Sub, Inc.
and PAETEC Holding Corp. (�PAETEC Holding�). Filed as Exhibit 2.1 to the Current Report on Form 8-K of
PAETEC Holding filed on August 1, 2011 (the �August 1, 2011 Form 8-K�) and incorporated herein by reference.

4.1 Eleventh Supplemental Indenture, dated as of August 16, 2011, by and among PAETEC Holding, the Subsidiary
Guarantors parties thereto, and The Bank of New York Mellon (formerly The Bank of New York), as trustee, with
respect to 9.5% Senior Notes due 2015. Filed as Exhibit 4.1 to the Current Report on Form 8-K of PAETEC Holding
filed on August 17, 2011 (the �August 17, 2011 Form 8-K�) and incorporated herein by reference.

4.2 Tenth Supplemental Indenture, dated as of August 16, 2011, by and among PAETEC Holding, the Subsidiary
Guarantors parties thereto, and The Bank of New York Mellon, as trustee, with respect to 8 7/8% Senior Secured Notes
due 2017. Filed as Exhibit 4.2 to the August 17, 2011 Form 8-K and incorporated herein by reference.

4.3 Fifth Supplemental Indenture, dated as of August 16, 2011, by and among PAETEC Holding, the Subsidiary
Guarantors parties thereto, and The Bank of New York Mellon Trust Company, N.A., as trustee, with respect to 9 7/8%
Senior Notes due 2018. Filed as Exhibit 4.3 to the August 17, 2011 Form 8-K and incorporated herein by reference.

10.1 Form of Incentive Stock Option Agreement under the 2011 Omnibus Incentive Plan for certain officers. Filed as
Exhibit 10.2 to the Current Report on Form 8-K of PAETEC Holding filed on July 6, 2011 (the �July 2011 Form 8-K�)
and incorporated herein by reference.

10.2 Form of Non-Qualified Stock Option Agreement under the 2011 Omnibus Incentive Plan. Filed as Exhibit 10.3 to the
July 2011 Form 8-K and incorporated herein by reference.

10.3 Form of Restricted Stock Unit Agreement under the 2011 Omnibus Incentive Plan. Filed as Exhibit 10.4 to the July
2011 Form 8-K and incorporated herein by reference.

10.4 Form of Restricted Stock Unit Agreement under the 2011 Omnibus Incentive Plan for certain officers. Filed as
Exhibit 10.5 to the July 2011 Form 8-K and incorporated herein by reference.

10.5 Form of amendment to Executive Confidentiality, Non-Solicitation, Non-Competition and Severance Agreement. Filed
as Exhibit 10.6 to the July 2011 Form 8-K and incorporated herein by reference.

*31.1 Certification of Chief Executive Officer of PAETEC Holding pursuant to Rule 13a-14(a) or Rule 15d-14(a) under the
Securities Exchange Act of 1934.

*31.2 Certification of Executive Vice President and Chief Financial Officer of PAETEC Holding pursuant to Rule 13a-14(a)
or Rule 15d-14(a) under the Securities Exchange Act of 1934.

*32 Certifications pursuant to Rule 13a-14(b) or Rule 15d-14(b) under the Securities Exchange Act of 1934 and 18 U.S.C.
1350.

99.1 Voting Agreement, dated as of July 31, 2011, among Windstream Corporation, Peach Merger Sub, Inc. and the
stockholders of PAETEC Holding party thereto. Filed as Exhibit 99.1 to the August 1, 2011 Form 8-K and
incorporated herein by reference.

*101.INS XBRL Instance Document

*101.SCH XBRL Taxonomy Extension Schema Document

*101.CAL XBRL Taxonomy Extension Calculation Linkbase Document
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Exhibit

Number Description

*101.LAB XBRL Taxonomy Extension Label Linkbase Document

*101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

* Filed herewith.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

PAETEC Holding Corp.
(Registrant)

Dated: November 7, 2011 By: /s/ Keith M. Wilson
Keith M. Wilson
Executive Vice President and Chief Financial Officer
(Duly Authorized Officer and Principal Financial Officer)
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Exhibit Index

Exhibit

Number Description

2.1 Amendment and Plan of Merger, dated as of July 31, 2011, among Windstream Corporation, Peach Merger Sub, Inc.
and PAETEC Holding Corp. (�PAETEC Holding�). Filed as Exhibit 2.1 to the Current Report on Form 8-K of
PAETEC Holding filed on August 1, 2011 (the �August 1, 2011 Form 8-K�) and incorporated herein by reference.

4.1 Eleventh Supplemental Indenture, dated as of August 16, 2011, by and among PAETEC Holding, the Subsidiary
Guarantors parties thereto, and The Bank of New York Mellon (formerly The Bank of New York), as trustee, with
respect to 9.5% Senior Notes due 2015. Filed as Exhibit 4.1 to the Current Report on Form 8-K of PAETEC Holding
filed on August 17, 2011 (the �August 17, 2011 Form 8-K�) and incorporated herein by reference.

4.2 Tenth Supplemental Indenture, dated as of August 16, 2011, by and among PAETEC Holding, the Subsidiary
Guarantors parties thereto, and The Bank of New York Mellon, as trustee, with respect to 8 7/8% Senior Secured Notes
due 2017. Filed as Exhibit 4.2 to the August 17, 2011 Form 8-K and incorporated herein by reference.

4.3 Fifth Supplemental Indenture, dated as of August 16, 2011, by and among PAETEC Holding, the Subsidiary
Guarantors parties thereto, and The Bank of New York Mellon Trust Company, N.A., as trustee, with respect to 9 7/8%
Senior Notes due 2018. Filed as Exhibit 4.3 to the August 17, 2011 Form 8-K and incorporated herein by reference.

10.1 Form of Incentive Stock Option Agreement under the 2011 Omnibus Incentive Plan for certain officers. Filed as
Exhibit 10.2 to the Current Report on Form 8-K of PAETEC Holding filed on July 6, 2011 (the �July 2011 Form 8-K�)
and incorporated herein by reference.

10.2 Form of Non-Qualified Stock Option Agreement under the 2011 Omnibus Incentive Plan. Filed as Exhibit 10.3 to the
July 2011 Form 8-K and incorporated herein by reference.

10.3 Form of Restricted Stock Unit Agreement under the 2011 Omnibus Incentive Plan. Filed as Exhibit 10.4 to the July
2011 Form 8-K and incorporated herein by reference.

10.4 Form of Restricted Stock Unit Agreement under the 2011 Omnibus Incentive Plan for certain officers. Filed as
Exhibit 10.5 to the July 2011 Form 8-K and incorporated herein by reference.

10.5 Form of amendment to Executive Confidentiality, Non-Solicitation, Non-Competition and Severance Agreement. Filed
as Exhibit 10.6 to the July 2011 Form 8-K and incorporated herein by reference.

*31.1 Certification of Chief Executive Officer of PAETEC Holding pursuant to Rule 13a-14(a) or Rule 15d-14(a) under the
Securities Exchange Act of 1934.

*31.2 Certification of Executive Vice President and Chief Financial Officer of PAETEC Holding pursuant to Rule 13a-14(a)
or Rule 15d-14(a) under the Securities Exchange Act of 1934.

*32 Certifications pursuant to Rule 13a-14(b) or Rule 15d-14(b) under the Securities Exchange Act of 1934 and 18 U.S.C.
1350.

99.1 Voting Agreement, dated as of July 31, 2011, among Windstream Corporation, Peach Merger Sub, Inc. and the
stockholders of PAETEC Holding party thereto. Filed as Exhibit 99.1 to the August 1, 2011 Form 8-K and
incorporated herein by reference.

