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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This report includes “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. The words “may,” “will,” “anticipate,”
“estimate,” “expect,” “intend,” “plan,” “continue” and similar expressions as they relate to us or our management
are intended to identify these forward-looking statements. All statements by us regarding our expected financial
position, liquidity, revenues, cash flows and other operating results, business strategy, financing plans, forecasted
trends related to the markets in which we operate, legal proceedings and similar matters are forward-looking
statements. Our expectations expressed or implied in these forward-looking statements may not turn out to be
correct. Our results could be materially different from our expectations because of various risks, including the
risks discussed in this report under “Business—Regulation” and “Risk Factors.”
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PARTI

We have derived some of the information contained in this report concerning the markets and industry in
which we operate from publicly available information and from industry sources. Although we believe that this
publicly available information and the information provided by these industry sources are reliable, we have not
independently verified the accuracy of any of this information.

Unless we indicate otherwise, we have rounded dollar amounts over $1 million to the nearest hundred
thousand dollars and dollar amounts less than $1 million to the nearest thousand dollars.

Unless we indicate otherwise, references in this report to “we,” “us,” “our,” “PAETEC Holding” and
“PAETEC” mean PAETEC Holding Corp. and PAETEC Corp. and its subsidiaries for all periods before the
completion of the merger with US LEC Corp., or “US LEC,” on February 28, 2007. For the period beginning on
March 1, 2007 through February 8, 2008, such references refer to PAETEC Holding Corp. and its subsidiaries,
including US LEC and its subsidiaries. On February 8, 2008, PAETEC completed its acquisition by merger of
McLeodUSA Incorporated, or “McLeodUSA.” For the period beginning on February 9, 2008, such references
refer to PAETEC Holding Corp. and its subsidiaries, including US LEC and McLeodUSA and their respective
subsidiaries.

Item 1. Business.
Overview

PAETEC is a competitive 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 large, medium-sized and, to a lesser extent, small business
end-user customers in metropolitan areas with a package of integrated communications services that
encompasses data services, including broadband Internet access services and virtual private network services,
and voice services, including local telephone services and domestic and international long distance services. As
of March 1, 2010, PAETEC Holding had in service 234,116 digital T1 transmission lines, which represented the
equivalent of 5,618,784 access lines, for approximately 44,000 business customers in a service area
encompassing 84 of the top 100 metropolitan statistical areas.

PAETEC Holding was incorporated in Delaware in August 2006, and its predecessor, PAETEC Corp., was
incorporated in Delaware in 1998. PAETEC Holding is a holding company that conducts its operations through
wholly-owned subsidiaries. PAETEC Holding’s principal executive offices are located at One PAETEC Plaza,
600 Willowbrook Office Park, Fairport, New York 14450, and our telephone number at that address is
(585) 340-2500.

We maintain a corporate Internet web site at www.paetec.com. We make available free of charge through
our web site our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
all amendments to those reports, as soon as reasonably practicable after we electronically file or furnish the
reports with the SEC. The contents of our web site are not a part of this report. The SEC maintains an Internet
web site at www.sec.gov that contains reports and other information regarding PAETEC Holding.

PAETEC’s Business

PAETEC provides a range of data and voice services on a retail basis to large, medium-sized and, to a lesser
extent, small end-user business customers. PAETEC complements its offering of these “network services” with
sales to its retail customers of “integrated solutions,” including software applications, network integration
services, managed and other services, energy services and communications equipment. PAETEC also offers a
range of data and voice “carrier services” on a wholesale basis to other communications companies and to larger-
scale purchasers of network capacity. PAETEC’s retail sales and marketing initiatives focus on bundling its
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network services and integrated solutions for sale to its core business and institutional customers. PAETEC
believes this bundling adds value for its customers and increases its share of its customers’ expenditures on
communications services.

As of March 1, 2010, PAETEC delivered its communications services in 48 states and the District of
Columbia, had broadband network and facilities spanning approximately 20,080 local route miles, operated 122
switching facilities that provide traditional voice and Internet Protocol, or “IP,” capabilities, and had more than
5,951,654 access line equivalents in service, including “plain old telephone service,” or “POTS,” lines relating to
the provision of basic telephone services supplying standard line telephones, telephone lines and access to the
public switched network.

Although PAETEC has an existing base of residential customers and it expects to continue to support that
base, PAETEC does not actively market residential services to new customers. PAETEC’s provision of
residential services is not a material part of its business.

PAETEC has designed its network, developed its back office systems and trained its employees and sales
agents to support a broad line of services. PAETEC believes that its ability to bundle a package of value-added
communications services enables it to build customer loyalty, increase the penetration of its existing markets and
facilitate its entry into additional markets.

Network Services

PAETEC offers a range of network services and solutions to its retail end-user customers, encompassing
both data services, including broadband Internet access services and virtual private network services, and voice
services, including local telephone services and domestic and international long distance services. PAETEC also
provides other services that relate to its core business, such as service management tools that permit its customers
to prioritize their IP applications, as well as data backup and recovery applications, data center collocation
services and web hosting services. PAETEC’s strategy has been to expand these service offerings over time and
to complement them with a variety of “integrated solutions” that it also offers on a retail basis. PAETEC derived
approximately 80% of its total revenue for 2009 from its network services.

Internet Connectivity and Other Networking Services. PAETEC offers its customers the following
broadband Internet connectivity and other networking services:

*  High-speed dedicated Internet access services. PAETEC offers integrated voice and Internet access
over a single digital transmission line. With this service, PAETEC’s customers are able to obtain voice
and Internet access services at competitive prices from a single source. PAETEC also offers its high-
volume Internet access customers a specialized Internet access service that provides very high speed
Internet access.

*  Virtual private network services. Virtual private networks, or “VPNs,” are networks that are typically
leased and that link multiple customer locations by using computer software to dedicate circuits solely
for the customer’s use, instead of building a physical circuit to each customer location. PAETEC offers
VPN services to businesses seeking a cost-effective means of creating their own secure networks for
communicating and conducting business with their employees, customers and suppliers.

*  Internet security services. To supplement its Internet access services, PAETEC offers data encryption
services and electronic message screening services on a resale basis to customers that seek to minimize
security issues associated with direct Internet access.

2



Local Telephone Services. PAETEC’s local telephone service offering provides basic local dial tone service,
as well as additional services, such as directory assistance, call forwarding and call hunting. PAETEC is certified
to offer local telephone services in 48 states and the District of Columbia. )

Long Distance Services. PAETEC offers a range of switched and dedicated long distance services to
customers connected to its network. These include services that originate and terminate within the same local
transport area and in different local transport areas, international services, 1+ outbound services and inbound toll-
free services. PAETEC also offers ancillary long distance services, such as audio and web conferencing services.
In those instances where PAETEC is not able to connect a customer to its network, the company resells the long
distance services of other communications carriers. PAETEC generally sells its long distance services as part of a
bundle that includes one or more of its local services offerings, its other network service offerings and/or its
integrated solutions offerings.

Access Services. In addition to services it provides to its retail end-user customers, PAETEC offers switched
and dedicated access services that other communications providers use when they originate or terminate long
distance calls to or from PAETEC’s retail end -user customers. PAETEC also provides access services to other
local exchange carriers when it terminates local calls made by the customers of other local carriers.

Related Services. PAETEC offers its customers in some regions the following additional services that relate
to its core business:

o IP traffic classification. PAETEC’s service management tools enable customers to classify their IP
traffic into tiers for voice, video conferencing, enterprise data and Internet traffic. These tools permit
some types of traffic to be prioritized to ensure higher quality during transmission and delivery.

o Network storage. PAETEC’s VPN services provide the company’s customers with the ability to store
and share files on network-based storage devices. Customers can access their files remotely or via their
VPN connection and establish unique privileges on all shared files.

«  PC back-up. PAETEC provides its virtual private network customers with the application-based ability
to back up their workstations to PAETEC’s network-based storage devices, as well as to restore
backed-up files that otherwise might be lost or damaged.

e Virtual NXX: PAETEC also offers its business customers a remote office feature that enables them to
place calls from any location which appear to be originating from their offices, as well as a
simultaneous ring feature that provides customers with the ability to have their calls ring at multiple
locations, affording customers greater flexibility than traditional call forwarding.

Carrier Services

PAETEC supplements the network services and integrated solutions it provides to end users on a retail basis
with its wholesale offering of voice and data carrier services to other communications providers and to larger-
scale purchasers of network capacity. PAETEC’s carrier services customers include communications companies
that resell PAETEC’s local and long distance services, interactive voice response providers, Voice over Internet
Protocol, or “VoIP,” providers, other competitive carriers such as PAETEC that were formed as a result of the
Telecommunications Act of 1996, wireless service providers, web services providers and Internet service
providers. PAETEC derived approximately 16% of its total revenue for 2009 from its carrier services.

PAETEC offers the following services to some or all of its carrier customers:

o dedicated local services, including primary rate interface, or “PRL” services, that provide high capacity
local service for carrier access services, such as dial -up Internet access and VoIP services;

«  local voice and related enabling services, such as digital loop carrier services and local switching
services;



* long distance network services;
*  origination, including toll-free origination, for competitive local providers and other carriers:

*  end user multiprotocol label switching aggregation services that provide secure IP communications
connections between carrier end users and single or multiple network points of presence, or “POPs,” of
the carrier;

*  local access to Internet service providers;
*  high-speed Internet connectivity for Internet service providers and web services applications;
*  Internet transit services that provide global routing;

*  physical fiber circuitry without electronics, sometimes referred to as “dark fiber,” enabling the
customer to “light,” or activate, fiber for purposes of providing bandwidth services to their end users;
and

*  collocation services in which the customer’s equipment is installed in PAETEC’s network equipment
centers.

