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PARTY/COMPLAINANT: NORTH PITTSBURGH TELEPHONE COMPANY
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COMP/APP COUNTY: UTILITY CODE: 310814

ALLEGATION OR SUBJECT

APPLICATION OF US LEC OF PENNSYLVANIA, INC., FOR APPROVAL TO OFFER, RENDER,
FURNISH OR SUPPLY TELECOMMUNICATIONS SERVICES AS A COMPETITIVE LOCAL EXCHANGE

CARRIER TO THE PUBLIC IN THE SERVICE TERRITORY QOF NORTH PITTSBURGH TELEPHONE
COMPANY .
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North Secand Street, 18th Floor

Harrisburg, PA 17101-1507
717.231.4500
Fax 717.231.4501

Kirkpatrick & Lockhart Nicholson Graham e www.king.com

Daniel P. Delaney

May 22, 2006
717.231.4516

. . Fax: 717.231.4501

Via Hand Delivery ddelaney@king.com

James J. McNulty, Secretary

Pennsylvania Public Utility Commission - - ) /.{,l
Commonwealth Keystone Bidg., 2nd Floor /4 - 5/0 37/%5/10009/9

400 North Street .
Harrisburg, PA 17120

Re: Application of US LEC of Pennsylvania Inc. to Provide Service as an
Interexchange Toll Reseller, Interexchange Toll Facilities-Based Carrier and
Competitive Local Exchange Carrier in the Operating Territories of North
Pittsburgh Telephone Company, ALLTEL Pennsylvania, Inc. and Sprint operating

gsééJkrg':eSOTi!iephone Company of Pennsylvania. "" J ir“ :j;'f E ?\, 'l
Dear Secretary McNulty: E: O L_ D E R

Enclosed please find an original and three copies of the application of US LEC of
Pennsylvania Inc. (“US LEC”) to provide telecommunications services in the service
territories of North Pittsburgh Telephone Company, ALLTEL Pennsylvania, Inc. and
Sprint operating as United Telephone Company of Pennsylvania. Enclosed also is a
check for the Public Utility Commission’s {*Commission”) filing fee. As permitted by
Section 1.34(a) of the Commission’s regulations, 52 Pa. Code § 1.34(a), US LEC is

submitting a single filing fee for these related applications.

Copies of this application have been served upon the parties as identified in the
enclosed Certificate of Service.

Very truly yours,
WA . £
= =
o (=
/0 = I
' O ES
Daniel P. Delaney =7 o >
PA Attorney |.D. 23958 H::” ™o ~.
Counsel for US LE gytvania Inc. o 3 :
S w -
DPD/cem i ro -
Enclosures e -~

cc.  Service List (w/Enclosures)

HA-175248 vi
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Application of:

US LEC OF PENNSYLVANIA INC. t/a %’ ;’b/aaﬁ/ %Fmoaﬁ/)%)

for approval to offer, render, furnish or supply telecommunications services to the public in the
Commonwealth of Pennsylvania.

1. IDENTITY OF THE APPLICANT: The name, address, telephone number, and fax
number of the Applicant.
. PN i 4 '
US LEC of Pennsylvania Inc. D O éu U fvi t N T

6801 Morrison Boulevard

Morrocroft [l

Charlotte, NC 28211 F O L D E R
(704) 319-1000

Please identify any predecessors of the Applicant and provide other names under which the
Applicant has operated within the preceding five years, including name, address, and telephone
number,

None.

2. ATTORNEY: The name, address, telephone number, and fax number of the Applicant’s
attorney.

Daniel P. Delaney

Kirkpatrick & Lockhart LLP

17 N. Second Street, 18th Floor
Harrisburg, PA 17101-1507
(717) 231-4500

(717) 231-4501 (Fax)

ddelaney@klng.com
PA Attorney I.D. 23955

3. CONTACTS:

A) APPLICATION: The name, title, address, telephone number, and fax humber of
the person to whom questions about this application should be addressed.

Terry Romine
Deputy General Counsel — Regulatory
US LEC o e
6801 Morrison Boulevard 1 =
Morrocroft [l ‘:_5 iy P
Charlotte, NC 28211 0 =M
(704) 319-1119 L7 0~ S
(704) 602-1119 (fax) <~ o~
wEom
[w'n) _
50 o L
o ~ ~
éﬁ las]
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B) PENNSYLVANIA EMERGENCY MANAGEMENT AGENCY (PEMA): The name,
title, address, telephone number and FAX number of the person with whom contact should be
made by PEMA (Pennsylvania Emergency Management Agency).

Chris Duda

Manager — Emergency and Code Service
6801 Morrison Blvd.

Morrocroft Ll

Charlotte, NC 28211

(704) 319-6291

{704) 409-6291 (fax)

Alternates:
911 Customer Data — Andrea Woodruff, E911 Administrator,
(704) 319-1984, (704) 602-1984 (fax)
911 Switching and Trunking - Ona Meyer, Swiiched Service Engineer
(704) 319-1337, (704) 602-1337 (fax)

C) RESOLVING COMPLAINTS: Name, address, telephone number, and FAX
number of the person and an alternate person responsible for addressing custormer complaints.
These persons will ordinarily be the initial point(s) of contact for resolving complaints and
queries filed with the Pubiic Utility Commission or other agencies.

Ed Griffin

Regulatory Manager

US LEC

6801 Morrison Boulevard
Morrocroft Il

Charlotte, NC' 28211
{704) 319-1476

(704) 602-1476(fax)

4. FICTITIOUS NAME:
Q _)TXJ The Applicant will not be using a fictitious name.

O The Applicant will be using a fictitious name. Attach to the Application a copy of the
Applicant's filing with the Commonwealth’s Department of State pursuant to 54 Pa.
C.S. §311, Form PA-953.

5. BUSINESS ENTITY AND DEPARTMENT OF STATE FILINGS:
O The Applicant is a sole proprietor.

U The Applicant is a:
U General partnership
U Domestic limited partnership (15 Pa. C.S. §8511)
Q *Foreign limited partnership (15 Pa. C.S. §8582)
2
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J Domestic registered limited liability partnership (15 Pa. C.S. §8201)
| *Foreign registered limited liability general partnership (15 Pa. C.S. §8211)

*Provide name and address of Corporate Registered Office Provider or Registered Office
within PA.

Attach to the application the name and address of partners. If any partner is not an
individual, identify the business nature of the partner entity and identify its partners or
officers.

Attach to the application proof of compliance with appropriate Department of
State filing requirements as indicated above.

5. (Continued)
U The Applicant is a:
U Domestic corporation (15 Pa. C.S. §1306)
Q E *Foreign corporation (15 Pa. C.S. §4124)
J Domestic limited liability company (15 Pa. C.S. §8913)

L *Foreign limited liability company (15 Pa. C.S. §8981)

*Provide name and address of Corporate Registered Office Provider or Registered
Office within PA.

C T Corporation System
1515 Market Street
Philadelphia, PA 19102
(215) 563-7750

Attach proof of compliance with appropriate Department of State filing requirements as
indicated above. Additionally, provide a copy of the Applicant's Articles of Incorporation
or a Certificate of Organization.

The Applicant is incorporated in the State of North Carolina

Give name and address of officers:

See Exhibits 5-1 Officers; 5-2 State Corporation Bureau Certificate of Authority;
5-3 Articles of Incorporation/Bylaws attached hereto and incorporated hereby.
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AFFILIATES AND PREDECESSORS WITHIN PENNSYLVANIA:

O The Applicant has no affiliates doing business in Pennsylvania or predecessors
which have done business in Pennsylvania.

Q !)_(X_ The Applicant has affiliates doing business in Pennsylvania or predecessors
which have done business in Pennsylvania. Name and address of the affiliates.
State whether they are jurisdictional public utilities. Give docket nurnbers for the
authority of such affiliates.

US LEC Communications Inc.
6801 Morrison Blvd.
Morrocroft 1|

Charlotte, NC 28211

If the Applicant or an affiliate has predecessors who have done business within
Pennsylvania, give name and address of the predecessors and state whether they were
jurisdictional public utilities. Give the docket numbers for the authority of such
predecessors.

US LEC of Pennsylvania inc. currently does business within Pennsylvania, and holds
a certificate of authority as a competitive local exchange carrier to provide services in
Verizon service territories [A-310814F0002]. This application is to extend its
authority to provide service in the service territories of North Pittsburgh Telephone
Company, ALLTEL Pennsylvania Inc., and Sprint operating as United Telephone
Company of Pennsylvania.

AFFILIATES AND PREDECESSORS RENDERING PUBLIC UTILITY SERVICE
OUTSIDE PENNSYLVANIA:

O The Applicant has no affiliates rendering or predecessors which rendered public
utility service outside Pennsylvania.

O _)_(FZ( The Applicant has affiliates rendering or predecessors which rendered public
utility service outside Pennsylvania. Name and address of the affiliates and
predecessors (please identify affiliates versus predecessors).

See Exhibit 7 attached hereto and incorporated hereby.

APPLICANT’S PRESENT OPERATIONS: (Select and complete the appropriate
statement}

O The applicant is not presently doing business in Pennsylvania as a public utility.
O The applicant is presently doing business in Pennsylvania as a:

| :XE [A-310814] Interexchange Tall Reseller, InterLATA and/or IntraLATA, (e.g.,
MTS, 1+, 800, WATS, Calling Cards)

u ?)2 [A-310814F0003] Interexchange Toll Facilities-based carrier, InterLATA
and/or IntraLATA, (e.g., MTS, 1+, 800, WATS, Calling Cards)

4
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L Competitive Access Provider {dedicated point-to-point or multipoint service; voice
or data)
Q ;_Xj Competitive Local Exchange Carrier:[A310814F0002)
Q E Facilities-Based
0 UNE-P
QO Data Only
U Reseller
O incumbent Local Exchange Carrier.
O Other (Identify).
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APPLICANT'S PROPOSED OPERATIONS: The Applicant proposes to operate as:

M EX_’: Interexchange Toll Reseller, InterLATA and/or IntralLATA, (e.g., MTS, 1+,
800, WATS, Travel and Debit Cards)

Q >Zx7; Interexchange Toll Facilities-based carrier, InterLATA and/or IntraLATA,
(e.g., MTS, 1+, 800, WATS, Trave! and Debit Cards)

a Competitive Access Provider {dedicated point-to-point or muitipoint service; voice
or data)

Q XX* Competitive Local Exchange Carrier:
U XX Facilities-based
0 uNE-P
QO Data Only
U Reseller
L incumbent Local Exchange Carrier

J Other {Identify).

* - US LEC of Pennsylvania Inc. is currently providing these services in Verizon service
areas.

PROPOSED SERVICES: Describe in detail the services which the Applicant proposes
to offer. If proposing to provide more than one category in ltem #9, clearly and
separately delineate the services within each proposed operation. If proposing to
operate as a facilities-based Competitive Local Exchange Carrier, provide a brief
description of the Company’s facilities.

Competitive Local Exchange Carrier - providing local services to customers by
utilizing facility based US LEC switches located within the state of Pennsylvania
by extending its current authorization to include North Pittsburgh Telephone
Company; ALLTEL Pennsylvania Inc.; and Sprint operating as United Telephone
Company of Pennsylvania in a manner similar to its operations in Verizon service
areas.

SERVICE AREA: Describe the geographic service area in which the Applicant proposes
to offer services. Clearly and separately delineate the service territory for each category
listed in Item #9. For Competitive Local Exchange Carrier operations, you must name
and serve the Incumbent Local Exchange Carriers in whose territory you request
authority.

Competitive Local Exchange Carrier — expanding service to customers within any
of the franchised operating territories of North Pittsburgh Telephone Company;
ALLTEL Pennsylvania Inc.; and Sprint operating as United Telephone Company
of Pennsylvania in @ manner sirmilar to its operations in Verizon service areas.
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MARKET: Describe the customer base to which the Applicant proposes to market its
services. Clearly and separately delineate a market for each category listed in Item #9.

US LEC currently provides voice, data, and Internet services to over 26,000 mid-
to-large customers with over 500,000 access lines in 16 eastern states and the
District of Columbia (including 1,923 customers with 29,253 access lines in
Pennsylvania). This request is to expand its coverage area within the
Commonwealth of Pennsylvania.

Interexchange Toll Reseller — in most instances, US LEC's CLEC and
Interexchange Facility-based customers will request US LEC to provide long
distance and 8YY service to branch offices in areas in which US LEC cannot
provide CLEC and IXC Toll facility-based services.

Interexchange Toll Facility-based carrier - US LEC provides |XC Toll Facility-
based services to its CLEC customers and to other customers in areas in which it
cannot provide CLEC services, but the customer desires a choice of
interexchange carrier services.

CLEC - US LEC provides facility based CLEC services to customers with mid-to-
large business customers utilizing DS-1 or greater using local loop facilities
leased from LECs and CAPs.

PROPOSED TARIFF(8): Each category of proposed operations must have a separate
and distinct proposed tariff setting forth the rates, rules and regulations of the Applicant.
Every proposed tariff shall state on its cover page the nature of the proposed operations
described therein, i.e., IXC Reseller, CLEC, CAP, or IXC Facilities-based. A copy of all
proposed tariffs must be appended to each original and dupiicate original and copy of
Form 377.

US LEC proposes to use its existing Pennsylvania tariffs and provide local
service areas that are equal to or greater than the local calling areas listed in the
tariffs of the incumbent LEC(s) They are:

US LEC of Pennsylvania Inc. PA P.U.C. No. 1 (local)

US LEC of Pennsylvania Inc. PA P.U.C. No. 2 (switched access)

US LEC of Pennsylvania Inc. Price List (intrastate long distance)

FINANCIAL.: Attach the following to the Application:

A general description of the Applicant's capitalization and, if applicable, its corporate
stock structure:

US LEC of Pennsylvania Inc. is a wholly owned subsidiary of US LEC Corp.

Current balance sheet, Income Statement, and Cash Flow Statement of Applicant or
Affiliated Company, if relying on affiliate for financial security;

See Exhibit 14-1 US LEC Corp. 2005 Annual Report on Form 10-K and attached
hereto and incorporated hereby.
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A tentative operating balance sheet and a projected income statement for the first year
of operation within the Commonwealth of Pennsylvania; provide the name, title, address,
telephone number and fax number of the Applicant’s custodian for its accounting records
and supporting documentation; and indicate where the Applicant’s accounting records
and supporting documentation are, or will be, maintained.

US LEC of Pennsylvania Inc. has been in operation in the Commonwealth of
Pennsylvania since September 1999 and has reported revenues to the PUC as
required. US LEC’s custodian of account records is and the records are located
with:

Thomas R. Gooley

Vice President and Treasurer

6801 Marrison Boulevard

Charlotte, NC 28211

Phone - 704-319-1166

Facsimile — 704-602-1133

If available, include bond rating, letters of credit, credit reports, insurance coverage and
reports, and major contracts.

See Exhibit 14-2 Certificate of Liability Insurance attached hereto and
incorporated hereby.

15. START DATE: The Applicant proposes to begin offering services on or about July 1,
2008.

16. FURTHER DEVELOPMENTS: Attach to the Application a statement of further
developments, planned or contemplated, to which the present Application is preliminary or with
which it forms a part, together with a reference to any related proceeding before the
Commission.

None

17. NOTICE: Fursuant to 52 Pa. Code §5.14, you are required to serve a copy of the
signed and verified Application, with attachments, on the below-listed parties, and file
proof of such service with this Commission:

Office of Consumer Advocate Office of Small Business Advocate
555 Walnut Street Commerce Building, Suite 1102

5th Floor, Forum Place 300 North Second Street

Harrisburg, PA 17101-1923 Harrisburg, PA 17101

Office of Attorney General
Office of Consumer Protection
Strawberry Square
Harrisburg, PA 17120

A certificate of service must be attached to the Application as proof of service that
the Application has been served on the above-listed parties. A copy of any
Competitive Local Exchange Carrier Application must also be served on any and/or
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all Incumbent Local Exchange Carrier(s) in the geographical area where the Applicant
proposes to offer services.

See Exhibit 17 US LEC Corp. Certificate of Service to the above parties and to
certain ILECs is attached hereto and incorporated hereby.

FEDERAL TELECOMMUNICATIONS ACT OF 1996: State whether the Applicant
claims a particular status pursuant to the Federal Telecommunications Act of 1996.
Provide supporting facts.

Applicant claims no particular status pursuant to the Federal
Telecommunications Act of 1996.

COMPLIANCE: State specifically whether the Applicant, an affiliate, a predecessor of
either, or a person identified in this Application has been convicted of a crime involving
fraud or similar activity. ldentify all proceedings, limited to proceedings dealing with
business operations in the last five (5) years, whether before an administrative body or in
a judicial forum, in which the Applicant, an affiliate, a predecessor of either, or a person
identified herein has been a defendant or a respondent. Provide a statement as to the
resolution or present status of any such proceedings.

Neither the Applicant, an affiliate, a predecessor of either, or a person identified
in this Application has been convicted of a crime involving fraud or similar
activity.

See Exhibit 19 attached hereto and incorporated hereby which lists the
proceedings which either the Applicant, an affiliate, a predecessor of either, or a
person identified herein has been a defendant or a respondent and provides the
resolution or present status of the listed proceeding. In addition, as an operating
telecommunications provider in several! states, US LEC routinely participates in
regulatory proceedings in other states and the FCC involving its operations.

FALSIFICATION: The Applicant understands that the making of false statement(s) herein
may be grounds for denying the Application or, if later discovered, for revoking any authority
granted pursuant to the Application. This Application is subject to 18 Pa. C.S. §§4903 and
4904, relating to perjury and falsification in official matters.

The Applicant acknowledges that it understands that the making of false
statement(s) herein may be grounds for denying the Application or, if later
discovered, for revoking any authority granted pursuant to the Appiication.
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21, CESSATION: The Applicant understands that if it plans to cease doing business within the
Commonwealth of Pennsylvania, it is under a duty to request authority from the Commission

for permission prior to ceasing business.
The Applicant acknowledges that it understands that if it plans to cease doing
business within the Commaonwealth of Pennsylvania, it is under a duty to request

authority from the Commission for permission prior to ceasing business.
Applicant:
US LEC of Pennsylvania Inc.

Title: @General Counsel - Regulatory

10
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AFFIDAVIT

State of North Carolina )
}ss.
County of Mecklenburg )

Terry Romine, Affiant, being duly sworn according to law, deposes and says thah

Affiant is the Deputy General Counsel - Regulatory (Office of Affiant) of US LEC of Pennsylvania Inc.
(Name of Applicant;)

That Affiant is authorized to and does make this affidavit for said corporation;

That US LEC of Pennsylvania Inc., the Applicant herein, acknowledges that it may have an obligation fo
serve or to continue o serve the public by virtue of the Applicant commencing the rendering of service
pursuant to this Application consistent with the Public Utility Code of the Commonwealth of Pennsylvania,
Title 66 of the Pennsyivania Consolidated Statutes; with the Federal Telecommunications Act of 19886,
signed February 6, 1896, or with ather applicable statutes or regulations;

That US LEC of Pennsylvania Inc., the Appiicant herein, asserts that Affiant possesses the requisite
technical, managerial, and financial fitness to render public utility service within the Commonwealth of
Pennsylvania and that the Applicant will abide by all applicable federal and state laws and regulations and
by the decisions of the Pennsylvania Public Utility Commission.

That US LEC of Pennsylvania Inc., the Applicant herein, asserts that Affiant has previously contacted the
appropriate 911 Coordinator(s) in connection with the Applicant's initial Application for certification, from
the list provided from the PUC web site (http://www_puc.paonline.com), and that arrangements are in
place to pride emergency 911 service in each of the Counties/Cities where service is to be provided in the
event this Application is approved. The Applicant certifies Affiant has attached a copy of the 911
Coordinater list indicating the Counties/Cities in which emergency 911 service is in place as of the date of
this Affidavit. (See Exhibit 20)

That the facts above set forth are true and correct to the best of my knowledge, information and beiief,
and that Affiant expects said entity to be able to prove the same at any hearing thereof.

(. "
Signature of Affiant

Sworn and subscribed before me this 18" day of May, 20086.

Witegy, | T

‘\\\““‘ 4y, e
gg;!%o ) Gﬁll.‘%'o,""“ Notary Public
£ QOARY 2
‘:;%% PUB\-\G ;: 5 My Commission expires October 30, 2006.
""Z?‘Wa 000%
45y ml'l.lil.?‘ - W
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Verification

I, Terry Romine, hereby state that the facts above set forth are true and correct to the best of my
knowledge, information and belief, and that | expect to be able fo prove the same at a hearing
held in this matter. | understand that the statements herein are made subject to the penalties of

18 Pa. C.S. § 4904 (relating to unsworn falsification to authorities).

0 1
Date ! gnatur
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US LEC of Pennsylvania Inc.

Exhibit 5-1
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EXHIBIT 5-1 — US LEC of Pennsvlvania Inc.

List of Officers
Aaron D, Cowell, Jr. President and CEQO 6801 Morrison Boulevard
Charlotte, NC 28211
J. Lyle Patrick EVP - Finance and 6801 Morrison Boulevard
CFO Charlotte, NC 28211
Thomas R. Gooley VP, Treasurer, and 6801 Morrison Boulevard
Asst. Secretary Charlotte, NC 28211
Amy G. Radke VP - Financial 6801 Morrison Boulevard
Controls Charlotte, NC 28211
S. Shane Turley Secretary 6801 Morrison Boulevard

Charlotte, NC 28211
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PENNSYLVANIA DEPARTMENT OF STATE 118
CORPORATION BUREAU
ROOM 308 NORTH OFFICE BUILDING
P.O. BOX 8722
HARRISBURG, PA 17105-8722

US LEC OF PENNSYLVANIA INC.

THE CORPORATION BUREAU IS HAPPY TC SEND YOU YOUR FILED DOCUMENT.
PLEASE NOTE THE FILE DATE AND THE SIGNATURE OF THE SECRETARY OF THE
COMMONWEALTH. THE CORPORATION BUREAU IS HERE TO SERVE YQU AND WANTS
TO THANK YOU FOR DOING BUSINESS IN PENNSYLVANIA. IF YOU HAVE ANY
QUESTIONS PERTAINING TO THE CORPORATION BUREAU, CALL (717) 787-1057.

ENTITY NUMBER: 2858242

MICROFILM NUMBER: 09906
1066-1067

CT CORP SYSTEM
COUNTER

Exhibit 5-2
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Microfilm Number A Filed wi pepar%;l:::e 0? p
Entity Number GQ'?SX\Q“/R
' ¥ Secretary of thf;g%mﬁ{onwealth %

ACTING

APPLICATION FOR CERTIFICATE OF AUTHORITY
DSCB:15-4124/6124 (Rev 90)

Indicate type of corporation (check one):
X _Foreign Business Corporation (15 Pa.C.S. § 4124)

___Foreign Nonprofit Corporation (15 Pa.C.S. § 6124)

In compliance with the requirements of the applicable provisions of 15 Pa.C.S. (relating to corporations
and unincorporated associations) the undersigned association hereby states that:

1. The name of the corporation is; _US LEC of Pemnsylvania Inc.

2. The pame which the corporation adopts for use in this Commonwealth is (complete only when the
corporation must adopt a corporate designator for use in Pennsylvania):

3. (If the name set forth in Paragraph 1 is not available for use in this Commonwealth, complete the following):

The fictitious name which the corporation adopts for use in transacting business in this Commonwealth is:

This corporation shall do business in Pennsylvania oxly under such fictitious name pursuant to the attached
resolution of the board of directors under the applicable provisions of 15 Pa.C.S (relating to corporations and
unincorporated associations) and the attached form DSCB:54-311 (Application for Registration of Fictitious
Name).

4. The name of the jurisdiction under the laws of which the corporation is incorporated is:

North Carolina

5. The address of its principal office under the laws of the jurisdiction in which it is incorporated is:

401 N. Tryon Street, Suite 1000, Charlotte, North Carolina 28202, Mecklenburg
Number and Street City State Zip County

6. The (a) address of this corporation's proposed registered office in this Commonwealth or (b) name of its
commercial registered office provider and the county of venue is:

(a)
Number and Street City State Zip County
(b)e/0: ¢ T corporation System Philadelphia
Name of Commercial Registered Office Provider County

{PA. - 404 - 10/1/92)

CTSmem
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For a corporation represented by a commercial registered office provider, the county in (b) shall be deemed
the county in which the corporation is located for venue and official publication purposes.

7. (Check one of the following):

X (Business corporation): The corporation is a corporation incorporated for a purpose or purposes
involving pecuniary profit, incidental or otherwise.

—_(Nonprofit corporation): The corporation is a corporation incorporated for a purpose or purposes
not involving pecuniary profit, incidental or otherwise.

IN TESTIMONY WHEREOF, the undersigned corporation has caused this Application for a Certificate
of Authority to be signed by a duly authorized officer this &#4___day o%‘%_, ,19 79 .

UsS LEC of Pennsvylvania Inc.

%of Corporation)
BY; Gl

Raron D. , Jr. (Sign}tﬁre)
TITLE: Executive Vice President

owe

(PA. _404)
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US LEC of Pennsylvania Inc.

Exhibit 5-3




BYLAWS

OF

US LEC OF PENNSYLVANIA INC.

Effective as of December 8, 1998

Exhibit 5-3




OFFICES

Section 1.
Section 2,
Section 3.

¢ ®

INDEX OF BYLAWS
OF

US LEC OF PENNSYLVANIA INC.

ARTICLE I

Principal Office
Registered Office
Other Offices

ARTICLE I

MEETINGS OF SHAREHOLDERS

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.
Section 6.
Section 7.

Section 8.

Section 9.

Section 10.
Section 11.
Section 12.
Section 13.
Section 14,

BOARD OF DIRECTORS

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.

Annual Meeting

Substitute Annual Meeting

Special Meetings

Place of Meeting

Notice of Meeting

Waiver of Notice

Closing of Transfer Books or
Fixing of Record Date

Voting Lists

Voting Groups

Quorum

Proxies

Voting of Shares

Votes Required

Action of Shareholders Without Meeting

ARTICLE IIT

General Powers

Number, Qualifications, Election and Tenure
Vacancies

Removal

Compensation
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ARTICLE IV

MEETINGS OF DIRECTORS

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.
Section 6.
Section 7.
Section 8.
Section 9.

Regular Meetings

Special Meetings

Notice

Waiver of Notice

Quorum

Manner of Acting

Presumption of Assent

Action by Directors Without Meeting
Meetings by Conference Telephone

ARTICLE V

COMMITTEES OF THE BOARD

OFFICERS

Section 1.
Section 2.
Section 3.
Section 4.
Section 5,
Section 6.

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.
Section 6.
Section 7.
Section 8.
Section 9.

Section 10.
Section 11.
Section 12.
Section 13.

Executive Committee
Other Committees
Vacancy

Removal

Minutes

Responsibility of Directors

ARTICLE VI

Officers of the Corporation
Appointment and Term
Compensation of Officers
Removal of Officers
Resignation

Bonds

Chairman

President

Vice Presidents

Secretary

Assistant Secretaries
Treasurer

Assistant Treasurers
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ARTICLE VII

CONTRACTS, LOANS, CHECKS AND DEPOSITS

Section 1.
Section 2.
Section 3.
Section 4,

Contracts

Loans

Checks and Drafts
Deposits

ARTICLE VIII

CERTIFICATES FOR SHARES AND THEIR TRANSFER

Section 1.
Section 2.
Section 3.
Section 4.

GENERAL PROVISIONS

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.
Section 6.

INDEMNIFICATION

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.
Section 6.

Certificates for Shares
Transfer of Shares
Lost Certificates
Holder of Record

ARTICLE IX

Distributions
Seal

Fiscal Year
Pronouns
Amendments

Voting of Shares of Other Corporations
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BYLAWS
OF
US LEC OF PENNSYLVANIA INC.
ARTICLET
OFFICES

Section 1. Principal Office. The principal office of the corporation shall be located in such
place as the Board of Directors from time to time shall determine.

Section 2. Registered Office. The registered office of the corporation required by law to be
maintained in the State of North Carolina may be, but need not be, identical to the principal office.
The address of the registered office may be changed from time to time by the Board of Directors.

Section 3. Other Offices. The corporation may, from time to time, have offices at such
places, either within or without the State of North Carolina, as the Board of Directors may designate
or as the business of the corporation may require.

ARTICLE II
MEETINGS OF SHAREHOLDERS

Section 1. Annual Meeting. The annual meeting of the shareholders shall be held on any
business day during the month of April in each year, beginning with the year 1999, at such day and
time as the Board of Directors may designate for the election of directors and the transaction of
such other business as may come before the meeting. If the day fixed for the annual meeting shall
be a legal holiday in the State of North Carolina, such meeting shall be held on the next succeeding

business day.

Section 2. Substitute Annual Meeting. If the annual meeting shall not be held on the day
designated by these bylaws for the annual meeting of shareholders, or at any adjournment thereof,
then a substitute annual meeting may be called in accordance with Section 3 of this Article and the
meeting so called may be designated and treated for all purposes as the annual meeting.

Section 3. Special Meetings. Special meetings of the shareholders may be called by the
President or by the Board of Directors or shall be called by the Secretary within thirty (30) days
after the delivery to the Secretary of the written request of the holder or holders of not less than
one-tenth of all shares entitled to vote at the meeting. Such request must be signed, dated and
delivered to the Secretary and must describe the purpose or purposes for which the meeting is to be

held.
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Section 4. Place of Meeting. The Board of Directors may designate any place, either within
or without the State of North Carolina, as the place of meeting for any annual meeting or for any
special meeting called by the Board of Directors. A waiver of notice signed by all shareholders
entitled to vote at a meeting may designate any place, either within or without the State of North
Carolina, as the place for the holding of such meeting. If no designation is made, or if a special
meeting be otherwise called, the place of meeting shall be the principal office of the corporation.

Section 5. Notice of Meeting. Written or printed notice stating the time and place of the
meeting and, in case of a special meeting, the purpose or purposes for which the meeting is called,
shall be delivered not less than ten (10) nor more than sixty (60), or in case of a special meeting
called at the request of the shareholders, not more than thirty (30), days before the date of the
meeting, either personally or by mail, by or at the direction of the President, the Secretary, or the
officer or persons calling the meeting, to each shareholder of record entitled to vote at such
meeting. If mailed, such notice shall be deemed to be delivered when deposited in the United
States mail addressed to the shareholder at his address as it appears on the record of shareholders of
the corporation, with postage thereon prepaid. In addition to the foregoing, notice of a substitute
annual meeting shall state that the annual meeting was not held on the day designated by these
bylaws and that such substitute annual meeting is being held in lieu of and is designated as such
annual meeting.