*101.INS XBRL Instance Document

*101.SCH XBRL Taxonomy Extension Schema Document

*101.CAL XBRL Taxonomy Extension Calculation Linkbase Document

*101.LAB XBRL Taxonomy Extension Label Linkbase Document
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*101.PRE XBRL Taxonomy Extension Presentation Linkbase Document
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Exhibit 31.1

CERTIFICATION

I, Arunas A. Chesonis, certify that:

1. I have reviewed this quarterly report on Form 10-Q of PAETEC Holding Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant�s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant�s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

(d) Disclosed in this report any change in the registrant�s internal control over financial reporting that occurred during the
registrant�s most recent fiscal quarter (the registrant�s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant�s internal control over financial reporting; and

5. The registrant�s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant�s auditors and the audit committee of the registrant�s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant�s ability to record, process, summarize and report financial
information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant�s internal control over financial reporting.

Date: November 7, 2011 /s/ Arunas A. Chesonis
Arunas A. Chesonis
Chairman of the Board, President and Chief Executive Officer
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Exhibit 31.2

CERTIFICATION

I, Keith M. Wilson, certify that:

1. I have reviewed this quarterly report on Form 10-Q of PAETEC Holding Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant�s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant�s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

(d) Disclosed in this report any change in the registrant�s internal control over financial reporting that occurred during the
registrant�s most recent fiscal quarter (the registrant�s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant�s internal control over financial reporting; and

5. The registrant�s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant�s auditors and the audit committee of the registrant�s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant�s ability to record, process, summarize and report financial
information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant�s internal control over financial reporting.

Date: November 7, 2011 /s/ Keith M. Wilson
Keith M. Wilson
Executive Vice President and Chief Financial Officer
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Exhibit 32

Written Statement of Chief Executive Officer and Chief Financial Officer
Pursuant to Rule 13a-14(b) or Rule 15d-14(b) under the

Securities Exchange Act of 1934 and 18 U.S.C. 1350

Each of the undersigned, the Chief Executive Officer and the Chief Financial Officer of PAETEC Holding Corp., hereby certifies
that, on the date hereof:

1. the quarterly report on Form 10-Q of PAETEC Holding Corp. for the quarterly period ended September 30, 2011 filed on the
date hereof with the Securities and Exchange Commission (the �Report�) fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. information contained in the Report fairly presents, in all material respects, the financial condition and results of operations
of PAETEC Holding Corp.

Date: November 7, 2011 /s/ Arunas A. Chesonis
Arunas A. Chesonis
Chairman of the Board, President and Chief Executive Officer

Date: November 7, 2011 /s/ Keith M. Wilson
Keith M. Wilson
Executive Vice President and Chief Financial Officer
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Condensed Consolidated
Balance Sheets

(Parenthetical) (USD $)
In Thousands, except Share

data

Sep. 30, 2011Dec. 31, 2010

Condensed Consolidated Balance Sheets [Abstract]
Accounts receivable, allowance for doubtful accounts $ 11,455 $ 11,044
Common stock, par value $ 0.01 $ 0.01
Common stock, authorized 300,000,000 300,000,000
Common stock, issued 147,011,885 144,026,358
Common stock, outstanding 147,011,885 144,026,358
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3 Months Ended 9 Months EndedCondensed Consolidated
Statements Of Operations

(USD $)
In Thousands, except Share

data

Sep. 30,
2011

Sep. 30,
2010

Sep. 30,
2011

Sep. 30,
2010

Revenue:
Network services revenue $ 384,288 $ 305,799 $ 1,137,563 $ 926,515
Carrier services revenue 86,968 65,111 254,840 191,242
Integrated solutions revenue 65,026 37,524 146,447 76,828
Total revenue 536,282 408,434 1,538,850 1,194,585
Cost of sales (exclusive of operating items shown separately
below) 256,865 206,339 728,854 595,872

Selling, general and administrative expenses (exclusive of
operating items shown separately below and inclusive of
stock-based compensation)

182,605 142,542 528,584 413,605

Acquisition, integration and separation costs 10,843 3,724 16,742 3,724
Depreciation and amortization 65,911 47,261 194,982 141,873
Income from operations 20,058 8,568 69,688 39,511
Debt extinguishment and related costs 0 0 0 4,423
Other income, net (111) (98) (333) (360)
Interest expense 36,294 23,021 106,064 67,658
Loss before income taxes (16,125) (14,355) (36,043) (32,210)
Provision for (benefit from) income taxes 952 400 2,402 (389)
Net loss $ (17,077) $ (14,755) $ (38,445) $ (31,821)
Basic and diluted net loss per common share $ (0.12) $ (0.10) $ (0.26) $ (0.22)
Basic and diluted weighted average common shares
outstanding 146,000,189145,145,204145,170,298145,572,170
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9 Months EndedDocument And Entity
Information Sep. 30, 2011 Nov. 02, 2011

Document And Entity Information [Abstract]
Document Type 10-Q
Amendment Flag false
Document Period End Date Sep. 30, 2011
Document Fiscal Year Focus 2011
Document Fiscal Period Focus Q3
Entity Registrant Name PAETEC Holding Corp.
Entity Central Index Key 0001372041
Current Fiscal Year End Date --12-31
Entity Filer Category Accelerated Filer
Entity Common Stock, Shares Outstanding 147,076,667
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9 Months EndedShare-Based Transactions Sep. 30, 2011
Share-Based Transactions
[Abstract]
Share-Based Transactions 7. SHARE-BASED TRANSACTIONS

2011 Stock Incentive Plan

On June 2, 2011, the PAETEC Holding Corp. 2011 Omnibus Incentive Plan (the "2011
Incentive Plan") was approved by stockholders and became effective. The maximum number of
shares of PAETEC Holding common stock that are available for issuance in connection with
equity awards under the 2011 Incentive Plan is equal to 12,000,000 shares, plus the number of
shares available for future awards under the PAETEC Holding Corp. 2007 Omnibus Incentive
Plan as of June 2, 2011, plus the number of shares related to awards outstanding under the 2007
Omnibus Incentive Plan as of June 2, 2011 which thereafter terminate by expiration, forfeiture,
cancellation or otherwise without the issuance of such shares. The 2011 Incentive Plan will
terminate automatically ten years after its effective date unless it is earlier terminated by the
PAETEC Holding Corp. board of directors. Awards under the 2011 Incentive Plan may be made
in the form of stock options, restricted stock, stock units, unrestricted stock, dividend equivalent
rights, stock appreciation rights, performance awards, incentive awards, cash awards and any
combination of the foregoing.

Employee Stock Purchase Plan

As of September 30, 2011, purchase rights for 2,473,447 shares had been granted under the
PAETEC Holding Corp. Employee Stock Purchase Plan ("ESPP") and 1,626,553 shares of
common stock remained available for issuance.

During the three-month purchase periods ended March 31, 2011, June 30, 2011 and
September 30, 2011, PAETEC Holding issued 174,927, 124,867, and 147,055 shares,
respectively, at respective purchase prices of approximately $ 3.01, $4.31, and $4.76 per share,
which represented 90% of the closing price of the common stock as reported on the NASDAQ
Global Select Market on March 31, 2011, June 30, 2011 and September 30, 2011, respectively.
Compensation expense attributable to the ESPP for the three and nine months ended September
30, 2011 totaled approximately $0.1 million and $0.2 million, respectively.