The majority of PAETEC’s carrier services revenue is generated from terminating and originating
communications traffic to and from end-user customers on the PAETEC network that is sent to and from these
end users by other communications companies. PAETEC historically has generated the majority of these
revenues by terminating and originating traditional long distance services. PAETEC provides its regional
customers, through the company’s centralized network equipment centers, with the flexibility to extend their
coverage areas without extending their operational centers or investing in additional personnel.

Integrated Solutions

As part of its package of retail solutions offerings, PAETEC offers a variety of customized services that help
customers build and operate their own data and voice networks. Sales of these offerings can follow or often result
in subsequent sales of one or more of PAETEC’s network services. These customized services enhance customer
retention and frequently represent a decisive factor for customers that choose PAETEC over its competitors for
the provision of network services. PAETEC derived approximately 4% of its total revenue for 2009 from its
integrated solutions.

Applications Services. PAETEC’s Pinnacle software product provides customers with many of the network
management and cost allocation capabilities of a telecommunications carrier. Customers using PAETEC’s
software are able to perform rate inquiries, initiate trouble ticketing, track work orders and perform other tasks
associated with maintaining a large scale internal telecommunications network. In addition, Pinnacle software
customers can track and allocate the costs of voice, data and other communications charges at the individual,
departmental and general ledger levels. PAETEC’s target market segment for the Pinnacle software products
includes institutions with large internal telecommunications networks, such as Fortune 1,000 companies,
universities and government agencies.

Network Design and Implementation. PAETEC offers design, installation and maintenance services for
networks, including local and wide area networks, located on the customers’ premises.

Customer Premise Equipment Sales, Installation and Leasing. PAETEC sells and installs equipment located
on its customers’ premises. This equipment, including products from Avaya and Cisco, historically has included
private branch exchanges, local area networks and servers and routers. Through its Allworx Corp., or “Allworx,”
subsidiary, PAETEC develops and sells complete phone and network systems and provides software and digital
hardware engineering services specifically designed to benefit small and medium-sized businesses. In addition,
to complement its own work force, PAETEC establishes relationships with local equipment installation
companies to sell and install equipment that PAETEC does not sell directly. PAETEC also facilitates the network
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integration efforts of select customers through its “Equipment for Services” program. This program helps
customers secure financing from third parties to lease the telecommunications equipment. PAETEC includes the
equipment lease charges due to the third party on the customers’ regular invoices for the communications
services they purchase from PAETEC and remits the associated equipment lease payment collected from the
customer to the third-party financing company.

Managed Services. PAETEC provides billing and customer care services for the telecommunications resale
programs of universities. As part of these services, PAETEC manages the provision of high-speed
communications services, including high-speed Internet access and enhanced voice and video services, at
universities and private student housing complexes.

PAETEC’s Network Architecture and Deployment

Overview. PAETEC has developed, installed and continues to invest in a flexible network that facilitates
delivery of its voice and data services. To deploy its network, PAETEC employs:

* afacilities-based network pursuant to which PAETEC owns approximately 20,080 route miles of fiber
in portions of 27 states; and

*  acost-effective strategy of combining telephone and data transmission lines that it leases with other
electronic network components that it owns and operates.

This network deployment strategy has allowed PAETEC to enter new markets relatively rapidly and to offer
its customers flexible technological solutions tailored to their specific needs. PAETEC believes that this network
deployment strategy also will facilitate the company’s adoption and delivery of new technologies.

“Last Mile.” PAETEC primarily connects its customers to its network by leasing “special access” digital T1
transmission lines. PAETEC supplements its use of special access lines with unbundled network element, or
“UNE,” high capacity loops, or UNE digital T1 transmission lines, which we refer to as “UNE digital T1.” Both
types of access lines provide a dedicated connection between customer locations and PAETEC switches.
PAETEC has obtained almost all of these leased digital transmission lines from the major incumbent local
exchange carriers such as AT&T Inc., Verizon Communications, Qwest Corporation and CenturyTel, Inc.
(which, after its acquisition of Embarq Corporation, refers to itself as “CenturyLink™). Each last mile connection
provides PAETEC customers with up to 1.5 Megabits per second, or “Mb/s,” of network capacity, over which
PAETEC can provide network services. PAETEC also has relationships with providers to supply alternative
types of last mile connectivity to certain locations. PAETEC’s strategy traditionally has been to form
relationships with multiple providers of last mile access to locations where alternative last mile facilities are
available to improve service reliability through alternative network paths and to lower its costs through
competitive procurement. PAETEC is able to provide direct access to a limited number of buildings using its
own last mile facilities. These PAETEC-owned facilities are capable of providing up to 1 gigabit Ethernet
managed services to the customers located in those buildings, as well as services via digital system cross-connect
frame, or “DSX,” and very high capacity optical carrier, or “OC-n,” lines. PAETEC also can provide direct
wireless “last mile” access using a variety of speeds over wireless spectrum at the DS-x, OC-x, or Ethernet levels
of 10, 100 or 1,000 Mb/s. -

Packet Technology. PAETEC’s network infrastructure and operations support systems enable it to control
the types of services that it offers, how these services are packaged and how they are integrated to serve
customers. Through its installation of IP routers at its switch sites, PAETEC has broadly deployed packet-based
technology across its service area as it migrates from traditional circuit-switching technology. Circuit switch-
based systems, which historically have dominated the public telephone network, establish a dedicated channel for
each communication, such as a telephone call for voice or fax, maintain the channel for the duration of the call,
and disconnect the channel at the conclusion of the call. Packet-switched systems format the information to be
transmitted into a series of shorter digital messages called “packets.” Each packet consists of a portion of the
complete message plus the addressing information to identify the destination and return address. Unlike circuit-
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switching, packet-switching does not require a single dedicated channel between communication points. This
type of communication between sender and receiver is considered connectionless, rather than circuit-based.
Traffic over the Internet, which is a connectionless network, uses packet-switching technology. We believe a
transition to combining the delivery of PAETEC data and voice services over a converged packet-based network
enables us to streamline the delivery of core communications services to our customer base in a more flexible
manner than circuit-switching technology has permitted, to deliver a new generation of product offerings, and to
leverage our network assets more effectively and efficiently.

Network Infrastructure and Backbone Network. PAETEC’s network backbone enables it to offer high-
quality Internet access and VPN services. This backbone consists of high-capacity fiber optic facilities that allow
PAETEC to transport traffic between points on its network. PAETEC has obtained a large fiber-based backbone
that reaches portions of 27 states. As of March 1, 2010, PAETEC’s fiber backbone network spanned
approximately 14,160 intercity and 5,920 metropolitan local route miles and encompassed approximately
1,041,100 intercity backbone fiber miles and 563,840 fiber miles of metropolitan local fiber optic cable.
PAETEC primarily leases fiber backbone facilities between locations where it does not operate its fiber network.
The packet-switching portion of PAETEC’s backbone is based on Internet Protocol, which is a broadly deployed
standards-based protocol that allows unrelated computer networks to exchange data and is the technological basis
of the Internet. IP technology has enabled PAETEC to accelerate network traffic flow and has made it easier and
less costly for PAETEC to manage its network. This technology generally makes more of the network capacity
available for revenue-generating customer traffic. PAETEC’s backbone network is intended to provide a network
switching presence closer to the customer to reduce access mileage and switching costs, and to allow the
company to expand its network rapidly to meet customer demand. The regional design also is intended to
enhance service reliability and allow PAETEC to improve quality and performance.

Collocations. PAETEC has approximately 603 collocations, enabling it to access lower cost special access
digital T1 lines and UNE digital T1 lines from within the central offices of regional Bell operating companies, or
“RBOCs,” to connect to customer locations in local service areas using shorter access loops. In addition,
PAETEC can serve outlying areas of its markets where it does not have collocations by using enhanced extended
loops, or “EELs,” or special access T1 lines to connect more remote customer locations to its network.

Geographic Markets

As of March 1, 2010, PAETEC provided service in 84 of the top 100 metropolitan statistical areas and
operated 122 switches. '

Sales and Marketing

Network Services Sales Strategy. PAETEC targets large, medium-sized and, to a lesser extent, small
business customers that it believes can benefit from the company’s value-added services. PAETEC pursues a
decentralized sales strategy, which affords its sales representatives substantial flexibility to negotiate the pricing
and other terms of its customer agreements, subject to meeting specified revenue and profitability requirements.
For this strategy to succeed, PAETEC must be able to attract, train, motivate and retain skilled sales
professionals. PAETEC seeks to recruit sales representatives with experience working for other communications
providers, telecommunications equipment manufacturers and network systems integrators in the company’s
existing and target markets. PAETEC then augments that experience with an internal training program and
software tools that provide its sales representatives with the information they need to negotiate profitable
customer contracts.

Sales of network services in each of the markets in which PAETEC provides such services is led by
PAETEC’s President of National Sales and Service, who is responsible for the acquisition and retention of all
network services accounts and who reports directly to PAETEC’s Chief Executive Officer. Network sales teams
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are divided into four regions, with a regional sales president responsible for managing all direct sales, agent sales,
account development, network design and service engineering in the assigned region. Each sales team generally
includes branch sales managers, account managers, sales representatives, sales engineers and field technicians.
PAETEC’s sales teams use a variety of methods to qualify leads and schedule initial appointments, including
developing relationships with local industry associations and obtaining customer referrals. PAETEC believes this
regionalized sales structure allows the company to maintain personalized customer service across its national
operations.