If a meeting of shareholders is adjourned to a different date, time or place, notice need not
be given of the new date, time or place if the new date, time or place is announced at the meeting
before adjournment. If a new record date for the adjourned meeting is fixed, however, notice of the
adjourned meeting must be given to persons who are shareholders as of the new record date.

Section 6. Waiver of Notice.

(a) A shareholder may waive any notice required by law, the articles of
incorporation, or these bylaws before or after the date and time stated in the notice.
The waiver must be in writing, be signed by the shareholder entitled to the notice,
and be delivered to the corporation for inclusion in the minutes or filing with the
corporate records.

(b) A shareholder's attendance at a meeting:

€)) waives objection to lack of notice or defective notice of the
meeting, unless the sharcholder at the beginning of the meeting objects to
holding the meeting or transacting business at the meeting; and

(2) waives objection to consideration of a particular matter at the
meeting that is not within the purpose or purposes described in the meeting
notice, unless the shareholder objects to considering the matter before it is
voted upon.
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Section 7. Closing of Transfer Books or Fixing of Record Date. For the purpose of
determining shareholders entitled to notice of or to vote at any meeting of shareholders or any
adjournment thereof, or shareholders entitled io receive payment of any dividend, or in order to
make a determination of shareholders for any other proper purpose, the Board of Directors may
provide that the stock transfer books shall be closed for a stated period but not to exceed, in any
case, seventy (70) days. If the stock transfer books shall be closed for the purpose of determining
shareholders entitled to notice of or to vote at a meeting of shareholders, such books shall be closed
for at least ten (10) days immediately preceding such meeting.

In lieu of closing the stock transfer books, the Board of Directors may fix in advance a date
as the record date for any such determination of shareholders, such date in any case to be not more
than seventy days and, in the case of a meeting of shareholders, not less than ten (10) full days prior
to the date on which the particular action, requiring such determination of shareholders, is to be

taken.

If the stock transfer books are not closed and no record date is fixed for the determination of
shareholders entitled to notice of or to vote at a meeting of shareholders, or shareholders entitled to
receive payment of a dividend, the date on which notice of the meeting is mailed or the date on
which the resolution of the Board of Directors declaring such dividend is adopted, as the case may
be, shall be the record date for such determination of shareholders.

When a determination of shareholders entitled to vote at any meeting of shareholders has
been made as provided in this Section, such determination shall apply to any adjournment thereof
except where the determination has been made through the closing of the stock transfer books and
the stated period of closing has expired, and except where the Board of Directors fixes a new record
date, which it must do if the meeting is adjourned to a date more than 120 days after the date fixed
for the original meeting.

Section 8. Voting Lists. After fixing a record date for a meeting, the Secretary of the
corporation shall prepare an alphabetical list of the names of all its shareholders who are entitled to
notice of a shareholders' meeting. The list shall be arranged by voting group (and within each
voting group by class or series of shares) and show the address of and number of shares held by
each shareholder. The shareholders' list shall be available for inspection by any shareholder,
beginning two (2) business days after notice of the meeting is given for which the list was prepared
and continuing through the meeting, at the corporation's principal office or at a place identified in
the meeting notice in the city where the meeting will be held. A shareholder, or his agent or
attorney, is entitled on written demand to inspect and, subject to the requirements of N.C. Gen. Stat.
§55-16-02(c), as may be hereafter amended, to copy the list, during regular business hours and at
his expense, during the period it is available for inspection. The Secretary of the corporation shall
make the shareholders' list available at the meeting, and any shareholder or his agent or attorney is
entitled to inspect the list at any time during the meeting or any adjournment.

Section 9. Voting Groups. All shares of one or more classes or series that under the articles
of incorporation or the North Carolina Business Corporation Act are entitled to vote and be counted
together collectively on a matter at a meeting of shareholders constitute a voting group. All shares
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entitled by the articles of incorporation or the North Carolina Business Corporation Act to vote
generally on a matter are for that purpose a single voting group. Classes or series of shares shall not
be entitled to vote separately by voting group unless expressly authorized by the articles of
incorporation or specifically required by law.

Section 10. Quorum. Shares entitled to vote as a separate voting group may take action on
a matter at the meeting only if a quorum of those shares exists. A majority of the votes entitled to
be cast on the matter by the voting group constitutes a quorum of that voting group for action on

that matter.

The shareholders at a meeting at which a quorum is present may continue to do business
until adjournment, notwithstanding the withdrawal of enough shareholders to leave less than a

quorum.

In the absence of a quorum at the opening of any meeting of shareholders, such meeting
may be adjourned from time to time by a vote of the majority of the shares voting on the motion to
adjourn; and at any adjourned meeting at which a quorum is present, any business may be
transacted which might have been transacted at the original meeting.

Section 11. Proxies. Shares may be voted either in person or by one or more agents
authorized by a written proxy executed by the shareholder or by his duly authorized attorney in fact.

An appointment of a proxy is effective when received by the Secretary or other officer or
agent authorized to tabulate votes. An appointment is valid for eleven (11) months unless a
different period is expressly provided in the appointment form.

Section 12. Voting of Shares. Each outstanding share entitled to vote shall be entitled to
one vote on each matter submitted to a vote at a meeting of shareholders.

Except as otherwise provided by law, the articles of incorporation or these bylaws, if a
quorum exists, action on a matter by a voting group is approved if the votes cast within the voting
group favoring the action exceed the votes cast opposing the action.

Shares of its own stock owned by the corporation directly, or indirectly through a
corporation in which it owns, directly or indirectly, a majority of the shares entitled to vote for
directors, shall not be voted at any meeting and shall not be counted in determining the total
number of outstanding shares at a given time entitled to vote; provided that this provision does not
limit the power of the corporation to vote its own shares held by it in a fiduciary capacity.

Section 13. Votes Required. The vote of a majority of the shares voted at a meeting of
shareholders, duly held at which a quorum is present, shall be sufficient to take or authorize action
upon any matter which may properly come before the meeting except as otherwise provided by law,
by the articles of incorporation or by these bylaws. Any provision in these bylaws prescribing the
vote required for any purpose as permitted by law may not itself be amended by a vote less than the

vote prescribed therein.
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Section 14. Action of Shareholders Without Meeting. Any action which may be taken at a
meeting of the shareholders may be taken without a meeting if the action is taken by all the share-
holders entitled to vote on the action. The action must be evidenced by one or more written
consents signed by all the shareholders before or after such action, describing the action taken and
delivered to the corporation for inclusion in the minutes or filing with the corporate records. A
consent signed under this Section has the effect of a meeting vote and may be described as such in

any document.

ARTICLE Il
BOARD OF DIRECTORS

Section 1. General Powers. All corporate powers shall be exercised by or under the
authority of, and the business and affairs of the corporation managed under the direction of, the

Board of Directors.

Section 2. Number, Tenure and Qualifications. The number of directors of the corporation
shall be not less than one (1) nor more than five (5) as shall be determined from time o time by the

directors. The number of directors constituting the initial Board of Directors shall be two (2).

Directors need not be residents of the State of North Carolina or shareholders of the
corporation.

The directors shall be elected at the annual meeting of the shareholders (except as herein
otherwise provided for the filling of vacancies). Those persons who receive the highest number of
votes at a meeting at which a quorum is present shall be deemed to have been elected.

Each initial director shall hold office until the first shareholders’ meeting at which directors
are elected, or until such director's death, resignation or removal. The term of every other director
shall expire at the next annual shareholder's meeting following the director’s election or upon such
director's death, resignation or removal. The term of a director elected to fill a vacancy expires at
the next shareholders' meeting at which directors are elected. A decrease in the number of directors
shall not shorten an incumbent director's term. Despite the expiration of a director's term, such
director shall continue to serve until a successor shall be elected or qualifies or until there is a
decrease in the number of directors.

Section 3. Vacancies. Except as otherwise provided by law or the articles of incorporation,
any vacancy occurring in the Board of Directors may be filled by the affirmative vote of a majority
of the remaining directors even though less than a quorum or by the sole remaining director.

The term of a director elected to fill a vacancy expires at the next shareholders’ meeting at
which directors are elected.



At a special meeting of shareholders the shareholders may elect a director to fill any
vacancy not filled by the directors.

Section 4. Removal. Any director may be removed at any time with or without cause by a
vote of the shareholders holding a majority of the outstanding shares entitled to vote at an election
of directors. If cumnulative voting is authorized, a director may not be removed if the number of
votes sufficient to elect him under cumulative voting is voted against his removal.

A director may not be removed by the shareholders at a meeting unless the notice of the
meeting states that the purpose, or one of the purposes, of the meeting is removal of the director.

Section 5. Compensation. The Board of Directors may compensate directors for their
services as such and may provide for the payment of all expenses incurred by directors in attending

meetings of the Board.
ARTICLE IV
MEETINGS OF DIRECTORS

Section 1. Regular Meetings. A regular meeting of the Board of Directors shall be held
without other notice than this Bylaw immediately after, and at the same place as, the annual
meeting of shareholders. The Board of Directors may provide, by resolution, the time and place,
either within or without the State of North Carolina for the holding of additional regular meetings
without other notice than such resolution.

Section 2. Special Meetings. Special meetings of the Board of Directors may be called by
the President or any two directors. The person or persons authorized to call special meetings of the
Board of Directors may fix any place, either within or without the State of North Carolina, as the
place for holding any special meeting of the Board of Directors called by them.

Section 3. Notice. The person calling the meeting shall give or cause to be given oral or
written notice of special meetings of the Board of Directors to each director not less than three (3)

days before the date of the meeting.

Neither the business transacted at, nor the purposes of, any regular or special meeting of the
Board of Directors need be specified in the notice or waiver of notice of such meeting.

Section 4. Waiver of Notice.

(a) A director may waive any notice required by law, the articles of
incorporation, or these bylaws before or after the date and time stated in the notice.
Except as provided by subsection (b), the waiver must be in writing, signed by the
director entitled to the notice, and delivered to the corporation for filing with the
minutes or corporate records.



(b) A director's attendance at or participation in a meeting waives any
required notice to him of the meeting unless the director at the beginning of the
meeting (or promptly upon his arrival) objects to holding the meeting or transacting
business at the meeting and does not thereafter vote for or assent to action taken at
the meeting.

Section 5. Quorum. Unless the articles of incorporation or these bylaws provide otherwise,
a majority of the number of directors fixed by or pursuant to these bylaws shall constitute a quorum
for the transaction of business at any meeting of the Board of Directors, or if no number is so fixed,
the number of directors in office immediately before the meeting begins shall constitute a quorum.

Section 6. Manner of Acting. If a quorum is present when a vote is taken, the affirmative
act of the majority of the directors present is the act of the Board of Directors, except as otherwise
provided in these bylaws.

Section 7. Presumption of Assent. A director who is present at a meeting of the Board of
Directors or a committee of the Board of Directors when corporate action is taken is deemed to
have assented to the action taken unless:

(@) He objects at the beginning of the meeting (or promptly upon his
arrival) to holding it or transacting business at the meeting;

(b) His dissent or abstention from the action taken is entered in the
minutes of the meeting; or

(<) He files written notice of his dissent or abstention with the presiding
officer of the meeting before its adjournment or with the corporation immediately
after adjournment of the meeting. The right of dissent or abstention is not availabie
to a director who votes in favor of the action taken.

Section 8. Action by Directors Without Meeting. Action required or permitted by law to be
taken at a Board of Directors' meeting may be taken without a meeting if the action is taken by all
members of the Board. The action must be evidenced by one or more written consents signed by
each director before or after such action, describing the action taken, and included in the minutes or
filed with the corporate records. Action taken under this Section is effective when the last director
signs the consent unless the consent specifies a different effective date. A consent signed under this
Section has the effect of a meeting vote and may be described as such in any document.

Section 9. Meetings by Conference Telephone. Any one or more directors may participate
in a meeting of the Board or a committee by means of a conference telephone or similar
communications device by which all directors participating may simultaneously hear each other
during the meeting, and such participation in a meeting shall be deemed presence in person at such
meeting.




ARTICLE V
COMMITTEES OF THE BOARD

Section 1. Executive Committee. The Board of Directors, by resolution adopted by a
majority of the number of directors fixed by these bylaws, may designate two or more directors 1o
constitute an Executive Committee, which committee, to the extent provided in such resolution,
shall have and may exercise all of the authority of the Board of Directors to the extent permitted by

applicable law.

Section 2. Other Committees. The Board of Directors may create one or more other
committees and appoint members of the Board of Directors to serve on them. Each committee
must have two or more members, who serve at the pleasure of the Board of Directors. The creation
of a committee and appointment of members to it must be approved by the greater of:

(a) A majority of all the directors in office when the action is taken; or

(b)  The number of directors constituting a quorum under the articles of
incorporation or these bylaws.

Section 3. Vacancy. Any vacancy occurring in any committee shall be filled by a majority
of the number of directors fixed by these bylaws at a regular or special meeting of the Board of

Directors.

Section 4. Removal. Any member of a committee may be removed at any time with or
without cause by a majority of the number of directors fixed in accordance with these bylaws.

Section 5. Minutes. Each committee shall keep regular minutes of its proceedings and
report the same to the Board when required.

Section 6. Responsibility of Directors. The designation of a committee and the delegation
thereto of authority shall not operate to relieve the Board of Directors, or any member thereof, of

any responsibility or liability imposed upon it or him by law.

Any resolutions adopted or other action taken by a committee within the scope of the
authority delegated to it by the Board of Directors shall be deemed for all purposes to be adopted or
taken by the Board of Directors.

If action taken by a committee is not thereafter formally considered by the Board, a director
may dissent from such action by filing his written objection with the Secretary with reasonable
promptness after learning of such action.



ARTICLE VI
OFFICERS

Section 1. Officers of the Corporation. The officers of the corporation shall consist of a
Chairman,, a President, a Secretary, a Treasurer and such Vice Presidents, Assistant Secretaries,
Assistant Treasurers and other officers as the Board of Directors may from time to time appoint.
The same individual may simultaneously hold more than one office in the corporation, but no
individual may act in more than one capacity where action of two or more officers is required.

Section 2. Appointment and Term. The officers of the corporation shall be appointed by
the Board of Directors and each officer shall hold office until his death, resignation, retirement,
removal, disqualification or his successor shall have been appointed and qualified.

Section 3. Compensation of Officers. The compensation of all officers of the corporation
shall be fixed by the Board of Directors and no officer shall serve the corporation in any other
capacity and receive compensation therefor unless such additional compensation has been
authorized by the Board of Directors. The appointment of an officer does not itself create contract

rights.

Section 4. Removal of Officers. The Board of Directors may remove any officer at any
time with or without cause, but such removal shall not itself affect the officer's contract rights, if

any, with the corporation.

Section 5. Resignation. An officer may resign at any time by communicating his or her
resignation to the corporation, orally or in writing. A resignation is effective when communicated
unless it specifies in writing a later effective date. If a resignation is made effective at a later date
that is accepted by the corporation, the Board of Directors may fill the pending vacancy before the
effective date if the Board provides that the successor does not take office until the effective date.
An officer’s resignation does not affect the corporation's contract rights, if any, with the officer.

Section 6. Bonds. The Board of Directors may by resolution require any officer, agent, or
employee of the corporation to give bond to the corporation, with sufficient sureties, conditioned
upon the faithfu] performance of the duties of his respective office or position, and to comply with
such other conditions as may from time to time be required by the Board of Directors.

Section 7. Chairman. The Chairman shall be the chief executive officer of the corporation
and, as such, shall, subject to the control of the Board of Directors, supervise the management of
the corporation. he shall, when present, preside at all meetings of the shareholders and at all
meetings of the Board of Directors.

He shall execute bonds, mortgages and other contracts requiring a seal, under the seal of the
corporation, except where required or permitted by law to be otherwise signed and executed and
except where the signing and execution thereof shall be expressly delegated by the Board of

Directors to some other officer or agent of the corporation.



Section 8. President. The President shall be the chief operating officer of the corporation
and, subject ta the control of the Board of Directors and supervision and direction of the Chairman,
shall supervise and control the day-to-day operation of the corporation in accordance with these

bylaws.

In the absence of the Chairman or in the event of his death, inability or refusal to act, the
President shall perform the duties of the Chairman, and when so acting shall have all the powers of
and be subject to all the restrictions upon the Chairman. He shall sign any deeds, mortgages, bonds,
contracts or other instruments which the Board of Directors has authorized to be executed, except in
cases where the signing and execution thereof shall be expressly delegated by the Board of
Directors or by these bylaws to some other officer or agent of the corporation, or shall be required
by law to be otherwise signed or executed; and in general shall perform all duties incident to the
office of President and such other duties as may be prescribed by the Chairman or the Board of

Directors from time to time.

Section 9. Vice Presidents. In the absence of the Chairman or the President or in the event
of their death, inability or refusal to act, the Vice Presidents, in the order of the seniority of their
titles or if they shall all be the same level of Vice President in the order of their length of
uninterrupted service at such level of Vice President, unless otherwise determined by the Board of
Directors, shall perform the duties of the President, and when so acting shall have all the powers of
and be subject to all the restrictions upon the President. Each Vice President shall perform such
other duties as from time to time may be assigned to him by the Chairman, the President or Board

of Directors.

Section 10. Secretary. The Secretary shall: (a) attend all meetings of the shareholders and
of the Board of Directors, keep the minutes of such meetings in one or more books provided for
that purpose, and perform like duties for the standing committees when required; (b) see that all
notices are duly given in accordance with the provisions of these bylaws or as required by law; (c)
be custodian of the corporate records and of the seal of the corporation and see that the seal of the
corporation is affixed to all documents, the execution of which on behalf of the corporation under
its seal is duly authorized; (d) keep a register of the post office address of each shareholder which
shall be furnished to the Secretary by such shareholder; (¢) have general charge of the stock transfer
books of the corporation; and (f) in general perform all duties incident to the office of secretary and
such other duties as from time to time may be assigned to him by the Board of Directors or by the
President, under whose supervision he shall be.

The Secretary shall keep or cause to be kept at the corporation’s principal office a record of
the corporation’s shareholders, giving the names and addresses of all shareholders and the number
and class of shares held by each, and such other records as are required to be kept at the
corporation's principal office by N.C. Gen. Stat. §55-16-01 and any successor to such statute.

Section 11. Assistant Secretaries. In the absence of the Secretary or in the event of his
death, inability or refusal to act, any Assistant Secretary, unless otherwise determined by the Board
of Directors, shall perform the duties of the Secretary, and when so acting shall have all the powers
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of and be subject to all the restrictions upon the Secretary. They shall perform such other duties as
may be assigned to them by the Secretary, by the President or by the Board of Directors.

Section 12. Treasurer. The Treasurer shall: (a) have charge and custody of and be
responsible for all funds and securities of the corporation; receive and give receipts for money due
and payable to the corporation from any source whatsoever, and deposit all such moneys in the
name of the corporation in such depositories as shall be selected in accordance with the provisions
of Article VII, Section 4 of these bylaws; and (b) in general perform all of the duties incident to the
office of Treasurer, including preparing, or causing to be prepared, all financial statements required
by law, and such other duties as from time to time may be assigned to him by the President or by
the Board of Directors.

Section 13. Assistant Treasurers. In the absence of the Treasurer or in the event of his
death, inability or refusal to act, the Assistant Treasurers in the order of their length of service as
Assistant Treasurer, unless otherwise determined by the Board of Directors, shall perform the duties
of the Treasurer, and when so acting shall have all the powers of and be subject to all the
restrictions upon the Treasurer. They shall perform such other duties as may be assigned to them by
the Treasurer, by the President or by the Board of Directors.

ARTICLE VII
CONTRACTS, LOANS, CHECKS AND DEPOSITS

Section 1. Contracts. The Board of Directors may authorize any officer or officers, agent or
agents, to enter into any contract or execute and deliver any instrument in the name of and on behalf
of the corporation, and such authority may be general or confined to specific instances.

Section 2. Loans. No loans shall be contracted on behalf of the corporation and no
evidences of indebtedness shall be issued in its name unless authorized by a resolution of the Board
of Directors. Such authority may be general or confined to specific instances.

Section 3. Checks and Drafts. All checks, drafts or other orders for the payment of money,
issued in the name of the corporation, shall be signed by such officer or officers, agent or agents of
the corporation and in such manner as shall from time to time be determined by resolution of the
Board of Directors.

Section 4. Deposits. Al funds of the corporation not otherwise employed shall be
deposited from time to time to the credit of the corporation in such depositories as the Board of

Directors may select.
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ARTICLE VIII
CERTIFICATES FOR SHARES AND THEIR TRANSFER

Section 1. Certificates for Shares. The Board of Directors may authorize the issuance of
some or all of the shares of the corporation's classes or series without issuing certificates to
represent such shares. If shares are represented by certificates, the certificates shall be in such form
as shall be determined by the Board of Directors. Certificates shall be signed by the President or a
Vice President and by the Secretary or an Assistant Secretary. All certificates for shares shall be
consecutively numbered or otherwise identified. The name and address of the person to whom the
shares represented thereby are issued, with the number and class of shares and the date of issue,
shall be entered on the stock transfer books of the corporation. When shares are represented by
certificates, the corporation shall issue and deliver, to each shareholder to whom such shares have
been issued or transferred, certificates representing the shares owned by him. When shares are not
represented by certificates, then within a reasonable time after the issuance or transfer of such
shares, the corporation shall send the shareholder to whom such shares have been issued or
transferred a written statement of the information required by law to be on certificates.

Section 2. Transfer of Shares. Transfer of shares of the corporation shall be made only on
the stock transfer books of the corporation by the holder of record thereof or by his legal
representative, who shall furnish proper evidence of authority to transfer, or by his attorney
thereunto authorized by power of attorney duly executed and filed with the Secretary, and, when
shares are represented by certificates, on surrender for cancellation of the certificate for such shares.

Section 3. Lost Certificates. The Board of Directors or the President may direct a new
certificate to be issued in place of any certificate theretofore issued by the corpordtion claimed to
have been lost or destroyed, upon receipt of an affidavit of such fact from the shareholder. When
authorizing such issuance of a new certificate, the Board of Directors or the President may require
that the shareholder give the corporation a bond in such sum as the Board or the President may
direct as indemnity against any claim that may be made against the corporation with respect to the
certificate claimed to have been lost or destroyed or may require the shareholder to agree to
indemnify the corporation against any claims that may be made against the corporation with respect
to the certificate claimed to have been lost or destroyed.

Section 4. Holder of Record. The corporation may treat as an absolute owner of shares the
person in whose name the shares stand of record on its books just as if that person had full
competency, capacity and authority to exercise all rights of ownership irrespective of any
knowledge or notice to the contrary or any description indicating a representative, pledge or other
fiduciary relation or any reference to any other instrument or to the rights of any other person
appearing upon its records or upon the share certificate except that any person furnishing to the
corporation proof of his appointment as a fiduciary shall be treated as if he were a holder of record

of its shares,
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ARTICLE IX
GENERAL PROVISIONS

Section 1. Distributions. The Board of Directors may from time to time authorize, and the
corporation may grant, distributions and share dividends pursuant to law and subject to the
provisions of its articles of incorporation.

Section 2. Seal. The corporate seal of the corporation shall consist of two concentric
circles between which is the name of the corporation and in the center of which is inscribed SEAL;
and such seal, as impressed on the margin hereof, is hereby adopted as the corporate seal of the

corporation.

Section 3. Fiscal Year. The fiscal year of the corporation shall be fixed by the Board of
Directors.

Section 4. Pronouns. Each reference to pronouns herein shall be construed in the
masculine, feminine, neuter, singular or plural, as the context may require.

Section 5. Amendments. The Board of Directors may amend or repeal the bylaws, except
to the extent otherwise provided by law, the articles of incorporation or a Bylaw adopted by the
shareholders, and except that a Bylaw adopted, amended or repealed by the shareholders may not be
readopted, amended or repealed by the Board of Directors unless the articles of incorporation or a
Bylaw adopted by the shareholders authorizes the Board of Directors to adopt, amend or repeal that
particular Bylaw or the bylaws generally.

Section 6. Voting of Shares of Other Corporations. Authority to vote shares of another
corporation or of any association held by this corporation, and to execute proxies and written

waivers and consents in relation thereto, shall be vested exclusively in the President or such
officer(s) and employee(s) of this corporation as shall be expressly identified by name or title from
time to time by the Board of Directors of this corporation in resolutions formally adopted for that

purpose.
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ARTICLE X
INDEMNIFICATION

Section 1. Coverage. Any person who at any time serves or has served as a director or
officer of the corporation, or in such capacity at the request of the corporation for any other
corporation, partnership, joint venture, trust or other enterprise, or as a trustee or administrator
under an employee benefit plan, shall have a right to be indemnified by the corporation to the fullest
extent permitted by law against (a) reasonable expenses, including reasonable attorneys' fees,
actually incurred by him in connection with any threatened, pending or completed action, suit or
proceeding (and any appeal thereof), whether civil, eriminal, administrative, investigative or
arbitrative, and whether or not brought by or on behalf of the corporation, seeking to hold him
liable by reason of the fact that he is or was acting in such capacity, and (b) reasonable payments
made by him in satisfaction of any judgment, money decree, fine (including, without limitation, an
excise tax assessed with respect to an employee benefit plan), penalty or settlement for which he
may have become liable in any such action, suit or proceeding.

Section 2. Payment. Expenses incurred by such person shall be paid in advance of the final
disposition of such investigation, action, suit or proceeding upon receipt of an undertaking by or on
behalf of such person to repay such amount unless it shall ultimately be determined that he is
entitled to be indemnified by the corporation.

Section 3. Evaluation. The Board of Directors of the corporation shall take all such action
as may be necessary and appropriate to authorize the corporation to pay the indemnification
required by this Article X, including without limitation, to the extent needed, making a
determination that indemnification is permissible under the circumstances and a good faith
evaluation of the manner in which the claimant for indemnity acted and of the amount of indemnity
due him, and giving notice to and obtaining approval by the shareholders of the corporation.

Section 4. Consideration. Any person who at any time after the adoption of this Article X
serves or has served in any of the aforesaid capacities for or on behalf of the corporation shall be
deemed to be doing or to have done so in reliance upon, and as consideration for, the right of
indemnification provided herein. Such right shall inure to the benefit of the legal representatives of
any such person and shall not be exclusive of any other rights to which such person may be entitled
apart from the provisions of this Article X. Any repeal or modification of these indemnification
provisions shall not affect any rights or obligations existing at the time of such repeal or
modification.

Section 5. Exclusions. This Article X does not extend to officers or directors of any
corporation that has merged or consolidated with or hereafter merges or consolidates with the
corporation with respect to any threatened, pending or completed action, suit or proceeding (and
any appeal thereof), whether civil, criminal, administrative, investigative or arbitrative, which is or
are based upon or arise or arises out of facts, circumstances or events that occurred or arose prior to

such merger or consolidation.
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Section 6. Definitions. For

Business Corporation A

Purposes of this Article X, terms defj
ct and used bhut not defined herein shalj have the
by the Act.

ned by the North Carolina
meanings assigned to them
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EXHIBIT 7 — US LEC of Pennsvlvania Inc.

Affiliates Doing Business Qutside of Pennsylvania

US LEC of Alabama Inc
US LEC of Florida Inc.
US LEC of Georgia Inc.
US LEC of Maryland Inc

US LEC of North Carolina Inc.

US LEC of Pennsylvania Inc.

US LEC of South Carolina Inc.

US LEC of Tennessee Inc.
US LEC of Virginia L.L.C.
US LEC Communications Inc.

6801 Morrison Blvd., Charlotte, NC 28211
6801 Morrison Bivd., Charlotte, NC 28211
6801 Morrison Blvd., Charlotte, NC 28211
6801 Morrison Blvd., Charlotte, NC 28211
6301 Morrison Blvd., Charlotte, NC 28211
6801 Morrison Blvd., Charlotte, NC 28211
6801 Morrison Blvd., Charlotte, NC 28211
6801 Morrison Blvd., Charlotte, NC 28211
6801 Morrison Blvd., Charlotte, NC 28211
6801 Morrison Blvd., Charlotte, NC 28211
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®
Compony Prafil®
Based in Charlotte, North Carolina,
US LEC is a full service provider of IR,
data and voice solutions to medium
and large businesses and enterprise

organizations throughout 16 Eastern

states and the District of Columbia.
US LEC offers advanced, IP-based, data
and voice services such as MPLS VPN
and Ethernet, as well as comprehensive
Dynamic T VolP-enabled services and
features. The company also offers local
and long distance services and data
services such as frame refay, Multi-Link
Frame Relay and ATM. US LEC provides a
broad array of complementary services,
including conferencing, data backup
and recovery, data center services and
Web hosting, as well as managed fire-
wall and router services for advanced
data networking. US LEC also offers
selected voice services in 27 additional
states and provides enhanced data
services, selected Internet services and
MegaPOP® (local dial-up Internet
access for ISPs) nationwide, For more
information about US LEC, visit
www.uslec.com.

The common stock of US LEC is traded
on the Nasdaq National Market under

the symbol CLEC.
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Year Ended Dcccmb"’é; 31,

Operating Results 2005 2004
Revenues $387.738  $356,181
Ner loss atrriburable to common stockhelders (55,527) (35,665)
Net loss attributable to common stockholders per commeon share: basic and diluted (1.83) (1.1
Weighted average number of shares outstanding: basic and diluted 30,399 29,927

Year Ended December 31,

2005 2004
Loss from operations $(22,048) $ {(4,193)
Other income 202 —
Depreciation and amortization 50,668 49,851
Charge related to carrier access dispute 23,292 —
Adjusted EBITDA®™ 52,114 * 45,658
Changes in working capital (17,330) (10,627)
Ner interest expensc (16,802) (11,153
Misc. other (240) 1,341
Net cash provided by operating activities $ 17,781 $ 25,219

(1) Adjusted ERITDA ronsists of earnings before interest inconie and expense, income tuxes, depreciation, amortization and one-time charges or gains,
EBITDA as nsed by the Company may he differcn than similar measures wsed by other companies. Management believes that adjusted EBITDA

reflects comparable aperating figuidity measures for the perives shown.

As of December 31,

Financial Position 2005 2004
Cash and cash equivalents $ 30,704 3§ 48,232
Total assets 252,352 298,311
Property, plant & equipment, net 144,350 158,617
Long-term debt 149,438 149,288
Serics A redecmable convertible preferred stock 278,037 261,138
As of December 31,
Selected Statistical Data 2005 2004
Switches in service 27 27
Data centers 2 2
Data points of presence 80 80
Number of states served (including Washingron DC) 17 16
Number of markets served 120 110
Number of business class customers 26,225 22,324
Number of data customers 20,219 13,294
Number of employces 1,128 1,065

*Exelunding a one-time $23.3 milfion non-cash charge associated with disputes relaved to carvier access revevsee.