Stock Option Activity

The following table summarizes stock option activity for the nine months ended September
30, 2011:

Shares of

Common Stock

Underlying

Options

Weighted

Average

Exercise

Price

Weighted

Average

Remaining

Contractual Life

(years)

Aggregate

Intrinsic Value

(in thousands)

Outstanding at
January 1, 2011 10,457,311 $ 4.35

Granted 1,566,878 $ 4.16
Exercised (1,124,260 ) $ 2.89
Canceled (1,367,792 ) $ 4.85
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Forfeited (189,668 ) $ 4.13
Outstanding at

September 30, 2011 9,342,469 $ 4.43 5.7 $ 16,451

Exercisable at
September 30, 2011 6,660,440 $ 4.59 4.4 $ 12,691

The aggregate intrinsic value in the table above represents the total pretax intrinsic value
(the difference between the closing sale price of PAETEC Holding's common stock as reported on
the NASDAQ Global Select Market on September 30, 2011 and the exercise price, multiplied by
the number of in-the-money options) that would have been received by the option holders if all
option holders had exercised their options on September 30, 2011. This amount changes based on
the fair market value of PAETEC Holding's common stock. The aggregate intrinsic value of
options exercised during the nine months ended September 30, 2011 was approximately $2.3
million.

For options granted during the nine months ended September 30, 2011 and 2010, the
weighted average fair values of the stock options granted, estimated on the dates of grant using
the Black-Scholes option-pricing model, were $2.78 and $2.85, respectively, using the following
assumptions:

Nine Months Ended September 30,

2011 2010

Expected option life (in years) 6.2 6.2
Risk free interest rate 1.24% – 3.24% 1.7% – 3.0 %
Expected volatility 73.1% – 74.3% 75.4% – 75.8%
Expected dividend yield — —

Total compensation expense related to stock options granted was approximately $1.8
million and $2.1 million for the nine months ended September 30, 2011 and 2010, respectively.
Total compensation expense related to stock options granted was approximately $0.7 million both
for the three months ended September 30, 2011 and 2010, respectively. These amounts are
recorded as part of selling, general and administrative expenses in the accompanying condensed
consolidated statements of operations.

The following table summarizes stock option information as of September 30, 2011:

Options Outstanding Options Exercisable

Range of Exercise Prices

Number of

Options

Weighted

Average

Exercise

Price

Number of

Options

Weighted

Average

Exercise

Price

$0.00 - $2.10 2,233,027 $ 1.66 1,945,770 $ 1.71
$2.11 - $3.15 1,055,552 $ 2.31 1,038,793 $ 2.30
$3.16 - $7.35 4,274,277 $ 4.22 2,013,949 $ 4.30
$7.36 - $13.46 1,779,613 $ 9.64 1,661,928 $ 9.74

9,342,469 $ 4.43 6,660,440 $ 4.59

As of September 30, 2011, there was approximately $5.5 million of total unrecognized
stock-based compensation expense related to unvested stock options. The Company expects to
recognize the expense over a weighted average period of approximately 1.9 years.
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Stock Unit Activity

The following table summarizes stock unit activity for the nine months ended September
30, 2011:

Shares of

Common Stock

Underlying

Stock Units

Weighted

Average

Grant Date

Fair Value

Outstanding at January 1, 2011 3,987,767 $ 5.29
Granted 6,187,628 $ 4.53
Vested (1,225,165 ) $ 7.33
Canceled (731,350 ) $ 3.33
Forfeited (151,130 ) $ 4.42

Outstanding at September 30, 2011 8,067,750 $ 4.78

For stock units granted during the nine months ended September 30, 2011 and 2010, the
weighted average fair values of the stock units granted, determined based on the closing sale
price of PAETEC Holding's common stock as reported on the NASDAQ Global Select Market on
the dates of grant, were $4.53 and $3.55, respectively.

The aggregate intrinsic value of stock units that vested during the nine months ended
September 30, 2011 was approximately $4.7 million.

To satisfy income tax withholding requirements in connection with the vesting of stock
units during the nine months ended September 30, 2011 and 2010, the Company withheld
426,989 and 549,651 shares, respectively, of PAETEC Holding common stock.

For the nine months ended September 30, 2011 and 2010, total compensation expense
related to stock units granted was approximately $8.5 million and $5.1 million, respectively. For
the three months ended September 30, 2011 and 2010, total compensation expense related to
stock units granted was approximately $4.6 million and $1.7 million, respectively. These amounts
are recorded as part of selling, general and administrative expenses in the accompanying
condensed consolidated statements of operations.

As of September 30, 2011, there was unrecognized stock-based compensation expense
related to unvested stock unit awards of approximately $28.9 million. The Company expects to
recognize the expense over a weighted average period of approximately 1.6 years.

Warrant Activity

The following table summarizes warrant activity for the nine months ended September 30,
2011:

Shares of

Common Stock

Underlying

Warrants

Weighted

Average

Exercise

Price

Weighted

Average

Remaining

Contractual Life

(years)

Aggregate

Intrinsic Value

(in thousands)

Outstanding at
January 1, 2011 2,521,935 $ 2.41
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Exercised (927,922 ) $ 2.07
Forfeited (490,358 ) $ 3.35
Outstanding at

September 30,
2011 1,103,655 $ 2.28 2.3 $ 3,321

Exercisable at
September 30,
2011 1,103,655 $ 2.28 2.3 $ 3,321

The aggregate intrinsic value in the table above represents the total pretax intrinsic value
(the difference between the closing sale price of PAETEC Holding's common stock as reported on
the NASDAQ Global Select Market on September 30, 2011 and the warrant exercise price,
multiplied by the number of in-the-money warrants) that would have been received by the
warrant holders if all warrant holders had exercised their warrants on September 30, 2011. This
amount changes based on the fair market value of PAETEC Holding's common stock. The
aggregate intrinsic value of warrants exercised during the nine months ended September 30, 2011
was approximately $3.2 million.

For the nine months ended September 30, 2011 and 2010, total stock-based compensation
expense related to warrants was approximately $0.2 million. For the three months ended
September 30, 2011 and 2010, total stock-based compensation expense related to warrants was
less than $0.1 million and approximately $0.1 million, respectively. These amounts are recorded
as part of selling, general and administrative expenses in the accompanying condensed
consolidated statements of operations.

The following table summarizes information relating to outstanding warrants as of
September 30, 2011:

Warrants Outstanding Warrants Exercisable

Range of Exercise Prices

Shares of

Common

Stock

Underlying

Warrants

Weighted

Average

Exercise

Price

Shares of

Common

Stock

Underlying

Warrants

Weighted

Average

Exercise

Price

$0.01 - $2.06 842,219 $ 2.05 842,219 $ 2.05
$2.07 - $2.89 189,214 $ 2.87 189,214 $ 2.87
$2.90 - $4.01 72,222 $ 3.45 72,222 $ 3.45

1,103,655 $ 2.28 1,103,655 $ 2.28
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9 Months EndedSubsequent Events Sep. 30, 2011
Subsequent Events
[Abstract]
Subsequent Events 12. SUBSEQUENT EVENTS

In accordance with the provisions of ASC 855, Subsequent Events, the Company has
evaluated all subsequent events to ensure that this Quarterly Report on Form 10-Q includes
appropriate disclosure of events both recognized in the financial statements as of September 30,
2011, and events which occurred subsequent to September 30, 2011 but were not recognized in
the financial statements. No subsequent events that required recognition or disclosure were
identified, except any matters already discussed within these financial statements.
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9 Months EndedProperty And Equipment,
Net Sep. 30, 2011