PAETEC’s sales representatives generally make the initial customer contacts and sales. After the initial sale,
PAETEC provides follow-up support and the sale of additional services, based on the size of the customer
account, either through an account manager assigned to the customer or as part of the customer service
organization. PAETEC also provides the local sales offices with technical resources to support the sales force and
to coordinate switching the customer to PAETEC service. PAETEC’s service agreements with new customers
generally have a fixed period initial term (currently averaging approximately 35 months) and a specified volume
commitment, which volume commitment is typically measured on a monthly basis. The service agreement may
be terminated by the customer at any time following a specified notice period and upon payment of a termination
fee. Following expiration of the initial term, PAETEC seeks to enter into a new term agreement with the
customer. If a new agreement is not reached, the initial agreement will continue either on a term or monthly
basis. Some of PAETEC’s integrated solutions agreements have initial terms of up to five years.

For each prospective customer, PAETEC’s network services sales force uses proprietary software tools to
allow the sales force to create a customized solution for the customer and to conduct profitability and pricing
analysis for use in preparing proposals. This procedure serves to ensure that PAETEC maintains its focus on
obtaining customers that meet internal profitability standards, while illustrating the potential benefits that a
customer may realize by using a broader bundle of services. The focus of the software tool is to allow PAETEC’s
network services sales representatives maximum flexibility in pricing individual services so long as each bundled
sale is profitable. In this way, PAETEC’s sales representatives can customize their sales approach, using the
company’s proprietary software, to the unique requirements and price sensitivities of each customer. PAETEC
believes that this pricing flexibility provides its sales force with a competitive advantage over the sales efforts of
many other telecommunications carriers. In addition, PAETEC believes this tailored approach to service pricing
allows the company to position itself as a flexible and responsive service provider at the initial point of contact
with customers.

Network Services Sales Force. As of March 1, 2010, over 1,100 of PAETEC’s employees were dedicated to
developing and supporting its direct sales and marketing activities. As of the same date, PAETEC maintained a
total of 74 sales offices in 35 states and the District of Columbia. Each sales office is generally staffed with at
least one sales manager, who has primary responsibility for the results of that office. PAETEC uses its sales
offices not only to target businesses and other customers operating within its markets, but also to solicit and
service national accounts. To increase operating efficiency, some of its sales offices support the sales teams for
multiple markets.

PAETEC requires each new member of its direct sales force to participate in an initial in-house training
program, which includes seminars, on-the-job training and direct one-on-one supervision by experienced sales
personnel. PAETEC also requires members of its direct sales force to participate in an ongoing training program
designed to enhance their knowledge of the communications industry, the company’s services and the needs of
its targeted customers. PAETEC seeks to motivate its direct sales force with a total compensation program that
includes base salary, a cash commissions plan, and eligibility to participate in PAETEC’s long-term equity plan.
The PAETEC sales commission program is primarily designed to reward the addition of new profitable
customers and the sale of additional products and services to existing customers. The commission program also
includes an element for some sales personnel that is designed to promote account retention and minimize
customer turnover.



The efforts of PAETEC’s direct sales force are complemented by marketing activities conducted by
independent sales agents, PAETEC seeks to select sales agencies that are well known to medium-sized and large
businesses and institutions in their markets, and trains its sales agents on how to retain and develop the customer
accounts they introduce to the company. For 2009, customers referred to PAETEC by its sales agents generated
approximately 33% of the company’s network services revenue. As of March 1, 2010, approximately 100 of its
employees were dedicated to developing and supporting its agent program.

Carrier Services Sales Strategy. Carrier services sales in each of the markets in which PAETEC provides
such services are led by PAETEC’s President of Wholesale Services, who is responsible for the acquisition and
retention of all carrier services accounts and who reports directly to PAETEC’s Chief Executive Officer. Initial
sales are made through national account managers located in various sales offices throughout the company’s
markets. Sales support is provided through carrier sales account managers and sales engineers. As of March 1,
2010, approximately 70 of PAETEC’s employees were dedicated to developing and supporting its carrier sales
organization.

Customer Service. PAETEC believes that customer service has become a critical element in attracting and
retaining customers in the communications industry. PAETEC has designed its customer service strategy to
allow it to meet its customer needs rapidly and efficiently. PAETEC operates customer service centers in Cedar
Rapids, Iowa and in Rochester, New York and also outsources some support functions with respect to residential
and small business customers to a third-party service provider. Functions handled by the customer service
operations include billing questions, order inquiries and changes to services. PAETEC operates network
operations centers, or “NOCs,” in Rochester, New York, Cedar Rapids, Iowa and Charlotte, North Carolina to
support its customers nationwide. The NOC:s are staffed by skilled technicians who complete a certification
program to advance through four levels of proficiency. The network operations center staff evaluates any
out-of-service condition and directs remedial action to be implemented by PAETEC’s technical personnel or,
where appropriate, its equipment vendors or external service providers. In addition, the network operations center
staff maintains contact with the customer and prepares reports documenting the service issue and any corrective
action taken. All alarm monitoring is performed centrally by the staff operating from a network monitoring
center in Cedar Rapids.

Marketing. In its markets, PAETEC seeks to position the company as the high-quality alternative for
communications services by offering network reliability, increased customer support and a broad spectrum of
communications services at competitive prices. PAETEC intends to continue to build its reputation and brand
identity by working closely with its customers to develop services tailored to the customer’s particular needs.
PAETEC implements targeted promotional efforts that emphasize the breadth of its communications solutions
and its ability to deliver a cost-effective integrated services package to its target customer base.

Customer Concentration. No single customer, or group of related customers, represented 10% or more of
our total operating revenues for 2009, 2008 or 2007.

Back Office Systems

PAETEC believes that its information systems and procedures for operations support and other back office
systems enable it to price its services competitively, to meet the needs of its customers and to interface with other
carriers. PAETEC has consolidated the operational support systems for all its non-McLeodUSA operations with
Oracle Metasolv Software, thus facilitating more efficient order entry, provisioning and order work flow
management. The company is continuing its integration efforts to consolidate the operational support systems for
McLeodUSA’s operations with those for PAETEC, PAETEC also is consolidating the non-McLeodUSA billing
systems, with the goal of having all billing activities for the PAETEC and US LEC businesses operating from the
Revchain billing platform by the end of the second quarter of 2010. PAETEC plans to consolidate the PAETEC
and McLeodUSA billing operations after completion of the US LEC billing system consolidation.
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PAETEC has developed a common sales tool that uses a combination of Oracle’s E-business suite and
customized internal software. All network services sales personnel submit prospects and sales forecasts as well as
generate customer proposals and contracts through this system. This sales tool enables PAETEC to have real-
time, single source data on sales performance across the country. PAETEC continues to invest in the
development of one common customer portal, PAETEC Online, and has implemented numerous customer self-
service functions available via the Internet.

Acquisitions

To supplement its internal growth, PAETEC has pursued a targeted acquisition strategy that has sought
acquisition candidates that fulfill one or more of the following objectives:

e to increase its penetration of existing markets;
+  toexpand into new markets;

+  to augment the geographic scope of its network fiber-based assets, primarily in high density markets;
and

«  to enhance its ability to sell and deliver value-added services.

PAETEC continues to seek acquisition candidates that will add customers and cash flow to its existing
network services business or that will enhance its operating efficiencies by lowering access costs through the
acquisition of fiber-based assets. In accordance with this strategy, PAETEC focuses its acquisition efforts on
other competitive carriers, on local and long distance providers, on enhanced service providers, on network
integrators and on equipment solutions providers. From time to time, PAETEC may consider selective
acquisitions of those types of businesses that PAETEC believes will enhance its package of service offerings,
increase its customer base and bring experienced back office, technical and customer service personnel to the
company.

Subsidiary Reorganization

Following a comprehensive review of its organizational structure, PAETEC completed in March 2010 a
reorganization involving some of PAETEC Holding Corp.’s direct and indirect wholly-owned subsidiaries that
was designed to achieve various administrative and tax efficiencies. Following the reorganization, all but two of
PAETEC Holding Corp.’s subsidiaries are wholly owned, directly or indirectly, by PAETEC Corp., which in turn
remains a direct, wholly-owned subsidiary of PAETEC Holding Corp.

Competition

The telecommunications industry is highly competitive. PAETEC competes primarily on the basis of a
flexible product solution, availability, reliability, variety, price and quality of its service offerings and on the
quality of its customer service. PAETEC’s competitors in the provision of local and long distance, Internet
connectivity, and related network services include:

. incumbent carriers such as AT&T, Qwest, Verizon and CenturyLink;
« local and long distance resellers, and other competitive carriers like PAETEC; and

«  other types of companies, including cable companies, Internet service providers, wireless carriers,
satellite carriers, equipment vendors, network integration outsourcing vendors, and businesses offering
long distance data and voice services using VoIP.

Incumbent Carriers. PAETEC believes that its primary competition in each of its markets will continue to
be the incumbent carriers, which are the large telephone companies, such as AT&T, Qwest and Verizon, that
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historically provided local telephone service before the Telecommunications Act of 1996, Today, these
companies offer a comprehensive package of local, long distance and Internet services to their customers in
direct competition with PAETEC. AT&T and Verizon, which also have wireless affiliates, are also investing to
upgrade their networks, which will enhance their ability to offer a range of services and compete with PAETEC,

Incumbent carriers generally have long-standing relationships with their customers, have resources
substantially greater than PAETEC’s and have the potential to subsidize competitive services with revenue from
a variety of other businesses. The mergers between AT&T and SBC Communications, Inc., between Verizon and
MCI, Inc., and between AT&T and BellSouth Corporation have provided these carriers with significant operating
efficiencies and substantial marketing, financial and technical resources. The Communications Act of 1934, as
amended, which we refer to as the “Communications Act,” and past decisions by the Federal Communications
Commission, or “FCC,” and state regulatory commissions have established extensive obligations on the
incumbent carriers to allow non-incumbent carriers such as PAETEC to interconnect with the facilities of the
incumbent carriers and to obtain critical network elements, such as digital T1 transmission lines, from those
carriers. The scope of such obligations, however, has been narrowed by recent court decisions and regulatory
changes. These developments, which have resulted in increased pricing flexibility and relaxed regulatory
oversight for incumbent carriers, may have a negative impact on PAETEC’s business opportunities and
competitive position.

