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Securities Certificate of US LEC of Pennsylvania Inc.

           
  S-00071202 

for authority to guarantee $300 million aggregate
principal amount of senior notes issued by its parent,

PAETEC Holding Corp., to guarantee and secure 
$550 million outstanding indebtedness under PAETEC 
Holding’s amended credit facilities, and for authority to 
incur, guarantee, and/or secure additional borrowings of 
up to $500 million.

ORDER

BY THE COMMISSION:


On July 20, 2007, US LEC of Pennsylvania Inc. (US LEC) filed the above-captioned securities certificate for registration pursuant to Chapter 19 of the Public Utility Code, 66 Pa. C.S. §§ 1901, et seq.   On August 13, 2007, US LEC filed an amended securities certificate to replace the original filing.  US LEC seeks authority to guarantee $300 million of senior notes issued by its ultimate corporate parent, PAETEC Holding Corp. (PAETEC), to guarantee and secure $550 million outstanding indebtedness under PAETEC’s amended credit facilities, and to incur, guarantee and/or secure additional borrowings of up to $500 million. 
On August 2, 2007, US LEC agreed to a voluntary extension of the statutory consideration period to August 31, 2007.    


US LEC is a North Carolina corporation authorized to operate in Pennsylvania as an IXC, CLEC and facilities-based IXC pursuant to certifications granted by the Commission on August 12, 1999, at Docket Nos. A-310814,
A-310814F0002, and A-310814F0003, respectively.  US LEC is an indirect, 
wholly-owned subsidiary of PAETEC, a publicly traded Delaware corporation with headquarters in Fairport, New York.  


PAETEC is a competitive communications service provider for medium-sized and large businesses, enterprise organizations and institutions across the United States.  Through its operating subsidiaries, PAETEC offers voice, data and IP services, as well as enterprise communications management software, network security, CPE and managed services.



By Order at Docket No. S-00061152
, entered November 9, 2006, the Commission accepted for registration the securities certificate authorizing US LEC to guarantee and secure the obligations of PAETEC, as borrower, under senior secured credit facilities of $850 million aggregate principal amount (existing credit facilities).


PAETEC recently consummated certain transactions whereby it restructured its existing debt.  The debt restructuring included a sale of $300 million aggregate principal amount of 9.5% senior notes due 2015.  Via the instant securities certificate, US LEC seeks authority to guarantee the notes.
  Under the indenture that governs the terms of the notes, PAETEC and/or its subsidiaries will be able to incur additional indebtedness provided that specified conditions are satisfied, therefore, via the instant securities certificate, US LEC seeks authority to incur, guarantee and/or secure additional borrowings of up to $500 million.  



Concurrently with the execution of the $300 million notes purchase agreement on June 27, 2007, PAETEC, as borrower, the lenders parties thereto, and Deutsche Bank Trust Company Americas, as administrative agent, entered into a First Amendment to Credit Agreement, which, upon its effectiveness, amended PAETEC’s existing credit facilities.    The amendments became effective upon, and were facilitated by, the making of a Partial Term Loan Repayment on July 10, 2007.  The proceeds from the sale of the $300 million aggregate principal amount of senior notes were applied, along with cash on hand, to repay $300 million principal amount of term loans outstanding under its existing credit facilities.
  $550 million indebtedness remains outstanding under the amended credit facilities, consisting of a term loan facility in a total principal amount of $500 million, all of which is fully drawn, and a revolving credit facility in total available principal amount of $50 million, none of which is drawn.  Via the instant securities certificate, US LEC seeks authority to guarantee and secure the remaining $550 million total outstanding indebtedness under PAETEC’s amended credit facilities.  


The final maturity date of the initial term loan facility and the revolving credit facility will be February 28, 2013, and February 28, 2012, respectively.  All proceeds of the initial term loan facility have been applied for the same purposes permitted under the existing credit facilities.  All proceeds of the loans (if any) under the revolving credit facility will be used for working capital, capital expenditures and other general corporate purposes of US LEC’s ultimate corporate parent, PAETEC Holding Corp.

US LEC avers that the debt restructuring provides PAETEC enhanced operating flexibility, including the ability to incur additional indebtedness, as previously mentioned, and provides for reduced rates.  PAETEC’s calculation of the interest cost savings achieved through the restructuring of its debt are as follows:
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	New Bank Deal
	
	$500 
	5.35%
	2.50%
	7.85%
	$39.25
	

	Senior Notes
	
	$300 
	
	
	9.50%
	$28.50
	

	Total of New Facility
	 
	$800 
	 
	 
	8.47%
	$67.75
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	Discussion:
	
	
	
	
	
	
	

	(1) By reducing the amount of secured bank debt by repaying it dollar for dollar with unsecured

	notes our bank debt investors agreed to reduce their credit spread by 1%.
	
	

	(2) Accordingly, our annual interest expense will now be $67.8MM versus $70.8MM in the old

	bank deal.


	
	
	
	
	
	
	


US LEC avers that registration of this securities certificate will serve the public interest by allowing their ultimate corporate parent to decrease the applicable interest rate margins, effect certain desirable changes to covenants, and repay 
$300 million in term loans outstanding under the existing credit facilities.  US LEC further avers that by capturing favorable debt market conditions and restructuring its debt, PAETEC improved its capital structure and enhanced its market position, ultimately benefiting its affiliates and consumers.  US LEC also anticipates that its participation in the debt financing arrangements described herein will ultimately strengthen its ability to enhance its service offerings and provide more advanced telecommunications services to a broader customer base to the benefit of Pennsylvania consumers and the state’s telecommunications marketplace.  


US LEC’s participation in the financing arrangements described herein will be transparent to Pennsylvania customers, as there will be no changes in the rates, terms, or conditions of service.  


The Commission has determined that US LEC is current with its annual and Security Planning and Readiness report filing requirements and that there are no outstanding fines or assessments.  



Having examined the instant filing, we have determined that the proposed participation in certain debt financing arrangements is necessary or proper for the present and probable future capital needs of the utility;  THEREFORE,
IT IS ORDERED:
1. That the securities certificate of US LEC of Pennsylvania Inc. to guarantee $300 million of senior notes issued by its ultimate corporate parent, PAETEC Holding Corp., to guarantee and secure $550 million outstanding indebtedness under PAETEC Holding Corp.’s amended credit facilities, and to incur, guarantee and/or secure additional borrowings of up to $500 million is hereby registered.
2. That US LEC of Pennsylvania Inc. shall file with the Commission a copy of the notes purchase agreement entered into on June 27, 2007.
3. That upon receipt of the document required by Ordering Paragraph No. 2, above, this case be marked closed.
BY THE COMMISSION

James J. McNulty

Secretary

(SEAL)

ORDER ADOPTED:  August 30, 2007

ORDER ENTERED:  August 30, 2007
� In the Matter of Joint Application for Approval to Transfer Control of US LEC of Pennsylvania Inc. and Registration of the Securities Certificate of US LEC of Pennsylvania, Order, Docket Nos. A-310814F0004 and 


S-00061152 (Nov. 9, 2006).


� Each of PAETEC’s wholly-owned subsidiaries, including US LEC, will guarantee the notes on a senior unsecured basis.  Each guarantee will rank equally in right of payment with all existing and future senior indebtedness of the guarantor.


� Prior to the making of the Partial Term Loan Repayment, the existing credit facilities were comprised of a term loan facility in a total principal amount of $800 million, all of which was fully drawn, and a revolving credit facility in a total available principal amount of $50 million, none of which was drawn.
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