Property And Equipment,
Net [Abstract]
Property And Equipment, Net 3. PROPERTY AND EQUIPMENT, NET

Property and equipment as of September 30, 2011 and December 31, 2010 consisted of the
following:

September 30,

2011

December 31,

2010

(in thousands)

Communications networks $1,214,068 $1,112,615
Computer hardware and purchased

software 191,396 167,101
Equipment 76,261 55,316
Office equipment, furniture and fixtures 102,519 91,621
Construction-in-progress 47,335 41,264
Land and buildings 50,151 46,436

1,681,730 1,514,353
Accumulated depreciation (798,977 ) (653,571 )
Property and equipment, net $882,753 $860,782

Construction-in-progress as of September 30, 2011 and December 31, 2010 consisted
primarily of costs associated with the build-out of the Company's communications network.
Depreciation expense totaled $148.4 million and $118.4 million for the nine months ended
September 30, 2011 and 2010, respectively. Depreciation expense totaled $49.3 million and $39.3
million for the three months ended September 30, 2011 and 2010, respectively.
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9 Months EndedCommitments And
Contingencies Sep. 30, 2011

Commitments And
Contingencies [Abstract]
Commitments And
Contingencies

9. COMMITMENTS AND CONTINGENCIES

Purchase Commitments

As of September 30, 2011, the Company had entered into agreements with vendors to
purchase approximately $41.5 million of equipment and services, of which the Company expects
$36.3 million to be delivered and payable in the year ending December 31, 2011 and $2.6 million
to be delivered and payable in each of the years ending December 31, 2012 and 2013.

Data and Voice Services

The Company has various agreements with certain carriers for data and voice services. As
of September 30, 2011, the Company's minimum commitments under these agreements totaled
$64.6 million, of which $36.9 million expires in the year ending December 31, 2011, $12.5
million expires in each of the years ending December 31, 2012 and 2013, and the remaining $2.7
million expires in the year ending December 31, 2014. Related expenses, when incurred, are
included in cost of sales in the accompanying condensed consolidated statements of operations.

Regulation

The Company's services are subject to varying degrees of federal, state and local regulation.
These regulations are subject to ongoing proceedings at federal and state administrative agencies
or within state and federal judicial systems. Results of these proceedings could change, in varying
degrees, the manner in which the Company operates. The Company cannot predict the outcome
of these proceedings or their effect on the Company's industry generally or on the Company
specifically.

Interconnection and Network Access Agreements

The Company is dependent on the use of incumbent local exchange carriers' local and
transport networks and access services to provide telecommunications services to its customers.
Charges for leasing local and transport network components and purchasing special access
services historically have made up a significant percentage of the Company's overall cost of
providing the services. These network components and services are purchased in each PAETEC
market through interconnection agreements, special access contracts, commercial agreements or a
combination of such agreements from the incumbent local exchange carrier, or, where available,
from other wholesale network service providers. These costs are recognized in the period in
which the services are delivered and are included as a component of the Company's cost of sales
in the accompanying condensed consolidated statements of operations.

Letters of Credit

The Company is party to letters of credit totaling $8.8 million as of September 30, 2011.
The Company does not expect any material losses from these financial instruments since
performance under these letters of credit is not likely to be required.

Litigation
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The Company is party to various legal proceedings, most of which relate to routine matters
incidental to the Company's business. The result of any current or future litigation or other legal
proceedings is inherently unpredictable. The Company's management, however, believes that
there is no litigation or other legal proceedings asserted or pending against the Company that
could have, individually or in the aggregate, a material effect on its financial position, results of
operations or cash flows except as indicated below.

In October 2008, PaeTec Communications, Inc. filed a claim in the Supreme Court for the
State of New York, County of Monroe, against Lucent Technologies, Inc., Alcatel USA
Marketing, Inc. and Alcatel-Lucent (collectively "Alcatel-Lucent") for reimbursement of costs
and fees in connection with a patent infringement case brought against the Company by Sprint
Communications Company L.P. ("Sprint") and settled in May 2009. The Company's claim against
Alcatel-Lucent alleges that because the Sprint claims arose from the use by the Company of
Alcatel-Lucent equipment, Alcatel-Lucent has an obligation to defend and indemnify the
Company pursuant to the contract terms under which it sold the equipment to the Company.
Alcatel-Lucent has denied the claim and counter-claimed against the Company for allegedly
unpaid switch software licensing charges, and associated late fees. The Company believes that it
has meritorious defenses against these counter-claims. At this time, the Company is unable to
estimate a potential loss or range of loss, if any.

In August 2011 purported stockholders of the Company filed a complaint styled as a class
action lawsuit in the Court of Chancery of the State of Delaware and a second complaint styled as
a class action lawsuit in the Supreme Court of the State of New York, Monroe County, in
response to the announcement of the execution of the agreement and plan of merger, dated as of
July 31, 2011, among the Company, Windstream Corporation, and Peach Merger Sub, Inc.
described in Note 1. The plaintiff in the New York action also filed a complaint in the Court of
Chancery of the State of Delaware. The lawsuits were consolidated in the Court of Chancery of
the State of Delaware (the "Consolidated Lawsuit"). The Consolidated Lawsuit alleged, among
other things, that the board of directors of the Company conducted an unfair sales process
resulting in an unfair merger price and breached their fiduciary duties in agreeing to the merger,
and that Windstream aided and abetted in the breaches of fiduciary duties. The Consolidated
Lawsuit also alleged that the board of directors of the Company breached their fiduciary duties by
issuing a false and misleading proxy statement. The lawsuit sought to enjoin the merger and
sought unspecified monetary damages. On October 14, 2011, the Company entered into a
memorandum of understanding (the "MOU") with plaintiffs and other named defendants
regarding the settlement of the Consolidated Lawsuit. Under the terms of the MOU, the
Company, the other named defendants, and the plaintiffs agreed to settle the Consolidated
Lawsuit and negotiate or arbitrate a release of the defendants from claims relating to the merger,
subject to court approval. If the court approves the settlement contemplated by the MOU, the
Consolidated Lawsuit will be dismissed with prejudice. Pursuant to the terms of the MOU,
Windstream and the Company made available additional information to the Company's
stockholders before the Company's special meeting of stockholders held on October 27, 2011. In
addition, the defendants in the Consolidated Lawsuit have agreed to negotiate in good faith with
plaintiffs' counsel regarding an appropriate amount of fees, costs and expenses to be paid to
plaintiffs' counsel by the Company or its successor. The Company and the other defendants deny
all of the allegations in the Consolidated Lawsuit, but agreed to settle the Consolidated Lawsuit in
order to avoid costly litigation and reduce the risk of any delay to the completion of the merger.
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9 Months EndedFair Value Measurements Sep. 30, 2011
Fair Value Measurements
[Abstract]
Fair Value Measurements 10. FAIR VALUE MEASUREMENTS

The carrying value of the Company's financial instruments, other than debt, does not
materially differ from the estimated fair values as of September 30, 2011 and December 31, 2010.
The carrying amount and estimated fair value of the Company's senior debt are summarized as
follows (in thousands):

As of September 30, 2011 As of December 31, 2010

Carrying

Amount

Fair

Value

Carrying

Amount

Fair

Value

Senior long-term debt, including
current portion $1,499,500 $1,564,380 $1,425,000 $1,495,250

The estimated market values as of September 30, 2011 and December 31, 2010 are based
on quarter-end closing market prices published by securities firms. While the Company believes
these approximations to be reasonably accurate at the time published, quarter-end closing market
prices can vary widely depending on the volume traded by any given securities firm and on other
factors.