FCC decisions and policy initiatives have provided incumbent carriers with increased pricing flexibility for
their private line, special access and switched access services. These FCC decisions and initiatives provide that,
when an incumbent carrier demonstrates that competitors have made specified competitive inroads in providing a
specified federally-regulated service in a geographic area, the incumbent carrier in that area may offer discounts
to large customers through contract tariffs, engage in aggressive volume and term discount pricing practices for
its customers, or otherwise free itself of regulatory constraints. Regulators in some states have adopted or are
considering similar forms of deregulation. These actions could have a material adverse effect on the ability of
competitive carriers, including PAETEC, to compete with the incumbent carriers.

The ability of AT&T to increase its rates for some special access services is constrained until J uly 1, 2010 as
a result of conditions that were imposed by the FCC when AT&T merged with BellSouth, AT&T has filed tariff
changes to reinstate higher special access prices once the conditions expire. It is not clear what effect, if any,
efforts at broader deregulation involving AT&T, Verizon and other incumbent carriers will have on the prices
these carriers are able to charge for special access services or to lease portions of their networks to competitive
carriers such as PAETEC.

Other Types of Companies. Other current and prospective competitors in the local and long distance voice
and data markets include the following:

*  cable television companies;

*  Internet service providers;

. VolIP providers;

*  wireless carriers; and

*  others, such as resellers of local and long distance telephone services, microwave carriers, service

providers offering alternative access methods, and private networks built by large end users.

Cable Television Companies. Cable television companies such as Cablevision Systems Corp., Comcast
Corporation, Cox Communications Inc. and Time Warner Cable Inc. have continued to deploy
telecommunications and broadband Internet access services aggressively to customers on a broad scale to
primarily residential and small business customers. These companies initially deployed telecommunications
services using circuit-switched facilities, but, increasingly, these companies are using VoIP applications and
other technologies to provide voice services in a less costly, more efficient manner. In addition, some of these
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companies, including Time Warner, Cox and Comcast, have announced plans to resell wireless services, which
potentially could lead to the creation of new bundled competitive service offerings that incorporate multimedia
components of cable television and wireless broadband Internet access services at competitive rates. Some of
these companies recently have acquired a financial interest in spectrum capable of accommodating advanced
mobile wireless services. Such a development also could result in additional competitive offerings.

Internet Service Providers. Advances in digital transmission technologies have created opportunities for the
transmission of voice and data services over the Internet. Broadband Internet service providers such as AT&T,
Qwest, Verizon and the largest cable television companies are exploiting their market position as incumbent
providers of telecommunications or cable television services to promote their broadband Internet services and
related voice and data applications. If successful, these plans will increase the number of competitive providers
of broadband service, which could place additional downward pressure on prices for such service.

VoIP Providers. PAETEC expects to face increasing competition from companies offering long distance
data and voice services using VoIP. The emergence of these companies could present a competitive threat,
principally because the regulatory classification of VoIP remains unclear. Providers of VoIP services may be able
to avoid significant costs such as the payment of switched access intercarrier compensation fees, if these
regulatory classification issues are resolved in favor of VoIP providers. Such a resolution could impede
PAETEC’s ability to compete against these providers on the basis of price.

Wireless Service Providers. National carriers such as AT&T Mobility, Sprint Nextel, T-Mobile USA and
Verizon Wireless, as well as smaller regional companies, provide voice services that increasingly are viewed by
consumers as competitive with wireline telecommunications offerings. Robust growth in wireless usage has
caused a decline in the volume of voice traffic carried by PAETEC and other wireline carriers. Cable television
companies and other companies have entered into arrangements to resell or re-brand wireless services.
Technological advances have allowed wireless service providers to add data transmission, Internet access
services and next-generation services, such as mobile multimedia products. Recent spectrum auctions and other
regulatory changes have afforded wireless service providers access to substantial additional spectrum resources
that can be used for deployment of high-speed broadband wireless services. New wireless service providers could
include Microsoft Corporation and Google Inc. using unlicensed white space spectrum, which is unused wireless
spectrum between broadcast television channels. Additional spectrum auctions in the next few years may
accelerate the deployment of wireless high-speed broadband networks and offerings. In addition, the introduction
of fixed wireless applications has facilitated the creation of companies that are in the process of installing
equipment and building networks that may offer the same types of services that PAETEC offers or intends to
offer. A commercially successful deployment of WiMax technology, for example, would facilitate the
development of similar broadband access services on a fixed and mobile basis. Some wireless service providers
have long-standing relationships with customers and financial, technical, marketing and other resources
substantially greater than PAETEC’s.

In the last few years, consolidation within the wireless industry has resulted in significant growth for the
largest wireless providers. Wireless Holdings, Inc. and Sprint Nextel, together with a group of cable television
operators and information technology companies, recently made major investments in Clearwire Corp. Continued
consolidation within the wireless industry could further enhance the economies of scale that would improve the
competitiveness of wireless service providers in the telecommunications market.

PAETEC expects that new competitors, including large computer hardware, software, media and other
technology and telecommunications companies, will enter the tailored, value-added network services market,
resulting in even greater competition. Some telecommunications companies and online services providers are
currently offering broadband Internet access services, or have announced plans to expand these services and
other network services. Other companies, including Time Warner, also have obtained or expanded their
broadband Internet access products and services as a result of acquisitions. Still others, such as Google, are
developing new technologies and applications, the effect of which PAETEC cannot determine at this time. These
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developments may permit PAETEC’s competitors to devote greater resources to the marketing of existing
competitive products and services and the creation of new competitive products and services. In addition, the
ability of some of PAETEC’s competitors to bundle other services and products with outsourced corporate
networking services or Internet access services could place it at a competitive disadvantage.

Industry Consolidation. Consolidation of telecommunications providers has occurred with relative
frequency over recent years and is expected to continue to create larger, better situated competitors that may put
PAETEC at a competitive disadvantage. For example, the mergers between AT&T and SBC, between MCI and
Verizon, and between AT&T and BellSouth increased the strength of those combined companies in the local,
long distance, data and wireless markets. These mergers also decreased the competitive alternatives available to
PAETEC for various network elements and services. Many other incumbent and non-incumbent carriers also are
expanding their facilities-based and non-facilities-based offerings in the long distance and data markets. Other
competitive carriers already have established full service local operations in some of PAETEC’s current and
target markets. Many competitive carriers and independent long distance service providers have been struggling
financially, but PAETEC cannot accurately predict which of these carriers will be able to compete effectively
against it over time. Recent consolidation activities involving telecommunications providers also have begun to
blur the line between different types of competitors in a manner that may also make it more difficult for
PAETEC to compete. In February 2010, Windstream Corporation, a mid-sized incumbent local exchange carrier
acquired NuVox, Inc., a competitive local carrier that has competed with PAETEC in a variety of markets in the
southeast. In December 2009, Comcast, one of the largest cable companies providing telecommunications
services, announced a transaction to acquire the NBC Universal businesses, pending approval of the FCC and
U.S. Department of Justice. PAETEC cannot accurately predict all of the changes that the marketplace for
telecommunications services may continue to experience as a result of this consolidation trend.

Regulation

PAETEC’s services are subject to varying degrees of federal, state and local regulation. The following
summary of regulatory developments and legislation does not purport to describe all current and proposed
federal, state and local regulations, administrative rulemakings and legislation affecting PAETEC. Federal and
state legislation and regulations governing telecommunications and related services are the subject of ongoing
Judicial proceedings, rulemakings and legislative initiatives that could change, in varying degrees, the manner in
which the communications industry operates.

Under the Communications Act, as amended, the rules of the FCC, and comparable state laws and
regulations, PAETEC and other competitive carriers are required to provide service upon reasonable request and
to interconnect their networks with the networks of other carriers, and are subject to other regulatory obligations,
some of which are described below. The FCC exercises jurisdiction over PAETEC’s facilities and services to the
extent they are used to provide, originate or terminate interstate or international communications services offered
to the public. State regulatory commissions regulate the same facilities and services to the extent they are used to
originate or terminate intrastate communications services offered to the public. In addition, as a result of the
passage of the Telecommunications Act of 1996, state and federal regulators share responsibility for
implementing and enforcing rules to allow new companies to compete with the local phone companies that
historically have operated as monopolies.

Existing federal and state regulations are subject to amendment by federal and state administrative agencies,
judicial proceedings, and legislative action that could affect, in varying degrees, the manner in which PAETEC
operates. Bills intended to amend the Communications Act are introduced in Congress from time to time and
their effect on PAETEC and the communications industry cannot always be predicted. Proposed legislation, if
enacted, could have a significant effect on PAETEC’s business, particularly if the legislation impairs PAETEC’s
ability to interconnect with incumbent carrier networks, lease portions of other carriers’ networks or resell their
services at reasonable prices, or lease elements of networks of the incumbent local exchange carriers under
acceptable rates, terms and conditions. PAETEC cannot predict the outcome of any ongoing legislative initiatives
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or administrative or judicial proceedings or their potential impact upon the communications and information
technology industries generally or upon PAETEC specifically. PAETEC is also subject to a variety of local
regulations in each of the geographic markets in which it operates.