This report may contain estinases, prajecrions or other forward-looking statements regarding the Companys business or financial performance. These forward-
,Oﬂkl:"g SLALERIENIs qre ,fllbjfff fo flll('(f!(li"ﬂ'f.f HHd’ rr'_ri'_r !l)ﬂf L'Olf,d cnse (J‘('["ﬂ[ m"!f.’ o ("lﬂ;’f ”"“'Gfl‘ﬂ[{}'ﬁﬂ”f f;]fsfﬁr“-’ﬂ'”{'lﬂﬂ»(’l’"‘g Stadtenrents. 7‘!’.’?[{ nneer-
wainties and other applicable risks ave surmarized in Exhibir 99.1 “Risk Factors™ to the Companys Annual Report on Form 10-K for the year ended December 31,
2005, and in subsequent reparts, which are on file with the Securisies and Exchange Commission. In addition, 1we may use non-GAAP serms, such as “EBITDA”,
Adftested EBITDA", “free cash flow”, “positive vash flow” and “gross margin® as pare of the analyrical explanations of our results.
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To our Shareholders

Service...Technology...Reliability

When you are looking for a proven
telecomniunications provider, these
are qualities thar immediately come
to mind. Similarly, when you con-
sider telecommunications companies
that have built an enviable track
record of solid growth in an industry
marked by constant change, these
qualities are equally as important.
For US LEC, these are the inherent
qualiries rhat define our Company
and have shaped, and will continue
to shape our success as a leading
competitive telecommunications car-
rier as we move into our tenth year.

Qur performance in 2005 reflects
these qualities and led o another
truly grear year for US LEC. Among
our teant’s accomplishments:

*We increased our business class cus-
tomer base by 3,900 wo over
26,000, a 17 percent improvement
over 2004,

*We achieved over $387 million in
total revenue, a 9 percent increase
over 2004 in spite of a decrease in
inter-carrier  compensation  of

approximately $18 million.

*We grew end-customer revenue by
16 percent, or $47 million, to reach
over $330 million for the year.

*We continued to maintain an
industry-leading average monthly
churn rate of less than 1 percent per
month, reflecting our strong com-
mitment to customer care,

*We continued our product evolu-
rion with the introduction of new,
enhanced [P products.

We believe our performance in 2005
reflects our ream’s ability o execure
against our strategic growth initiatives
- aggressively add new business
customers, improve product take
rate, excel in customer service and
support, 1o maintain our industry-
leading retention rare, expand our
suite of next-generation telecommu-
nications services and control expens-
es. Everyone on the US LEC team
shares a positive and clear vision of
where we need o go, and we will
continue to pursue a strategic direc-
tion thac keeps pace with industry
change and delivers value to both our
customers and sharcholders.

Our impressive customer growth and
improved marker penetration in
2005 have
US LEC leadership position as the
premicr competitive Carrier in our mar-
kets. For the lase decade, our pace has
been strong and steady, as we have
continued to add new business cus-
[OMErs CVery (UArter on a consistent
basis. We believe this is a powerful
and sustainable growth driver for
US LEC. Furthermore it has allowed
us to create a stable, recurring rev-
enuc stream that currently annualizes
o approximartely $400 million and
growing, Imporeanty, our revenue
mix has continued to shift to higher
quality, recurring revenue from end
customers as incer-carrier revenue has
declined. Simply put, we work hard
to ger customers on our nerwork
quickly and economically, provide
them with excepeional products,
service and support and make sure
we are doing all we can 1o keep them.

further  extended

As a competitive teleccommunications
provider, we recognize thar today’s
business customer has a wide range of
choices for connecting to other peo-
ple and information. We recognize
that while US LEC is not bigger than
some other service providers, we are
bewter. Throughour our marker foot-
print, our business customers know
they can rely on US LEC 1o provide
the right telecommunications solu-
tions that improve performance, effi-
ciency and productivity. Our ability
to deliver on this promise is aiso
reflected in an increasingly higher
product take rate per customer. By
the end of 2005, we reached an average
of 4.8 products per organic customer
compared with 4.4 products per
Ir is also worth
noting thar almost 40 percent of
US LEC’s customers now buy six or
more products. As we continue to
improve our product penetration
rate, we not only drive more revenue
per customer, but also enhance our
ability to keep them.

customer in 2003,

US LEC’s dara business has contin-
ued to be an important driver of our
growth.  Annual data revenue was
approximartely  $121 million,
accounting for approximately 31 per-
cent of toral revenue in 2005, com-
pared with 26 percent in 2004 and
15 percent in 2003. By the end of
2005, over 20,000 of the Company’s
more than 26,000 business class cus-
romers were using at lﬁas[ one

US LEC data product.

QOur ability to provide proven solu-
tions accompanied by unsurpassed
customer care has helped drive
acceprance of new US LEC producrts
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as they are introduced to the market.
2005 marked a year of evolution for
US LEC as we ook great serides for-
ward in ansitioning the Company
INto 2 NeXr-generation competitive
carrier. We continued building on
our [P migration with 2 number of
product introductions thar we believe
will be the cornerstone for our future
growth. A few examples are our
Dynamic T product suite, MPLS
VPN, Etherner Local Loop, and data
back-up and recovery. In 2005, we
introduced our MPLS VPN offering
and expanded its availability to viru-
ally all of our markets and we com-
pleted the evolution of our backbone
network from ATM to IP/MPLS.
We introduced our Dynamic T Vol P
product suite to almost half of our
central offices and our Ethernet
product is now available in most of
our central offices.  Moving into
2006, US LEC will continue 10
invest in technology and products
that will exceed the expectations of
our customers and continue to drive
value for their businesses.

Qur “customer comes first” business
philosophy has been a hallmark of
US LEC’s success embodied in the
simplicity of a lifetime customer sat-
isfaction guarantee. Our  steady
growth and industry-leading month-
ly retention rate of over 99 percent
confirms the stwrength of our value
proposition as we constantly strive to
offer worry-free telecommunications
service for the business customer. By
offering a complete bundle of reliable
service and support, innovative prod-
ucts, Jocal teams, accurate billing, flex-
ible account management and prompt
issue resolution, we have carned a
favorable reputation in our markes as
the preferred partner for business.

Our sharp focus on operational exe-
cution 1n 2005 also resulied in
improved adjusted EBITDA, or
earnings (loss) before interest income
and expense, income taxes, deprecia-
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tion and amortization and the provi-
sion for doubiful accounts related to
access disputes, to over $52 million
compared with 2004 adjusted EBIT-
DA of $46 million. It is also impor-
tant to note that 28 of our 29 mar-
kets were EBITIDA positive in 2005
before corporate allocations.  We
have continued to focus on managing
our costs rthrough a controlled
growth strategy that leverages our
“smart-build” operating model and
includes constant monitoring and
extensive re-grooming of our ner-
work, leveraging our purchasing
power 10 obtain improved pricing,
adding UNE circuits, and exercising
prudent  purchasing  controls.
Notably, our ability to leverage our
network assets also allowed us to
achieve gross margin as a percent of
revenue of 52 percent in 2005.

We entered 2006 on solid ground
with our balance sheet reflecting $31
million in cash as of December 31,
2005. History has proven thar lig-
uidity and access to it have often
been the difference between success
and failure in the telecommunica-
tions industry. Having a solid finan-
cial position has been a key differen-
tiator for US LEC and we have con-
tinued to evaluare our balance sheer
and look for opportunities to
improve our liquidity position. Since
ingeprion, US LEC has demonserac-
ed the ability to anticipate the right
time to revisic our capital structure,
access the markers when we need o,
and ncgotiate transactions on favor-
able terms that fic within our operat-
ing and capital needs.  In October
2005, the Company put 2 $10 mil-
lion revolving credic facility in place
with Wachovia Bank National
Association as an anticipated follow-
on to our successful $150 million
refinancing that we completed in
2004, To dare, no funds have been
drawn on thar facilicy and it remains
available for future opportunities,
We will continue to adhere to a capi-

wal efficient model as we focus on cre-
ating a sustainable recurring revenue
stream. controlling costs and leverag-
ing our nerwork assets.

In February 2006, we announced the
resolution of all but one of cur inter-
exchange carrier access revenue dis-
putes. As a result of the serlement
of these disputes, which primarily
relace to charges for wrafTic exchanged
prior to June 2004 and the interpre-
tation of the FCC's Eighth Report
and Order, the Company ook 2
one-time, non-cash charge of $23
million in the fourth quarter of
2005. The resolution of these dis-
putes leaves only one dispute with a
large inter-exchange carrier to be
resolved. We believe thar, based on
the facts known ar this time, the one-
rime charge referred to above and the
reserves rcﬂ(ﬂcte([ on our 1):1]:1!1(:(:
sheet are adequate to account for the
resolution dispures.
Going forward, we believe the settle-
ment of these disputes will enhance
our ability to reccive more timely
payments and reduce the possibility
of future dispures.

of current

While we continue to look for ways
to work more efficiencly and to con-
serve capital when and where we can,
we also conrinue to look at the mar-
ket for opportunistic and financially
accrerive mergers or acquisitions.
US LEC has been very successful in
implementing this strategy with the
acquisitions of FastNer and StarNet
at the end of 2003 and 2004, respec-
tively, and when solid opportunities
to maximize scakeholder value arise,
the Company will aggressively pur-
sue them.

By every measure, 2005 was a grear
year for US LEC and we have many
reasons to be oprimistic about the
year ahead. We are aggressively
growing our business customer base
with profitable end customer rev-

enue, we are realizing incremental



gross margin improvement, we are
nearing completion of our migration
o an {P-based product suire, we have
significant resolution of our access
charge disputes and we have a strong,
capital serucrure and the financial
flexibility to execute our strategy.
Above all, we recognize that our suc-
cess is the resule of the derermined
efforts dedicated  team.
US LEC’s collective pool of talent in
engineering, sales, operations and
customer service, combined with a

of our
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creative entrepreneurial spirie, creates
a winning team thar continues 1o set
a higher standard for success in our
induscry. In a world where competi-
tion is powered by the mega-merger,
we know thar our success depends
not on being bigger than them, bur
on being better. We also know that
the business customers we scrve each
and every day are the cornerstone of
our success and our furure and we are
grateful for the trust they have placed

in US LEC.

Thank you for the supporec your
Investment provides.

Sincerely,

]

Aaron D. Cowell, Jr.
President and Chief Executive Officer

From the Chairman

Given the US LEC of woday, when [
look back on our first public annual
teport on 1998’ results, I am scruck
by how incredibly well we have
achieved our then stated goal of
building a new breed of telccommu-
nications company. One that is ded-
icated to providing a true competi-
tive choice from the existing monop-
olies for telecommunication services,
backed by superior customer service
deploying advanced network tech-
nology and enhanced reliability.
Seven years later in 2000, that
remains the US LEC Board of
Directors’, management’s and our
employces’ mantra as we scrve over
26,200 business class cusiomers ver-
sus 538 at the end of 1998. Today
we also take exceprional pride in
US LECY industry leading customer
retention rate.

2005 has poised US LEC for a new
era in telecommunications services.
Our management Is very proacrive in
their conseant evaluation and deploy-

ment of the future is now, advanced
[P-based daca and voice customer
solutions that are transforming how
our nerworks are used, its future
bandwidth requirements, new rev-
enuc opportunicies and operating
infraserucrure, all critical elemencs o
our next stage of growth. These ele-
ments will continue o differentiace
US LEC in the markerplace, building
the US LEC brand name and cus-
tomer loyalty. Needless to say, we are
also constandly preparing for ongoing
competitive challenges from any
incumbent or emerging startup enti-
ty in our markerplace.

We, your Board of Directors, man-
agement and employee base, as fellow
shareholders, are strongly commirted
w driving increased sharcholder
value. We recalize thar a critical ele-
ment of this goal is the abilicy to con-
[il‘lllC o den‘lol’lstl'ate i.['llPl'OVi[lg
financial performance. Our manage-
ment team has presented your Board
of Directors with a solid operacing

and financial plan for 2006, and
achieving the planned resules is a
clear objective.

In addressing our debr and preferred
stakeholder positions on our balance
sheet, even though we have no refi-
nancing requirements until 2009 and
2010, we will look to be opportunis-
tic as we evaluace porential opporcu-
nities as they arise.

Many thanks to all those who have
contributed so much to firmly escab-
lishing US LEC as the superb compa-
ny it is. | am confident that these
ongoing ensure
US LEC's role as the service provider
of choice in our markets.

activities  will

Sincerely,

(e

Richard T. Aab

Chatrman
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
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ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
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Commisston File Number: 0-24061
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Securities registered pursuant to Section 12(g) of the Act: Class A Common Stock, par value $.01 per
share.

Indicate by check mark if the registrant is a well-known scasoned issuer, as defined in Rule 405 of the Securities
Act.[ ]Yes [X]No

[ndicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 13(d) of the
Exchange Act. [ ] Yes [X] No

Indicate by check mark whether the registrant (1) has filed all reports required 1o be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months {or for such shorter period that the registrant was
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Indicate by check mark if disclosure of delinquent filers pursvant to Item 405 of Regulation S-K is not contained
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated
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CAUTION REGARDING FORWARD-LOOKING STATEMENTS

This report contains “forward-looking statements™ within the meaning of Section 27A of the Securities Act
of 1933, as amended, and Section 21 of the Securities Exchange Act of 1934, as amended, including statements
regarding. among other items, our expected financial position, business, risk factors and financing plans. These
statements are identified by the use of forward-looking terminology such as "believes," "expects,” "may." "will."
"should.” "estimates” or "anticipates” or the negative thereof or other variations thereon or comparable terminology.,
or by discussions of strategy that involve risks and uncertainties. These forward-looking statemenis are based on a
number of assumptions concerning fiture events, including the ouwicome of judicial and regulatory proceedings. the
adoption of balanced and effective rules and regulations by the Federal Communications Commission {“FCC™) and
state public utility commissions (“PUCs™), and US LEC's ability to successfully execute its business plan. These
forward-looking statements are also subject 1o a number of uncertainties and risks, many of which are outside of US
LEC's control that could cause actual results to differ materially from such statements. Important faciors that could
cause actual results to differ materially from the expectations described in this report are set forth in this report under
the headings “Business — Regulation.” “Risk Factors.” in Note 7 to the consolidated financial statements, and
elsewhere in this report. Readers are cautioned not 1o place undue reliance on these forward-looking statements,
which speak only as of the date they are made. We undertake no obligation to publicly update or revise any
forward-looking statements, whether as of a result of new information, future events or otherwise.

As used in the report, the words “we,” “us.” “our.” “US LEC,” and the “Company™ refer to US LEC Corp.
and its subsidiaries.
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PART ]
ITEM 1. BUSINESS

Overview

Based in Charlotte, N.C., US LEC is a full service provider of 1P, data and voice solutions to medium and
targe businesses and enterprise organizations throughout 16 Eastern states and the District of Columbia. US LEC
offers advanced, IP-based, data and voice services such as MPLS VPN and Ethernet, as well as comprehensive
Dynamic T** VolP-enabled services and feawres. The Company also offers local and long distance services and
data services such as frame relay. Multi-Link Frame Relay and ATM. LS LEC provides a broad array of
complementary services, including conferencing, data backup and recovery, data center services and Web hosting,
as well as managed firewall and router services for advanced data networking. US LEC also offers selected voice
services in 27 additional states and provides enhanced data services, selected Internet services and MegaPOP® (local
dial-up Internet access for ISPs) nationwide.

We serve a broad array of telecommunications-intensive customers, including customers in the automotive,
construction, education, financial. government, healthcare, hospitality, professional/legal, real estate, retail and
transportation sectors and other telecommunications and Intemnet service providers (1SPs).

We provide our full suite of voice, data and Internet services in 16 states plus the District of Columbia,
including Alabama, Delaware. Florida, Georgia, Indiana, Kentucky, Louisiana, Maryland, Mississippi, New Jersey,
New York, North Carolina, Pennsylvania, South Carolina, Tennessee and Virginia. We also offer nationwide data
services, web conferencing and audio conferencing services, as well as selected voice services, such as long distance
calling, calling card and toll free services. in 27 other states.

Our principal executive offices are located at 6801 Morrison Boulevard, Charlotte, North Carolina 28211,
and the telephone number is (704) 319-1000. Our Internet address is www.uslec.com. We are not including the
information contained on our website as a part of, or incorporating it by reference into, this report. We make
available free of charge through our website our annual reports on Form 10-K. quarterly reports on Form 10-Q,
current reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d)
of the Exchange Act. as scon as reasonably practicable after we electronically file such material with, or furnish
such material to, the Securities and Exchange Comimission (“SEC™).

BUSINESS STRATEGY

US LEC's Mission Statement: Qur mission is (o be the premier communications partner for businesses by
delivering quality voice, data and Internet services and by exceeding expectations for customer care,

The principal elements of US LEC's business strategy include:

Offer a Broad Range of Next-Generation and Traditional Communications Services. US LEC offers
customers an extensive range of [P, data and voice services that can be bundled on a single customer network
connection. US LEC offers advanced, [P-based data and voice services such as MPLS VPN, Ethernet Local Loop
and Dynamic T, as well as comprehensive Dynamic T VolP-enabled services and features. US LEC also offers
local calling services, long distance, long distance plans featuring toll free, audio conferencing and Web-enhanced
audio conferencing services, dedicated and dial-up Intemnet services, including ithe MegaPOP® Internet access
product, frame relay, Multi-Link Frame Relay, ATM, DPL services, managed data solutions, data center services,
co-location and Web hosting. Management believes that by providing reliable services, competitive pricing and an
opporiunity to bundle services. US LEC customers realize an exceptional value, and enables the Company to build a
stream of quality recurring end-customer revenue.

Overlay the Existing Network to Support the Shift to 1P-based Solutions. In 2005, US LEC began to
deploy an [P-based, next-generation network that will fully enable US LEC to offer the flexibility, scalability and
efficiencies that advanced 1P, data and voice services can provide, Management believes this migration to a fully-
meshed, 1P-based network ideally positions the Company to leverage a product and service suite that can optimally
meet the communications needs of customers with multiple locations, as well as those customers in targeted vertical
markets. By continuing to leverage the convergence of IP, data and voice onto a single, fully-meshed network
infrastructure, US LEC is able to enhance network utilization and thereby improves margins. US LEC does nol
resell ILEC dial tone services or provide service via Unbundled Network Element Platforms (“UNE-P™).



Maintain a Robust Technology Platform. US LEC has over 150 Juniper and Cisco¥ Iniernet routers
providing reliable. scalable and high-speed network elements that enhance the performance of US LEC's Internet
access service, The Company also operates 26 Lucent SESS® AnyMedia™, 27 Lucent CBX500 ATM. and seven
Tekelec T-9000™ digital switches throughout its network. The Company employs a redundant and diverse
advanced intelligent network (“AIN”) platform and SS7 signaling network, which includes Telcordia integrated
services control points ("ISCPs™) and Tekelec Eagle signal transfer points (“"STPs™). The Company’s data centers
are equipped with Intel ISP platforms as well as a variety of other server platforms, based on customer needs.

Provide Outstanding Customer Service. Management believes that a key element of the success of a
competitive carrier is the ability to satisfy the service needs of its customers, and that providing customers with
outstanding customer care enhances the ability of the Company o retain its customers. as well as atiract new
customers. The Company must be able to provide a quality and timely activation, resolve service issues, quickly
implement change requests, produce accurate bills, resolve billing issues, provide reliable services, and promptly
add additional service and capacity required by our cusiomers. Customer service is provided locally by our market-
based sales, sales support and operations teams and centrally by US LEC’s four Network Operations Centers
("NOCs™). The Company consistently performs PreVIEWS™ an internal review of a customer’s initial bill before
they are made available to the customer, concluding with a US LEC representative reviewing the initial invoice with
the customer to ensure it is as expeclted. The Company aiso provides PowerVIEW™, US LEC’s Web-enabled
customer self-care portal that allows customers to obtain detailed network billing and trending account information,
as well as manage, provision and monitor selected US LEC services such as US LEC Conferencing, US LEC Web
Hosting, US LEC Dial-up Intcrnet and selected US LEC Toll Free services.

Target Telecommunications-Intensive Customers.  The Company focuses its sales efforts on
telecommunications-intensive business customers with multiple locations. as well as those in targeted vertical
markets that include the automotive, construction. education. financial, government. healthcare, hospitality, 1SPs,
professional/accounting, legal, real estate, retail and transportation sectors. as well as other telecommunications
providers.

Focus of Operations. The Company focuses its network and marketing presence in target markets
composed of certain Tier 1 cities (defined as major metropolitan areas such as Atlanta, Miami, New York,
Philadelphia and Washington D.C.) and certain Tier Il cities {defined as mid-size metropolitan areas such as
Charlotte, Nashville and Tampa) located in the eastern United States. Management believes that the Company's
stralegically designed network will enable it to take advantage of customer relationships, calting patterns, capture an
increasing portion of customer traffic on its network and improve brand identification.

THE US LEC NETWORK

The US LEC network consists of 80 POPs, supported by 26 Lucent 3ESS® AnyMedia™ digital switches,
27 Lucent CBX500 ATM data switches and seven Tekelec T-9000™ digital switches. In selected markets. the
digital switching centers include Juniper Networks and Cisco Internet routers that provide advanced IP services to
customers. The network also includes two daia centers, eight additional data POPs and 43 dial-up POPs throughout
the country. Also, within the above-described US LEC network, there are 15 VoIP POPs currently operational.

The digital switching centers are connected to each other across the network on SONET QOC-12, SONET
OC-3 and DS-3 lines leased [rom various other carriers. The Company connects its customers to its digital
switching centers through leased lines, including SONET OC-48, SONET OC-12, SONET OC-3, DS-3 and T-I.
The SONET lines are generally deployed in a ring configuration.

in order to interconnect its switches to the network of the local incumbent phone companies and to
exchange traffic with them, the Company maintains inlerconneciion agreements with the incumbent carriers. The
Company has signed interconnection agreements with all of the incumbent local carriers where it offers services
requiring such agreements, including BellSouth Telecommunications, Inc. (*BellSouth™), Verizon Communications
Ine. (“Verizon™) and Sprint Communications Company L.P. (“Sprint™).

Data transmissions from a US LEC customer are transported over leased lines to a US LEC switch and then
transmitted directly on the Company’s network or ransmitted o another carrier for termination. Data transmissions
t0 a US LEC customer work in reverse.

Internet access for US LEC customers is provided by transport over leased lines to a US LEC switch.
transmitted over leased lines to one of US LEC’s Internet Gateways, and then, if necessary, to the Internet via
Internet transit leased from other carriers.



Voice calls originating with a US LEC customer are transported over leased lines to a US LEC swilch and
can either be terminated directly on the Company's network or routed to a long distance carrier, an ILEC or another
CLEC, depending on the location of the call recipient. Similarly, voice calls eriginating from the public switched
telephone network and destined for a US LEC customer are routed through a US LEC switch and delivered to call
recipients via leased transmission facilities.

SERVICES

The Company provides 1P, data and voice services to medium and large business customers in most of the
major business markets in 16 eastern states plus the District of Columbia.

The Company oflers advanced, IP-based data and voice services such as MPLS VPN, Ethernet Local Loop
and Dynamic T as weil as comprehensive Dynamic T VolP-enabled services and features.

US LEC provides data services including frame relay, Multi-Link Frame Relay, Multi-Link FAST Pipe®™.
ATM and DPL services for the efficient transfer of data communications. The Company also offers data backup and
recovery solutions that provide businesses a secure, state-of-the-art online data backup and recovery solution over an
encrypted Internet connection. US LEC also operates two data centers in Pennsylvania that provide a wide array of
data center services, including dedicated server. hosting and Web hosting.

US LEC Internet services include dedicated and dial-up Internet access, burstable I[nternet products,
dedicated and shared Web hosting, managed router service and data soluiions, data center services, co-location,
managed firewalls and 1P-VPN, e-mail, news feeds and other services. '

Local voice access includes Primary Rate Interface (“PRI™), T-1 and channels. The Company offers a
variety of long distance services and calling plans, as well as directory assistance and operator services, long
distance services for completing intrastate, interstate and international calls, loll-free services, calling cards, audio
conferencing, Web-enhanced audio conferencing and certain enhanced features such as voice mail,

The Company also offers PowerSUITE®™ the first "triple play” product offered by a business
telecommunications carrier featuring voice, digital video-on-demand (VOD) and High Speed Internet Access
{HSIA).
VoiceEclipse™ is US LEC’s comprehensive broadband VolP phone service for residential customers
looking for alternative telephony service. VoiceEclipse is delivered via a high-speed [nternet connection and
provides numerous leatures, while allowing customers to keep their existing telephone number.

Continuing to expand its [P, data and voice offerings while minimizing the capital requirements associated
with product expansions, the Company introduced the following during 2005:

= MPLS VPN is US LEC’s I[P-based solution that allows customers 1o streamline their
telecommunications program by placing all applications on a single network. MPLS VPN delivers all
applications, including legacy voice and data scrvices, while offering Quality of Service (QoS)
guarantees that ensure critical traffic such as voice, video and CRM applications will receive prierity
queuing and delivery.

o Data Backup and Recovery solutions provide businesses a state-of-the-art online data backup and
recovery solution over an encrypted Internet connection. Two copies of the backup are stored in off-
site, US LEC data vaults.

¢ Dynamic T* SIP allows direct IP peering with IP PBXs utilizing Session Initiated Protocol. Dynamic
T SIP also allows for interconnection with legacy TDM PBXs, providing a migration path to next-
generation 1P-based communications.

¢ BIGVoice™ allows Dynamic T customers to break through traditional T1 voice limitations, providing
24 concurrent phone calls over a single 1.5 MB T while still delivering 1.5 MBs of dedicated Iniernet
access.

e Ethernet Local Loop provides a scalable and flexible Internet and data networking solution that
requires no special equipment. US LEC offers tiered bandwidih speeds ranging from 3 Mbps to 500
Mbps with bursting available 10 handle heavy, intermittent wraffic.
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e Dynamic T*™ Voice and Mobility Pak adds universal messaging and find-me features 10 US LEC's
VolP-based service. These features give users the flexibility to dictate inbound and outbound calling
options including find-me, follow-me calling, appearing in-office white traveling and call forwarding
for specific numbers.

s PowerSUITE® offers the first “triple play” solution of digital video-on-demand (VOD). voice and
high-speed Internet access through a single carrier.

e BIGData™ allows Dynamic T customers to wilize greater Internet and data networking speeds. while
utilizing VolP service, B1GData is available in bandwidth tiers from 4.5 Mbps to 45 Mbps that provide
a scalable solution to meet high-speed dedicated Internet and data networking needs.

SALES AND MARKETING

Safes. US LEC employs a well trained and experienced direct sales force 1o attract new customers and
dedicate its efforts to retaining customers. The Company recruits sales professionals with strong sales backgrounds
in its markets, many of whom have had experience with other ielecommunications carriers, including long distance
companies, CLECs, ILECs, 1SPs, telecommunications equipment manufacturers and network systems integrators.
The Company plans to continue to atiract and retain highly qualified salespeople by otfering them an opportunity to
participate in the potential economic rewards made available through a results-oriented compensation program. The
Company also leverages its sales force by employing highly skilled data and solutions engineers, who are specialists
in designing customer networks. The Company also utilizes independent sales agents to identify and service
customers.

Muarketing and Branding. US LEC sceks (0 be the premier communications partner for businesses by
delivering quality 1P, data and voice solutions and exceeding expectations for customer care. The Company builds
its reputation and brand identity by delivering on a “customer comes first’ philosophy, working closely with its
customers to develop communications solutions customized to their particular needs and by implementing targeted
product offerings and promotional efforts. In addition, by understanding the specific requirement of targeted
vertical industries, US LEC is able to effectively deliver the ideal solution for customers’ businesses, thus enhancing
the Company’s ability to maintain its consistently low customer churn rate. With the marketing focus on multi-
focation customers and by leveraging its expertise in a number of vertical industries, US LEC is able to distinctly
define its competitive advantages, value propositions and service provider differentiators to its customers,

The Company primarily uses two trademarks and service marks: US LEC. and a logo that includes US LEC
and VOICE/DATA/INTERNET. The US LEC mark has been registered on the Supplemental Register of the United
States Patent and Trademark Cffice since 1997 for use with telecommunications services and is now registered on
the Principal Register with those services pursuant to a claim of acquired distinctiveness. The US LEC word mark
has also been preliminarity approved for registration on the Principal Register for use with related services in
multipie classes and the logo mark has similarly been preliminarily approved for registration on the Principal
Register for use with all services.

In addition, the Company has continued to use the marks acquired upon the acquisition of the assets of
StarNet and the acquisition of the assets of Fastnet, as we have integrated their respective services into the
Company's existing suite of telecommunications services.

Billing. The Company believes that accurate billing is an important aspect of customer acquisition and
retention, and operates its billing function in-house, allowing the Company to realize cost savings and provide
additional services to customers lo enhance their billing experience. The Company consistently performs
PreVIEW™™ an internal review of the initial customer bills before they are made available to the customer,
concluding with a US LEC representative reviewing the initial invoice with the customer to ensure it is as expected.
. US LEC offers customers simplicity and convenience by sending one invoice for all services and customer bills are
available in a variety of formats 1o meel a costomer's specific needs. The Company offers clectronic bill
presentment, as well as PowerVIEW. which provides customers lree Web access to billing data and supporting
information such as call detail information, call trend analysis and busy hour reports.

EMPLOYEES

As of December 31, 2003, the Company employed 1,128 pcople. The Company does not expect significant
changes in its staifing level in 2006. The Company considers its emplovee relations to be very good.
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The following summary of regulatory developments and legislation does not purport to describe all current
and proposed federal, state and local regulations, rule-making and legislation affecting the Company. Other federal
and state legislation and regulations are currently the subject of judicial proceedings, rule-making and legislative
hearings and there are administrative proposals which could change, in varying degrees, the manner in which this
industry operates.

REGULATION

Overview. The Company's services are subject to varying degrees of federal, state and local regulation.
The FCC generally exercises jurisdiction over the facilities of, and services offered by, telecommunications commaon
carriers that provide intersiate or international communications. The individual state Public Utility Commissions
("PUCs™) retain jurisdiction over the same facilities and services to the extent they are used to provide intrastate
communicalions.

Federal Legislation. The Company and other telecommunications providers must comply with the
requirements of commeon carriage under the Communications Act of 1934, as amended (the "Communications
Act"). The Telecom Act of 1996 imposes on ILECs certain interconnection cbligations, some of which are
implemented by FCC regulations. The Telecom Act comtemplates that state PUCs will apply the federal regulations
and oversee the implementation of all aspects of interconnection not subject to FCC jurisdiction as they oversee
interconnection negotiations and, to the extent necessary, enforcement actions between ILECs and Competitive
Local Exchange Carriers (“CLECs™).