The provisions of ASC 820, Fair Value Measurements and Disclosures, establishes a
framework for measuring the fair value of financial assets and financial liabilities by establishing
a hierarchy that categorizes and prioritizes the sources to be used to estimate fair value as
follows:

Level 1 — defined as observable inputs such as quoted prices in active markets;

Level 2 — inputs include quoted prices for similar assets and liabilities in active markets,
quoted prices for identical or similar assets or liabilities in markets that are not active, inputs
other than quoted prices that are observable for the asset or liability (interest rates, yield
curves, etc.), and inputs that are derived principally from or corroborated by observable
market data by correlation or other means (market corroborated inputs); and

Level 3 — unobservable inputs that reflect the Company's determination of assumptions that
market participants would use in pricing the asset or liability. These inputs are developed
based on the best information available, including the Company's own data.

The following table summarizes the valuation of the Company's financial instruments by
the foregoing fair value hierarchy levels as of September 30, 2011 and December 31, 2010,
respectively (in thousands):

Fair Value Measurements as of September 30, 2011

Using:

(Level 1) (Level 2) (Level 3)

Assets
Cash and cash

equivalents $ 9,802 — —
Other assets, net $ 2,859 — —
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Fair Value Measurements as of December 31, 2010 Using:

(Level 1) (Level 2) (Level 3)

Assets
Cash and cash equivalents $ 11,186 — —
Other assets, net $ 2,859 — —

At September 30, 2011 and December 31, 2010, the fair value of cash and cash equivalents
presented in the table above was primarily composed of the Company's investments in publicly
traded money market instruments. The Company's cash and cash equivalent balances excluded
from the table above are composed of cash, certificates of deposits with original maturities of one
month or less and overnight investments. The fair value of the Company's other assets, net
consists of restricted investments in registered money market instruments.
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9 Months EndedLoss Per Common Share Sep. 30, 2011
Loss Per Common Share
[Abstract]
Loss Per Common Share 8. LOSS PER COMMON SHARE

The computation of basic and diluted net loss per common share for the three and nine
months ended September 30, 2011 and 2010 was as follows:

Three Months Ended September 30, Nine Months Ended September 30,

2011 2010 2011 2010

(in thousands, except share and per share data)

Net loss $(17,077 ) $(14,755 ) $(38,445 ) $(31,821 )

Weighted average
common
shares
outstanding –
basic and
diluted 146,000,189 145,145,204 145,170,298 145,572,170

Net loss per
common share
– basic and
diluted $(0.12 ) $(0.10 ) $(0.26 ) $(0.22 )

For the three and nine months ended September 30, 2011 and 2010, the Company had
outstanding options, warrants and stock units for 18,513,874 and 17,532,362 shares, respectively,
that were not included in the calculation of diluted net loss per common share because the effect
would have been anti-dilutive.
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Nature Of Business And
Basis Of Presentation
[Abstract]
Nature Of Business And Basis
Of Presentation

1. NATURE OF BUSINESS AND BASIS OF PRESENTATION

Nature of Business

PAETEC Holding Corp. ("PAETEC Holding") is a Delaware corporation that, through its
subsidiaries, provides broadband communications services, including data and Internet access
services, local telephone services and domestic and international long distance services, primarily
to business end-user customers.

The accompanying historical condensed consolidated financial statements and notes reflect
the financial results of PAETEC Holding and PAETEC Holding's wholly-owned subsidiaries.
References to the "Company" and "PAETEC" in these Notes to Condensed Consolidated
Financial Statements are to PAETEC Holding and PAETEC Holding's wholly-owned
subsidiaries.

Merger Agreement with Windstream Corporation

Effective on July 31, 2011, PAETEC Holding entered into an agreement and plan of merger
(the "merger agreement") with Windstream Corporation ("Windstream") and Peach Merger Sub,
Inc., a wholly-owned subsidiary of Windstream, pursuant to which, among other things, Peach
Merger Sub, Inc. will be merged with and into PAETEC Holding (the "merger"), with PAETEC
Holding surviving the merger as a wholly-owned subsidiary of Windstream.

Subject to the terms and conditions of the merger agreement, each share of PAETEC
Holding common stock outstanding immediately prior to the effective time of the merger will be
converted into the right to receive 0.460 shares of the common stock of Windstream. Outstanding
PAETEC Holding stock options, restricted stock units and other equity awards generally will be
converted at the effective time of the merger into stock options, restricted stock units and other
equity awards with respect to Windstream common stock, after giving effect to the merger
exchange ratio.

The merger agreement contains representations and warranties customary for transactions
of this type. PAETEC Holding has agreed to various customary covenants and agreements,
including, among others, agreements (1) to conduct its business in the ordinary course consistent
with past practice during the period between the execution of the merger agreement and the
effective time of the merger and (2) not to engage in certain kinds of transactions during this
period.

The merger agreement has been approved by the board of directors of each of Windstream
and PAETEC Holding. At a special meeting of stockholders held on October 27, 2011, PAETEC
Holding's stockholders adopted the merger agreement and approved the transactions
contemplated by the merger agreement in accordance with applicable law.

Consummation of the merger is not subject to approval by the stockholders of Windstream
or to any financing condition, but it is subject to certain customary conditions, including, among
others, receipt of required regulatory approvals from the Federal Communications Commission
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and certain public utilities commissions and the absence of any law, regulation, order, or
injunction prohibiting the merger. Each party's obligation to consummate the merger also is
subject to other conditions, including the accuracy of the representations and warranties of the
other party (generally subject to a material adverse effect standard), material compliance by the
other party with its obligations under the merger agreement, and the absence of a material adverse
effect related to the other party. Subject to the satisfaction of the closing conditions, the parties
anticipate that the transaction will be consummated by December 31, 2011.

The merger agreement contains certain termination provisions for Windstream and
PAETEC Holding. Upon termination of the merger agreement, under specified circumstances,
PAETEC Holding may be required to pay Windstream a termination fee equal to $40 million or to
reimburse Windstream's expenses incurred in connection with the proposed transaction in an
amount not to exceed $15 million. In addition, under certain circumstances, including payment of
a termination fee equal to $40 million, PAETEC Holding is permitted to terminate the merger
agreement to enter into a definitive agreement with a third party with respect to an acquisition
proposal.

Segment Disclosure

The Company operates in one reportable segment.

Basis of Presentation

The accompanying condensed consolidated financial statements are unaudited and have
been prepared by the Company's management in accordance with accounting principles generally
accepted in the United States of America for interim financial information and the rules and
regulations of the Securities and Exchange Commission (the "SEC") for interim financial
statements and accounting policies consistent, in all material respects, with those applied in
preparing the Company's audited consolidated financial statements included in its Annual Report
on Form 10-K for the year ended December 31, 2010 (as amended on Form 10-K/A, the "2010
Form 10-K"), as filed with the SEC. In the opinion of management, these interim financial
statements reflect all adjustments, consisting of normal recurring adjustments, management
considers necessary for the fair presentation of the Company's financial position, operating results
and cash flows for the interim periods presented. The condensed consolidated balance sheet as of
December 31, 2010 has been derived from the audited consolidated balance sheet as of that date.
These unaudited condensed consolidated financial statements should be read in conjunction with
the audited consolidated financial statements and related notes included in the 2010 Form 10-K.

The accompanying condensed consolidated financial statements present results for the three
and nine months ended September 30, 2011. These results are not necessarily indicative of the
results that may be achieved for the year ending December 31, 2011 or any other period.