Federal Regulation

PAETEC is regulated by the FCC as a non-dominant carrier subject to minimal regulation under the
Communications Act. Both the Communications Act and the FCC’s rules and policies implementing the Act
generally favor entry into local and other telecommunications markets by new competitors, such as PAETEC,
and seek to prevent anti-competitive practices by incumbent carriers.

Licenses and Authorizations. The FCC requires all telecommunications service providers, including
non-dominant carriers such as PAETEC, to maintain authorizations to provide or resell domestic long distance
and international services. The FCC generally has the power to modify or terminate a carrier’s authority to
provide domestic long distance or international services for failure to comply with federal laws or FCC
regulations and may impose fines or other penalties for violations. In addition, the FCC maintains jurisdiction to
act upon complaints filed against any telecommunications service provider for failure to comply with statutory or
regulatory obligations.

Tariffs and Retail Pricing Requirements. Under the Communications Act, PAETEC is subject to the general
requirement that its charges, practices and classifications for communications services must be “just and
reasonable,” and that it refrain from engaging in any “unjust or unreasonable discrimination” with respect to its
charges, practices or classifications. The FCC must grant its approval before any change in control of any carrier
providing interstate or international services, or of any entity controlling such a carrier, and before the
assignment of any authorizations held by such a carrier.

The FCC no longer requires non-dominant carriers to file tariffs with respect to long distance access and
does not permit tariffing of domestic long distance or international services. Instead, the FCC requires carriers to
post their interstate end user and international long distance rates and terms and conditions of service on the
Internet and otherwise make the rates, terms and conditions for these services available to their customers. As a
result, PAETEC’s non-tariffed interstate service offerings may no longer be subject to the “filed rate doctrine,”
which provides that the terms of the filed tariff control all contractual disputes between a carrier and its
customers. The deregulatory scheme could expose PAETEC to legal liabilities and costs, because the company
may no longer be able to rely on this doctrine to settle disputes with retail customers. PAETEC currently enters
into contracts with customers and notifies its customers when rates are adjusted or services are added or
removed. PAETEC also no longer may rely on the tariff filings of its competitors to determine the extent to
which PAETEC’s products and services are competitively priced.

Measures Designed to Speed Competitive Entry. The Communications Act imposes a variety of duties on
local telephone service providers, including PAETEC, to promote competition in the provision of local telephone
services. These duties include requirements to:

+  interconnect directly or indirectly with other carriers;

e permit resale of services;

+  permit users to retain their telephone numbers when changing carriers;

«  provide competing carriers access to poles, ducts, conduits and rights-of-way at regulated prices; and

+  establish reciprocal compensation arrangements for the transport and termination of
telecommunications.
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Incumbent carriers also are subject to additional duties that facilitate local market entry by competitive
carriers such as PAETEC. For example, incumbent carriers must:

*  permit competitors to collocate their equipment on the premises of the incumbent carriers at cost-based
rates and on a nondiscriminatory basis;

*  allow competitors to make use of designated elements of incumbent carrier networks on an unbundled
basis, and on non-discriminatory, cost-based rates, in combination with or separate from other
wholesale or special access services purchased from the incumbent; and

»  offer wholesale versions of their retail telecommunications services for resale at discounted rates.

Interconnection Agreements. Incumbent carriers are required to negotiate statewide interconnection
agreements in good faith with competitive carriers such as PAETEC that set forth the terms for, among other
items, interconnection, collocation, intercarrier compensation, access to unbundled network elements and
reselling an incumbent carrier’s services. If the negotiating carriers cannot reach agreement within a prescribed
time, either carrier may request binding arbitration of the disputed issues by a state regulatory commission. In
addition, carriers are permitted to “adopt” in their entirety an existing state commission-approved interconnection
agreement between an incumbent carrier and another carrier in the same state. PAETEC has interconnection
agreements with incumbent carriers in 47 states and the District of Columbia which encompass all local
exchange markets in which PAETEC currently offers local services. Each statewide interconnection agreement
with an incumbent carrier allows PAETEC to enter other local exchanges served by that same incumbent in that
state. Each interconnection agreement must be approved by the applicable state regulatory agency before
becoming effective. Although parties may negotiate prices contained in the interconnection agreement, such
statewide agreements typically incorporate prices for interconnection, collocation, intercarrier compensation and
- UNEs that have been established by the state regulatory agency in generic proceedings for that a incumbent
carrier using the FCC’s approved pricing methodology. When an interconnection agreement does not resolve a
particular operational issue, PAETEC and the incumbent carrier seek resolution of those issues through informal
and formal dispute processes, including commercial negotiations or arbitration.

Interconnection agreements typically have terms of three years, although the parties may mutually agree to
extend or amend such agreements. If PAETEC cannot negotiate new interconnection agreements or renew its
existing interconnection agreements in each state on acceptable terms, PAETEC may invoke its ability to seek
binding arbitration before state regulatory agencies. The arbitration process conducted on a state-by-state basis
can be costly and time-consuming, and the results of an arbitration may be unfavorable to PAETEC. If PAETEC
is not able to renegotiate or enter into interconnection agreements on acceptable terms, or if it is subject to
unfavorable arbitration decisions, PAETEC’s cost of doing business could increase and its ability to compete
could be impeded. Moreover, PAETEC’s interconnection agreements with companies other than incumbent local
exchange carriers (such as wireless and VoIP providers and other competitive carriers) are not subject to the
statutory arbitration mechanism, making it potentially more difficult to reach any agreement on terms PAETEC
views as acceptable.

The mergers between SBC and AT&T, between Verizon and MCI, and between AT&T and BellSouth have
significantly affected the availability of acceptable interconnection agreements that competitive carriers such as
PAETEC can opt into without incurring the expense of lengthy negotiation and arbitration with an incumbent
carrier in each state. Before their respective mergers with SBC and Verizon, AT&T and MCI dedicated
significant internal and external resources to negotiate and arbitrate interconnection agreements that many
competitive carriers opted into or used as model agreements. These resources and the resulting model agreements
are no longer available as a result of consolidation among carriers, and it is likely that competitive carriers such
as PAETEC will be required to invest more resources than in the past to secure acceptable interconnection
agreements.

In March 2007, Qwest provided notice to PAETEC that Qwest was terminating all current interconnection
agreements with PAETEC’s McLeodUSA operating subsidiary. The termination notice began a negotiation

14



period for new interconnection agreements for the twelve Qwest states in which PAETEC interconnects with
Qwest on a facilities-basis. As a result of a mediation process, Qwest and PAETEC agreed that the statutory
timetable for starting arbitration of unresolved issues will be delayed until Qwest provides PAETEC its entire
proposed agreement. The companies will continue to operate under the existing state agreements until such time
as new agreements are executed. If PAETEC cannot successfully negotiate new agreements with Qwest for each
state or find existing interconnection agreements that Qwest has with other competitive carriers that meet
PAETEC’s network and operating requirements and that it can opt into, PAETEC will be required to arbitrate all
unresolved issues before each state commission in the Qwest region. If, after arbitrating these issues, PAETEC
cannot secure interconnection with Qwest on reasonable terms, PAETEC may not be able to offer on a profitable
basis the services to its customers that it provides today.

Intercarrier Compensation. Interconnected carriers exchange communications traffic, and they must
establish the compensation arrangements for the use of their respective networks in carrying that traffic for each
other. Long distance carriers compensate local exchange carriers for the origination and termination of long
distance traffic through the payment of switched or dedicated access charges. Facilities-based
telecommunications providers, including wireless carriers, charge other facilities-based telecommunications
providers to terminate local traffic on the terminating provider’s network. These charges are known as
“reciprocal compensation.” The FCC has established rules governing how much PAETEC may charge for
interstate switched access and reciprocal compensation, including rules that apply to traffic bound for Internet
service providers.

Universal Service. The FCC has established a federal universal service subsidy regime known as the
“Universal Service Fund,” which provides subsidies for the provision of telecommunications and information
services to rural and other high-cost areas and for discounted communications services to schools and libraries.
Providers of interstate telecommunications services such as PAETEC must pay assessments that fund these
subsidies. The FCC currently is assessing Universal Service Fund contribution payments based on a percentage
of each telecommunications provider’s projected interstate and international telecommunications revenue.
Carriers are permitted to pass through a specified percentage of their Universal Service Fund contribution
assessment to their customers in a manner consistent with FCC billing regulations.

The FCC’s November 2008 further notice of proposed rulemaking proposed to base Universal Service Fund
assessments on the number of telephone numbers that a telecommunications carrier actively provides to
residential customers and a “connections-based” contribution methodology for business customers, rather than on
a percentage of collected interstate revenues. The objective behind the new proposal is to capture Universal
Service Fund revenues from the expanding number of new service providers using different technologies to offer
communications services. The FCC also is exploring whether to limit the number of recipients of Universal
Service Fund proceeds in a specified geographic region and whether to select these recipients through a “reverse
auction” process, in which the company willing to serve the region using the least amount of Universal Service
Fund proceeds would be selected as the proceeds recipient. The FCC also is considering expanding the use of the
federal universal service to fund deployment of broadband services to areas that currently do not have or have
limited access to high speed broadband services. These and other proposals pending before the FCC related to
Universal Service Fund reform are expected to generate considerable debate and their outcome is not predictable.
In addition, various states maintain, or are in the process of implementing, their own universal service programs.