The obligations imposed on ILECs by the Telecom Act to promote competition, such as local number
portability, dialing parity, reciprocal compensation arrangements and non-discriminatory access to telephone poles,
ducts, conduits and rights-of-way, also apply to CLECs, including the Company. As a result of the Telecom Act's
applicability to other telecommunications carriers, it may provide the Company with the ability 1o reduce its own
interconnection costs by interconnecting directly with non-ILECs, but may also cause the Company to incur
additional administrative and regulatory expenses in responding to interconnection requests. At the same iime, the
Telecom Act also has increased, and likely will continue to increase. the level of competition the Company faces.

Federal Regulation and Related Proceedings. The Telecom Act and the FCC's efforts to initiate reform
have resulted in numerous legal challenges. As a result, the regulatory framework in which the Company operaies is
subject to a great deal of uncertainty. Changes to the current regulatory framework resulting from this uncerainty
could have a material adverse effect on the Company.

The FCC has afforded significant new pricing flexibility to ILECs subject to price cap regulation. The
FCC provided certain immediate regulatory relief regarding price cap ILECs and set forth a framework of "triggers"
to provide those companies with greater flexibility to set rates for interstate access services. To the extent such
increased pricing flexibility is utilized, the Company's ability to compete with ILECs for certain services could be
adversely affected. The FCC has granted pricing flexibility applications for various interstate access services
provided by Regional Bell Operating Companies {“RBOCs™) in a number of cities, including cities where US LEC
competes against BellSouth and Verizon. The FCC has initiated a proceeding to examine its pricing flexibility
policy for special access.

The FCC adopted an Order in which it concluded that mass market Fiber-to-the-Curb (“FTTC™") loops will
be regulated the same as mass markel Fiber-to-the-Home (“FTTH”) loops, i.e., in new construction, FTTC loops are
not required to be unbundled and when an ILEC replaces copper with fiber, the [LEC must either provide access to a
64 kbps transmission path over the fiber loop or unbundled access to a spare copper loop.

At the same time, the FCC concluded that ILECs are not required to build TDM capability inio new or
existing packet-based networks. This decision could impact the Company's ability to provision broadband services
over the hybrid loops (which consist of a mix of fiber and copper line) even where unbundied access to DS1 loops is
available. Under the FCC rules, when a CLEC seeks access to a hybrid loop for broadband services (e.g. DS1 loop),
the ILEC is only required to provide access to the TDM features, functions and capabilities that already exist on that
hybrid loop. The ILECs may deploy new packet based networks over hybrid loops with no TDM features, functions
and capabilities, and would not be required 1o provide unbundled access to those new packet based networks.
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On December 135, 2004, the FCC adopted an order establishing new rules for Unbundled Network Elements
("UNEs™) ("Triennial Review Remand Order” or "TRRQO"). In the TRRO the FCC removed, under certain
circumstances, an ILEC’s obligation to unbundle high capacity local loops and dedicated transport and eliminated
the obligation to provide access to unbundled local switching and dark fiber loops, which are no longer available as
UNEs. In addition to establishing an impairment framework. the FCC limited the number of unbundled high
capacity loops and transport circuits that may be obtained from the ILEC even in areas in which unbundling
remains,

The FCC held that UNE loops cannot be provisioned to provide mobile wireless services or stand-alone
long distance services. Other than the restrictions on high capacity EELs. no further restrictions were placed on the
use of UNE foops. Also the FCC conciuded that carriers may continue (o convert special access to UNEs or EELs.

The Company cannat predict the ultimate effect the TRRO will have in the near future. However, the vast
majority of our customers' circuits currently are not UNE-based: rather, the Company has continued 1o lease the
majority of customer circuits and other transport facilities either from ILECs at their special access pricing or from
other carriers. Thus, while the FCC's decision 1o permit, but limit, the availability of UNE loops and transport will
not, in and of iself, have a material adverse impact on the Company, it ultimately could remove a significant
opportunity for future cost-savings unfess the Company is able to avoid the impact of the caps by purchasing either
loops or transport from other carriers at competitive prices. While not directly related. the elimination of some
UNEs and the limitations on others could lead the ILECs 1o attempt to increase the costs for special access, which
the Company would oppose. The elimination of, or higher prices for. UNEs. combined with increases in prices for
special access. could have a material adverse effect on the Company.

The FCC has initiated a comprehensive review of rules governing the pricing of special access service
offered by ILECs subject to price cap regulation. The FCC tentatively concluded that the FCC should continue Lo
permit pricing flexibility where competitive market forces are sufficient to constrain special access prices. but it wil
undertake an examination of whether the current triggers for pricing llexibility accurately assess competition and
have worked as intended. The Notice of Proposed Rule Making ("NPRM™) also asks for comment on whether
certain aspects of 1LEC special access tarifi’ offerings, some of which are particularly imiportant to the Company
{c.g., basing discounts on previous volumes of service: tying nonrecurring charges and termination penalties to term
commitments; and imposing use restrictions in connection with discounts), are unreasonable. The Company cannot
predict the impact, if any, the NPRM will have on the Company's network costs; however, if any of these matters
addressed in the NPRM are decided adversely to the Company, it could have a material adverse effect on the
Company.

On September 23, 2005, the FCC released an order finding that wireline broadband Inlernet access service
is an information service and not a telecommunications service. As a result, the offering of that service is largely
deregulated. While the order retains the obligation of ILECs to make UNEs available to CLLECs for the transmission
component of a CLEC-provided Internet access service, the ILECs are not required to combine such UNE
transmission compenent with an Internet access service on a wholesale or discounted basis. While the Company
should not be directly impacted by this decision, it could increase the 1LECs’ ability to compete with the Company
for this service to ISPs and custamers that have a significant Internet access requirement.

On February 10, 2005, the FCC released a Further NPRM (“"FNPRM™) in the Unified Intercarricr
Compensation docket. The FCC announced that it is secking commient on seven comprehensive reform proposals
submitted by the industry in order to develop a compensation framework. The Company cannot predict the impact,
if any, the FNPRM will have on the Company's intercarrier compensation revenue; however, if any of these matters
addressed in the FNPRM are decided adversely to the Company, it could have a material adverse effect on the
Company.

In May 1997, the FCC established new subsidies for services provided to qualifying schools, libraries and
rural health care providers. The FCC also expanded the federal subsidics to low-income consumers and consumers
in high-cost areas. Providers of interstate telecommunications service, such as the Company, as well as certain other
entities, must pay for these programs. The Company's share of the schools, libraries and rural health care funds is
based on its share of the total industry telecommunications service and certain defined telecommunications end user
revenues. The Company's share of all other federal subsidy funds is based on its share of the total interstate
telecommunications service and certain defined telecommunications end user revenues. The Company's
contribution changes each quarter. As a result, the Company cannot predict the effect these regulations will have on
the Company in the future.



Due to the growing deployment of VolP services. the FCC and state PUCs are conducting regulatory
proceedings that could affect the regulatory duttes and rights of entities such as the Company that are providing, or
plan to provide. [P-based voice applications. There is also regulatory uncertainty as to whether access charges and
other taxes. fees and surcharges will be imposed on VolP services that use the public switched telephone network. as
well as whether traditional retail. common carrier regulation will be imposed on VoIP products and services.

On April 21, 2004, the FCC found that a certain specific AT&T service offering is a telecommunications
service and that access charges apply to the service. The FCC reasoned that AT&T's offering involved an
interexchange service that; (1) uses ordinary customer premises equipment with no enhanced functionality: (2)
originates and terminates on the public switched tclephone network; and (3) undergoes no net protocol conversion
and provides no enhanced functionality to end users due to the provider's use of IP technology. In contrast, the FCC
held in a separate proceeding that Pulver.com’s service is neither telecommunications nor a telecommunications
service. The FCC determinegd that because Pulver.com’s peer-io-peer 1P communications service does not offer or
provide a transmission service. it is not offering “telecommunications™ as defined under the Communications Act.
The FCC ruled that the service could not be classified as a “telecommunications service” under the Communications
Act because it is a free service not offered to the public for a fee. The FCC also decided to classify Pulver.com’s
service as an information service and intends to preempt state regulation of that service. The FCC also adopted an
order ruling that Vonage's service, which originates on a broadband network in 1P format and terminaies on the
PSTN, or vice versa, was an interstate service not subject to state regulation. The FCC did not rule whether the
service was a telecommunications service or an information service under the Communications Act.

On February 5, 2004, SBC Communications Inc. filed two petitions with the FCC relating to 1P
communications. The first requests a declaratory ruling that all services offered on an [P platform are intersiate
information services, not telecommunications services, and are immune from state regulation as a resuit. The
second requests that the FCC forbear from appiying certain common carrier regulation to services offered on 1P
platforms. On May 5, 2003, the FCC denied SBC’s forbearance petition. On June 6, 2005, SBC filed a Petition for
Review in the U.S. Court of Appeals for the District of Columbia Circuit. Oral argument is scheduled before the
Court on or about March 7, 2006. The Company cannot predict the outcome of this proceeding; however, a decision
in this proceeding, together with the results of other proceedings decided by, or pending before, the FCC could
impact the terms and conditions under which the Company offers VolP producis and services.

The FCC also adepted an NPRM seeking comment on the various regulatory issues surrounding “IP-
enabled” services. The FCC sought comment on how it might categorize particular types of [P-based services, such
as by distinguishing 1P services that interconnect with the PSTN or are being utilized as a substitute for traditional
telephone services. The Company cannot predict the outcome of these proceedings or other FCC or state
proceedings that may affect the Company’s operations or impose additional requirements, regulations or charges
upon the Company's provision ol Internet access and related Internet Protocol-based telephony services or the
Company’s announced plans to add a voice over IP product.

The state PUCs are also conducting regulatory proceedings that could impact our rights and obligations
with respect to [P-based voice applications. Proceedings and petitions relating to IP-based voice applications are
under consideration in a number of other states, including but not limited 1o Alabama, California, Kansas.
New York, North Dakota, Qhio, QOregon, Pennsylvania, Virginia, Washington, and Wisconsin.

State Regulation. The Company has all of the state certifications necessary to offer its current services.
To the extent that an area within a state in which the Company operates is served by a small (in line counts) or rural
ILEC not currently subject to competition, the Company generally does not have authority 1o service those areas at
this time. Most states regulate entry into local exchange and other intrastate service markets, and states’ regulation
of CLECs vary in their intensity. The majority of stalcs mandate that companies seeking to provide local exchange
and other intrastate services apply for and obtain the requisite authorization from the PUC. This authorization
process generally requires the carrier to demonstrate that it has sufficient financial, technical, and managerial
capabilities and that granting the authorization wili serve the public interest.

In most of the states where US LEC is certified. the Company is required to file tariffs or price lists setting
forth the terms, conditions and/or prices for services which are classified as intrastate. A few of the states where the
Company operates have adopted detariffing rules. and the Company is not required to file tariffs or price lists, bui
may be required to publish its rates, terms and conditions on its website. In some states, the Company's tariff may
list a range of prices or a ceiling price lor particular services. and in others, such prices can be set on an individual
customer basis, although the Company may be required to file tariff addenda of the contract terms. The Company is
not subject to price cap or to rate of return regulation in any stale in which it currently provides services.



As noted above. the stales have the primary regulatory role over intrastate services (other than [P-based
information services as well as VolP services) under the Telecom Act. The Telecom Act allows state regulatory
awhorities to continue to impose competitively neutral and nondiscriminatory requirements designed to promote
universal service, proiect the public safety and welfare, maintain the quality of service and safeguard the rigius of
consumers. PUCs will implement and enforce most of the Telecom Act's local competition provisions, including
those governing the specific charges for local network interconnection. In some states, those charges are being
determined by generic cost proceedings and in other states they arc being established through arbitration
proceedings. Depending on how such charges are ultimately determined, such charges could become a material
expense Lo the Company.

COMPETITION

The competitive landscape for US LEC continued to change in 2005. Mergers and acquisitions have led to
fewer competitors in the Company’s core business of servicing medium and large companies. While there have
been several new competitors 1o enter the arena, the vast majority are considerably down-market and focus on VolP
and VolP-related services to the residential market.

ILECs. In each market served by its networks, the Company faces. and expects o continue {acing.
significant competition from the ILECs, which currently dominate their local telecommunications markets as a result
of their historic monopoly position. The ILECs have also entered the long distance markets in virtually all of their
service arcas. They also offer data and Internet services.

The Company competes with the [LECs on the basis of product offerings. bundling, reliability, state-of-the-
art technology, price, network design, ease of ordering and customer service. However, the ILECs have long-
standing relationships with their customers and provide those customers with various services, a number of which
the Company does not currently offer. In addition, ILECs enjoy a competitive advantage due to their vast financial
resources and established brand names.

Mega Mergers. Recently, several mergers of large telecommunications providers have been completed
and a third merger was announced. Specifically two of the largest domestic ILECs each acquired a large domestic
inler-exchange carrier (“IXC")/data provider, and AT&T. the largest [LEC, has announced an intention to acquire
BellSouth. These mergers. as well as the proposed merger, are significant in the telecommunications industry.
reducing both the overall number of competitors that the Company will encounter in the markets it serves, and also
reducing the number of vendors from which the Company can lease facilities. The Company does not view the
mergers, either individually or collectively, as major detriments to the continued growth of its core busincss or
growth strategy; however, the merged entities may have the ability to offer more services and more competitive
rates than the Company can offer and they may have the ability 1o increase the cost of the transport and local loop
facilities that the Company uses to provide services.

Other CLECs. In the markets where US LEC has a digital switching center, numerous CLECs are also
operating. In some cases, the Company competes head-to-head with other CLECs and in some cases the other
CLECs seek to serve a different customer base. The Company competes with other CLECs in its markets on the
basis of product offerings, bundling, reliability, state-of-the-art technology, price, network design, ease of ordering
and customer service. Some of these carriers have competitive advantages over us, including substantially greater
financial, personnel and other resources, including brand name recognition and long-standing relationships with
customers. In addition, the industry has seen a number of mergers and consolidations among CLECs in an effort to
gain a competitive advantage in the sector, while some have entered and subsequently emerged from bankrupltcy
with dramatically altered business plans and financial structures. Both of these groups may have the ability to offer
more competitive rates than the Company can offer,

futernet Service Providers (ISPs). Throughout the Company’s service area, various Internet service
providers also operate. In some cases, the Company competes head-to-head with other ISPs, and in some cases, the
other 18Ps seek to serve a different customer base. The Company competes with other I1SPs in its markets on the
basis of product offerings, bundling, reliability, state-of-the-art technology, price, network design, ease of ordering
and customer service. Some of these carriers have entered and subsequently emerged from bankruptcy, which may
give those entities the ability to offer more competitive pricing arrangements than the Company can offer.

IXCs. Inter-exchange carriers that provide long distance services and other telecommunications services
offer or have the capability to offer switched local, long distance, data and Internet services. Some of these carriers
have vast financial resources and a much larger service footprint than the Company. In addition, there have been a
numtber of mergers and consolidations among 1XCs, and some ILECs have sought to merge with or acquire 1XCs, in
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an effort to expand dramatically the reach of their services and, thus, to gain a significant competitive advantage.
Both of these groups may have the ability to offer more services and more competitive rates than the Company can
offer.

VoIP Providers. Another more recent entry has been those companies who offer voice services delivered
via secure 1P-based technology, typically over the public Intemet (“VoIP”}). Some of these potential competitors
enjoy competitive advantages based upon existing relationships with subscribers, brand name recognition and vast
financial resources. However, many of these newcomers operate down-market from the Company’s target audience
and are offering a lower quality service, with little or no Quality of Service (“Qo0S8”), primarily to residential
customers,

At the same time, however, we are also seeing many ILECs and [XCs embracing VoIP technology for
business customers by offering higher quality, QoS-supported, services similar to US LEC. These more established,
often incumbent, providers could have the most impact on the growth of the Company's VolP and VolP-related
services in the future, as they are targeting business customers that make up US LEC’s principal customer base.

Other Competitors. [n addition to the [LECs, [XCs and other CLECs, other potential competitors capable
of offering telecommunications services include, digital subscriber line companies, cable television companies,
electric utilities, microwave carriers, wireless telephone system operators and private networks built by large end-
users. Many of these potential competitors enjoy competitive advantages based upon existing relationships with
subscribers, brand name recognition and vast financial resources. A continuing trend toward business combinations
and alliances in the telecommunications industry may create significant new competitors to the Company.

EXECUTIVE OFFICERS OF THE REGISTRANT

The following table sets forth certain information regarding the executive officers of US LEC Corp:

Name Age Position

Richard T. Aab 56 Chairman of the Board

Aaron D. Cowell, Jr. 43 Chief Executive Officer, President and Director

J. Lyle Patrick 53 Executive Vice President and Chief Financial Officer

Richard T. Aab, Chairman of the Board, co-founded US LEC in June 1996 and has served as chairman
of the board of directors since that time. He also served as chief executive officer from June 1996 until July 1999,
Between 1982 and 1997, Mr. Aab co-founded ACC Corp., an international telecommunications company in
Rochester, NY, and held various positions including chairman and chief executive officer, and served as a director.

Aaron D. Cowell, Jr., President, Chief Executive Officer and Director, joined US LEC in June 1998 as
executive vice president and general counsel. Later that year, he assumed responsibility for US LEC's sales and field
sales support functions. In 1999, his management duties were expanded to include US LEC's engineering,
operations, regulatory, customer care services and marketing departments. He was appointed president and chief
operating officer of US LEC in 2000. In October 2002, Mr. Cowell was named chief executive officer and elected to
the board of directors. He has previously held positions on the Board of Directors of CompTel/Ascent and The
Association for Local Telecommunications Services (“ALTS™), competitive telecom providers™ trade associations,
through which he helped promete regulations and decisions that will facilitate fair competition in the
telecommunications industry. Before joining US LEC in 1998, Mr. Cowell spent || vears with Moore & Van Allen
PLLC, a large Southeastern law firm. Mr. Cowell is a graduate of Harvard Law School and Duke University.

J. Lyle Patrick, Executive Vice President and Chief Financial Officer, joined US LEC in June of 2005
and is primarily responsible for all finance and investor relations activities of US LEC. With over 18 years of
industry experience, Mr. Patrick has held the position of chief financial officer at MetroPCS, a Dalias-based wireless
provider offering services in several major metropolitan areas throughout the United States. Prior to that, Mr.
Patrick’s experience also included holding the CFO positions at telecom providers such as Completel, Mcl.eodUSA,
and Consolidated Communications.




In addition 1o the risks described below, vou should consider carefullv the information contained in Item 1,
"Business—Regulation” and the discussion in Noite 7 to our consolidated financial statements.

ITEM 1A. RISK FACTORS

The Company's continued success depends on the ability to manage and expand operations effectively.
The Company's ability to manage and expand operations effectively will depend on the ability to:

o offer high-quality, reliable services at reasonable costs;

e install and operate telecommunications switches and related equipment;

¢ Jease access to suitable transmission facilities at competitive prices:

s scale operations;

¢ obtain successful outcomes in disputes and in litigation, rule-making, legislation and regulatory
proceedings;

* successfully negotiate, adopt or arbitrate interconnection agreements with other carriers;

*  acquire necessary equipment. software and facilities;

e integrate existing and newly acquired technology and facilities, such as switches and related
equipment;

¢ evaluate markets;

¢  add products;

*  monitor operations;

= control costs;

e maintain effective quality controls;

s  hire, train and retain qualified personnel;

» enhance operating and accounting systems;

= address operating challenges; adapt to market and regulatory developments; and

obtain and maintain required governmental authorizations.

In order for the Company to succeed, these objectives must be achieved in a timely manner and on a cost-
effective basis. If these objectives are not achieved, the Company may not be able to compete in existing markets or
expand into new markets. A failure to achieve one or more of these objectives could have a material adverse effect
on the Company's business.

In addition, the Company has grown rapidly since inception and expects to continue to grow primarily by
expanding our product offerings, adding and retaining customers, acquisitions and entering new markets. The
Company expects this growth to place a strain on operational, human and financial resources, particularly if the
growth is through acquisitions. The ability to manage operations and expansion effectively depends on the
continued development of plans, systems and controls for operational, financial and management needs. The
Company cannot give any assurance that these requirements can be satisfied or that the Company's operations and
growth can be managed effectively. A failure to satisfy these requirements could have a material adverse effect on
the Company’s financial condition and the ability to implement fully the growth and operating plans.



The Company will not be able to expand operations if capital is not available when it is needed.

The development and expansion of the Company's networks requires substantial capital investment. [f this
capital is not available when nesded. the Company's business could be adversely affected. Capital expenditures
totaled $35.0 million in 2005 and are expected to be about the same in 2006, unless the Company’s deployment of
future service offerings results in somewhat higher spending levels. The Company also expects to have similar
capital expenditures in 2007 and thereafier.

The Company may be required to seek additional debt or equity financing if business plans and cost
estimates are not achieved; operating activities do not generate sufficient cash flow to service debt, fund capital
expenditures and finance business operations; the expansion of our business and existing networks is accelerated
significantly; or acquisitions or joint ventures thal require incremental capital are consummated.

The indenture govemning our Notes and the loan and security agreement relating to our senior secured
revolving credit facility (the “Revolving Faciiity™) fimit our ability to incur additional debt. 1f the Company were 1o
seek additional debt financing, the terms offered may place significant limits on our financial and operating
flexibility, or may not be acceptable, The failure to raise sufficient funds through debt or equity financing on
reasonable terms may require the Company to modify or significantly curtail our business plan. This could have a
material adverse impact on the Company's growth, ahility to compete, and abilily 1o service debt.

If the Company makes acquisitions, it will incur additional risks that conld be harmful to our business,

US LEC may acquire other businesses as a means to expand into new markets, to capture additional market
share, or to provide new services. The Company is unable to predict whether or when any prospective acquisitions
will occur or the likelihood of completing an acquisition on favorable terms and conditions. Any acquisition
involves certain risks including, but not limited to:

o difficulties assimilating acquired operations and personnel;

s potential disruptions of the Company's ongoing business;

e the diversion of resources and management time;

e the possibility that uniform standards, controls, procedures and policies may not be maintained;

» risks associated with entering new markets in which the Company has little or no experience;

» risks related to providing new services with which the Company has little experience;

s the poteniial impainment of relationships with employees or customers as a result of changes in

management;

« difficulties in evaluating the historical or future financial performance of the acquired business;

s integration of network equipment and operating support systems;

o  brand awareness issues related to the acquired assets or customers: and

s prepayment of assumed liabilities from acquired companies.

If the Company decides to make an acquisition, there can be no assurance that the Company would be able
to obtain the financing on satisfactory terms or that the acquired business would perform as expected.

An inability to market and develop additional services may adversely affect the Company's ability to
retain existing customers or aitract new customers.

The Company currently offers local, long distance, data, Internet and other telecommunications services.
In order 1o address the future needs of pur customers, we will be required to market and develop additional services.
We may not be able to continue to provide the range of telecommunication services that our customers need or
desire. We may lose some of our customers or be unable to attract new customers if we cannot offer the services our
customers need or desire,




The Company fuces intense competition that coudd adversely affect its business.

The market for telecommunications Services is highly competitive. The Company is an integrated
telecommunications carrier that primarily provides voice. data and Internet services to mid- 10 large-sized business
class customers throughout most of the eastern United States. The Company competes, and will continue 1o
compete, with current and potential market entrants, including:

s long-distance carriers, or 1XCs;

* incumbent local exchange carriers, or ILECs;

s  other competitive local exchange carriers, or CLECs;
+  competitive access providers, or CAPS:

¢ cable television companies;

« electric utilities;

& microwave Carriers;

» wireless telephone systein operators;

s private networks built by large end-users: and

e VolIP providers.

In addition, the possibility of combinations and strategic alliances in the telecommunications industry could
give rise 1o significant new competitors. Moreover, some competitors have emerged from the protection of
Chapter 11 with dramatically altered financial structures that could give those entities the ability to offer more
competitive rales than the Company carn.

Increased competition is also expected from wireless service and VolP providers as those technologies
improve, both from new competitors and as those technoiogies are adopted by existing carriers as well.

The Company believes that its network, service offerings and customer-focused approach is what
distinguishes us from competitors. However, many of the Company's current and potential competitors have
substantially greater financial, personnel and other resources, including brand name recognition and long-standing
relationships with customers. Many also own their own transport and local loop facilities, and the Company
depends on regulations or the willingness of some competitors to lease those facilities to the Company. These
resources may place the Company at a competitive disadvantage in existing markets and may impair our ability to
expand into new markets, which could adversely affect the Company's business. There is no assurance that the
Company will be able to compete successfully in existing markets or in new markets.

The loss of key personnel could adversely affect the Comparny's operations and growth,
yp [y pany’s op g

The loss of the services of the Company's chief executive officer, or other senior officers could materially
and adversely affect the Company's business and prospects. None of these officers has an employment agreement,
nor does the Company maintain key man life insurance on any of its officers. The competition for qualified
managers in the telecommunications industry is intense. The Company may not be able to hire and retain necessary
personnel in the future to replace any of its key officers or key employees.

In addition, hiring and retaining additional quatified managerial, sales and technical personnel is critical to
the Company's success. Since inception, the Company has experienced significant competition in hiring and
retaining personnel possessing necessary skills and telecommunications experience. There can be no assurance that
the Company will be able to continue to hire and retain qualified personnel in the future.

A failure to manage processes and systems for ordering, provisioning and billing effectively, or the
Sailure of third parties to deliver these services on a timely and accurate basis, could have a material adverse
effect on the Company's ability to retain existing customers or to attract and retain new customers.

The Company has processes and procedures and is working with external vendors, including the ILECs, to
implement customer orders for services, the provisioning, installation and delivery of services and monthly biiling
for those services. The failure to effectively manage processes and systems for these service elements or the failure
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of underlying vendors, including 1LECs, to deliver ordering, provisioning, billing or repair services on a timely, cost
efficient and accurate basis could have a material adverse effect on the Company's ability 10 retain our existing
customers or attract and retain new customers, which alsc would impact adversely the Company's results of
operations and financial condition.

A failure to operate switches and other network equipment successfully could have a material adverse
effect on the Company's operations and the ability to attract and refain customers or to emer additional markets.

The provision of voice, data and internet services is essential to the Company's current strategy. [f the
switches and associated equipment necessary to operate our network, or the networks operated by our underlying
carriers, experience technological or operational problems. or are affected by natural or man-made disasters, that
cannot be resolved in a satisfactory or timely manner, the Company's ability to retain customers or to attract new
ones would be adversely affected which also would impact adversely the Company's results of operations and
financial condition.

We and other industry participants are frequently involved in disputes over issues that are important to
our financial and operational success. Further legisiation and regulatory rulemaking is expected to occur as the
industry continnes to deregulate and as we enter new markets or offer new products. Rulings or legisfation
adverse to us could have a material adverse effect on our operations and financial well being,

The deregulation of the telecommunications indusiry, the implementation of the Telecommunijcations Act
of 1996 (“Telecom Act™) and the distress of many carriers in the wake of the downturn in the telecommunications
industry have involved numerous industry participants, including the Company, in disputes, lawsuits, proceedings
and arbitrations before state and federal regulatory commissions, private arbitration organizations such as the
American Arbifration Association, and courts over many issues important to the financial and operational success of
the Company. These issues include the interpretation and enforcement of existing interconnection agreements and
tariffs, the terms of new interconnection agreements, operating performance obligations, inter-carrier compensation,
access rates applicable to different categories of traffic (including traffic originating from or terminating to cellular
or wireless users), the jurisdiction of traffic for inter-carrier compensation purposes, the services and facilities
available to the Company, the price the Company will pay for those services and facilities and the regulatory
treatment of new technologies and services. We anticipate that the Company will continue to be involved in various
disputes. lawsuits, arbitrations and proceedings over these and other material issues. The Company anticipates also
that further legislative and regulatory rulemaking will occur—on the federal and state level—as the industry
deregulates and as the Company enters new markets or offers new products. Rulings adverse to the Company,
adverse legislation, new regulations or changes in governmental policy on issues material to the Company could
have a material adverse effect on the Company’s financial condition or results of its operations,

There are significant uncertainties about the futyre availability and pricing of nnbundled network
elements and related elements from incambent local exchange carriers.

On December 15, 2004, the FCC adopted an order establishing new rules for Unbundled Network Elements
(“UNEs”) ("Triennial Review Remand Order" or "TRRO"). In the TRRO the FCC removed, under certain
circumstances, an [LEC™s obligation to unbundle high capacity local loops and dedicated transport and eliminated
the obligation to provide access to unbundled local switching and dark fiber loops, which are no longer available as
UNEs. In addition to establishing an impairment framework, the FCC limited the number of unbundled high
capacity loops and transport circuits that may be obtained from thie ILEC even in areas in which unbundling
remains.

The FCC held that UNE loops cannot be provisioned to provide exclusively mobile wireless services or
stand-alone long distance services. Other than the foregoing restrictions and certain other restrictions on high
capacity EELs or commingled circuits, no further restrictions were placed on the use of UNE loops. Also the FCC
concluded that carriers may continue to convert special access circuits to UNEs or EELs.

The Company cannol predict the ultimate effect the TRRO will have in the near future. However, the vast
majority of our customers' circuits currently are not UNE-based; rather, the Company has continued to lease the
majority of customer circuits and other transport facilities either from ILECs at their special access pricing or from
other carriers. Thus, while the FCC's decision to permit, but limit, the availability of UNE loops and transport will
not, in and of itself, have a material adverse impact on the Company, it ultimately could remove a significant
opportunity for future cost-savings unless the Company is able to avoid the impact of the caps by purchasing either
loops or transport from other carriers at competitive prices. While not directly related, the elimination of some
[UNEs, and the limitations on others could lead the ILECs to attempt to increase the costs for special access, which

15



the Company would oppose. The elimination of, or higher prices for UNEs, combined with increases in prices for
special access could have a material adverse effect on the Company.

The FCC has undertaken a review of Special Access pricing which, if decided adversely to us, could
have an adverse impact on the prices we pay for components of our network.

Along with the release of the TRRO, the FCC also released a Notice of Proposed Rulemaking {"NPRM") to
initiate a comprehensive review of rules governing the pricing of special access service offered by [LECs subject io
price cap regulation. Special access pricing by these carriers currently is subject to price cap rules as well as pricing
flexibility rules which permit these carriers to offer volume and term discounts and contract tariffs (Phase I pricing
flexibility) and remove special access service in a defined geographic area from price caps reguiation (Phase I1
pricing flexibility) based on showings of competition. The NPRM tentatively concludes to continue to permit
pricing flexibility where competitive market forces are sufficient to constrain special access prices, but will
undertake an examination of whether the current triggers for pricing flexibility (based on certain levels of
collocation by competitors within the defined geographic area) accurately assess competition and have worked as
intended. The NPRM also asks for comment on whether certain aspects of [LEC special access tariff offerings.
some of which are particularly important to the Company (e.g.. basing discounts on previous volumes of service;
tying nonrecurring charges and termination penalties to term commitments; and imposing use restrictions in
connection with discounts), are unreasonable. Given the early phase ol the proceeding. the Company cannol predict
the impact, it any, the NPRM will have on the Company's network cost structure; however, if any of the matiers
addressed in the NPRM are decided adversely 1o the Company, it could result in increased prices for special access
which could have a material adverse effect on the Company’s ability 1o purchase special access at competitive
prices.