Basis of Consolidation

The accompanying condensed consolidated financial statements include the accounts of
PAETEC Holding and PAETEC Holding's wholly-owned subsidiaries. All intercompany
transactions and balances have been eliminated.
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Goodwill And Other
Intangible Assets [Abstract]
Goodwill And Other
Intangible Assets

4. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill

The changes in the carrying value of goodwill from January 1, 2011 to September 30, 2011
were as follows (in thousands):

Balance as of January 1, 2011 $439,556
Goodwill related to acquisitions in 2011 32,808
Balance as of September 30, 2011 $472,364

The amount of goodwill recognized as of September 30, 2011 for the Company's 2011
acquisitions are based on the Company's preliminary allocation of purchase price and may change
significantly based on various valuations that will be finalized within 12 months after the
applicable acquisition's closing date (Note 2).

Other Intangible Assets

The gross carrying amount and accumulated amortization by major intangible asset
category as of September 30, 2011 and December 31, 2010 were as follows:

September 30, 2011

Gross

Carrying

Amount

Accumulated

Amortization Net

Weighted

Average

Amortization

Period

(in thousands)

Amortized intangible assets:
Customer-related $400,293 $(153,465 ) $246,828 11 years
Technology-based 1,953 (1,718 ) 235 5 years
Capitalized software development

costs 11,501 (5,364 ) 6,137 4 years
Technology license 5,164 (2,496 ) 2,668 5 years
Trade name 3,250 (1,427 ) 1,823 5 years
Total 422,161 (164,470 ) 257,691 10 years

Unamortized intangible assets:
Trade name 2,400 — 2,400
Total $424,561 $(164,470 ) $260,091

December 31, 2010

Gross

Carrying

Amount

Accumulated

Amortization Net

Weighted

Average

Amortization

Period

(in thousands)
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Amortized intangible assets:
Customer-related $376,343 $(111,029 ) $265,314 11 years
Technology-based 1,953 (1,520 ) 433 5 years
Capitalized software development

costs 9,242 (3,477 ) 5,765 4 years
Technology license 5,164 (1,721 ) 3,443 5 years
Trade name 2,800 (464 ) 2,336 6 years
Total 395,502 (118,211 ) 277,291 10 years
Unamortized intangible assets:
Trade name 2,400 — 2,400
Total $397,902 $(118,211 ) $279,691

Intangible asset amortization expense for the nine months ended September 30, 2011 and
2010 was $46.3 million and $23.2 million, respectively. Intangible asset amortization expense for
the three months ended September 30, 2011 and 2010 was $16.5 million and $7.9 million,
respectively.

Gross intangible assets as of September 30, 2011 included $24.0 million for customer
relationship intangible assets (6 year weighted average useful life), $0.4 million for trade names,
and $0.1 million for software acquired from XETA. These amounts are based on the Company's
preliminary allocations of the purchase price and may change significantly based on a valuation
that will be finalized within 12 months after the closing date. The Company estimates that future
aggregate amortization expense related to intangible assets as of September 30, 2011 will be as
follows for the periods presented (in thousands):

Year Ending December 31,

2011 (remaining three months) $16,505
2012 55,769
2013 43,564
2014 34,405
2015 25,838
Thereafter 81,610
Total $257,691
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[Abstract]
Long-Term Debt And Capital
Lease Obligations

5. LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS

Long-term debt and capital lease obligations as of September 30, 2011 and December 31,
2010 consisted of the following:

September 30,

2011

December 31,

2010

(in thousands)

8 7/8% Senior Secured Notes due 2017 $650,000 $650,000
Unamortized discount on 8 7/8% Senior

Secured Notes due 2017, net (7,462 ) (8,435 )
9 7/8% Senior Notes due 2018 450,000 450,000
Unamortized discount on 9 7/8% Senior

Notes due 2018 (13,408 ) (14,811 )
9.5% Senior Notes due 2015 300,000 300,000
Senior secured credit facilities 99,500 25,000
Unamortized discount on senior secured

credit facilities (237 ) —
Capital lease obligations 44,295 45,805
Other 694 530
Total debt 1,523,382 1,448,089
Less: current portion (16,977 ) (10,733 )
Long-term debt and capital lease

obligations $1,506,405 $1,437,356

Senior Secured Credit Facilities

On May 31, 2011, PAETEC Holding entered into an amended and restated credit agreement
(the "credit agreement"), dated as of May 31, 2011, which amended and restated PAETEC
Holding's credit agreement dated February 28, 2007, as amended (the "original credit
agreement").

Under the credit agreement, lenders have made available to the Company $225 million of
senior secured credit facilities consisting of the following:

� a $100 million term loan credit facility under which the Company obtained term loans on
May 31, 2011 in an aggregate principal amount of $100 million; and

� a revolving credit facility under which the Company may obtain from time to time
revolving loans of up to an aggregate principal amount of $125 million outstanding at any
time and under which no amounts were outstanding as of September 30, 2011.

PAETEC Holding is the borrower under the term loan and revolving credit facilities. All
obligations under the facilities are unconditionally guaranteed on a senior secured basis by all of
PAETEC Holding's directly and indirectly owned domestic subsidiaries, except as expressly
provided in the credit agreement.
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The Company may elect, subject to pro forma compliance with a total leverage ratio
covenant and other conditions, to solicit the lenders under the credit agreement or other
prospective lenders to extend up to $300 million in aggregate principal amount of additional
loans under the credit facilities.

Borrowings under the credit facilities may be used for working capital, capital expenditures
and general corporate purposes, including payment of outstanding borrowings incurred by the
Company under the original credit agreement and payment of merger consideration and other
costs and expenses. A portion of the revolving credit facility is available for the issuance of letters
of credit to support the Company's operating requirements. The Company received gross
proceeds of $99.8 million from its $100 million of borrowings under the term loan facility, which
was offered at a price of 99.750% of the principal amount, and the proceeds were used as follows:

� approximately $69.5 million to pay the merger consideration and associated costs and
expenses related to the completion on May 31, 2011 of PAETEC's acquisition by merger
of XETA, including repayment of borrowings outstanding under the acquired company's
revolving line of credit (Note 2);

� approximately $25.1 million to repay in full all outstanding revolving loans incurred
under the original credit agreement; and

� the remaining proceeds to pay fees and expenses incurred in connection with the new
credit facilities, and for other general corporate purposes.

The term loan facility will mature on May 31, 2018. The Company is required to make
quarterly principal payments of $250,000 beginning in the quarter ended June 30, 2011 and
continuing each quarter through the term loan facility maturity date. In addition, the Company is
required to make principal repayments under the term loan facility from specified excess cash
flows from operations and from the net proceeds of specified types of asset sales, debt issuances,
and insurance recovery and condemnation events.

The revolving credit facility will mature on May 31, 2016 except that, if more than $25
million in aggregate principal amount of the Company's outstanding 9.5% Senior Notes due 2015
is outstanding on January 15, 2015, the revolving credit facility will mature on January 15, 2015.
There are no scheduled principal payments under the revolving loans. Any outstanding revolving
loans will be payable in full on the revolving loan maturity date.

Interest accrued on borrowings outstanding under the credit facilities generally is payable
on a monthly or quarterly basis. The term loan borrowings bear interest, at the Company's option,
at an annual rate equal to either a specified base rate plus a margin of 2.50%, or the applicable
London interbank offered rate ("LIBOR") (or, if greater, 1.50%) plus a margin of 3.50%. The
margin applicable to loans under the revolving credit facility is subject to specified reductions
based on certain reductions in the Company's total leverage ratio and is either the specified base
rate plus a margin of 1.75% to 2.25% or LIBOR plus a margin of 2.75% to 3.25%. The base rate
is equal to the highest of a specified prime lending rate, the overnight federal funds rate plus
0.50%, one month LIBOR plus 1.00%, and, with respect to term loan borrowings, 2.50%. Subject
to availability and other conditions, the Company has the right to select interest periods of 1, 2, 3,
6 or, in the case of the revolving credit facility borrowings (subject to the approval of the
revolving credit lenders), 9 or 12 months for LIBOR loans.