Customer Proprietary Network Information. Federal regulations protect the privacy of some subscriber data
that telecommunications carriers such as PAETEC acquire in the course of providing their services. This
information is referred to as “Customer Proprietary Network Information,” or “CPNL,” and includes information
related to the quantity, technological configuration, type, destination and the amount of use of a communications
service. PAETEC must file a verified certification of compliance by March 1 of each year that affirms the
existence of training and other sales and marketing processes designed to prevent improper use and unauthorized
release of CPNI. A violation of these and related CPNI requirements by PAETEC could subject our company to
significant fines or other regulatory penalties.
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Network Element Rules. The FCC’s current unbundling rules identify some competitive conditions in terms
of business line counts and fiber-based collocators at a wire center level that, if such competitive conditions are
found to exist, eliminate an RBOC’s obligation to offer competitive carriers access to unbundled network
elements such as UNE digital T1 or DS3 loops or high capacity transport, as well as combinations of those
elements under federal and state price regulations. Under the current unbundling rules, PAETEC is no longer
able to obtain UNE digital T1 loops at regulated prices in 56 wire centers serving areas where PAETEC has
previously used UNE digital T1 loops. Incumbent carriers are permitted to charge just and reasonable rates for
network elements in these wire centers and make them available on a deregulated commercial basis. Incumbent
carriers also are permitted to designate in the future additional wire centers in which they believe competitive
conditions should entitle the RBOC to limit the availability of UNE digital T1 loops, high capacity transport or
both, and to make these services available only on a commercial basis.

Pending FCC Proceedings. PAETEC faces substantial uncertainties stemming from ongoing FCC
proceedings related to the implementation of the statutory requirements discussed above, as well as ongoing
judicial review of various FCC decisions, both of which could result in significant changes to these regulatory
obligations. PAETEC cannot predict the outcome of ongoing administrative or judicial proceedings or their
potential impact upon the company. The following examples illustrate the types of ongoing rule changes that
could affect PAETEC’s business:

Special Access Regulatory Regime

PAETEC relies to a considerable extent on special access lines as the last mile facility to reach its customer
locations. As a result, the price of special access lines must be available at a rate that allows PAETEC to price its
retail offerings to meet its gross margin expectations while remaining competitively priced in the retail market.
Incremental increases in prices of special access lines will exert pressure on PAETEC’s gross margins, Since
special access lines are not subject to the unbundling requirements of the Communications Act, the prices for
special access lines have not been directly affected by the FCC’s modification of network unbundling rules. To
the extent, however, that the availability of UNE digital T1 lines may have served as a restraint on the prices
charged for special access lines, PAETEC could face increased prices for special access lines given the limited
alternative means of last mile access in some central offices resulting from application of the current unbundling
rules. In 2005, the FCC opened an inquiry into whether and how to reform its special access rules. In November
2009, the FCC asked interested parties to respond to several questions regarding the appropriate analytical
framework for resolution of issues in its longstanding special access proposed rulemaking proceeding. Interested
parties filed initial comments in January 2010 and reply comments were filed in February 2010. At this time,
PAETEC cannot predict when the FCC will issue a decision regarding special access prices or how any such
decision will affect its business.

As a result of the mergers of AT&T with SBC, Verizon with MCI, and AT&T with BellSouth, the number
of providers of competitive access services has diminished. The FCC and the Department of Justice placed
conditions on AT&T’s merger with SBC and Verizon’s merger with MCI to constrain the ability of AT&T and
Verizon to raise prices on their wholesale special access and equivalent retail services. These regulatory pricing
constraints expired in May 2008 with respect to the AT&T-SBC merger and July 2008 with respect to the
Verizon-MCI merger. The FCC also placed conditions on AT&T’s merger with BellSouth to restrict similarly the
ability of AT&T to raise prices on its wholesale special access and equivalent retail services for existing
customers and, in some regions, to reduce its prices for these services under specified circumstances. The
additional restrictions apply only to AT&T in the former SBC and BellSouth regions and will remain effective
until July 1, 2010. After the expiration of their respective merger conditions, AT&T and Verizon are free to
realign charges for special access services in line with current commercial rates. Because a substantial portion of
PAETEC’s services are generated through the use of special access lines purchased from AT&T and Verizon, a
significant increase in the price for special access could materially increase PAETEC’s cost of services.
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TELRIC Proceeding

A proceeding was initiated at the FCC in 2003 to examine the current rules governing the methodology by
which state regulatory authorities set wholesale prices for UNEs, including UNE digital T1 loops, and for
collocation, interconnection and intercarrier compensation provided by incumbent carriers to competitive
carriers. If the FCC adopts significant changes to the pricing methodology, incumbent carriers could seek
approval from state regulatory commissions to increase their prices for a variety of wholesale services required
by PAETEC to provide service to its customers. Such an event could raise the cost of doing business for
competitive carriers such as PAETEC. We cannot predict whether the FCC will change its pricing rules, or, ifit
does so, the extent to which state regulatory commissions will permit incumbent carriers to increase their UNE
prices.

QOwest and Verizon Dominant Carrier Forbearance Proceedings

In December 2003, the FCC granted, in part, a petition for forbearance filed by Qwest seeking relief from
specified dominant carrier regulations, including some unbundling obligations related to high capacity loops and
transport, in those portions of the Omaha metropolitan statistical area where facilities-based competition had
allegedly increased significantly. The FCC’s dominant carrier regulations require Qwest, in part, to offer UNEs
and also serve as a check on dominant carrier pricing for other wholesale services, such as special access lines,
that PAETEC seeks to purchase at commercially acceptable prices. Upon being granted relief by the FCC, Qwest
has substantially increased the prices for the network elements that PAETEC uses to provide services in nine
central offices in the Omaha metropolitan statistical area, or “MSA.” In July 2007, PAETEC asked the FCC to
reconsider its 2005 decision. In its request, PAETEC asserted that the FCC’s prediction that Qwest would offer
commercial replacements of network elements at just and reasonable prices has been shown to be inaccurate.
PAETEC renewed its request to have the FCC revisit the grant of forbearance in Omaha in a letter PAETEC filed
in December 2009. The matter remains pending before the FCC.

In January 2007, Qwest filed additional petitions for relief from dominant carrier regulation in the
metropolitan statistical areas of Denver, Minneapolis-St. Paul, Phoenix and Seattle. In July 2008, the FCC denied
the Qwest petitions using the same basis that it used in December 2007 to deny Verizon’s request for relief from
its unbundling obligations for the MSAs of Boston, New York, Philadelphia, Pittsburgh, Providence and Virginia
Beach. In January 2008, Verizon sought review of the FCC’s decision before a federal court of appeals. In
February 2008, Verizon re-filed petitions for relief from dominant carrier regulation for the State of Rhode Island
and Virginia Beach. In July 2008, Qwest sought appellate review in the U.S. Court of Appeals for the District of
Columbia Circuit of the FCC’s decision to deny forbearance in the four MSAs. In March 2009, Qwest re-filed its
petition seeking forbearance in the Phoenix MSA. In late May 2009, Verizon withdrew its re-filed applications
for Virginia Beach and Rhode Island several days before the FCC was required to rule on the petitions. In June
2009, a federal court of appeals remanded the FCC’s decision rejecting Verizon’s original six-city forbearance
petitions and directed the FCC to explain further why it did not consider potential competition in its analysis of
the petitions. After the appellate court’s remand of the Verizon six-city appeal, the FCC voluntarily asked the
court also to remand Qwest’s appeal of its four-city petitions to concurrently reconsider all forbearance rulings in
light of the court’s remand. The FCC currently has pending before it the remand proceedings related to the
original Verizon six-city and Qwest four-city petitions, and the Qwest re-filing of its Phoenix forbearance
petition. If a court or the FCC upholds or grants any forbearance or similar petitions filed by incumbent carriers
in the future affecting markets in which PAETEC operates, PAETEC’s ability to purchase wholesale network
services from these carriers at cost-based prices that would allow PAETEC to achieve its target profit margins in
those markets could be materially adversely affected. The grant of these petitions also would enable incumbent
carriers to compete with their competitors, including PAETEC, more aggressively on price in the affected
markets.

"
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Intercarrier Compensation

The FCC currently is reviewing the compensation arrangements between all carriers for the use of their
respective networks. The pending proceeding, which was initiated in 2001, could significantly alter the manner in
which carriers, including carriers that use different service platforms such as wireless, cable and VoIP, are
compensated for the origination and termination of communications traffic and the rates local exchange carriers
charge for these access services. The proceeding could also significantly alter the manner in which facilities-
based local carriers charge other carriers, such as VoIP providers and wireless providers, for the origination and
termination of local communications traffic. The FCC’s review of these matters will not only re-examine the
rules governing the way carriers charge one another, which is referred to as “intercarrier compensation,” but also
the potential effect that changes to the intercarrier compensation regime could have on various federal subsidy
programs such as the Universal Service Fund, on the nation’s legacy carrier network infrastructure, and on
consumers’ retail rates.

As a non-dominant carrier, PAETEC generally is not subject to price or rate of return regulation at the
federal level, nor is it required to obtain express FCC authorization for the installation or operation of its
domestic network facilities. In 2001, however, the FCC established a benchmark rate policy that, under most
circumstances, precludes competitive carriers, such as PAETEC, from charging interexchange carriers for
interstate switched access services at rates that are higher than the rates that incumbent carriers may charge for
comparable services. The FCC has also imposed restrictions on the rates that carriers may charge other carriers
for traffic terminated to Internet service providers.