The outcome of pending rule-making proceedings addressing the proper framework for all intercarrier
compensation could have an adverse effect on our results of operations and cash flow.

On February 10, 2005, the FCC released a Further NPRM in the Unified Intercarrier Compensation docket.
The FCC had been expected to resolve a number of pending petitions addressing various compensation matters, but
did not do so. Instead, the FCC simply announced that it is seeking comment on seven comprehensive reform
proposals submitted by the industry in order to develop a compensation framework that will address the four
common themes for reform that had emerged from the record: (1) encouraging efficient competition and the use of
the network; {2} preserving universal service support; (3) fostering technological and competitive neutrality; and (4)
minimizing regulatory intervention and enforcement. The Company cannot predict the impact, if any, the FNPRM
will have on the Company's intercarrier compensation revenue,

An adverse outcome in pending litigation with an IXC invelving access charges, if ultimately successful,
could have a material adverse impact on our financial condition, results of operations and cash flow.

In January 2003, the Company filed suit against Qwest Communications Corporation (“Qwest”) in the U.S,
District Court in North Carolina for collection of unpaid interstate and intrastate access charges. Qwest filed a
counterclaim alleging breach of contract, unjust enrichment, fraud, negligent misrepresentation and breach of North
Carolina’s Unfair and Deceptive Trade Practices Act based on the Company’s billing for wireless traffic. The
Company has filed a motion to dismiss Qwest’s fraud, negligent misrepresentation and North Carolina’s Unfair and
Deceptive Trade Practices Act claims, which is pending before the Court.  The Company disputes Qwest’s practice
of withholding partial payments and, further, believes that its access billing was and remains consistent with
industry practice as reflected in the FCC’s Eighth Report and Order and the Company's tariffs. The Company
intends to continue to defend vigorousty against Qwest’s challenges to its billing of access charges and to pursue
vigorously collection of unpaid access charges. However; at this time, the Company cannot predict when or how the
dispute with Qwest will be resolved. Qwest’s suit, if ultimately resolved unfavorably to us, could have a material
adverse effect on our results of operations and financial condition.

The inability to negotiate new interconnection agreements, or extensions or replacements of existing
interconnection agreements, on acceptable terms and conditions could adversely affect the Company's results of
operations.

The Company has agreements for the interconnection of its networks with the networks of the ILECs
covering each market in which US LEC has a switching platformn. These agreements also provide the framework for
service to our custormers when other local carriers are involved. The Company may be required to negotiate new
interconnection agreements io enter new markets in the future. In addition, the Company will be required to
negotiate amendments to, extensions of, or replacements for existing interconnection agreements as they expire.
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The Company may not be able to successfully negotiale amendments to existing agreements, negotiale new
interconnection agreements, renew our existing interconnection agreements, adopt new agreements or successfully
arbitrate replacement agreements for interconnection on terms and conditions acceptable to the Company. An
inability to do so would adversely affect the Company's existing operations and opportunities to grow the business
in existing and new markets.

System disruptions could cause delays or interruptions of service, which could canse the Company to
lose customers.

The Company's success ultimately depends on providing reliable service. Although the Company's
network has been designed to minimize the possibility of service disruptions or other outages, it may be disrupted by
problems in the network, such as equipment failures and problems with a competitor’s or vendor's system, such as
physical damage to telephone lines or power surges and outages. Any disruption in the Company's network could
cause the loss of customers and result in additional expenses.

The interest expense associated with the Notes will reduce the cash available fo fund our operations,
execute our growth strategy and repay the principal amount of the Notes.

We had approximately $30.7 million of cash on hand at December 31, 2005 which, together with cash we
expect to generate from operations in future periods, will be available to fund our capital expenditures, working
capital requirements and growth plans. We will be required to dedicate a substantial portion of our cash flow to pay
interest semi-annuaily on the Notes. This will reduce the cash flow available to fund future capital expenditures,
working capital requirements and our growth strategy. The use of cash to pay interest on the Notes could also:

e increase our vulnerability to general adverse economic and industry conditions and adverse changes in
governmental regulations;

¢ limit our flexibility to plan for, and react to, changes in our business;

¢ limit our ability to borrow additional funds; and

e lumit our ability to accumulate cash to satisfy our obligations to repay the outstanding principal amount
of the Notes in 2009

These risks may be accentuated by increases in interest rates that affect the variable interest rate on the
Notes.

The indenture relating to the Notes and the loan and security agreement relating to our Revolving
Facility contain restrictive covenants that may limit the Comnpany's flexibility, and a breach of any of the
covenants may cause the Company to be in default under either or both of these instruments.

The indenture relating to the Notes, along with the loan and security agreement relaiing to the Revolving
Fagcility, limits, and in some circumstances prohibits, the Company from, among other things:

¢ incurring additional debt;

*  paying dividends;

e making investments or other restricted payments;

e engaging in sale-leaseback transactions;

e engaging in transactions with stockholders and affiliates;

s  guaranteecing debts;

s creating liens;

e selling assets;

» issuing or selling capital stock of subsidiaries; and

s engaging in mergers and acquisitions.



These restrictions could limit the Company’s ability to obtain future financing, make acquisitions or needed
capital expenditures. withstand a future downtum in business or the economy in general, conduct operations or
otherwise lake advantage of business opporiunities that may arise. [n addition, if the Company does not comply
with these covenants, the Notes and/or outstanding amounts under the Revolving Facility could become immediately
due and payable. If this should occur, the Company might not have sufficient assets 1o repay the Notes and/or
ouistanding amounts under the Revolving Facility.

We may not have the cash or access to alternative sources of financing to redeem our Series A
Convertible Preferred Stock (the “Preferred Stock™) in Aprif of 2010,

We are obligated to repay $150 million to the holders of the Notes in Octeober 2009, and the Revolving
Facility expires in August 2009. In addition, we are obligated to pay the holders of the Preferred Stock a redemption
price of $364 million in April 2010. If we are unable to redeem all of the Preferred Stock, the holders will be entitled
to appoint a majority of the members of our Board of Directars and effectively take control of the Company.
Currently, the holders of the Preferred Stock are afTiliates of Thomas H. Lee Partners, L.P. and Bain Capital, Inc.
Management expects to satisfy current and future capital requirements primarily with current cash balances and cash
flow from operations and further expects to be able either to repay or refinance the Notes, repay the Revolving
Facility and redeem the Preferred Stock from other sources, including additional borrowing and/or the sale of
additional equity or debt securities, in addition to cash flow from operations. However, we may not have the cash or
access to the cash, through borrowing or the issuance of equity or debt securities, to repay the Notes, pay off any
amounts due under the Revolving Facility or redeem all the Preferred Stock in 2010.

The interests of the holders of the Company’s Preferred Stock may not be aligned with the interests of
the Company's common stockholders.

As of December 31, 2005, affiliates of Thomas H. Lee Partners, L.P. (the "THL Investors"} and Bain
Capital, LLC (the "Bain Investors") held 281,513 shares of the Company's Preferred Stock and controlled in the
aggregate, on an as-if-converted basis, approximately 24% of the voting power of the Company's common stock.
Consequently, these equity holders can exert significant influence over the Company's affairs and policies.
Circumstances may occur in which the interests of these equity holders could be in conflict with the interests of the
Company’s common stockholders. In addition, under the terms of the Preferred Stock and a corporate governance
agreement we have with the THL Investors and the Bain Investors, they or their representatives have the right to
approve a number of actions we may propose to take, including the issuance of another series of preferred stock, the
issuance of convertible debt securities, the incurrence of more than $200 million of indebtedness or a business
combination between us and another company. These approval rights may limit our ability to take actions that may
be in the best interests of our common stockholders.



The Company's corporate headquarters are located at its principal office at Morrocroft [11, 6801 Morrison
Bivd., Charlotte, NC 28211. The Company leases all of its administrative and saies offices and its switch sites. The
leases expire during various years through 2012 with one lease expiring in 2015. Most of these leases have renewal
options. Additional office space and switch sites will be leased or otherwise acquired as the Company's operations
and networks expand and as new networks are constructed.

ITEM 2. PROPERTIES

ITEM 3. LEGAL PROCEEDINGS

US LEC is not currently a party to any material legal proceedings, other than proceedings, arbitrations, and
any appeals thereof, related to inter-carrier access, wireless traffic and other amounts due from other carriers. For a
description of these proceedings and developments that have occurred during the year ended December 31, 2003,
see Note 7 to the consolidated financial statements appearing elsewhere in this report and “Risk Factors” in ltem 1
above and "Business—Regulation" in Item | above.




PART 11

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

The Company's Class A common stock trades on The Nasdaq National Market under the symbol “CLEC.”
To date, the Company has not paid cash dividends on its common stock. The Company currently intends to relain
any eamings that the Company might generate to support operations, service debt and finance expansion and,
therefore, does not anticipate paying cash dividends in the foreseeable future. In addition, agreements relating to the
Company’s indebtedness and preferred stock contain certain [imitations on the payment of dividends. See
“Management’s Discussion and Analysis of Financial Condition and Results of Operations--Liquidity and Capital
Resources™ and Note 5 to the consolidated financial statements included elsewhere in this report.

As of March 2, 2006, there were 246 holders of record of our Class A common stock. The following table
sets forth the high and low closing price information for the Class A common stock as reported by Nasdaq during
the periods indicated.

Stock Price

2004 High Low

First Quarter $8.09 $5.75
Second Quarter $6.05 $3.69
Third Quarter $4.79 $3.01
Fourth Quarter $3.83 $3.00
2005 High Low

First Quarter $3.18 $2.54
Second Quarter $2.73 $2.04
Third Quarter $2.51 $1.81
Fourth Quarter £2.05 $1.52
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ITEM 6. SELECTED FINANCIAL DATA

The selected financial data have been derived from our audited consolidated financial statements. The
selected consolidated financial data should be read in conjunction with ltem 7 “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and our consolidated financial statements and related
notes, appearing etsewhere in this report.

The following table sets forth our selected consolidated financial data as of and for the years ended December 31, 2001, 2002, 2003, 2004 and 2005 and
certain operating data.
{Dollars in thousands, except per share data)

2001 2002 2003 2004 2005
Statement of Operations; ’
Revenue S 178,602 § 250363 S5 310,825 $ 336.181 § 387,738
Network Expenses 00,298 121,127 148,699 171292 186,924
Depreciation and Amortization 35,103 45,062 18,374 49.851 50,668
Selling, General and Administrative (1} 114.898 112,878 126.267 139,231 148,902
Provision (Recovery) for Doubtfil Accounts Related to WorldCom (1) - 9.500 (3.867) - -
Provision (Recovery) for Disputed Receivables (2} (7.043) - - - -
Charge Related to Carrier Access Disputes (1) - - - - 23292,
Loss from Operations {54.655) {38,204) {6.648) {4.193) {22.048)
Charges Relaied to Early Extinguishment of Debt (3) - - - (4,416} -
Oriher Income - - 267 - 202
Nel Interest Expense (8.699) (7.688) (8,15%) (11,153) (16.802)
Net Loss {63.354) (45,891 (14,540 (19,762) {38,648)
Less: Dividends on Preferred Siack 2810 13,596 14,431 15316 16.256
Accretion of Preferred Stock Issuance Cost 491 521 353 587 623
Net Loss Attributable 10 Common Stockholders 5 (76655 5 (60,009 § {29.524) § (35.665) § (35537
Net Less Attributable 3o Common Shareholders Per Share-Basic S (2.83) 5 (226) S (1.08) § (LI S (1.83)
Net Loss Astributable to Common Sharchaolders Per Share-Diluted $ (2.83) § (2.26) § (1.08) § (1.19) § (1.83)
Weighted Average Number of Shares Outstand ing-Basic 27,108 26,346 27,392 29927 39,399
Weighted Average Number of Shares Outstand ing-Diluted 27,108 26.546 27.392 29.927 30,399
Other Financial Data:
Cash Capital Expenditures $ 40425 5 32,029 § 35767 0§ 33,395 § 34954
Net Cash Flow Provided by (Usad in) Operating Activities (3.971) (5.643) 55.333 25.219 17,736
Net Cash Flow Used in Investing Activitics (40,425) (31.809) {42.202) (35.724) (34.638)
Net Cash Flow Provided by (Used in) Financing Activities 21,077 (17.333) 4,280 13,611 {626)
Operating Data (4):
Number of States Served with All Services (including Washingion, DC) 13 14 16 16 17
Number of Local Switch Locations 26 26 27 27 27
Number of Business Class Customers 6.823 10,290 16.2814 22,324 26,225
Number of Employees 832 91t 1616 1.065 1128
Number of Sales and Sales Support Employees 363 367 412 460 485
Balance Sheet Data;
Cash and Cash Equivalents § 80302 85 25715 8 43026 & 48232 % 30704
Working Capital 59972 26,620 12,574 32,605 10,889
Accounts Receivable, Net 42,972 57,989 48,294 60,745 49,841
Currem Assets 135.644 96.030 101,622 119,721 89.901
Propeny and Equipment. Net 188,436 178810 165,793 158,617 144,350
Total Assets 333313 285,314 285,29% 298,311 152,352
Long-Term Drebt (including current portion) 150,000 130,617 125818 140,288 149,438
Serivs A Redvemable Convertible Preferred Stock 216,155 230.272 245.255 261,158 278,037
Total Stockhelders' Deficiency S o735y £ (153991) 8 (1711610 S (205304) 5 (260,014

{1} See Note 7 of the Company's consolidated tinancial staiements for the year ended December 31, 2002, 2003 and 2005, Normal and recurring
provisions for doubtful accounts are included in selling, general and administrative expenses for all periods presented.

{2) Included in the 200! statement of operations is an amount approximating $7,042, representing 2 net recovery of a portion of the $40,000 provisien
recorded in 2000 for disputed receivables and certain other related accruals related to BellSouth and Sprint.

{3) See Note S of the Company's consolidated financial stalements for the year ended December 31, 2004,

{4) Amounts presented are as of the end of the period.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

Overview

General. Based in Charlotte, N.C.. US LEC is a full service provider of IP, data and voice solutions to
medium and large businesses and enterprise organizations throughout 16 Eastern states and the District of Columbia.
US LEC offers advanced, I1P-based, data and voice services such as MPLS VPN and Ethemet, as well as
comprehensive Dynamic T VolP-enabled services and features. The company also offers local and long distance
services and data services such as frame relay, Multi-Link Frame Relay and ATM. US LEC provides a broad array
of complementary services, including conferencing, data backup and recovery, data center services and Web
hosting, as well as managed firewall and router services for advanced data networking. US LEC also offers selected
voice services in 27 additional states and provides enhanced data services, selected Internat services and MegaPOP"J
(locali dial-up Internet access for ISPs) nationwide.

[n evaluating US LEC’s operating performance, we consider the following measures to be the most
important:

s total revenue;

» end customer revenue in total and as a percentage of total revenue;

s  customer reiention;

» control of network expense, general and administrative expenses; and
¢  working capital management.

During the year ended December 31, 2005, US LEC achieved positive results in each of these measures.
We believe this demonstrates the validity of our business plan and our ability to execute it.

Total and End Customer Revenue. We derive revenue from two sources: end customers and other
telecommunications carriers. End customer revenue is comprised of recurring, usage-sensitive charges (primarily
long distance services) and installation paid by businesses and other end customers for voice, data and Internet
services. Revenue from other carriers is comprised of access charges and reciprocal compensation paid by IXCs and
ILECs for the origination and termination of inter-exchange and local calls. Because end customer revenue
represents a stable and recurring revenue stream, our focus has been, and will continue to be, on the growth and
retention of end customers and product penetration to these customers. The following table provides a breakdown
of the components of our revenue over the past three years:

(Dollars in millions)

2005 2004 2003
End Customer Revenue
Voice Monthly Recurring Charges 5 1592 % 1434 3 121.3
Data Monthly Recurring Charges 120.8 922 46.9
Long Distance 50.8 48.4 43.1
b 3308 § 2840 % 211.3
Percent of Total Revenue 85% 80% 68%
Inter-Carrier Compensation
Carrier Access b 350 % 503 % 78.9
Reciprocal Compensation 8.7 10.6 10.4
b 437 § 609 § 89.3
Percent of Total Revenue 11% 17% 29%
Other Revenue b 132§ 1.3 3 10.3
Percent of Total Revenue 3% 3% 3%
Total Revenue $ 387.7  § 3562 8§ 310.8




As illustrated by the table above, the increase in total revenue has resulted primarily from growth in end
customer revenue. The growth in end customer revenue is primarity attributed to an increase in the number of
customers, achieved through a combination of geographic expansion, increased penetration of established markets,
continued development and acceptance of our new services and acquisitions. Our operating results for 2005 include
onc full year of revenue resulting from the StarNet acquisition. In addition, high rates of customer retention
facilitate end customer revenue growth and increased opportunity for additional services. During 2003, our base of
business class customers increased from 22,324 to 26,225, and our average monthly business class customer
turnover remained constant at approximately 0.65%,

A key source of growth in end customer revenue has been the increase in data services and we anticipate
this growth to continue in future periods. During 2005, the number of customers purchasing data products increased
by 6.900 and increased end customer revenue from data services from approximately 26% of total revenue in 2004
to 31% of total revenue in 2005. The Fastnet acquisition in December 2003 was a strategic step in our effort to
accelerate the growth of our data business. Through the Fastnet acquisition, we obtained two data centers and added
new and improved data and Internet services to our product set, which we have marketed to our existing customers.

Uncertainties That Could Adversely Affect Revenue. We expect end customer revenue to continue to
increase and carrier revenue to continue to decrease as percentages of total revenue in future periods. We expect
this continuing ¢hange in revenue mix to occur due to our emphasis on expanding our end customer base and to rate
reductions in new agreements with ILECs and IXCs, as well as legislative and regulatory actions that have had a
negative impact on carrier charges.

The deregulation of the telecommunications industry, the implementation of the Telecommunications Act
of 1996 (“the Telecom Act™), and the financial distress of many carriers in the wake of the downturn in the
telecommunications industry have embroiled numerous industry participants, including the Company, in disputes,
lawsuits, proceedings and arbitrations before state regulatory commissions, private arbitration organizations such as
the American Arbitration Association, and courts over many issues important to the financial and operational
success of the Company. These issues include the interpretation and enforcement of interconnection agreements, the
terms of interconnection agreements the Company may adopt, operating performance obligations, reciprocal
compensation, access rates, the applicability of access rates to wireless traffic, rates applicable to different categories
of traffic, and the characterization of traffic for compensation purposes.

The Company anticipates that it will continue to be involved in various disputes, lawsuits, arbitrations, and
proceedings over these and other material issues. The Company anticipates also that further legislative and
regulatory rulemaking will occur—on the federal and state level—as the industry deregulates and as the Company
enters new markets or offers new services, Rulings adverse to the Company, adverse legislation, new regulations or
changes in governmental policy on issues material to the Company could have a material adverse effect on the
Company’s revenue and cash flow.

For a detailed description of the regulatory and judicial proceedings in which the Company is currently
involved, see Note 7 1o the consolidated financial statements appearing elsewhere in this report and related
discussion in “Business—Regulation.”

Customer Retention. One of the measures that we use to gauge our success in providing quality services
to our customers and also to gauge our success in competing against the incumbent and other carriers in our markets
is customer retention. As we add more customers to our base, it is important that we keep as many of our current
customers as possible as the cost of obtaining a new customer is greater than keeping an existing one. We include
every category of customer loss when we calculate the customer retention rate for US LEC, including customers that
are deactivated due to non-payment of their bills. We believe that US LEC has one of the highest retention rates
among any of the carriers in our footprint. [n 20035, we retained 90.6% of our customer base, an average retention of
59.2% per month,

Network Expense. During 2005, we continued to execute a controlled growth strategy that included an
extensive re-configuring and streamlining of our network, strict purchasing controls, network design changes,
improved purchasing terms and the addition of lower cost circuits to our network as we began to provision some
UNE loops. The results of these efforts are reflected in the reduced cost of our local network and customer loops,
which decreased 9% from the fourth quarter of 2004 to the fourth quarter of 2005. Overall, network expense as a
percentage of total revenue remained stable at approximately 48% for 2004 and 2003 despite the change in revenue
mix from carrier charges toward end customer revenue, which carries higher network costs.
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Working Capital Management. During 2005, we continued to focus on working capital management that
included management of end customer receivables and days sales outstanding ("DSOs”), accounts payable and
vendor relationships and strict purchasing controls of SG&A expenses. As a result of increased revenue and
management of our working capital offset by increased accounts receivabie and DSOs related to carrier disputes, we
continued to generate positive cash flow from operations. Through the fourth quarter of 2005, the Company has had
positive cash flow from operations in twelve of the last thirteen quarters. Cash flow from operations for the year
ended December 31, 2005 was $17.8 million compared to $25.2 million in 2004,

Results of Operations
Comparison of Year Ended December 31, 2005 to Year Ended December 31, 2004

Revenue. Approximately 97% of the Company’s revenue is currently derived from two sources — end
users and carrier charges. Approximately 3% of the Company’s revenue is derived from other sources, including
wholesale customers, installation revenue, and other miscellaneous sources. End customer revenue is comprised of
recurring, usage-sensitive charges (primarily long distance services) and installation charges paid by businesses and
other end customers for voice, data and Internet services. The componenis of end customer revenue include
monthly recurring charges, usage charges and initial non-recurring charges. Monthly recurring charges are fees paid
by customers for facilities in service and additional features on those facilities. Usage charges are usage-sensitive
fees paid for calls made, primarily long distance, by the customer. Initial non-recurring charges consist primarily of
the amortization of deferred installation charges billed to customers. Carrier charges are derived from billings to
other carriers, primarily for network access charges and reciprocal compensation. Access charges are comprised of
fees paid primarily by IXCs for the origination and termination of inter-exchange toll and toll-free calls. Reciprocal
compensation arises when a local exchange carrier completes a cail that originated on another local exchange
carrier’s network. Reciprocal compensation rates are fixed by an interconnection agreement executed between those
carriers or mandated by the FCC.

Revenue increased to $387.7 million for the year ended December 31, 2005, from $356.2 million in 2004.
The increase in total revenue in 2005 was due entirely (0 an increase in end customer revenue, as carrier charges
decreased significantly in 2005 from 2004, In 2005, the Company’s business class end customer revenue increased
to $330.8 million or 85% of total revenue from $284.0 million, or 80% of total revenue in 2004. The growth in
business class end customer revenue was due to an increase in the number of business class customers and in the
services utilized by each customer. During 2005, our business class customer base increased 17%, from 22,324 to
26,225, This increase in customers and in end customer revenue was primarily achieved through a combination of
increased penetration of established markets, continued development and acceptance of new services, and
geographic expansion. Qf particular note is that the majority of the increase in end customer revenue was due to an
increase of approximately 6,900 customers that took at least one data product, resulting in a $28.6 million increase
in data revenue from 2004 to 20035. Our organic product take rate — the number of services utilized by each customer
not acquired through acquisition — increased from 4.7 products per customer in 2004 to 4.8 in 2005.

Revenue from carrier charges decreased to $43.6 million in 2005 from $60.9 million in 2004. These results
include the revenue impact of rate decreases in 20035, the resolution of intercarrier compensation issues with
BellSouth which resulted in the recognition of $1.8 million in additional revenue in 2004, reductions in the number
of carrier access revenue sharing arrangements, as well as the impact of various settlements and adjustments to
amounts owed to customers that share access revenue. We expect total carrier revenue to remain relatively flat or to
decrease slightly in future periods due to additional minutes on our network offset by anticipated lower rates.

We expect total revenue to increase in future periods as a result of end customer growth. Carrier revenue is
expected to be relatively flat in future periods, but decline as a percentage of total revenue. Reciprocal compensation
and wholesale revenue continue to represent a very minor portion of our total revenue. Other revenue including
wholesale revenue accounted for only 3% of total revenue in 2005.

Network Expenses. Network expenses are comprised primarily of leased transport, facility installation and
usage charges. Network expenses increased to $186.9 million for 2005 from $171.3 million for 2004, but remained
constant as a percentage of revenue at 48% despite the shiit in revenue mix toward end customer revenue and away
from intercarrier compensation. The increases in network expense as a percentage of revenue that resulted from
reductions in carrier access revenue were offset by decreases in network expense as a percentage of revenue as a
result of network reconfiguring and streamlining activities, and positive adjustments of previous amounts estimated
as accrued network costs. This increase in network expenses was primarily a result of the increase in the size of US
LEC’s network, an increase in customers and usage by our customers, as well as a shift to higher network expense
for end customer revenue.
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Depreciation and Amortization. Depreciation and amortization for 2005 increased to $50.7 million from
$49.9 million in. 2004 primarily due to the increase in depreciable assets in service related to US LEC's network.

Selling, General and Administrative Expenses. Selling, general and administrative (“SG&A™) expenses
for the year ended Decernber 31, 2005 increased to $148.9 million, or 38% of revenue, compared to $139.2 million,
or 39% of revenue, for the year ended December 31, 2004. Amounts exciude the charge related to carrier access
disputes in 2005, Normal and recurring provisions for doubtful accounts are included in selling, general and
administrative expenses for all periods presented. Salary and related costs continue to account for approximately
two-thirds of the Company’s total SG&A. Total headcount increased 6% to 1,128 as of December 31, 2005 from
1,065 as of December 31, 2004, while the Company was able to increase its customer base by 17% during 2005.

Other SG&A expenses are primarily comprised of costs associated with developing and expanding the
infrastructure of the Company as it expands into new markets and adds new products. Such expenses are associated
with marketing, occupancy, bad debt, administration and billing. Other SG&A expenses also include legal fees
associated with litigation and loss on disposal of fixed assets. The decrease in SG&A expenses as a percentage of
revenue in 2005 was primarily due to expense control, an improvement in back office efficiencies and growth in
revenue. The progress we have made in increasing the productivity of our employees is best illustrated by the
change in our customer-to-employee ratio. In 1999, this ratio was 4:1. At the end of 2005, this ratio had improved
to 23:1. Another illustration of our productivity improvement is the amount of quarterly end customer revenue per
employee, which increased from 357,200 in the fourth quarter of 2003 to $70,200 in the fourth quarter of 2004 to
$76,600 in the fourth quarter of 2005.

Charge Related to Carrier Access Disputes. As a result of IXC access disputes and settlements, the
Company took a one-time non-cash charge of approximately $23.3 million in the fourth quarter of 2005. We
believe, based on the facts known at this time, that the one-time charge and the reserves reflected on our balance
sheet are adequate to account for the current settlements and the ultimate resolution of current disputes

Charges Related to the Early Extingnishment of Debt. Charges related to the early extinguishment of
debt totaled $4.4 million in 2004 and were related to the early retirement of the Company’s subordinated debt and
the related acceleration of the $2.0 million discount associated with this subordinated debt and $2.4 million of
unamortized debt issuance fees related to the senior credit facility and the subordinated notes. There were no
charges related to the early extinguishment of debt in 2005.

Interest Income and Expense. Inlerest income for 2005 increased to $1.0 million from $0.6 million in
2004. Interest expense for 2005 increased to $17.8 million from $11.7 million in 2004 primarily resulting from
refinancing our senior credit facility at higher effective interest rates, a full year of interest on the increase in debt
that occurred in 2004, an increase in interest expense related to the deferred principal payments on our bank debt
term loan and higher overall market interest rates.

Income Taxes. For the years ended December 31, 2005 and 2004 the Company did not record an income
tax benefit. The Company has provided a full valuation allowance against deferred assets resulting from net
operating losses, as management cannot predict, based on the weight of available evidence, that it is more likely than
not that such assets will be ultimately realized.

Net Loss. Net loss for 2005 amounted to $38.6 million, compared to a net loss of $19.8 million for 2004.
The increase in net loss was primarily due to the charge related to carrier access disputes as well as an increase in
interest expense and charges related to the extinguishment of debt. Preferred Stock Dividends paid in kind for the
vear ended December 31, 2005 and 2004 amounted to $16.3 million and $15.3 million, respectively. The accretion
of Preferred Stock issuance cost was $0.6 million for each of the years ended December 31, 2005 and 2004,
respectively.  As a result of the foregeing, net loss attributable to common stockholders for the year ended
December 31, 2005 amounted to $55.5 million or $1.83 per diluted share, as compared to $35.7 million, or $1.19 per
dituted share for 2004.

Comparison of Year Ended December 31, 2004 to Year Ended December 31, 2003

Revenue. Revenue increased to $356.2 million for the year ended December 31, 2004, from $310.8 million
in 2003. The increase in total revenue in 2004 was due entirely to an increase in end customer revenue, as carrier
charges decreased significantly in 2004 from 2003. In 2004, the Company’s business class customer revenue
increased to $284.0 million or 80% of total revenue from $211.3 million, or 68% of total revenue in 2003. The
growth in business class customer revenue was due to an increase in the number of business class customers and in
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the services utilized by each customer. During 2004, our business class customer base increased 33%, from 16.814
to 22,324, This increase in customers and in end customer revenue was primarily achieved through a combination
of increased penetration of established markets, continued development and acceptance of new services, geographic
expansion, one full year of revenue resulting from the Fasinet acquisition and the impact of the 2004 acquisition of
StarNet. Of particular note is that the majority of the increase in end customers was due 10 an increase of
approximately 4,000 customers that wook at least one data product, resuiting in a $45.3 million increase in data
revenue from 2003 10 2004. Our organic product take rate — the number of services utilized by each customer not
acquired through acquisition — increased from 4.4 in 2003 to 4.7 in 2004.

Revenue from carrier charges decreased to $60.9 million in 2004 from $89.3 million in 2003. These results
include the revenue impact of rate decreases in 2004, the resolution of intercarrier compensation issues with
BellSouth which resulted in the recognition of $1.7 million in additicnal revenue, reductions in the number of carrier
access revenue sharing arrangements, as well as the impact of various settlements and adjustments to amounts owed
to customers thai share access revenue.