The credit agreement contains customary representations and warranties by the Company,
as well as customary events of default. The credit agreement requires the Company to comply
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with affirmative and negative covenants customarily applicable to senior secured credit facilities,
including covenants restricting the ability of PAETEC Holding and its subsidiaries, subject to
specified exceptions, to incur additional indebtedness and additional liens on their assets, engage
in mergers or acquisitions or dispose of assets, pay dividends or make other distributions,
voluntarily prepay certain other indebtedness, enter into transactions with affiliated persons, make
investments, change the nature of their businesses and amend the terms of certain other
indebtedness. The Company was in compliance with these covenants as of September 30, 2011.
The credit agreement permits the incurrence of $55 million of non-recourse debt for the
acquisition and construction of the Company's new corporate headquarters.

The Company is required to satisfy a total leverage ratio under which the ratio of its
consolidated debt to its adjusted consolidated EBITDA (as defined for purposes of the credit
agreement) will not be permitted to be greater than (a) 5.00:1.00 on the last day of any fiscal
quarter ending before December 31, 2011 or (b) 4:75:1.00 on the last day of any fiscal quarter
ending on or after December 31, 2011. The Company was in compliance with this financial
covenant as of September 30, 2011.

Senior Notes due 2018

On July 8, 2011, in accordance with registration rights granted to the original purchasers of
PAETEC Holding's 9 7/8% Senior Notes due 2018, PAETEC Holding completed an exchange
offer of all of its outstanding 9 7/8% Senior Notes due 2018 in an aggregate principal amount of
$450 million for notes with substantially identical terms registered under the Securities Act of
1933.
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Income Taxes [Abstract]
Income Taxes 6. INCOME TAXES

The provision for income taxes for the nine months ended September 30, 2011 was $2.4
million and represents current state taxes consisting primarily of taxes based on gross margin or
modified gross receipts, and income taxes in jurisdictions where net operating losses are not
available. The difference between the statutory rate and the effective tax rate for the nine months
ended September 30, 2011 was primarily attributable to the existence of a valuation allowance on
PAETEC's net deferred tax assets.

ASC 740, Income Taxes, requires the recognition of a financial statement benefit of a tax
position only after a determination that the relevant tax authority would more likely than not
sustain the position following an audit. For tax positions meeting the more-likely-than-not
threshold, the amount recognized in the financial statements is the largest benefit that has a
greater than fifty percent likelihood of being realized upon ultimate settlement with the relevant
tax authority. The amount of unrecognized tax benefits from uncertain tax positions as of
September 30, 2011 was $0.5 million, net of federal benefit, the majority of which, if recognized,
would affect the effective tax rate.

The Company recognizes interest and penalties accrued on unrecognized tax benefits as a
component of the provision for income taxes. As of September 30, 2011, the Company had less
than $0.1 million of accrued interest related to unrecognized tax benefits.

The Company files U.S. federal income tax returns and income tax returns in various state
jurisdictions. The Company's U.S. federal tax years ended December 31, 2007 through December
31, 2010 and various state tax years remain subject to income tax examinations by tax authorities.
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9 Months EndedCondensed Consolidated
Statements Of Cash Flows

(USD $)
In Thousands

Sep. 30,
2011

Sep. 30,
2010

OPERATING ACTIVITIES:
Net loss $ (38,445) $ (31,821)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization 194,982 141,873
Amortization of debt issuance costs 3,448 2,577
Amortization of debt discount, net 2,389 977
Bad debt expense 10,293 10,090
Stock-based compensation expense 10,707 7,706
Gain on disposal of property and equipment (23) (219)
Deferred income taxes 0 (1,342)
Debt extinguishment and related costs 0 3,667
Gain on non-monetary transaction (82) 0
Change in assets and liabilities which provided (used) cash, excluding effects of
acquisitions:
Accounts receivable (51,368) (21,492)
Prepaid expenses and other current assets (4,462) (7,899)
Other assets (3,600) (990)
Accounts payable (8,239) 770
Accrued expenses 3,178 (6,212)
Accrued payroll and related liabilities 13,114 (19,845)
Accrued taxes (3,139) (4,381)
Accrued commissions 3,947 1,469
Accrued interest 18,395 7,087
Deferred revenue 1,354 4,358
Net cash provided by operating activities 152,449 86,373
INVESTING ACTIVITIES:
Purchases of property and equipment (145,342) (94,884)
Acquisitions, net of cash received (67,867) (24,603)
Purchase of short term investments 0 (698)
Increase in restricted cash 0 (504)
Proceeds from disposal of property and equipment 163 538
Purchase of long-term investment (750) 0
Software development costs (2,159) (930)
Net cash used in investing activities (215,955) (121,081)
FINANCING ACTIVITIES:
Repayments of long-term debt (34,264) (278,675)
Payment for debt issuance costs (3,396) (7,393)
Proceeds from long-term borrowings 99,750 301,584
Repurchase of common stock 0 (10,310)
Payment of contingent consideration (2,723) 0
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Payment for registering securities (185) 0
Proceeds from exercise of stock options, warrants, and purchase plans 5,208 3,296
Payment of tax withholding on vested stock units (1,626) (2,100)
Net cash provided by financing activities 62,764 6,402
NET DECREASE IN CASH AND CASH EQUIVALENTS (742) (28,306)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 95,533 152,888
CASH AND CASH EQUIVALENTS, END OF PERIOD 94,791 124,582
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest 84,023 57,786
Cash paid for income taxes 2,733 929
SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND
FINANCING TRANSACTIONS :
Accrued property and equipment expenditures 34,400 12,926
Equipment purchased under capital leases 7,054 33,136
Contingent consideration 2,700 8,065
Accrued deferred debt issuance costs 0 5,250
Tenant incentive leasehold improvements $ 1,119 $ 368
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9 Months EndedAcquisitions Sep. 30, 2011
Acquisitions [Abstract]
Acquisitions 2. ACQUISITIONS

Acquisition of XETA Technologies, Inc.

On May 31, 2011, the Company completed its acquisition by merger of XETA
Technologies, Inc. ("XETA"), a provider of advanced communications solutions. On the closing
date, XETA continued in existence as a wholly-owned subsidiary of PAETEC Holding. The
purchase price for the acquisition was approximately $68.1 million in cash. The merger was
accounted for as an acquisition of XETA by PAETEC using the acquisition method in accordance
with Accounting Standards Codification ("ASC") Topic 805, Business Combinations (Note 4).

Acquisition of Assets and Certain Liabilities of Iperia Mobility Solutions, LLC

On February 11, 2011, the Company completed the acquisition of assets and certain
liabilities of Iperia Mobility Solutions, LLC ("Iperia"), a limited liability company that provides
IP-based communications solutions delivering communications-enabled applications. The
purchase price for this business acquisition was $4.0 million in cash, including an estimated $2.7
million of contingent consideration to be paid 24 months following the acquisition closing date.
The merger was accounted for as an acquisition of Iperia by PAETEC using the acquisition
method in accordance with ASC Topic 805 (Note 4).