In May 2004, the FCC announced that where a competitive local exchange carrier does not directly serve an
end user, the competitive carrier’s interstate access charges may not exceed the rate charged by the local
incumbent regional Bell company for the same service. Disputes between PAETEC and other carriers have arisen
from time to time with respect to intercarrier compensation, and most have been resolved in due course. In
general, the FCC benchmark rate policy may prevent PAETEC from raising its access charges with respect to the
provision of some carrier services and its reciprocal compensation rates substantially above specified levels.
Current FCC policies and regulations also have helped to maintain or reduce the rates that PAETEC’s
competitors may charge PAETEC for similar wholesale carrier services.

Multiple proposals to reform the entire intercarrier compensation regime have been submitted to the FCC by
various industry groups since the proceeding was initiated. In July 2004, several carriers led by AT&T proposed
a comprehensive proposal, known commonly as the “Missoula Plan,” which was anticipated to be the blueprint
for nationwide intercarrier compensation reform. The Missoula plan was never adopted after several rounds of
comments. In August 2008, AT&T submitted a new proposal for comprehensive reform of intercarrier
compensation in which the FCC would establish a unified termination rate for all communications traffic,
including traditional long distance, local, wireless and VoIP service. Verizon submitted a more limited proposal
in September 2008 that incorporated key provisions of the Missoula Plan. In November 2008, the FCC issued an
order that supplied a new legal justification for the rules governing rates that terminating carriers may charge
other carriers for traffic terminated to Internet service providers. The FCC also issued a notice of further
rulemaking in which it requested comments by the end of 2008 on two comparable proposals to reform
intercarrier compensation and one proposal to reform Universal Service Fund contributions. If intercarrier
compensation and Universal Service Fund reforms are adopted by the FCC, these reforms could have a
substantial effect on PAETEC’s access revenues, network capital expenditures and costs of sales.

The FCC separately has initiated a rulemaking to examine allegations that some carriers are collaborating to
artificially increase levels of terminating access traffic. In October 2007, the FCC released a notice of proposed
rulemaking soliciting comments on issues relating to existing federal rules regarding the tariffing practices of
local exchange carriers for traffic-sensitive switched access charges. The FCC sought comment on whether those
practices ensure that interstate switched access rates remain just and reasonable under some provisions of the
Communications Act. In response to allegations made by interexchange carriers against some local exchange
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carriers, the FCC also solicited comment on whether services those local exchange carriers provide to chat lines,
conference bridges or other high volume traffic termination customers result in an over-collection of access
charges or violate the Communications Act. In November 2009, the FCC ruled that a rural local exchange carrier
was not entitled to bill switched access charges for terminating long distance calls to a free conference calling
service hosted by that local exchange carrier. Although the FCC proceedings to date have been initiated as a
result of practices engaged in by small, rural local exchange carriers that are subject to more stringent regulation
than PAETEC, a decision by the FCC that limits the ability of carriers to use some federal for their interstate
exchange access services, to set rates for those services and to engage in revenue sharing arrangements with their
end-user customers may have a material impact on PAETEC’s access revenues.

Another proposal has been submitted regarding “phantom traffic” that also could materially affect
intercarrier compensation. This proposal would require every originating carrier to identify in its signaling
information the calling party’s telephone number and every intermediate carrier to transmit that information in its
signaling without alteration, so that the appropriate form and level of intercarrier compensation can be calculated
and assessed. The proposal also would require that in the absence of a mutual agreement between carriers to the
contrary, most calls would be classified for purposes of intercarrier compensation based on the area code and
exchange prefix of the calling and called parties. This proposal, if adopted, could result in the application of
terminating interstate switched access charges on VolIP traffic originated on a broadband connection. PAETEC
cannot predict the effect, if any, resulting from the implementation of this proposal or other pending intercarrier
compensation reform proposals. Significant changes to the current rules governing the intercarrier compensation
regime could, however, have a material adverse effect on PAETEC’s ability to bill and collect reciprocal
compensation and access fees.

In addition to failing thus far to enact prospective reform of intercarrier compensation, the FCC has
repeatedly declined requests to declare whether under existing law interstate interexchange traffic that originates
in IP format and terminates in circuit-switched or time-division multiplexing format is subject to higher switched
access charges or lower reciprocal compensation rates. As a result, individual courts and state regulatory
commissions have been addressing the issue in the context of individual collection disputes, with inconsistent
results. In one such case, a federal district court ruled in February 2010 that PAETEC could not collect switched
access charges from another provider for VoIP-originated traffic.

IP-Enabled Services Proceeding

The FCC has held that cable modem services offered by cable television companies and broadband Internet
services offered by incumbent local exchange carriers should be classified as “information services” and not
telecommunications services subject to regulation under Title II of the Communications Act. The regulatory
classification of various other IP-based services, however, is currently unclear. In March 2004, the FCC issued a
notice of proposed rulemaking seeking comment on how it might categorize various types of IP-based services,
for example, by distinguishing IP services that interconnect to the public switched telephone network, or
“PSTN,” or classifying those that are used as a true substitute for traditional telephone service. Although the FCC
has yet to reach a conclusion on many of the key issues presented in this proceeding, it has issued a series of
orders holding that VoIP services that interconnect with the PSTN are to be subject to a number of regulatory
requirements, including rules relating to Universal Service Fund contributions, disabilities access, number
portability, privacy of customer proprietary network information, E-911, and others. If the FCC classifies some
IP-based services that traverse the last mile or local loop as information services, the ability of competitive
carriers such as PAETEC to lease as UNE:s the facilities on which these services rely could be impeded.

Numerous FCC decisions issued over the last several years reflect a deregulatory position with regard to
broadband service offerings. For instance, in March 2006, the FCC granted the forbearance petition of Verizon
exempting Verizon’s stand-alone broadband services, such as asynchronous transfer mode and frame relay
services, as well as other packet-switched services, from regulation under Title II of the Communications Act,
which requires that such services be provided on a common carrier basis. Subsequently, in October 2007, the
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FCC issued orders granting similar but more limited broadband forbearance relief to AT&T, Citizens,
CenturyLink and Qwest. The FCC agreed to treat the existing packet-switched broadband telecommunications
services and existing optical transmission services of these carriers as non-dominant and no longer subject to
some regulatory requirements. In December 2007, the U.S. Court of Appeals for the District of Columbia Circuit
ruled that Verizon had obtained a grant of forbearance on the basis of FCC inaction, pursuant to a provision in
the Communications Act that such petitions will be “deemed granted” if the FCC does not address them within a
specified time period. Because the relief was secured on a “deemed granted” basis, the scope of the impact on
PAETEC and the telecommunications industry is not yet clear. The FCC separately has held that some IP-based
offerings are to be classified as telecommunications services and remain subject to the regulatory framework
established under Title II, including the payment of access charges. The covered IP-based offerings are those that
use ordinary customer premises equipment with no enhanced functionality, that originate and terminate on the
PSTN, and that undergo no net protocol conversion and provide no enhanced functionality to end users due to the
provider’s use of IP technology. These and other recent decisions by the FCC together demonstrate that the
regulatory classification of many IP-based services remains unclear.

Broadband Network Management and Net Neutrality Policies. In August 2005, the FCC adopted a policy
statement that outlined four principles intended to preserve and promote the open and interconnected nature of
the public Internet. The FCC explained at the time that these “net neutrality” principles are subject to reasonable
network management. In Janvary 2008, the FCC sought comment on petitions filed by a number of parties
seeking clarification on what conduct constitutes reasonable network management and whether the practice of
degrading certain peer-to-peer network traffic is unreasonable or violates the net neutrality principles. In August
2008, the FCC characterized these net neutrality principles as binding and enforceable and stated that network
operators have the burden to prove that their network management techniques are reasonable. In that order, the
FCC imposed sanctions on a cable broadband Internet access provider for managing its network by blocking or
degrading some Internet transmissions and applications in a way that the FCC found to be unreasonably
discriminatory. This FCC decision is on appeal and although the outcome cannot be predicted with certainty,
members of the court of appeals panel presiding at oral argument openly questioned the FCC’s authority to
impose regulations on a deregulated cable broadband Internet access provider. In October 2009, the FCC issued a
notice of proposed rulemaking in which it proposed adoption of rules that would require open Internet access
subject to a carrier’s reasonable traffic management needs. Initial comments were filed in December 2009 by
more than 200 interested parties, and reply comments are scheduled to be filed in March 2010. It is difficult to
predict a final outcome of the proposed rulemaking and the implications for PAETEC.

Expanding Network Access Options. In November 2009, PAETEC and other competitive carriers asked the
FCC to initiate a rulemaking to adopt a regulatory structure governing network elements known as “271
Checklist” elements. Under the Telecommunications Act of 1996, Bell operating companies are required to make
some network elements, such as access loops, transport and local switching, available to competitive local
exchange companies at just and reasonable prices in exchange for regaining the ability to offer long distance and
information services in their respective local exchange markets, which the RBOCs had been prohibited from
offering in their respective local exchanges since 1984. Beginning in 2005, multiple federal appellate courts have
determined that state utility agencies do not have authority to regulate the 271 Checklist network element pricing,
and that only the FCC has authority to set prices for these network elements. In response to the rulemaking
petition, the FCC asked interested parties to comment on the proposed rules. In December 2009, another petition
was filed asking the FCC to require RBOC:s to provide competitive providers access to bitstreams on fiber
facilities serving small business locations. The FCC had previously eliminated the RBOC obligation to provide
unbundled access to fiber and hybrid loop facilities. The FCC has asked interested parties to comment on the
proposal. PAETEC cannot predict whether the FCC will proceed with action on either proposal at this time.