Reciprocal compensation and wholesale revenue continue to represent a very minor portion of our total
revenue. Other revenue including wholesale revenue accounted for only 3% of total revenue in 2004,

Nemwork Expenses. Network expenses increased to $171.3 million for 2004 from $148.7 million for 2003,
but remained constant as a percentage of revenue at 48% despite the shift in revenue mix toward end customer
revenue. The increases in network expense as a percentage of revenue that resulted from reductions in carrier access
revenue were offset by decreases in network expense as a percentage of revenue as a result of network reconfiguring
and streamlining activities, and positive adjustments of previous amounts estimated as accrued network costs. This
increase in network expenses was primarily a result of the increase in the size of US LEC’s network, an increase in
customers and usage by our customers, as well as a shift to higher network expense for end cuslomer revenue.

Depreciation and Amortization. Depreciation and amortization for 2004 increased to $49.9 million from
$48.4 miltlion in 2003 primarily due to the increase in depreciable assets in service related to US LEC's network.

Seliing, General and Administrative Expenses. Selling, general and administrative expenses for the year
ended December 31, 2004 increased to $139.2 mitlion, or 39% of revenue, compared to $126.3 million, or 41% of
revenue, for the year ended December 31, 2003, exclusive of the $5.8 million recovery for doubtful accounts related
to WorldCom in 2003. Salary and related costs continue to account for approximately two-thirds of the Company’s
total SG&A. Total headcount increased 5% 1o [,065 as of December 31, 2004 from 1,016 as of December 31, 2003,
partially due to the addition of StarNet personnel, while the Company was able to increase its customer base by
33%.

Other 3G&A expenses are primarily comprised of costs associated with developing and expanding the
infrastructure of the Company as it expands into new markets and adds new products. Such expenses relate to
marketing, occupancy, bad debt, administration and billing. Other SG&A expenses also include legal fees
associated with litigation and loss on disposal of fixed assets. The decrease in SG&A expenses as a percentage of
revenue in 2004 was primarily due to expense control, an improvement in back office efficiencies and growth in
revenue. The progress we have made in increasing the productivity of our employees is best illustrated by the
change in our customer-to-employee ratio. In 1999, this ratio was 4:1. At the end of 2004, this ratio had improved
to 20:1. Another illustration of our productivity improvement is the amount of quarterly end cusiomer revenue per
employee, which increased from 331,300 in the fourth quarter of 2001 to $57,200 in the fourth quarter of 2003, to
$70,200 in the fourth quarter of 2004.

Charges Related to the Early Extinguishment of Debt. Charges related to the early extinguishment of
debt totaled $4.4 million in 2004 and were related to the early retirement of the Company’s subordinated debt and
the related acceleration of the $2.0 million discount associated with this subordinated debt and $2.4 million of
unamortized debt issuance fees related to the senior credit facility and the subordinated notes.

Interest Income and Expense. Interest income for 2004 increased to $0.6 miilion from $6.4 million in
2003, Interest expense for 2004 increased to $11.7 million from $8.6 million in 2003 primarily resulting from
refinancing our senior credit facility at higher effective interest rates, an increase in interest expense related to the
deferred principal payments on our bank debt term loan and higher overall market interest rates.



Income Taxes. For the years ended December 31, 2004 and 2003 the Company did not record an income
tax benefit. The Company has provided a full valuation allowance against deferred assets resulting from net
operating losses, as management cannot predict, based on the weight of available evidence, that it is more likely than
not that such assets will be ultimately realized.

Ner Loss. Net loss for 2004 amounted to $19.8 million, compared to a net loss of $14.5 million for 2003.
The increase in net loss was primarily due to the increase in interest expense and charges related to the
extinguishment of debt as noted above. Dividends paid in kind and accrued on preferred stock for the year ended
December 31, 2004 and 2003 amounted {0 $15.3 million and $14.4 million, respectively. The accretion of preferred
stock issuance cost was $0.6 million for each of the years ended December 31, 2004 and 2003, respectively. Asa
result of the foregoing, net loss attributable to common stockholders for the year ended December 31, 2004
amounted to $35.7 million, or $1.19 per diluted share, as compared to $29.5 million, or $1.08 per diluted share for
2003,

Liquidity and Capital Resources

Since our public offering of approximately $87.1 million of Class A common stock in April 1998, we have
funded our operations and capital needs through borrowings under our secured credit facility and private placements
of equity and debt securities, including $200.0 million of Series A convertible preferred stock with affiliates of Bain
Capital and Thomas H. Lee Partners L.P. in April 2000, $5.0 million of 11% senior subordinated notes in [December
2002, $10.0 million of Class A common stock in November 2003 and | in September 2004, $150.0 million in
aggregate principal amount of Second Priority Senior Secured Floating Rate Notes due 2009 (the “Notes™), the
proceeds of which were used to repay all outstanding debt. The Company exchanged the privately placed notes for
publicly registered notes in December 2004. In October 2005, the Company entered into a $10.0 million
Revolving Credit Facility which, as of the filing date of this report, there were no advances under the facility. In
addition, the Company has raised over $7.5 million between 1998 and 2005 through the purchase of Class A
common stock by employees under the Company’s stock plans. Through the fourth quarter of 2003, the Company
has generated positive cash flow from operations for twelve of the last thirteen quarters. Net cash provided by
operating activities for 2005 was $17.8 million.

The Notes bear interest at an annual rate of six-month LIBOR plus 8.50%. Interest is reset semi-annually
and is payable on April 1 and October 1 of each year. The interest rate for the six-month period ending April 1.
2006 which was set on October 1, 2005, is approximately 12.72%. The maturity date of the Notes is October 1,
2009. The Notes are guaranteed by all of the Company’s subsidiaries and are secured on a second priority basis by
substantially all the assets of the Company and its subsidiaries, including the capital stock of the Company’s
subsidiaries.

The indenture governing the Notes contains covenanis which, subject 1o certain exceptions, limit the ability
of the Company and its subsidiaries to incur additional indebtedness, engage in certain asset sales, make certain
types of restricted payments, engage in transactions with affiliates and create certain liens on the assets of the
Company or its subsidiaries. Upon a change of control, the indenture requires the Company to make an offer to
repurchase the Notes at 101% of the principal amount, plus accrued interest. The indenture allows the Company to
redeem the Notes at redemption prices of 105.5%, 103.5% and 100.0% of the principal amount during the 12-month
period beginning on October | of the years 2006, 2007 and 2008 and thereafter, respectively.

The Company used a majority of the net proceeds from the sale of the Notes to repay in full ail outstanding
debt of $120.3 million under its senior credit facility and $6.8 million on its senior subordinated notes. The
Company also paid $2.0 million in additional interest due on the deferred portion of the senior credit facility term
loan. The senior credit facility was terminated and all of the senior subordinated notes were retired following
repayment of the outstanding indebtedness. Unamortized debt issuance fees totaling $2.4 million related to the
senior credit facility and the senior subordinated notes and the remaining unamortized discount on the subordinated
notes of $2.0 million were expensed in 2004, Debt issuance fees associated with the Notes totaled $5.6 million and
are being amortized through the maturity date of October 1, 2009. Unamortized debt issuance fees related to the
Notes were §4.2 million as of December 31, 2005,
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The following table provides a summary of the Company’s contractual obligations and commercial
commitments,

Payment Due by Period (in millions)

Less than 1-3 3-5 After 5
Contractual Obligations Total | year years years years
Long-term debt (1) $ 1500 S - $ - $ 1500 3
Operating leases 43.7 8.8 26.1 5.8 3.0
Total contractual cash obligations § 1937 § 88 % 261 § 1558 § 3.0

(1) Amount excludes interest which is payable semi-annualiy on the $130.0 million face value of the Notes at an annual rate of six-month
LIBOR plus 8.50% which is estimated to total approximately $73.0 million over the remaining term of the Notes, assuming current interest
rates of 13.5% over the period. The discount on the Notes. totaling $0.75 miflion, is being amortized to interest expense on the statement
of operations through the maturity date of October 1, 2009. There were no amounts outstanding under our $10.0 million Revolving Facility.

Cash provided by operating activities was approximately $17.8 million in 2005, compared to $25.2 million
in 2004. The decrease in cash provided by operating activities of $7.4 million was primarily due to a $15.1 million
decrease in accrued network costs and accounts payable offset by a $1.2 million decrease in deferred revenue, a $3.3
million decrease in cash provided from changes in amounts acerued to customers in connection with certain revenue
sharing arrangements and a $3.2 million increase in prepaid expenses, other assets and accrued liabilities. The
decrease in accounts receivable of $10.9 million since December 31, 2004 was the result of a $13.7 million decrease
in carrier receivables partialty offset by a $2.4 million increase in end customer receivables. The decrease in carrier
receivables was primarily due to the charge related to carrier access disputes. The increase in end-customer
receivables was consistent with the increase in our end-customer billings during the period. The $6.9 million
decrease in commissions payable resulted from a reduction in the number of revenue sharing arrangements with
customers and from a reduction in amounts accrued due to the settlements related 1o access disputes. The $8.5
million decrease in accrued network costs resulted from a decrease in previous amounts estimated as network
expenses. The $4.5 million decrease in accounts payable resulted from a decrease in accounts payable for property
and equipment additions at year-end from $7.7 million to $3.5 million.

Cash used in investing activities decreased to $34.7 million in 2005 from $35.7 million in 2004. Cash
purchases of property and equipment of $35.0 million in 2005 and $33.4 million in 2004 consist of purchases of
switching and related telecommunications equipment, office equipment and leasehold improvements. Future annual
capital expenditures for the purchase of property and equipment are expected to be similar to those in 2005 unless
the Company’s deployment of future service offerings to customers requires a higher annual investment in property,
plant and equipment. Use of cash for assets acquired of $2.3 million in 2004 was a result of the acquisition of
StarNet in November of 2004. The uses of cash in 2005 were partially offset by proceeds from an insurance claim
related to damage experienced in one of the Company’s telecommunications switch facilities.

In Qctober 2005, the Company entered into a2 $10 million Revolving Facility. The facility matures in
August 2009, The interest rate for any advances under the facility is a floating rate based, at the Company’s option,
on either the lender’s prime rate plus 0.25% or LIBOR plus 2.25%. As of the date of filing this report, there were no
advances under the Revolving Facility. The facility is secured by a first priority security interest in substantially all
of the Company’s assets, including the stock of our subsidiaries.

Cash in the amount of $0.6 million was used in financing activities in 2005, compared to cash provided by
financing activities of $15.6 million in 2004. The cash provided in 2004 was primarily due to the receipt of $149.3
million related to the sale of the Notes offset by the $120.3 million repayment of the Company’s senior credit
facility, the $6.8 million repayment of the Company's senior subordinated notes, deferred loan fees paid and
payments on notes payable.

The restricted cash balance of less than $0.1 million and $0.2 million as of December 31, 2005 and 2004,
respectively, serves as collateral for letters of credit related to certain office leases. In addition, the non-current
portion of restricted cash of $0.5 million and $0.6 million is included in other assets in the consolidated balance
sheet as of December 31, 2005 and 2004, respectively. Restricted cash is utilized to secure the Company’s
performance of obligations such as letters of credit to support leases or deposits in restricted use accounts.
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Cash capital expenditures were approximately $35.0 million in 2005, most of which were incurred to
supporl new customer growth. We expect to spend similar amounts for capital in 2006 unless the Company’s
deployment of future service offerings results in somewhat higher spending levels. We expect our cash expenditures
for interest on our Notes to be approximately $19.5 miilion in 2006. We believe our existing cash on hand of
approximately $30.7 million, the approximately $9.0 million that we received in the first quarter of 2006 as a result
of the settlement of IXC disputes and cash flow from operations will be sufficient to fund our operating, investing
and debt service requirements in 2006. [n addition the Company has a $10.0 million Revolving Facility available
that had no advances as of the filing date of this report.

Critical Accounting Policies and Estimates

Revenue Recognition - The Company recognizes revenue on telecommunications and enhanced
communications services in the peried that the service is provided. Revenue is recognized when eamned based upon
the following specific criteria: {1) persuasive evidence of arrangement exists, {2) services have been rendered, (3)
seller’s price to the buyer is fixed or determinable, and (4) collectibility is reasonably assured.

US LEC’s revenue is comprised of two primary cormponents: (1) fees paid by end customers for voice, data
and Internet services, and (2) carrier charges including access and reciprocal compensation. End customer revenue
includes voice, data and Internet services and is comprised of monthly recurring charges, usage charges, and initial
norn-recurring charges. Monthly recurring charges include the fees paid by customers for facilities in service and
additional features on those facilities. Usage charges consist of usage-sensitive fees paid for calls made. Initial non-
recurring charges consist primarily of installation charges. Access charges are comprised of charges paid primarily
by IXCs to the Company for the origination and termination of inter-exchange toll and toll-free calls. Reciprocal
compensation arises when a local exchange carrier completes a call that originated on another local exchange
carrier’s network. Reciprocal compensation that is earned as revenue from other local exchange carriers represents
compensation for local telecommunications traffic terminated on our network that originates on another carrier’s
network. Amounts billed to [LECs, 1XCs and other carriers are recorded based on the Company’s determination of
usage, category of traffic and the associated rate. These items are subject to some degree of estimation and
subsequent adjustments may occur. However, management does not believe such adjustments will be material to
the consolidated financial statements.

The Company defers revenue associated with installation costs billed to new end customers. This deferred
revenue is being amortized over 30 months, the average initial term of the current contracts.

Carrier revenues are recorded net of amounts due to other parties, primarily customers under each
respective telecommunications service arrangement with whom the Company is required to share related access
revenue.

Early termination fees and late payment charges received from customers are recognized as revenue when
the payment is received.

Network Expenses — Network expenses are comprised primarily of two types of charges: leased transport
charges which comprise approximately 77% of the Company’s network expenses and usage sensitive charges which
comprise approximately 23% of the Company’s network expenses, during the year ended December 31, 2005. The
Company’s leased transport charges are the lease payments incurred by the Company for the transmission facilities
used to connect the Company’s customers to the Company owned switch that services that customer and to connect
to the ILEC and other carrier networks. The Company, as part of its “smart-build” strategy, does not currently own
any fiber or copper transport facilities. These facilities are leased from various providers including, in many cases,
the [LEC. Network expenses include management’s estimate of charges for direct access lines, facility charges,
outgoing and incoming minutes, reciprocal compensation and other costs of revenue for a given period for which
bills have not yet been received by the Company. Management’s estimate is developed from the number of lines and
facilities in service, minutes of use and contractual rates charged by each respective service provider as well as
estimated amounts accrued for pending disputes with other carriers. Subsequent adjustments to this estimate may
result when actual costs are billed by the service provider to the Company. The Company has to date been
successful in negotiating lease agreements which generally match in the aggregate the duration of its customer
contracts, thereby allowing the Company to mitigate the risk of incurring charges associated with transmission
facilities that are not being utilized by custormers. Usage sensitive charges are primarily comprised of usage charges
associated with the Company’s long distance and access charges and reciprocal compensation owed to other
carriers.
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Also included in network expense are the amortization of deferred customer and network installation costs,
which are discussed in more detail below,

Provisions for Doubiful Accounts - The Company maintains an allowance for doubtful accounts for
estimated losses resulting from customers’ or carriers’ failure to make payments on amounis due to the Company.
These estimates are based on a number of factors including 1) historical experience, 2) aging of trade accounts
receivable, 3) disputes, 4) bankruptcy, 5) general economic, industry or business information and 6) specific
information obtained by the Company on the financial condition and current credit worthiness of customers or
carriers.

Deferred Customer and Network Installation Costs - The Company incurs and capitalizes certain costs in
connection with the required expansion of its telecommunications network infrastructure io provide service to new
customers. These costs are comprised of payments for equipment and services provided by external parties in
connecting the telecommunication systems ol new customers to the Company’s telecommunication platform as well
as expenditures for expanding the network when customer growth requires capacity enhancements. These two types
of costs are referred to as customer installation costs and network installation costs. Cuslomer installation costs
represent incremental direct costs to enhance the Company’s telecommunications network to ailow the Company to
provide services to new customers under contract. These costs result directly from entering into a new customer
contract and would not have been incurred by the Company had a new contract not been entered into. These costs
are amorlized over the average initial term of open contracts, which is currently 30 months.

Network installation costs are paid to local exchange carriers and 1XCs for installing circuits and trunks to
insure adequate capacity on the Company’s network to serve existing and new customers. Network installation
costs are amortized over 60 months, the expected useful life of the circuits and trunks that are installed.

Impairment of Long-Lived Assets - The Company reviews the carrying value of its long-tived assets for
impairment whenever events or changes in circumstances indicate that the carrying value of these assets may not be
recoverable. Measurement of any impairment would include a comparison of estimated undiscounted future
operating cash flows anticipated to be generated during the remaining life of the assets with their net carrying value.
An impairment loss would be recognized as the amount by which the carrying value of the assets exceeds their fair
value.

Stock Based Compensation - The Company measures the compensation cost of its stock plans under the
provisions of Accounting Principles Board (APB) Opinion No. 25, "Accounting for Stock Issued to Employees”, as
permitted under Statement of Financial Accounting Standards (SFAS) No. 123, "Accounting for Stock-Based
Compensation". Under the provisions of APB No. 25, compensation cost is measured based on the intrinsic value of
the equity instrument awarded. Under the provisions of SFAS No. 123, compensation cost is measured based on the
fair value of the equity instrument awarded.

Had compensation cost for the employee stock plans been determined consistent with SFAS No. 123, the
Company’s net loss and net loss per share would approximate the following proforma amounts:

2005 2004 2003

Net loss, as reported § (38648 & (19762) § (14.540)
Preferred dividends (16,256) (15,316) (14.431)
Accretion of preferred stock issuance fees {623) (387) (533)
WNet loss attributable to common siockholders. as reported {35.527) (35.665) (29.524)
Add: Stock-based employee compensation expense included in
reported net income - - -
Deduct: Total siock-based empioyee compensation expense
determined under fair value based method for all awards (1,823) (6,357 (8.174)
Pro forma net loss $ (57,350) § (42,022) § (37,698)
Weighted average shares outstanding 30,399 29.927 27.392
Net loss per share:

Basic and diluted, as reported 5 (1.83} § (.19 § (1.08)

Basic and diluted, pro forma b (1.89) § (1.40) § (1.38)
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The Company estimated the fair value for stock options using the Black-Scholes model assuming no
dividend yield; volatility of 80%, an average risk-free interest rate of 4.35%, 3.63%, and 3.25% for 2003, 2004 and
2003, respectively, an expected life of 5.1, 5.1, and 5.2 years for 2005, 2004 and 2003, respectively. The weighted
average remaining contractual life of stock options outstanding at December 31, 2005 was 7.6 years.

The company estimated the fair value of the Employee Stock Purchase Plan for 2003, using the Black-
Scholes model assuming no dividend yield, volatility of 80%, an average risk-free interest rate of 3.72%, and an
expected life of 0.5 years.

In December 2004, the FASB issued SFAS No. 123R which requires the measurement of all employee
share-based pavments to employees, including grants of employee stock options, using a fair-value-based method
and the recording of such expense in the Company’s consolidated statements of income. The accounting provisions
of SFAS No. 123R are effective for annual reporting periods beginning after June 15, 2005. The Company was
required to adopt SFAS No. 123R on January 1, 2006. The pro forma disclosures previously permitted under
SFAS No. 123 no longer will be an alternative to financial statement recognition. See "Stock-Based Compensation
above for the pro forma net income and net income per share amounts, for fiscal 2003 through fiscal 2003, as if the
Company had used a fair-value-based method similar to the methods required under SFAS No. 123R to measure
compensation expense for employee stock incentive awards.

In February 2006 the Company announced a voluntary stock option exchange offer for current employees
and directors that are holding stock options granted prior to January 1, 2006 (the “2006 Exchange Offer”). Unless
extended, the 2006 Exchange Offer will expire on March 27, 2006. Immediately following the expiration of the
2006 Exchange Offer the Company will grant new options for exchange and cancel the tendered options. Options
covering a total of 4,575 shares are eligible for exchange in the offer. The exercise price of the new options will be
the average closing price per share of US LEC’s common stock on the NASDAQ National Market for the five
consecutive trading days immediately before the date the new options are granted.

Rased on the fair market value of the Company’s stock options on March 1, 2006, unearned compensation
relating to stock options as calculated using SFAS No. 123 R, and in consideration of the impact of the 2006
Exchange Offer, approximates $7.2 million. This amount, which assumes that all eligible options accepted for
exchange, will be amortized over 4 years beginning when the Exchange Offer is completed. This unearned
compensation amount does not include the impact of any subsequently issued options, and will also be impacted by
changes in the market value of the Company’s stock for the five consecutive trading days immediately before the
expiration date of the 2006 Exchange Offer of March 27, 2006 or later if the offer is extended.

ITEM 7A, QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

US LEC is exposed to various types of market risk in the normal course of business, including the impact
of interest rate changes on its investments and debt. As of December 31, 2005, investments consisted primarily of
institutional money market funds. All of the Company's long-term debt consists of variable rate debt with an
interest rate that is based on the six-month LIBOR plus 8.5%, which is reset semi-annually. The Company
anticipates that variable rate interest expense for 2006 will be approximately $19.5 million based on the stx-month
interest rate set on October 1, 2005, and our estimate of a 0.50% increase on the April 1, 2006 interest rate reset
date. The Company has total variable rate debt with a face value of $150.0 million as of December 31, 2005. At
this level, each one percent increase or decrease in interest rates will have approximately a $1.5 million annual
impact on the financial statements of the Company.

Although US LEC does not currently utilize any interest rate management tools, it continues to evaluate the
use of derivatives such as, but not limited to, interest rate swap and cap agreements to manage its interest rate risk.
As the Company's investments are all short-term in nature and all of its long-term debt is currently at variable short-
term rates, management believes the carrying values of the Company's financial instruments approximate fair
values,
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
US LEC Corp.
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of US LEC Corp. and subsidiaries (the
“Company”) as of December 31, 2005 and 2004, and the related consolidated statemenis of operations,
stockholders® deficiency, and cash flows for each of the three years in the period ended December 31, 2005. Our
audits also included the financial statement schedule listed in the Index at Ttem 15. These financial statements and
the financial statement schedule are the responsibility of the Company’s management. Our responsibility is to
express an opinion oh the financial statements and financial statemeni schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The Company is not required to have, nor were
we engaged to perform, an audit of its internal control over financial reporting. Our audits include consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumnstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a
test basis, evidence suppérting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our cpinion.

In our opinion, such consolidaied financial statements present fairly, in all material respects, the financial
position of US LEC Corp. and subsidiaries as of December 31, 2005 and 2004, and the results of their operations
and their cash flows for each of the three years in the period ended December 31, 2005, in conformity with
accounting principles generally accepted in the United States of America. Also, in our opinion, such financial
statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole,
presents fairly in all material respects the information set forth therein.

/s/ Deloitte & Touche LLP
Charlotte, North Carolina
March 3, 2006
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US LEC Corp. and Subsidiaries
Consolidated Balance Sheets
(In Thousands)

Assets

Current Assets
Cash and cash equivalents
Restricted cash
Accounts receivable (net of allowance of $10.349 and $10,137
at December 31, 2005 and December 31, 2004, respectively)
Prepaid expenses and other assets

Total current assets

Property and Equipment, Net
Other Assets

Total Assets

Liabilities and Stockholders'Deficiency

Current Liabilities
Accounts payable
Notes payable
Accrued network costs
Commissions payable
Accrued expenses - other
Deferred revenue
Deferred income taxes

Total current liabilities

Long-Term Dett
Other Liabilities

Commitments and Contingencies {Note 7}

Series A Mandatorily Redeemable Converiible Preferred Stock
(10,000 authorized shares, 281 and 265 shares issued with redemption
values of $281,167 and $264,911 at December 31, 2005 and 2004,
respectively) (Note 6)

Stockhoiders' Deficiency
Common stock-Class A, $.01 par value (122,925 authorized shares, 30,751 and
30,283 shares outstanding at December 31, 2005 and December 31, 2004)

Additional paid-in capital (Note 10)
Retained deficit

Total stockholders' deficiency

Total Liabilities and Stockholders' Deficiency

See notes to consolidered financial statements
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December 31, December 31,
2005 2004

3 30,704 § 48,232

67 169
49,841 60,745
9,289 10,575
89,901 119,721
144,350 158.617
18,101 19,973

3 252,352 § 298,311

$ 9.i25 § 13.593
- 980
20,252 28,730
984 7.873
31,567 20,860
14,292 13,573
2,792 1.507
79,012 87,116
149 438 149,288
5,879 6,053
278,037 261,158
307 303
93,181 92,368
(353,502) (297.975)
(260.014) (205,304)

5 252352 % 298,311




US LEC Corp. and Subsidiaries
Consolidated Statements of Operations

For the Years Ended December 31, 2005, 2004, and 2003

Revenue
Neiwork Expenses
Depreciation and Amortization

(In Thousands, Except Per Share Data)

Selling, General and Administrative Expenses
Recovery of Doubiful Accounts related to WorldCom (Note 7)
Charge Related to Carrier Access Disputes (Note 7)

Loss from Operations

Other (Income) Expense
Other Income

Charges Related to Early Extinguishment of Debt (Noie 5)

Interest [ncome
Interest Expense (Note 6}

Net Loss

Less: Preferred Stock Dividends (Note 6)

Less: Accretion of Preferred Stock Issuanece Cost (Note 6)

Net Loss Attributable 1o Common Stockhelders

Net Loss Atributable to Common Stockholders Per Common Share (Note | 1):

Basic and Diluted

Weighted Average Number of Shares Quistanding {Note 11):

Basic and Diluted

See notes to consolidated financial statements
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2005 2004 2003

387.738 3 356,181 S 310.82%

186,924 171.292 148.699
50,668 49 851 48,374
148,202 139,231 126,267
- - (5.867)
23.292 - -

(22.048) (4.193) (6,648)

(202) - (267)
. 4416 .
(1.003) (581) (418)
17,805 01,734 8,577

{38.648) (19.762) (14.540)

16,256 15,316 14,431
623 587 553

(55,527) § (35,665) $ (29.524)

3

(1.83) § (1.19) 3 (1.08)

30,399 29,927 27.392




US LEC Corp. and Subsidiaries

Consolidated Statements of Cash Flows
(In Thousands)

2005 2004 2003
QOperating Activities
Net loss § (38,648 § (19.762) § {14.540)
Adjustments 10 reconcile net loss to nei cash used in operating activities:
Depreciation and amortization 50,668 49,851 48,374
Charges related Lo early extinguishment of debt - 4,416 -
Accretion of debt 150 509 628
Accretion of lease exit costs 70 73 -
Other Income (45) 118 255
Recovery for significant receivables, net - - (5.867)
Charge related to carrier access disputes 23.292 - -
Changes in assets and liabitities which provided (used) cash:
Accounis receivable (12,260) (12,451 16,587
Notes receivable (130) - -
Prepaid expenses and other assets 1,436 202 (1,677}
Other assets (24) 1.522 384
Accounis payable {289) 2,712 (1.442)
Deferred revenue 718 473) 1.165
Accrued network costs (8.452) 3.642 (1.864)
Cuslomer commissions payable (4.288) (7.586) 10,695
Other liabilities - noncurrent (392) (881) (352)
Accrued expenses - other 5,950 3,327 2.987
Net cash provided by operating activities 17,736 25,219 55,333
Investing Activities
Purchase of properiy and equipment (34.954) {33,395)  (35.767)
Businesses and assets acquired (34) (2.321) (8.686)
Proceeds from insurance claim 202 - 2,256
Increase {decrease) in restricied cash 148 (8) (5)
Net cash used in investing activities (34,638) (35.724) (42.202)
Firancing Activities
Issuance of common shares - - 9,200
Proceeds from exercise of stock options, warranis, and ESPP 817 1,458 1,312
Proceeds from issuance of subordinated notes and related warrants - - 350
Proceeds from long-term debt - 149.250 -
Payments on long-term debt - (128.330) (6.358)
Payments on notes payable (980} (1.300) -
Payment for deferred loan fees (463) (5.467) (224)
Net cash provided by (used in) financing activities (626) 15,611 4,280
Net (Decrease) Increase in Cash and Cash Equivalents (17.528) 5,106 17.411
Cash and Cash Equivalents, Beginning of Period 48,232 43,126 25.715
Cash and Cash Equivalents, End of Period $ 30,704 S 48232 § 43126
Supplemental Cash Flow Disclosures
Cash Paid for Interest § 17,033 § 7,565 § 8976
Cash Paid for Income Taxes 3 - 3 - 3 -

Supplemental Noncash Investing and Financing Activities:
Al December 31, 2005, 2004, and 2003, $3,537, $7.677 and $1,767. respectively, of property and equipment
additions are included in outstanding accounts payable.
During fiscal year 2003 the Company issued approximately 2.153 shares of common stock in connection with a private
placement offering and the acquisition of Fastnet.

See notes to consolidated financials statements.
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US LEC Corp. and Subsidiaries
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' DEFICIENCY
For the years epded December 31, 2005, 2004 and 2003

{In Thousands)
Common Stock Commen Stock Additional
Class A Class B Pzid-In Retained
Shares Ashount Shares Amount Capital Deficit Total
Balance, December 31, 2002 26,895 $269 - ) - S 78526 S (232.786) §  (153.9%D)
Exercise of stock options and warrants 253 2 379 38
Issuance of ESPP Stock 376 4 949 953
Private Placement of Class A Common Stock 2,000 20 9,180 9,200
Shares Issued Related to Fasinet Acquisition 153 2 998 1.000
Preferred Stock Dividends (14,431} (14.431)
Accretion of Preferred Stock Issuance Fees (553) (553)
Issuance of Wamants {Note 3) 820 820
Net Loss (14,540) (14.530)
Balance, December 31, 2003 29.677 $297 - s - S 90.852 § (262.310) S (171.161)
Exercise of stock options and warrants 227 2 295 297
[ssuance of ESPP Stock 379 4 1,157 [.161
Private Placement of Class A Common Stock 64 64
Preferred Stock Dividends (15.316) (£5.316)
Accretion of Preferred Stock lssuance Fees (587} {387
Net Loss (19.762) (£9.762)
Bajance, December 31, 2004 30,283 $303 - 3 - § 92368 5 (297975 § (205.304)
Exercise of stock options 10 24 24
[ssuance of ESPP Stock 458 4 789 793
Preferred Stock Dividends (16.256) (16.256)
Accretion of Preferred Stock Issuance Fecs (623) (623)
Net Loss (38.648) (38.648)
Balance. December 31, 2005 30,751 $307 - 3 - $ 93,181 3 (353.502) S (260.01%)

See notes 1o consolidated financiai statements
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US LEC Corp. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the vears ended December 31, 2005, 2004 and 2003
(In Thousands, Except Per Share Data)

1, ORGANIZATION AND NATURE OF BUSINESS

The consolidaied financial statements include the accounts of US LEC Corp. and its wholly owned
subsidiaries (the “Company™). All significant intercompany transactions and balances have been eliminated in
consolidation. The Company was incorporated in 1996 and in 1998 completed an initial public offering of its
common stock.