Supplemental Pro Forma Information (Unaudited)—Cavalier Telephone Corporation
Acquisition

On December 6, 2010, the Company completed the acquisition of Cavalier Telephone
Corporation ("Cavalier"). The revenue and net loss from continuing operations of the combined
entity for the three and nine months ended September 30, 2010 had the acquisition date been
January 1, 2010, are as follows (in thousands):

Revenue

Net Loss from

Continuing

Operations

Supplemental pro forma for the three
months ended September 30, 2010 $500,412 $ (21,130 )

Supplemental pro forma for the nine
months ended September 30, 2010 $1,472,525 $ (48,171 )

The pro forma information presents the combined operating results of the Company and
Cavalier, with the results prior to the merger closing date adjusted to include the pro forma effect
of the elimination of transactions between the Company and Cavalier, the adjustment to
depreciation and amortization expense associated with the estimated acquired fair value of
property and equipment and intangible assets, the elimination of historical interest expense on
Cavalier's pre-merger indebtedness, the inclusion of interest expense related to the Company
borrowings used to fund the acquisition, and the amortization of debt issuance costs related to
such borrowings.
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The pro forma results are presented for illustrative purposes only and do not reflect either
the realization of potential cost savings or any related integration costs. Certain cost savings may
result from the Cavalier merger, although there can be no assurance that cost savings will be
achieved. These pro forma results do not purport to be indicative of the results that would have
actually been obtained if the merger had occurred as of the date indicated, nor do the pro forma
results intend to be a projection of results that may be obtained in the future.
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Recent Accounting
Pronouncements [Abstract]
Recent Accounting
Pronouncements

11. RECENT ACCOUNTING PRONOUNCEMENTS

In September 2011, the Financial Accounting Standards Board ("FASB") issued
Accounting Standards Update ("ASU") 2011-08, Intangibles – Goodwill and Other (Topic 350):
Testing for Goodwill for Impairment. The intent of ASU 2011-08 is to simplify how registrants
test goodwill for impairment. ASU 2011-08 permits registrants to first assess qualitative factors to
determine whether it is more likely than not that the fair value of a reporting unit is less than its
carrying amount as a basis for determining whether it is necessary to perform a two-step goodwill
impairment test. A registrant would not be required to calculate the fair value of a reporting unit
unless the registrant determines that it is more likely than not that its fair value is less than its
carrying amount. The guidance is effective for annual and interim goodwill impairment tests
performed for years beginning after December 15, 2011 with early adoption permitted. The
Company is currently evaluating this guidance, but does not expect its adoption will have a
material effect on the Company's financial statements.

In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income. The
new guidance will require a company to present components of net income and other
comprehensive income in one continuous statement or in two separate, but consecutive
statements. There are no changes to the components that are recognized in net income or other
comprehensive income under current accounting principles generally accepted in the United
States of America ("GAAP"). This guidance is effective for fiscal years, and interim periods
within those fiscal years, beginning after December 15, 2011, with early adoption permitted. The
Company is currently evaluating this guidance, but does not expect its adoption will have a
material effect on the Company's financial statements.

In May 2011, the FASB issued ASU 2011-04, Amendments to Achieve Common Fair Value
Measurement and Disclosure Requirements in U.S. GAAP and IFRSs. This guidance amends
certain measurement and disclosure requirements related to fair value measurements to improve
consistency with international reporting standards. This guidance is effective prospectively for
public entities for interim and annual reporting periods beginning after December 15, 2011, with
early adoption by public entities prohibited. The Company is currently evaluating this guidance,
but does not expect its adoption will have a material effect on the Company's financial
statements.

In October 2009, the FASB issued ASU 2009-13, Revenue Recognition (Topic 605). This
ASU provides amendments to the criteria in ASC 605-25 for separating consideration in multiple-
deliverable revenue arrangements. It establishes a hierarchy of selling prices to determine the
selling price of each specific deliverable, which includes vendor-specific objective evidence (if
available), third-party evidence (if vendor-specific evidence is not available), or estimated selling
price if neither of the first two is available. This ASU also eliminates the residual method for
allocating revenue between the elements of an arrangement and requires that arrangement
consideration be allocated at the inception of the arrangement. Finally, this ASU expands the
disclosure requirements regarding a vendor's multiple-deliverable revenue arrangements. The
adoption of this accounting standard on January 1, 2011 did not have a material impact on the
Company's financial statements.
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In October 2009, the FASB issued ASU 2009-14, Certain Revenue Arrangements that
include Software Elements. This ASU amends accounting and reporting guidance under ASC
605-985 to exclude from its scope all tangible products containing both software and non-
software components that function together to deliver the product's essential functionality. The
adoption of this accounting standard on January 1, 2011 did not have a material impact on the
Company's financial statements.
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Condensed Consolidated
Balance Sheets (USD $)

In Thousands

Sep. 30,
2011

Dec. 31,
2010

ASSETS
Cash and cash equivalents $ 94,791 $ 95,533
Accounts receivable, net of allowance for doubtful accounts of $11,455 and $11,044,
respectively 308,679 253,175

Deferred income taxes 10,801 10,801
Prepaid expenses and other current assets 38,504 27,584
Total current assets 452,775 387,093
Property and equipment, net 882,753 860,782
Goodwill 472,364 439,556
Intangible assets, net 260,091 279,691
Other assets, net 45,249 40,816
Total assets 2,113,232 2,007,938
LIABILITIES AND STOCKHOLDERS' EQUITY
Accounts payable 94,876 102,169
Accrued expenses 43,317 36,954
Accrued payroll and related liabilities 36,249 20,373
Accrued taxes 46,042 48,897
Accrued commissions 27,083 22,532
Accrued capital expenditures 27,371 13,707
Accrued interest 35,674 17,278
Deferred revenue 85,955 82,232
Current portion of long-term debt and capital lease obligations 16,977 10,733
Total current liabilities 413,544 354,875
Long-term debt and capital lease obligations 1,506,4051,437,356
Other long-term liabilities 80,741 78,822
Total liabilities 2,000,6901,871,053
Commitments and contingencies (Note 9)
Stockholders' equity:
Common stock, $.01 par value; 300,000,000 authorized shares at September 30, 2011 and
December 31, 2010, 147,011,885 shares issued and outstanding at September 30, 2011;
144,026,358 shares issued and outstanding at December 31, 2010

1,470 1,440

Additional paid-in capital 781,020 766,948
Accumulated deficit (669,948) (631,503)
Total stockholders' equity 112,542 136,885
Total liabilities and stockholders' equity $

2,113,232
$
2,007,938

Copyright © 2013 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
http://www.secdatabase.com

	Cover Page
	FORM 10-Q
	Part I. Financial Information
	Financial Statements (unaudited)
	Condensed Consolidated Balance Sheets as of September 30, 2011 and December 31, 2010
	Condensed Consolidated Statements of Operations for the three and nine months ended September 30, 2011 and 2010
	Condensed Consolidated Statements of Cash Flows for the nine months ended September 30, 2011 and 2010
	Notes to Condensed Consolidated Financial Statements
	Management�s Discussion and Analysis of Financial Condition and Results of Operations
	Quantitative and Qualitative Disclosures About Market Risk
	Controls and Procedures
	Part II. Other Information
	Legal Proceedings
	Risk Factors
	Unregistered Sales of Equity Securities and Use of Proceeds
	Exhibits

	EX-31.1(SECTION 302 CEO CERTIFICATION)
	EX-31.2(SECTION 302 CFO CERTIFICATION)
	EX-32(SECTION 906 CEO AND CFO CERTIFICATION)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)
	XML(IDEA: XBRL DOCUMENT)