Other Provisions. Telecommunications carriers such as PAETEC are subject to a variety of miscellaneous
regulations that can have cost or operational implications. The regulations, for instance, require the filing of
periodic revenue and service quality reports, the provision of services to customers with hearing or speech
disabilities and associated funding of telecommunications relay services, the capability to associate a physical
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address with a calling party’s telephone number (E-911), compliance with “truth in billing” requirements, and
cooperation with law enforcement officials engaged in lawful communication intercept or monitoring activities,
in addition to regulating telemarketing and slamming, which involves an unauthorized change in a subscriber’s
carrier of choice. Noncompliance with these and other provisions can result in administrative fines and penalties.

State Regulation

PAETEC provides local telephone service and other intrastate telecommunications services that are subject
to the jurisdiction of state regulatory commissions.

To provide local and intrastate telecommunications services in a state, PAETEC generally is required to
obtain a certificate of public convenience and necessity from the state public utility commission and to comply
with applicable state regulations, including, in some states, the requirement to file tariffs setting forth the
company’s terms and conditions for providing services. Certificates of authority can be conditioned, modified,
canceled, terminated or revoked by state regulatory authorities for a carrier’s failure to comply with state laws or
rules, regulations and policies of state regulatory authorities. State utility commissions generally have authority
to supervise telecommunications service providers in their states and to enforce state utility laws and regulations.
Fines or other penalties also may be imposed for violations. As of March 1, 2010, PAETEC provided local
telecommunications services in 46 states and the District of Columbia, and provided intrastate long distance
services in 48 states.

State public utility commissions typically require PAETEC to file periodic reports, pay various regulatory
fees and assessments, and comply with state regulations governing service quality, billing, consumer protection
and other similar issues. State public utility commissions also regulate intercarrier compensation rates between
local services providers. Interexchange carriers led by AT&T have urged several state commissions to initiate
proceedings to institute generic investigations of switched access rate levels of competitive local exchange
carriers such as PAETEC. AT&T, Verizon and Sprint are proposing that state utility agencies should cap such
switched access rates at levels charged by RBOCs in the state for the same intrastate access services, or at
existing interstate rate levels. AT&T and other interexchange carriers also are pursuing state legislation that seeks
to impose caps on intrastate switched access rates charged by competitive carriers such as PAETEC. PAETEC
cannot predict the outcome of these state agency investigations into intrastate access rates or legislative
initiatives that may arise from time to time. PAETEC’s retail rates for enterprise customers are not subject to any
price regulation in any of its current or planned markets. Because complying with state regulations can be costly
and burdensome, the imposition of new regulations in a particular state may adversely affect the profitability of
PAETEC’s services in that state.

Some of the states in which PAETEC operates require public utility commission approval before the transfer
of a carrier’s authority to operate within the state, the transfer of its assets to a new entity, or a change in the
control of an entity that controls a carrier operating within the state. Some states also regulate a carrier’s issuance
of securities, incurrence of debt, guarantees or pledges of security in support of such debt. These requirements
can delay and increase the cost we incur to complete various financing transactions, including future stock or
debt offerings, the sale of part or all of our regulated business, or the acquisition of assets and other entities to be
used in our regulated business.

Local Regulation

PAETEC’s network is subject to numerous local regulations such as building codes, municipal franchise
requirements and licensing. Such regulations vary on a city-by-city and county-by-county basis and can affect the
company’s provision of both network services and carrier services, as well as, where applicable, video services.
In some of the areas where PAETEC provides service, it may be subject to municipal franchise requirements and
may be required to pay license or franchise fees based on a percentage of gross revenue or other formula. It is
possible that some municipalities that do not currently impose fees could seek to impose fees in the future, and
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that, following the expiration of existing franchises, they could increase fee levels. In many markets, the
traditional local telephone companies do not pay rights-of-way fees or pay fees that are substantially less than
those paid by PAETEC. In some markets, PAETEC’s McLeodUSA operating subsidiary is objecting to or
challenging various fees as improper under state or federal law. The outcome of these challenges cannot be
predicted.

Intellectual Property

PAETEC’s ability to compete depends in part upon its proprietary rights in its technology and business
procedures and systems. PAETEC relies on a combination of contractual restrictions and copyright, trademark
and trade secret laws to establish and protect these proprietary rights. It is the company’s policy to require
employees, consultants and, if warranted based on the service to be provided, vendors to execute confidentiality
agreements upon the commencement of their relationships with PAETEC. These agreements provide that
confidential information developed or made known during the course of a relationship with PAETEC must be
kept confidential and not disclosed to third parties except in specific circumstances.

The U.S. Patent and Trademark Office has granted PAETEC federal registrations for some of PAETEC’s
trademarks. Federal registration of trademarks is effective for as long as PAETEC continues to use the
trademarks and renew its registrations. PAETEC does not generally register any of its copyrights with the U.S.
Copyright Office, but relies on the protection afforded to such copyrights by the U.S. Copyright Act. That law
provides protection to authors of original works, whether published or unpublished and whether registered or
unregistered.

Employees

As of March 1, 2010, PAETEC had approximately 3,630 full-time employees. None of its employees are
covered by collective bargaining contracts. PAETEC considers its relationships with its employees to be good.

Executive Officers and Directors

The table below presents information about our executive officers and directors as of March 5, 2010:

Name ;A_:gf _l:oﬂgn_s
Arunas A. Chesonis ............. 47  Chairman of the Board, President and Chief Executive Officer
KeithM. Wilson ................ 43 Director and Executive Vice President and Chief Financial Officer,
Treasurer
Edward J. Butler, Jr. ............. 49 Executive Vice President and President and Chief Executive
, Officer of PAETEC’s energy businesses
MarioDeRiggi ................. 41 Executive Vice President and President, National Sales and Service
Robert D. Moore, Jr. ............. 41 Executive Vice President and Chief Information Officer
MaryK.O’Connell . ............. 46  Senior Vice President, General Counsel and Secretary
Algimantas K. Chesonis .......... 44 Senior Vice President, Chief Accounting Officer and Controller
LaurieL.Zaucha ................ 45 Senior Vice President Human Resources
Richard T. Aab ................. 60 Vice Chairman of the Board of Directors
Shelley Diamond . ............... 56 Director
H. Russell Frisby ................ 59  Director
Tansukh V. Ganatra ............. 66 Director
Michael C. Mac Donald .......... 57 Director
William R. McDermott . .......... 48 Director
AlexStadler ................... 59 Director
Mark Zupan .................... 50 Director
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Our executive officers serve at the pleasure of the board of directors.

Arunas A. Chesonis has served as Chairman of the Board, President and Chief Executive Officer of
PAETEC Holding since August 2006. Mr. Chesonis has served as Chairman of the Board, President and Chief
Executive Officer of PAETEC Corp., of which he was the founder, since its formation in May 1998 and as
Chairman of the Board, President and Chief Executive Officer of its principal operating subsidiary, PacTec
Communications, Inc., since July 1998. Mr. Chesonis was appointed as President of ACC Corp., an international
telecommunications company in Rochester, New York, in February 1994 and was elected to its board of directors
in October 1994. Mr. Chesonis joined ACC in May 1987 as Vice President of Operations for the U.S. business
unit and was named President of ACC Long Distance Corp. in January 1989. Mr. Chesonis also served as
President of ACC’s Canadian operations and Managing Director of ACC’s U.K. enterprise. Before he joined
ACC, Mr. Chesonis held several positions within Rochester Telephone Corporation, now known as Frontier
Communications Corporation, a subsidiary of Citizens Communications Company.

Keith M. Wilson has served as a director and as Executive Vice President and Chief Financial Officer of
PAETEC Holding since August 2006. Mr. Wilson has served as Executive Vice President and Chief Financial
Officer of PAETEC Corp. and PaeTec Communications, Inc. since January 2001, and as a director of PAETEC
Corp. since March 2006. From June 1999 until January 2001, Mr. Wilson served as Vice President and head of
the Telecommunications Finance Group at Union Bank of California, where he focused on sourcing and
providing capital for telecommunications services companies in the wireline, wireless and data services markets.
From March 1998 until May 1999, Mr. Wilson was a Vice President of Merchant Banking and head of
Syndicated Finance for First Dominion Capital, based in New York. Mr. Wilson also held positions with
NationsBank from September 1996 until March 1998, Bank of Boston and Fleet Bank.

Edward J. Butler, Jr. has served as Executive Vice President and President and Chief Executive Officer of
PAETEC’s energy businesses since March 2, 2010. Prior to assuming this position, Mr. Butler served as
Executive Vice President and Chief Operating Officer of PAETEC Holding since February 2007. Mr. Butler
served as the Chief Operating Officer of PacTec Communications since January 2006, and before that he served
as Co-Chief Operating Officer beginning in September 2003. Mr. Butler joined PacTec Communications as a
member of the founding officer team in 1998 in the role of President-Wholesale Markets and, in May 2002, his
role was expanded to President-Wholesale Markets/Network Services. He possesses more than 20 years of
experience in the telecommunications industry. Before joining PAETEC, Mr. Butler served ACC Corp. for more
than a decade in a number of executive and managerial positions.

Mario DeRiggi has served as Executive Vice President and President, National Sales and Service since
January 2009. Prior to his current role, he has held positions of increasing responsibility in the areas of sales and
account development since joining PAETEC in May 1999 as Vice President and General Manager, including as
Senior Vice President, Sales; Executive Vice President, Sales; and President, East Region. In his capacity as
Executive Vice President and President, National Sales and Service, Mr. DeRiggi is responsible for managing all
of PAETEC’s direct sales, agent sales, account development, sales support, and customer service operations.
Prior to joining PAETEC Mr. DeRiggi had over ten years’ experience in the telecommunications industry,
holding positions at Allnet Communi