The Company, through its subsidiaries, provides integrated voice, data and Internet services to
approximately 26,000 mid-to-large-sized business customers throughout the eastern United States. The Company
also provides shared Web hosting and dial-up Internet services to approximately 12,000 additional residential and
small business custoiners.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Revenne Recognition - The Company recognizes revenue on telecommunications services in the peried that
the service is provided. Revenue is recognized when earned based upon the following specific criteria: (1)
persuasive evidence of arrangement exists (2} services have been rendered (3) seller’s price to the buyer is fixed or
determinable and (4) collectibility is reasonably assured. US LEC’s revenue is comprised of two primary
components: (1) fees paid by end customers for voice, data and Internet services, and (2) carrier charges primarily
including access and reciprocal compensation. End customer revenue is comprised of monthly recurring charges,
usage charges, and initial non-recurring charges. Monthly recurring charges include the fees paid by customers for
facilities in service and additional features on those facilities. Usage charges consist of usage-sensitive fees paid for
calls made. Initial non-recurring charges consist primarily of installation charges. Access charges are comprised of
charges paid primarily by inter-exchange carriers (‘IXCs™), competitive local exchange carriers (“CLECs”) and
incumbent local exchange carriers (“ILECs™) for the origination and termination of inter-exchange toll and toll-Iree
calls. Reciprocal compensation arises when a local exchange carrier completes a call that originated on another
local exchange carrier’s network. Reciprocal compensation that is earned as revenue from other local exchange
carriers represents compensation for local telecommunications traffic terminated on the Company’s network that
originates on another carrier’s network.

Certain revenues are recorded net of amounts that are due to other parties, primarily customers pursuant to
each respective telecommunications service arrangement with whom the Company is required to share related
access revenue. For the years ended December 31, 2005, 2004 and 2003, revenue amounts allocated under these
arrangements of $2,480, $6.466 and $29,051, respectively. are netted with gross carrier revenues in the
accompanying consolidated financial statements. The Company records these arrangements on a net basis primarily
because of the passage of credit risk to their participating customers. In 2005 and 2004, the amounts payable to
participating customers in connection with these arrangements, and the associated contra revenue, was reduced by
$4,190 and $7,500, respectively, primarily as a result of reductions in amounts collected from carriers for access
revenue and related settlement costs.

When an end customer tenminates its contract with the Company prior to its contractual term, the Company
is entitled to collect an early termination fee from the customer. Revenues associated with early termination fees are
recognized when payment is received. Revenue related to billings in advance of providing services is deferred and
recognized when the servicés are provided.

The Company defers amounts billed for non-recurring installation costs for new contracts with end
customers and with other carriers. The Company is amortizing this revenue over the average initial term of the
related contracts. As of December 31, 2005 and 2004, the Company had $1,228 and $1,595, respectively, of such
installation costs recorded in Deferred Revenue as a current liability on the accompanying Consolidated Balance
Sheets. In addition, the Company had $997 and $1,465 as of December 31, 2005 and 2004, respectively, recorded in
Other Liabilities for the non-current portion of the deferred installation revenue.
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Nenvark Expenses - The Company’s network expenses are comprised primarily of two types of charges:
leased transport charges which comprised approximately 77%, 78%, and 75% of the Company’s network expenses
and usage sensitive charges which comprised approximately 23%. 22% and 25% of the Company’s network
expenses for the years ended December 31, 2005, 2004 and 2003, respectively. The Company’s leased transpon
charges are the lease payments incurred by US LEC for the transmission facilities used to connect the Company’s
customers 1o the Company-owned switch that services that customer, to connect the Company’s network and to
connect to the [LEC and other carrier networks. The Company does not currently own any fiber or copper transport
facilities. These facilities are leased from various providers including, in many cases, the ILEC. Usage sensitive
charges are primarily comprised of charges associated with the Company’s long distance, access charges and
reciprocal compensation owed to other carriers.

The Company accrues network costs based upon management’s estimate of network expenses for periods
for which bills have not yet been received or paid by the Company. Management’s estimate is developed {rom the
number of lines and facilities in service, minutes of use and contractual raies charged by each respective service
provider. Subsequent adjustinents to this estimate resuit when actual costs are billed by the service provider to the
Company.

Cash and Cash Equivalents - Cash equivalents consist of highly liquid investments with original maturities
of three monlhs or less at the time of purchase.

Restricted Cash - The restricted cash balance as of December 31, 2005 and 2004 serves to secure the
Company’s performance of obligations under letters of credit 10 support leases or as deposits in restricted use
accounts. These letiers of credit renew annually.

Accounts Receivable ~The Company maintains an allowance for doubtful accounts for estimated losses
resulting from customers’ or carriers’ failure to make payments on amounts due to the Company. These estimates
are based on a number of factors including [) historical experience, 2) aging of trade accounts receivable, 3}
amounts disputed and the nature of the dispute, 4) bankruptey, 5) general economic, industry or business
information and 6) specific information obtained by the Company on the financial condition and current credit
worthiness of customers or carriers.

Deferred Customer and Nerwork Installation Costs - The Company incurs and capitalizes certain costs in
connection with the required expansion of its elecommunications network infrastruciure to provide service to new
custorners. These costs are comprised of payments for equipment and services provided by external parties in
connecting the telecommunication systems of new customers to the Company’s telecommunication platform as well
as expenditures for expanding the network when customer growth requires capacity enhancements. These two types
of costs are referred to as customer instailation costs and network installation costs, respectively. Customer
installation costs represent incremental direct costs 1o enhance the Company’s telecommunications network to allow
the Company to provide services to new customers under contract. These costs result directly from entering into a
new customer contract and would not have been incurred by the Company had a new contract not been entered into.
These costs are amortized over the average initial term of open contracts, which is currently 30 months.

Network installation costs are paid to local exchange carriers and [XCs for installing circuits and trunks to
insure adequate capacity on the Company’s network to serve existing and new customers. Network installation
costs are amortized over 60 months, the expected useful life of the circuits and trunks that are installed.

Property and Eguipment - Property and equipment is stated at cost less accumulated deprecialion.
Depreciation is computed using the straight-line method over the estimated useful lives of the assets, except for

leasehold improvements as noted below.

The estimated useful lives of the Company’s principal classes of property and equipment are as follows:

Telecommunications switching and other equipment 5 -9 years
Office equipment, furniture and other 5 years
Leasehold improvements The lesser of the estimated

useful lives or the lease term

The Company capitalized $522 and $641 in payroll related costs during the years ended December 31,
2005 and 2004, respectively, in accordance with the AICPA Statement of Position (“"SOP”) 98-1, “Accounting for
the Costs of Computer Software Developed or Obtained for Internal Use.” These costs are amortized over five
years.
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Long-Lived Assets - The Company reviews the carrying value of its long-lived assets for impairment
whenever events or changes in circumstances indicate that the carrying value of these assets may not be recoverable.
Determination of impairment results from a comparison of estimated undiscounted future operating cash flows
anticipated to be generated during the remaining life of the assets with their net carrying value. An impairment loss
would be recognized as the amount by which the carrying value of the assets exceeds their fair value.

Intangible Assets — The Company has intangible assets in the form of goodwill, customer relationships and
marketing related assets. These intangible assets were initially recognized based on their fair values in connection
with acquisitions. Goodwill is tested for impairment on an annual basis at the end of the fiscal year or when there
are indicators that impairment of goodwill may have incurred. Customer relationships and marketing assets are
amortized on a straight-line basis over their estimated useful lives, ranging from 3-5 years at approximately $2,000
per year beginning in 2004. These intangible assets that are subject to amortization are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. Included in
Other Assets in the accompanying consolidated balance sheets are other identifiable intangible assets (primarily
customer relationship and marketing related assets) and goodwill of $4,873 and $651, and $7,309 and $651 as of
December 31, 2005 and 2004, respectively.

Debr [ssuance Cost - The Company capitalizes costs associated with securing long-term debt and amortizes
such costs over the term of the debt agreement using the straight-line method which approximates the interest
method. The Company had deferred debt issuance costs (net of accurnulated amortization of $1,411 and $281) of
$4,592 and $5,273 as of December 31, 2005 and 2004, respectively, recorded in other assets on the accompanying
consolidated balance sheets that are being amortized over the life of the related debt agreement. (See Note 3)

Fair Value of Financial Instruments - Management believes the fair values of the Company’s financial
instruments, including cash equivalents, restricted cash, accounts receivables, accounts payable, and accrued
network costs approximate their carrying value. In addition, because long-term debt consists of variable rate
instruments, management believes the carrying values approximate fair values.

Income Taxes - Income taxes are provided for temporary differences between the tax and financial
accounting basis of assets and liabilities using the liability method. The tax effects of such differences, as reflected
in the balance sheet, are at the enacted tax rates expected 10 be in effect when the differences reverse. Valuation
allowances are established when necessary to reduce deferred tax assets to the amount expected to be realized and
are reversed at such time that realization is believed to be more likely than not.

Concentration of Risk - The Company is exposed to concentration of credit risk principally from trade
accounts receivable due from end customers and carriers. The Company’s end customers are located in the eastern
United States. The Company performs ongoing credit evaluations of its end customers but does not require collateral
deposits from a majority of its end customers. The Company is exposed to additional credit risk due to the fact that
the Company’s most significant trade receivables are from a few large telecommunications carriers,

The Company is dependent upon certain suppliers for the provision of telecommunications services to its
customers. The Company has executed interconnection agreements for all states in which it provides local phone
service.

Use of Estimates - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and the disclosure of contingent assets and [iabilities at the date
of the financial statements. Actual results could differ from those estimates. Significant estimates relate to revenue
recognition, the allowance for doubtful accounts receivable, estimated end customer contract life, the valuation of
intangible assets, accrual of network costs payable to other telecommunications entities, including estimated
amounts accrued for pending disputes with other carriers, income tax valuation allowance, and conclusions
regarding the impairment of and the estimated useful lives of fixed assets. Any difference between the amounts
recorded and amounts ultimately realized or paid will be adjusted prospectively as new facts become known.

Advertising - The Company expenses advertising costs in the period incurred. Advertising expense
amounted to $3,415, $2.489 and $1,628 for 2005, 2004 and 2003, respectively.
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Stock Based Compensation - The Company measures the compensation cost of its stock plans under the
provisions of Accounting Principles Board (APB) Opinion No. 25, "Accounting for Stock Issued to Employees". as
permitted under Statement of Financial Accounting Standards (SFAS) No. 123, "Accounting for Siock-Based
Compensation”. Under the provisions of APB No. 25, compensation cost is measured based on the intrinsic value of
the equity instrument awarded. Under the provisions of SFAS No. 123, compensation cost is measured based on the
fair value of the equity instrument awarded.

Had compensation cost for the employee stock plans been determined consistent with SFAS No. 123, the
Company's net loss and net loss per share would approximate the following proforma amounts:

2005 2004 2003

Net loss, as reported S (38,648) S (19.762) S (14,540)
Preferred dividends (16,256) (15.316) {14.431)
Accretion of preferred stock issuance fees {623) (587) (553)
Net loss attributable to common stockholders, as reported (55.527) (35,665) (29,524)
Add: Stock-based employee compensation expense included in
repoerted nel income - - -
Deduct: Total stock-based employee compensation expense
determined under fair value based method lor all awards (1,.823) (6,357) (8.174)
Pro forma net loss $ (573500 § (42022 § (37.698)
Weighted average shares outstanding 30,399 29,927 27,392
Net loss per share:

Basicand diluted, as reported $ (1.83) § (L.19) § (1.08)

Basic and diluted, pro forma 3 (1.89) § (1.40y § (1.38)

The Company estimated the fair value for stock options using the Black-Scholes meodel assuming no
dividend yield; volatility of 80%, an average risk-free interest rate of 4.35%, 3.63%, and 3.25% for 2005, 2004 and
2003, respectively, an expected life of 5.1, 5.1, and 5.2 years for 2005, 2004 and 2003, respectively. The weighted
average remaining contractual life of stock options outstanding at December 31, 2005 was 7.6 years.

The company estimated the fair value of the Employee Stock Purchase Plan for 2003, using the Black-
Scholes model assuming no dividend yield, volaiility of 80%, an average risk-free interest rate of 3.72%, and an
expected life of 0.5 years.

Reclassifications — Certain reclassifications have been made to 2003 and 2004 amounts to conform to the
2005 preseniation,

Recent Accounting Pronouncements — In December 2004, the FASB issued SFAS No. 123R which requires
the measurement of all employee share-based payments to employees, including grants of employee stock options,
vsing a fair-value-based method and the recording of such expense in the Company’s consolidated statements of
income. The accounting provisions of SFAS No. 123R are effective for annual reporting periods beginning after
June [5, 2005. The Company was required to adopt SFAS No. 123R on January [, 2006. The pro forma disclosures
previously permitted under SFAS No. 123 no longer will be an alternative to financial statement recognition. See
"Stock-Based Compensation” above for the pro forma net income and net incoine per share amounts, for fiscal 2003
through fiscal 2005, as if the Company had used a fair-value-based method similar to the methods required under
SFAS No. [23R to measure compensation expense for employee stock incentive awards.

[n February 20086, the Company announced a voluntary stock option exchange offer for current employees
and directors that are holding stock options granted prior to January 1, 2006 (the “2006 Exchange Offer”). Unless
extended, the 2006 Exchange Offer will expire on March 27, 2006. Immediately following the expiration of the
2006 Exchange Offer the Company will grant new options for exchange and cancel the tendered options. Options
covering a total of 4,575 shares are eligible for exchange in the offer.  The exercise price of the new options will be
the average closing price per share of US LEC’s common stock on the NASDAQ National Market for the five
consecutive trading days immediately before the expiration date of the 2006 Exchange Offer of March 27, 2006 or
later if the offer is extended.
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Based on the fair market value of the Company’s stock options on March 1, 2006, unearned compensation
relating 1o stock options as calculated using SFAS No. 123 R, and in consideration of the impact of the 2006
Exchange Offer, approximates $7.2 million. This amount, which assumes that all eligible options accepted for
exchange, will be amortized over 4 years beginning when the Exchange offer is completed. This unearned
compensation amount does not include the impact of any subsequently issued options, and will alse be impacted by
changes in the market value of the Company’s stock for the five conseculive trading days immediately before the
expiration date of the 2006 Exchange Offer of March 27, 2006 or later if the offer is extended.

In March 2003, the FASB issued FIN 47, "Accounting for Conditional Asset Retirement Obligations, an
interpretation of FASB Statement No. 143, Accounting for Asset Retirement Obligations."” FIN 47 requires an entity
to recognize a liability for the fair value of a conditional asset retirement obligation when incurred if the liability's
fair value can be reasonably estimated. This interpretation is effective for fiscal years ending after December 15,
2005. This interpretation did not have a material effect on the Company’s financial position or results of operations
for the year ended December 31, 2005. Management does not expect it to have a material impact in the near future.

3. ACQUISITIONS

On November 10, 2004, the Company acquired the majority of the assets of StarNet, Inc., a nationwide
provider of dial-up Inlernet access and telephony services to Intemet Service Providers (ISPs), in a transaction
accounted for using the purchase method of accounting. The purchase price included $1.200 in cash and the
issuance of a 3980 note payable. Along with the assumption of certain liabilities and direct costs of the acquisition
of $209, the total consideration was $2,389. The results of operations of StarNet have been included in the
accompanying consolidated financial statements since the acquisition date. Total consideration was allocated as
follows:

December 31,
2004
Current assets S 980
Current liabilities (696)
Property and equipment %6
ldentifiable intangible assets 2,009

3 2,389

The identifiable intangible assets consist of customer relationship and marketing related assets that are
amortizable over 3 -5 years.

On December 15, 2003, the Company acquired the broadband and dial-up Internet access, co-location, and
managed hosting business units of FastNet in a transaction accounted for using the purchase method of accounting.
This acquisition was funded by a portion of the proceeds of the November 2003 private placement of common stock
that raised 310,000. The purchase price of Fastnet included $5,906 in cash, [53 shares of Class A common stock
with a fair market value of $1,000 and a $1,356 note payable, which included final post closing adjustments
pursuant to the purchase agreement recorded in 2004. Along with the assumption of certain liahilities, cure
payments to third party creditors of $900 and direct costs of the acquisition of $854, the total consideration was
$9,960.
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On January 15, 2003, the Company acquired certain assets including the ISP customers of Eagle
Communications, Inc. (“Eagle™) in Georgia, Florida, North Carolina and Tennessee, and assumed certain operating
liabilities in a transaction accounted for using the purchase method of accounting. The purchase price of Eagle was
$3,000 consisting of $1,250 paid in cash, and $1.750 of senior subordinated notes with warrants to purchase 921
shares of the Company’s Class A common stock at an exercise price of $1.90 per share. In connection with Lhe
refinancing of its debt in 2004, the Company paid in full the $1,750 of senior subordinated notes. The Company
allocated the majority of the purchase price to the acquired customer related asset and is amortizing this asset over a
three year period representing the estimated period of benefit. As of December 31, 2004, there was $918 of net
carrying value of this customer related asset, which is included in other assets in the accompanying consolidated
balance sheets. This asset was fully amortized as of December 31, 20035.

4. PROPERTY AND EQUIPMENT

Property and equipment at December 31, is summarized by major class as follows:

2005 2004
Telecommunications and other equipment 5 257,710 8 234,524
Office equipment, furniture and other 101.596 97,079
Lcasehold improvements 30.937 30.862
390,243 362,465
Less accumulated depreciation and amortization (245,893) {203,848)
Total $ 144,350 $ 158,617

5. LONG-TERM DEBT

On September 30, 2004, the Company privately placed $150,000 in aggregate principal amount of Second
Priority Senior Secured Floating Rate Notes due 2009. The notes were issued at a price of 99.5% and bear interest
at an annual raie of the six-month London [nterbank Offered Rate (“LIBOR™) plus 8.50%. In December 2004, the
Company completed an exchange of the privately placed notes for publicly registered notes with substantially
identical terms (the “Notes™). Interest on the Notes is reset semi-annually and is payable on April 1 and October |
of each year. The interest rate for the six-month period ending April 1, 2006 is approximately 12.72%. The maturity
date of the Notes is October |, 2009. The Notes are guaranteed by all of the Company’s subsidiaries and are
secured on a second priority basis by substantially all of the assets of the Company and its subsidiaries, including the
capital stock of the Company’s subsidiaries. Each subsidiary guarantor is 100% owned by US LEC Corp. (the
“Parent™), the guarantees are full and unconditional, the guarantees are joint and several, the Parent has no
independent assets, and the Parent is not restricted in obtaining funds from its subsidiaries in the form of dividends
or loans,

The indenture governing the Notes contains covenants which, subject to certain exceptions, limit the ability
of the Company and its subsidiaries 10 incur additional indebtedness, engage in certain asset sales, make certain
types of restricted payments, engage in transactions with affiliates and create certain liens on the assets of the
Company or its subsidiaries. The Company was in compliance with all such covenants as of December 31, 2005.
Upon a change of control, the indenture requires the Company to make an offer to repurchase the Notes at 101% of
the principal amount, plus accrued interest. The indenture allows the Company to redeem the Notes at redemption
prices of 105.5%, 103.5% and 100.0% of the principal amount during the 12-month period beginning on October |
of the years 2006, 2007 and 2008 and thereafter, respectively. Debt issuance fees associated with the Notes totaled
$5,554 and are being amortized through the maturity date of October 1, 2009. Unamortized debt issuance fees
related 1o the Notes are $4,162 as of December 31, 2005, and are included in the accompanying balance sheet in
Other Assets.

The Company used a majorily of the net proceeds from the sale of the Notes to repay in full $120,325
under its senior credit facility and $6,750 on its senior subordinated notes. The Company also paid $2,071 in
additional interest due on the deferred portion of the senior credit facility term loan which included a $253
termination amount. The senior credit facility was terminated and all of the senior subordinated notes were retired
following repayment of the outstanding indebtedness. Unamortized debt issuance fees totaling $2,375 refated 10 the
senior credit facility and the senior subordinated notes and the remaining unamortized discount on the subordinated
notes of $2,041 were expensed in 2004 and are included in Charges Related to Early Extinguishment of Debt on the
Consclidated Statements of Operations.
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In October 20035, the Company entered into a $10.000 secured revolving credit facility. The credit facility
matures in August 2009. The interest rate for any advances under the credit facility is a floating rate based, at the
Company’s option, on either the lender’s prime rate plus .25% or LIBOR plus 2.25%. As of December 31, 2005,
there were no advances under the credit facility. The facility is secured by a first priority security interest in
substantially all of the Company’s assets, including the stock of our subsidiaries. Debt issuance fees associated with
the credit facility totaled $450 and are being amortized through the maturity date in August 2009. Unamortized debt
issuance fees related to the Notes are $430 as of December 31, 2005.

6. SERIES A MANDATORILY REDEEMABLE CONVERTIBLE PREFERRED STOCK

On April 11, 2000, the Company issued $200,000 of its Series A Mandatorily Redeemable Convertible
Preferred Stock (the "Series A Preferred Stock") to affiliates of Bain Capital (*Bain™) and Thomas H. Lee Partners,
L.P. (“THL™). The Series A Preferred Stock earns dividends on a cumulative basis at an annual rate of 6%, payable
quarterly, and al the Company’s option, in cash or shares of Series A Preferred Stock through April 11, 2010, All
such dividends through December 31, 2005 have been paid in shares of Series A Preferred Stock. In addition, the
Series A Preferred Stock participates on a pro rata basis in any dividends payable to common sharcholders. As of
December 31, 2005, the Company had declared and accrued 381,167 in Series A Preferred Stock dividends. In the
event of any liquidation, dissolution or other winding up of the affairs of the Company, the holders of Series A
Preferred Stock are entitled to be paid in preference to any distribution to holders of junior securities, an amount in
cash. equal to $1,000 per share plus all accrued and unpaid dividends on such shares.

The holders of the shares of Series A Preferred Stock may convert all or a portion of their shares into shares
of Class A Common Stock at a set conversion price, subject to adjustment for certain dilutive events. The initial
conversion price of $35 per share has been adjusted to approximately $28 per share as of December 31, 2005
pursuant to the anti-dilution provisions of the Series A Preferred Stock. The holders of the Series A Preferred Stock
may also convert all or a portion of their shares into Class A Common Stock at the then adjusted conversion price
prior to April 11,2010 in the eveni of a change in control. Each holder of the Series A Preferred Stock may redeem
all or a portion of their Series A Preferred Stock at a price equal to 101% of $1,000 per share plus all accrued
dividends on such shares after the occurrence of a change in control and for a period of 60 days following such
event. Each share of the Series A Preferred Stock is entitled to one vote per share of Class A Common Stock into
which it could have been converted on the record date for determination of stockholders entitled to notice of and to
vote at the Company’s annual stockholders meeting. The Company may redeem all of the outstanding shares of
Series A Preferred Stock, at a price equal to $1,000 per share plus all accrued and unpaid dividends on such shares,
but only if the market price of a share of Class A Common Stock for 30 consecutive trading days during the 90 day
period immediately preceding the date of the notice of redemption is at least 150% of the then effective conversion
price and the market price of a share of Class A Common Stock on the redemption date is also at least 150% of the
then effective conversion price. All outstanding shares of the Series A Preferred Stock, including the shares of
Series A Preferred Stock issued as in-kind dividends, are subject to mandatory redemption on April 11, 2010.

Proceeds to the Company, net of commissions and other transaction costs, were approximately $194.000.
The Company incurred $6,240 in expenses related to the issuance of the Series A Preferred Stock. The carrying
amount of the Series A Preferred Stock will be accreted to its redemption amount over its life. As of December 31.
20035 and 2004, the unaccreted redemption amount was of $3,130 and 33,753, respectively.

7. COMMITMENTS AND CONTINGENCIES

The deregulation of the telecommunications industry, the implementation of the Telecommunications Act
of 1996 (“Telecom Act™) and the distress of many carriers in the wake of the downturn in the telecommunications
industry have involved numerous industry participants, including the Company, in disputes, lawsuits, proceedings
and arbitrations before state and federal regulatory commissions, private arbitration organizations such as the
American Arbitration Association, and courts over many issues important to the financial and operational success of
the Company. These issues include the interpretation and enforcement of existing interconnection agreements, the
terms of new interconnection agreements the Company may enter into, operating performance obligations, inter-
carrier compensation, access rates applicable to different categories of traffic, including traffic originating from or
terminating to cellular or wireless users, the jurisdiction of traffic for inter-carrier compensation purposes, the
services and facilities available to the Company, the price the Company will pay for those services and facilities and
the regulatory treatment of new technologies and services. The Company anticipates that it will continue to be
involved in various disputes, lawsuits, arbitrations and proceedings over these and other material issues. The
Company anticipates also that further legislative and regulatory rulemaking will occur—on the federal and staie
level—as the industry deregulates and as the Company enters new markets or offers new products. Rulings adverse
to the Company, adverse legislation, new regulations or changes in governmental policy on issues material to the
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Company could have a material adverse effect on the Company’s financial condition or resulis of its operations.
Revenue recognized and amounts recorded as allowances for doubtful accounts in the accompanying financial
statements have been determined considering the impact, if any, of the items described below. Currently, the
Company is involved in several legal and regulatory proceedings including the following, which, if resolved
unfavorably to the Company, could have a material adverse effect on US LEC’s results of operations, cash flow and
financial position.

Disputed Access Revenues —-On April 27, 2001, the Federal Communications Commission (“FCC™)
released its Seventh Report and Order and Further Notice of Proposed Rulemaking (the “Seventh Report and
Order™) in which it established a benchmark rate at which a CLEC’s interstate access charges would be presumed to
be reasonable and which CLECs could impose on IXCs. Several requests for reconsideration were filed addressing
various aspects of the Seventh Report and Order. The FCC resolved those requests in the Eighth Report and Order
and Fifth Order on Reconsideration released on May 18, 2004 (“Eighth Report and Order”) in ways that, except as
noted below, do not affect the Company.

The Seventh Report and Order provides some certainty as to the Company’s right to bill [XCs for interstate
access at rates at or below the FCC-set benchmark rate even though, up until June 20, 2004, those rates might have
been above those tariffed by the ILECs. Notwithstanding the apparent certainty created by the Seventh Report and
Order, its effect on the Company continues to depend on how it is interpreted and enforced. Carrier access revenue,
including revenue for traffic originating from wireless carriers’ end users, accounted for approximately 9% of the
Company's revenue for the year ended December 31, 2005. If the Seventh Report and Order is interpreted or
enforced in a manner adverse to us, such result could have a material adverse effect on the Company.

In September 2002, the Company filed a Petition for Declaratory Ruling asking the FCC to reaffirm the
FCC’s prior position that access charges can be collected by local exchange carriers in connection with calls
originating or terminating on the networks of wireless carriers. In the Eighth Report and Order, the FCC announced
a progpective rule that confirmed a CLEC’s right to bill for calls from other than its own end users as long as it bills
only for the components of the access service that it provides. Addressing prior billings for wireless traffic as
requested in the Company's Petition, the FCC made it clear that it had not been unreasonable for a CLEC to bill an
IXC at the benchmark rates provided that the CLEC's charges were otherwise in compliance with and supported by
its tariff, and the wireless carrier had not separately billed the IXC for those services. In light of that decision, the
Company withdrew its petition as moot.

Notwithstanding the prospective nature of the Eighth Report and Order, several [XCs continued to dispute
interstate and intrastate access charges that the Company billed them for wireless traffic, with some electing to
withhold current payments, in whole or in part, pending resolution of their disputes. One dispute remains in
litigation. In January 2005, the Company filed suit against Qwest Communications Corporation (“Qwest”) in the
U.S. District Court in North Carolina for collection of unpaid interstate and intrastate access charges. Qwest filed a
counterclaim, later amended, alleging breach of contract, unjust enrichment, fraud, negligent misrepresentation and
breach of North Carolina’s Unfair and Deceptive Trade Practices Act based on the Company’s billing for wireless
traffic. The Company disputes carriers’ practice of withholding partial payments and, further, believes that its access
billing was and remains consistent with industry practice as reflected in the FCC’s Eighth Report and Order and the
Company's tariffs. Access was provided by the Company and billing rates were based on the interstate and intrastate
tarriffed rates or contracts with carriers as applicable. The Company intends to continue to defend vigorously
against Qwest’s challenges to its billing of access charges and to pursue vigorously collection of unpaid access
charges. however, at this time, given the uncertainties of litigation, the Company cannot predict when or how the
dispute with Qwest will be resolved. In April 2005, the Company filed suit against MCI, LLC (*MCI™) 1o collect
amounts for access charges for wireline and wireless calls. MCI filed a counterclaim alleging breach of federal and
state tariff obligations and seeking a return of access charges previously paid to the Company for wireless traffic.

Pricr to 2005, the Company established reserves against carrier receivables in response to disputes by 1XCs
related to interstate and intrastate access charges, including charges related to wireless traffic. These reserves were
primarily established for billings to these carriers for periods prior to the effective date of the Eighth Report and
Order in June 2004 and were based upon the Company's assessments of collectibility at that time, including
information related to the Company's historical experience of settling access disputes with other carriers. The
Company increased this reserve over the period from June 30, 2004 through September 30, 2005 based upon
developing information as to the potential amount of disputed carrier traffic.
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As of September 30, 2005, carriers disputing the Company’s billing of access for wireless traffic, and
withholding payments for that traffic, accounted for approximately $30.0 million of the Company’s net receivable
balance afier the impact of the reserve balance at that date. Of the total reserve recorded at September 30, 2005 for
all customer and carrier receivables in the amount of $10.9 million, $7.4 million was associated with the total

receivables related to all carriers. The majority of the carrier receivable and related reserve balances at that date
related Lo wireless carrier disputes.

Substantive settlement discussions including potential terms of settlement began with MCI in November
and December 2005. As a result, the litigation with MCI, and a similar dispute with Sprint that existed as of
December 31, 2005 have been resolved by agreement of the parties in February 2006. Going forward, the Company
expects to receive paymenis from these carriers on a timely basis with no further dispute on the seitled issues. After
taking into account the impact of the settlements including the related cash receipt of approximately $9.0 million in
the first quarter of 2006, the Company’s estimate of the resolution of the other unresolved disputes, the Company
took a one-time non-cash charge of approximately $23.3 million in the fourth quarter of 2005. We believe, based on
the facts known at this time that the reserves reflected on our balance sheet as of December 31, 2005 for unresolved
disputes {including the Qwest maiter noted above) are adequate to account for their ultimate resolution.

In addition, in light of the general conditions prevailing in the telecommunications industry, there is a risk
of further delinquencies, nonpayment or bankruptcies by other telecommunications carriers that owe outstanding
amounts derived from access and facility revenues we have billed. Such events, in the aggregate, could have a
material adverse effect on the Company’s performance in future periods. We are unable to predict such events at
this time.

Reciprocal Compensation — On April 27, 2001, the FCC released an Order on Remand and Report and
Order (the “Remand Order”} addressing inter-carrier compensation for traffic terminated to 1SPs. The interpretation
and enforcement of the Remand Order has been, and will likely continue to be, an important factor in the
Company’s efforts to collect reciprocal compensation for 18P-bound traffic. In the Remand Order, the FCC
addressed a number of important issues, including the rules under which carriers are to compensate each other for
traffic terminated to ISPs and the rates applicable for ISP-bound traffic as well as traffic bound to other customers.

While the Remand Order provides greater certainty about the Company’s right to bill for wraffic terminated
to 1SPs, the effect of the Remand Order on the Company will depend on how it is interpreted and enforced. In
particular, there are uncertainties as to whether the limitations on growth of ISP traffic in the Remand Order, which
was subsequently removed, will survive legal challenge.

On May 3, 2002, the D.C. Circuit rejected the FCC’s legal analysis in the Remand Order and remanded the
order to the FCC for further review (the “Second Remand™), but the D.C. Circuit did not vacate the Remand Order.
As such, the ISP compensalion structure established by the FCC in the Remand Order remains in effect. It remains
unclear whether, how or when the FCC will respond to the Second Remand, and how the Remand Order will be
interpreted in light of the Second Remand

On October §, 2004, the FCC adopted an order in response to a July 2003 Petition for Forbearance filed by
Core Communications ("Core Petition") asking the FCC to forbear from enforcing the rate caps. growth caps, new
market rules and mirroring rules of the Remand Order. The FCC granted the Core Petition with respect to growth
caps and the new markets rule, but denied the Petition as to the rate caps and mirroring rules ("Core Order"). The
decision has been appealed to the D.C. Circuit.

If the Remand Order or the Second Remand or the Core Order were to be interpreted in a manner adverse
to the Company on all or any of the issues, or if the Remand Order is modified as a result of the Second Remand or
other pending or new legal challenges, it could have a material adverse effect on the Company’s ability to collect
reciprocal compensation for 1SP-bound traffic.

In addition, the FCC has an open proceeding to address rules for intercarrier compensation that could result
in changes to current rules governing what traffic is compensable and at what rates, including compensation for
traffic to ISPs, so it remains unclear at this time whether or how the Remand Order or the Core Order will be
interpreted and enforced. Although reciprocal compensation accounted for only 2% of the Company’s revenue for
the year ended December 31, 2005, if the FCC were to significantly change its policy for this traffic, and if such
changes were approved by the courts, it could have an adverse impact on the Company’s ability to bill carriers for
reciprocal compensation.
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Legislation — Periodically, legislation has been introduced in Congress to alter or amend the Telecom Act,
which opened local telephone markets for competition and outlines many of the ground rules pursuant to which
ILECs and CLECs operate with respect 1o each other. Additional efforts are underway to alter, amend or re-write
the Telecom Act, with bills having been introduced in both the House and Senate that are aimed at further relaxing
the regulation of ILECs and at creating new frameworks to govern the provision of so-called broadband services.
The Company cannot predict whether or when any particular piece of legistation will become law or how the
Telecom Act might be modified. The passage of legislation amending the Telecom Act could have a material
adverse effect on the Company’s future operations and its future financial results.

Similarly, some ILECs have introduced legislation in various state legislatures aimed at minimizing or
eliminating entirely the extent to which those ILECs are regulated by state PUCs. The Company anticipates that
additional elforts will be made in the state legislatures to alter or amend the oversight of ILECs and ILEC services in
those states. The Company cannot predict whether any particular piece of legislation will become law and how it
will impact the provision of telecommunications in a particular state. The passage of legislation altering PUCs'
jurisdiction over ILECs in any number of staies could have a material adverse effect on the Company's future
operations and its future financial results.

Interconnection Agreements with [LECs — The Company has agreements for the interconnection of its
networks with the networks of the [LECs covering each market in which US LEC has installed a swiiching platform.
US LEC may be required to negotiate new interconnection agreements as it enters new markets in the future. In
addition, as its existing interconnection agreemenis expire, it will be required to negotiaie extension or replacement
agreements. The Company concluded interconnection arbitrations with Verizon in 2002 in order to obtain new
interconnection agreements on terms acceptable to the Company. The Company has filed new agreements in several
Verizon states based on the decisions of the PUCs in those states. [n February 2004, Verizon filed petitions with
several state commissions asking those Commissions to arbitrate the terms of an amendment to ils interconnection
agreements addressing the triennial review order (“TRO™), and subsequently amended the petitions asking those
Commissions to address the terms of the Triennial Review Remand Order (“TRRO™) in the arbitrations as well.
Verizon has asked each Commission to consolidate arbitrations against a number of CLECs and CMRS carriers,
including US LEC. The Company has received a decision in one of the TRRO arbitration cases, and is negotiating a
conforming amendment with Verizon, and is awaiting the decisions of three other Commissions in the proceedings
in which it actively participated. There can be no assurance that the Company will successfully negotiate,
successfully arbitrate or otherwise obtain such additional agreements or amendments for interconnection with the
ILECs or renewals of existing interconnection agreements on terms and conditions acceptable to the Company.

Interconnection with Other Carriers - The Company anticipates that as its interconnections with various
carriers increase, the issue of seeking compensation for the termination or origination of traffic whether by
reciprocal arrangements, access charges or other charges will become increasingly complex. The Company does not
anticipate that it will be cost effective to negotiate agreements with every carrier with which the Company
exchanges originating and/or terminating traffic. The Company will make a case-by-case analysis of the cost
effectiveness of committing resources to these interconnection agreements or otherwise billing and paying such
carriers.

Other Litigation - We are involved, and expect to continue to be invelved, in other proceedings arising out
of the conduct of the Company’s business, including litigation with other carriers, employment related lawsuits and
regulatory proceedings. The results of these matters cannot be predicted with certainty, and an unfavorable
resolution of one or more of these matters, including the matters specifically discussed above, could have a material
adverse effect on the Company’s business, financial condition, results of operations, cash flows and business
prospects.

Leases - The Company leases all of its administrative and swilch sites under operating lease arrangements,
Total rent expense on these leases amounted to $8.839, $8.721 and $8,323 in 2005, 2004 and 2003, respectively,
Primarily all of the Company’s restricted cash balances as ol December 31, 2005 and 2004 serves as collateral for
letters of credit for some of these office leases.
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Future minimum rental payments under operating leases having initial or remaining non-cancelable lease
terms in excess of one year are as follows:

2006 3 8,772

2007 8.865
2008 8,845
2009 8,425
2010 4,393
Beyond 4.463
) 43,763

Indemmifications - On March 31, 2001, the Company, Richard T. Aab, the Company’s Chairman,
controlling shareholder at that time and the indirect controlling owner of Metacomm, and Tansukh V. Ganatra, the
Company’s former Vice Chairman and Chief Executive Officer, reached an agreement in principle to effect a
recapitalization of the Company and to resolve Mr. Aab’s commitment that Metacomm would fully satisfy its
obligations to the Company for facilities, advances and interest. This transaction was closed on August 6, 2001.
Under the agreement, the following events occurred: {1) Mr. Aab made a contribution to the capital of the Company
by delivering to the Company for cancellation 2,000 shares of Class B Common Stock, (2) Mr. Aab and Mr. Ganatra
converted all of the then remaining and outstanding shares of Class B Common Stock - a total of approximately
14,000 such shares were outstanding after the 2,000 shares were cancelled - into the same number of shares of Class
A Common Stock. As set out in the articles of incorporation, Class B Shares that have been converted to Class A
cannot be reissued, (3) the Company agreed to indemnify Mr. Aab for certain adverse tax effects, if any, relating to
the Company's treatment in its balance sheet of the amount of the Metacomm obligation as a distribution to
shareholder, and (4) the Company agreed to indemnify Mr. Ganatra for certain adverse tax effects, if any, from the
conversion of his Class B shares to Class A shares. The Company has not recorded a liability associated with these
indemnifications as management has concluded that as of December 31, 2003, it is not probable that any amounts
would be payable.

8. INCOME TAXES

The reconciltation of the statutory federal income tax rate to the Company's federal and state overall
effective income tax rate is as follows:

2005 2004 2003
Statutory federal rate (35.00)% (35.00% {35.00)%
State income taxes - - -
Change in valuation allowance 3499 35.24 33.60
Miscellaneous 0.01 (0.24) 1.40
Effective tax rate 0% 0% 0%
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Deferred income taxes reflect the net tax effects of the lemporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant
components of the Company's deferred tax assets and liabilities as of December 31, 2005 and 2004 are as follows:

2005 2004

Deferred tax assets:;

Net operating loss carryforward 8 134,597 3 122,346

Accrued expenses 3.395 5,253
Deferred tax assets 137,992 127,599

Less: Valuation Allowance (108,995) (94,312)

Total deferred tax assets 28,997 33,287
Deferred tax liabilities:

Net deferred revenues 1,549 1,404

Depreciation and amortization 24,721 29,451

Capitalized salaries and interest 2,327 2,432

Total deferred tax liabilities 28,997 33,287
Net Deferred Taxes $ - 3 -

For the years ended December 31, 2005 and 2004, a valuation allowance has been provided against the net
deferred tax assets since management cannot conclude, based on the weight of available evidence, that it is more
likely than not that such assets will be ultimately realized. The Company has recorded a current deferred tax
liability and a non-current deferred tax asset (included in other assets), both in the amount of $2.792.

At December 31, 2005, the Company had net operating loss carryforwards for federal and state tax
purposes of approximately $316,664. Such losses begin to expire for federal and state purposes in 2017 and 2012,
respectively.

9. EMPLOYEE BENEFIT PLAN

The Company has a 401(k) savings plan under which employees can contribute up to 15% of their annual
salary. For 2005, 2004, and 2003, respectively, the Company made matching contributions to the plan totaling
31,264, $527 and $487 based on 50% of the first 6% of an employee’s compensation in 2005, and 25% of the first
6% of an employee’s contribution to the plan in 2004 and 2003.

10. STOCKHOLDERS’ DEFICIENCY

Common Stock — The holders of the Class A Common Stock are entitled to one vote per share in the
election of the members of the Board of Directors.

Employee Stock Purchase Pian — In May 2000, the Company’s sharcholders approved and the Company
adopted the Employee Stock Purchase Plan (the "ESPP"). The ESPP provides for specified offering periods
(initially the period from the effective date to December 31, 2000 and thereafter, the six month periods between
January and June and July and December of each respective year) during which an eligible employee is permitted to
accumulate payroll deductions in a plan account for the purchase of shares of Class A Common Stock. Substantially
all employees may elect to participate in the ESPP by authorizing payroll deductions in an amount not exceeding ten
percent (10%) of their compensation payable during the offering period, and not more than $25 annually. The
purchase price per share will be the lower of 85% of the market value of a share as of the first day of each offering
period or 85% of the market value of a share as of the last day of each offering period. The ESPP was amended in
May 2005 to increase the number of shares issuable under the ESPP by 1,000. The Company is presently authorized
to issue 3,000 shares of common stock under the amended ESPP of which 554 were available for issuance as of
December 31, 2005. The Company issued share amounts of 247, 211, 196 and 183 shares at a purchase price of
approximately $1.45, $2.06, $2.70 and $3.45 per share, respectively, which represents a 15% discount to the closing
price on December 31, 2005, June 30, 2005, December 31, 2004 and June 30, 2004, respectively.

Stock Option Plan - In January 1998, the Company adopted the US LEC Corp. 1998 Omnibus Stock Plan
(the “Plan”). The Plan was amended in May 2005 to increase the number of shares issuable under the Plan by
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2,000. Under the amended Plan, 7,000 shares of Class A Common Stock have been reserved for issuance for stock
options, stock appreciation rights, restricted stock, performance awards or other stock-based awards of which 1,946
were available for grant at December 31, 2005. Options granted under the Plan are at exercise prices determined by
the Board of Directors or its Compensation Committee. For incentive stock options, the option price may not be less
than the market value of the Class A common stock on the date of grant (110% of market value for greater than 10%
stockholders).

In December 2002 the Company announced a voluntary stock option exchange offer for the holders of
stock options with an exercise price of $4.00 or more. Options covering a total of 3,231 shares were eligible for
exchange in the offer. Immediately following the expiration of the offer on January 29, 2003, the Company
accepted for exchange eligible options tendered to it for 2,857 shares of Class A common stock and canceled all of
these eligible options. The Company granted the new options on August [, 2003, The exercise price of the new
options issued in the exchange was $4.06 per share, the fair value on the date the new options were granted.

A summary of the option and warrant activity is as follows:

Options Warrants

Weighied Weighted Weighted

Average Average Average

Exercise Fair Value Exercise

Number of  Price Per al Date Number of Price Per

Shares Shares of Grant Warrants Warrant

Balance at December 31, 2002 4,021 % 906 2775 % 200

Granted at fair market value 3853 0§ 408 § 284 947 5§ 202

Exercised 107y S 3.13 (226) § 1.96
Forfeited or cancelled (3,165) & 1047 - -

Balance at December 31, 2003 4,602 S 4.05 349 % 2.01
Granied al fair market value 509 S 427 % 2.85 - -

Exercised 8% § 333 (184 % 1.90
Forleited or cancelled 21 § 4.0l - -

Batance at December 31. 2004 4748 S 4.09 3312 § 201
Graated at fairmarket vatue 522 % 2.32 ) 1.57 - -
Exercised ® § 243 - ) -
Forleited or cancelled (358) $  4.19 - -

Balance at December 31, 2005 4903} § 3.90 3,312 $  2.01

A summary of the range of exercise prices and weighted average remaining lives for options and warrants
outstanding and exercisable at December 31, 2005 is as follows:

Options Quistanding
Number of  Weighted Weighted Number of  Weighted
Range of Options  Avg. Remaining Avg. Exercise Options  Avg. Exercise
Exercise Price Outsianding Contractual Life Price Exercisable Price
Options granted a1 fair market
value:
$1.74 -2.34 543 8.8 years 5 2.19 80 % 2.06
2.40-3.30 351 8.3 years 3.00 131 3.04
3.41-3.41 333 3.4 years 341 333 341
3.44 -4.05 364 7.4 years 3.74 195 3.66
4,06 - 4.06 2,561 7.6 years 4.06 2,558 4.06
4,11-5.03 360 7.0 years 4.27 234 4.31
3.19-7.31 384 7.6 years 597 200 3.89
10.00 - 27.69 7 3.6 years 23.96 7 23.96
Total options outstanding at
December 31. 2005 $1.74 - $27.69 4.903 76years § 3.50 3,738 8 4.08

49




Warrants OQuistanding

Number of Weighted Weighted
Range of Warrants Avg. Remaining Avg. Exercise
Exercise Price Quistanding  Contraciual Life Price
Warrants granted at 6.21 26 2.9 years s 6.21
fair market value 2.86 128 1.0 years 236
2.06 895 3.8 years 2.06
1.049 3.4 years .26
Warrants granted at less
than fair market value 1.90 2,263 3.8 years 1.90
Total warrants outstanding
at December 31, 20035 $1.90 - $6.21 3,312 3.6 years S 2.01

In December 2002, additional paid-in-capital was increased by $2,320 representing the portion of the
$5,000 in gross proceeds received on December 31, 2002 allocated to the 2002 warrants based on the approximate
fair values of the subordinated notes and the 2002 warrants. In January 2003, additional paid-in-capital was
increased by $820 representing the fair value of the warrants issued to Eagle.

In February 2006 the Company announced a voluntary stock option exchange offer for current employees
and directors that are holding stock options granted prior to January 1, 2006 (the “2006 Exchange Offer”). Uniess
extended, the 2006 Exchange Offer will expire on March 27, 2006. Immediately following the expiration of the
2006 Exchange Offer the Company will grant new options for exchange and cancel the tendered options. Options
covering a total of 4,575 shares are eligible for exchange in the offer. The exercise price of the new options will be
the average closing price per share of US LEC’s common stock on the NASDAQ National Market for the five
consecutive trading days immediately before the date the new options are granted.

11. LOSS PER SHARE

Loss per common and common equivalent share are based on net loss, after consideration of preferred
stock dividends, and accretion of preferred stock issuance cost divided by the weighted average number of common
shares outstanding during the period. For all periods presented all common stock equivalents comprised of options
and warrants disclosed in Note 10 above, are considered anti-dilutive and are therefore excluded from the
calculation of the diluted loss per share.
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12. QUARTERLY FINANCIAL DATA (UNAUDITED)

The following table summarizes the Company's results of operations as presented in the consolidated

statements of operations by quarter for 2005 and 2004.

Revenue

Network Expenses

Depreciation and Amortization

Seiling, General and Adminisieative

Charge Related to Carrier Access Disputes (1)
Income (Loss) from Operations

Other Income

Net Interest Expense

Net Loss

Preferred Stock Dividends

Accretion of Preferred Stock Issuance Cost
Net Loss Attributable (0 Common Stockholders

Net Loss Atiributable to Common Stockholders per Share:

Basic and Diluted

Weighted Average Share QOutstanding:
Basic and Diluted

Revenue

Network Expenses

Depreciation and Amortization

Selling, General and Administrative

Income {Loss) from Operations

Charges Related to Early Extinguishment of Debt
Nel Interest Expense

Net Loss

Preferred Stock Dividends

Accretion of Preferred Stock Issuance Cost
Net Loss Attributable to Common Stockholders

Net Loss Attributabie to Common Stockholders per Share:

Basic and Diluted

Weighted Average Share Outstanding:
Basic and Diluted

Quarter Ended

March 31, June 30, September December
2005 2005 30. 2005 31, 2005
$ 93,506 § 95343 $ 98824 § 100,055
43,784 46,597 47.680 46.863
12,931 12,638 12.684 12415
35,868 36,590 37,560 38.884
- - - 23,292
(1,067) (482) 900 (21,399)
- - 202 -
(3.712) {4,279) {4.228) (4.583)
(4.779) (4,761) (3.126) (25.982)
3,974 4,033 4,094 4,155
152 155 [57 159
§ (8905 § (8949 3§ (7.377) § (30,296)
§ (029 3 0.3y § 024) $ (0.99)
30.255 30,295 30,504 30,507
Quarter Ended
March 31, June 30, September December
2004 2004 30, 2004 31,2004
$ 85186 3 91633 § 87262 % 92100
41,450 42322 44.016 43,504
12.485 11,822 12,570 12.974
32,416 36,371 32,876 37.568
(1,165) i,118 (2,200) {1.946)
- - (4,416) -
(2,152) (2,276) (2.810) (3.915)
(3.317) {1,158) (9,426) (5.861)
3,744 3,800 3.857 3915
143 146 148 150
$ (7.204) § (5,104 § (13431) $ (9,926)
3 (0.24) 3 (0.17Y § (0.45) S (0.33)
29,751 29,853 30,045 30,056

{1) The quarter ended December 31, 2005 Loss from Operations includes the impact of carrier access disputes

settlements as discussed in Note 7.
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ITEM 9A. CONTROLS AND PROCEDURES

The Company’s management, under the supervision and with the participation of our principal executive
officer and principal financial officer, evaluated the effectiveness of the design and operation of our disclosure
contrals and procedures as of the end of the period covered by this annual report on Form 10-K. Based on this
evaluation, our principal executive officer and principal financial officer have concluded that the design and
operation of our disclosure controls and procedures were effective as of the end of the period covered by this annual
report on Form [0-K. During the last fiscal quarter, there were no changes in our internal controls over financial
reporting that have rmaterially affected or are reasonably likely to materially affect our internal control over financial
reporting.



PART HI
ITEM 19. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required in response o ftem 10 related to directors is incorporated by reference from the
sections of the Company’s proxy statement for the annual meeting of stockholders in May of 2006 {the “Proxy
Statement”) that appear under the headings "Election of Directors" and “Section 16(a) Beneficial Ownership
Reporting Compliance.” The information required in response to Item 10 related 1o executive officers is provided in
Part [ of this report under the heading “Executive Officers of the Registrant.”

ITEM 11. EXECUTIVE COMPENSATION

The information required to be furnished in response to Item 11 is incorporated by reference from the
sections of the Proxy Statement that appear under the headings "Compensation of Directors” and "Compensation of
Executive Officers.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information required to be furnished in response to Item 12 is incorporated by reference from the
sections of the Proxy Statement that appear under the headings "Security Ownership of Certain Beneficial Owners
and Management” and “Equity Compensation Plan Information.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required to be furnished in response to Item 13 is incorporated by reference from the
section of the Proxy Statement that appears under the heading "Certain Transactions".

ITEM 14, PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required to be furnished in response to ltem 14 is incorporated by reference from the section of
the Proxy Statement that appears under the heading “Accounting and Audit Matters”.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) Financial Statements, Financial Statement Schedule and Exhibits - The following documents are filed
as part of this Form 10-K.
(1) Financial statements:
A. Consolidated Balance Sheets as of December 31, 2005 and 2004
B. Consolidated Statements of Operations for the years ended December 31, 2005, 2004, and 2003

C. Consolidated Statements of Stockholders’ Equity (Deficiency) for the years ended December 31, 2005,
2004 and 2003

D. Consolidated Statements of Cash Flows for the vears ended December 31, 2005, 2004, and 2003
E. Notes to Consolidated Financial Statements for the vears ended December 31, 2005, 2004, and 2003
F. Report of Independent Registered Public Accounting Firm

{2) Schedule I1 Valuation and Qualifying Accounts

(3) List of Exhibits:

No. Exhibit

3.1 Restated Certificate of Incorporation of the Company (1)

3.2 Amended and Restated Bylaws of the Company (2)

33 Certificate of Designation Related to Series A Convertible Preferred Stock (3)

34 Amendment to Certificate of Designation Related to Series A Convertible Preferred Stock (4)

35 Certificate of Amendment of Restated Certificate of Incorporation (5)

3.6 Certificate of Retirement and Prohibition of Reissuance of Class B common Stock of US LEC Corp. (5)

4.1 Form of Class A Common Stock Certificate (1)

42 Preferred Stock Purchase Agreement, dated April 11, 2000 (3)

4.4 Corporate Governance Agreement, dated April 11, 2000 (3)

4.5 Registration Rights Agreement, dated April 11, 2000 (3)

4.6 Voting and Tag Along Agreement dated as of April 11, 2000 by and among certain Investors, Richard T.
Aab, Melrich Associates, L.P., Tansukh V. Ganatra and Super STAR Associates Limited Partnership (4)

4.7 Amendment to Voting and Tag Along Agreement dated as of August 6, 2001 by and among Richard T.

Aab, Melrich Associates, L.P., Super STAR Agsociates Limited Partnership, Bain Capital CLEC
Investors, L.L.C., Thomas H. Lee Equity Fund IV, L.P., Thomas H. Lee Foreign Fund IV-B, L.P. and
Thomas H. Lee Foreign Fund IV, L.P. (4)

4.8 Form of Second Priority Senicr Secured Floating Rate Note due 2009, Series B (9)

4.9 Indenture, dated September 30, 2004, by and among US LEC Corp., as [ssuer, the Guarantors party
thereto, as Guarantors, and U.S. Bank National Association, as trustee, relating to the Second Priority
Senior Secured Floating Rate Notes due 2009 (8)

4.10 Registration Rights Agreement, dated Sepiember 30, 2004, by and among US LEC Corp., the Guarantors
party thereto and Deutsche Bank Securities Inc. and Libertas Partners, LLC (8)

4.11 Security Agreement, dated September 30, 2004, by and among US LEC Corp., the Guarantors party
thereto and U.S. Bank National Association, as trustee (8)

4.12 Trademark Security Agreement, dated September 30, 2004, by and among US LEC Corp. and U.S.
National Association, as trustee (8)

4.13 Form of Common Stock Purchase Warrant (6)

4.14 Registration Rights Agreement, dated December 31, 2002 (6)

10,1 Consulting Agreement dated as of February 7, 2002 by and between the Company and Tansukh V.
Ganatra (4) (7)

10.2 Purchase Agreement, dated September 23, 2004, by and among US LEC Corp., the Guarantors party

thereto and Deutsche Bank Securities Inc. and Libertas Pariners, LLC (8)
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10.3

10.4

10.5

10.6
21
23
31
31.2
32.1

322

Loan and Security Agreement dated October 25, 2005, by and among US LEC Corp., the Guarantors
party thereto, and Wachovia Bank, National Association, as Lender.

Pledge and Security Agreements dated October 25, 2005, by US LEC Corp., to and in favor of Wachovia
Bank, National Association.

Trademark Security Agreement dated October 25, 2005, by US LEC Corp., to and in favor of Wachovia
Bank, National Association.

Guarantee dated October 25, 2005, by the Guarantors in favor of Wachovia Bank, National Association.
Subsidiaries of the Registrant

Consent of Deleitte & Touche LLP

Rule 13a-14(a) Certification of Chief Executive Officer

Rule 13a—14(a) Certification of Chief Financial Officer

Certification of Chief Executive Officer pursuant to 18 U.8.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant to 18 U.$.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

(n
(2
()
(4
&)
{6)
(N
{8)
e

Incorporated by reference to Registration Statement from Form'S-1 {File No. 333-46341) filed February 13. 1998,

Incorporated by reference to the Company’s Quarterly Report on Form 10-Q for its quarter ended March 31, 2004,
Incorporated by reference to the Company’s Current Report on Form 8-K filed May 12, 2000,

Incorporated by reference to the Company's Annual Repori on Form 10-K for its year ended December 31, 2001.

Incorporated by reference to Amendment No. 1 10 the Company's Registration Statement on Form 8-A filed January 16, 2004.
Incorporated by reference to the Company's Current Report on Form §-X filed January 7. 2003.

Management or compensatory plan or arrangement.

incorporated by reference to the Company’s Current Repont on Form 8-K filed October 6. 2004,

Incorporated by reference to Exhibit 4.4 to Regisiwration Statement on Form 5-4 (File No, 333-120232} filed November 4, 2004.
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SCHEDULE II

VALUATION AND QUALIFYING ACCOUNTS

US LEC Corp. (IN THOUSANDS)

Additions
Balance at Charged to Balance at
Beginning Charged to Casts Other End of
Description of Period and Expenses Accounts Deductions Period
Allowance against accounts receivable
Year ended December 31, 2005 3 10.137 § 28,116 () $ 277504 (B S 10349
Year ended December 31, 2004 5 10,998 s 7.270 ) 417 (3) § 8.548 $ 1037
Year ended December 31, 2003 $ 23.180 5 523 (1) § 390 @) S 13,095 $ 10998
Allowance against deferred tax assets
Year ended December 31, 2005 $ 94312 s 14,683 g $ - $ 1089935
Year ended December 31, 2004 3 85695 $ 8,617 $ $ - S 9432
Year ended December 31, 2003 5 79.689 g 6,006 3 - $ - $ 85695
(1) Includes $3,867 recovery for doubtful accouns related 1o WorldCom.
{2} Represents allowance for doubtiul accounts related 10 the accounts receivable purchased from Fastnet on December 13, 2003.

&)
(4)

Represents allowance for doubtful accounts related 10 the accounts receivable purchased from StarNet on Nevember 10, 2004,
Contains $22,893 included in charge related to carrier access disputes.
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undersigned, thereunto duly authorized.

Date:

SIGNATURES

Pursuant to the requirements of Section 13 or 15({d) of the Securities
Exchange Act of 1934, as amended, Registrant has duly caused this report to be signed on its behalf by the

March 7, 2006

{s/ J. Lyle Patrick
J. Lyle Patrick

Executive Vice President and Chief
Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been
signed below by the following persons on behalf of Registrant and in the capacities and on the dates indicated.

Signature

/s/ Richard T. Aab
Richard T. Aab

/s/ Aaron D. Cowell, Jr.
Aaron D. Cowell, Jr.

s/ ]. Lyle Patrick
J. Lyle Patrick

/s/ Tansukh V. Ganatra
Tansukh V. Ganatra

/s/ David M. Flaum
David M. Flaum

/s/ Steven L. Schoonover
Steven L. Schoonover

fs/ Anthony J. DiNovi
Anthony I. DiNovi

/s/ Michael A. Krupka
Michael A. Krupka

/s/ Michael C. Mac Donald

Michael C. Mac Donald

Title

Chairman and Director

Date

March 7, 2006

Chief Executive Officer, President and Director March 7, 2006

{Principal Executive Officer)

Executive Vice President and March 7, 2006

Chief Financial Officer

(Principal Financial and Accounting Officer)

Director

Director

Director

Director

Director

Director
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INDEX TO EXHIBITS

Exhibit

Restated Certificate of Incorporation of the Company (1)

Amended and Restated Bylaws of the Company (2)

Certificate of Designation Related to Series A Convertible Preferred Stock (3)

Amendment to Certificate of Designation Related to Series A Convertible Preferred Stock (4)
Certificate of Amendment of Restated Certificate of Incorporation {5)

Certificate of Retirement and Prohibition of Reissuance of Class B commeon Stock of US LEC Corp. (5)
Form of Class A Common Stock Certificate (1)

Preferred Stock Purchase Agreement, dated April 11, 2000 (3)

Corporate Governance Agreement, dated April 11,2000 (3)

Registration Rights Agreement, dated April 11, 2000 (3)

Voting and Tag Along Agreement dated as of April 11, 2000 by and among certain Investors, Richard T.
Aab, Melrich Associates, L.P., Tansukh V. Ganatra and Super STAR Associates Limited Partership (4)
Amendment to Voting and Tag Along Agreement dated as of Augusi 6. 2001 by and among Richard T.
Aab, Melrich Associates, L.P., Super STAR Associates Limited Partnership, Bain Capital CLEC
Investors, L.L.C., Thomas H. Lee Equity Fund IV, L.P.. Thomas H. Lee Foreign Fund I'V-B, L.P. and
Thomas H. Lee Foreign Fund 1V, L.P. (4)

Form of Second Priority Senior Secured Floating Rate Note due 2009, Series B (9)

Indenture, dated September 30, 2004, by and among US LEC Corp., as Issuer, the Guarantors party
thereto, as Guarantors, and U.S. Bank National Association, as trustee, relating to the Second Priority
Senior Secured Floating Rate Notes due 2009 (8)

Registration Rights Agreement, dated September 30, 2004, by and among US LEC Corp., the Guarantors
party thereto and Deutsche Bank Securities Inc. and Libertas Partners, LLC (8)

Security Agreement, dated September 30, 2004, by and among US LEC Corp., the Guarantors party
thereto and U.S. Bank National Association, as trustee (&)

Trademark Security Agreement, dated September 30, 2004, by and among US LEC Corp. and U.S.
National Association, as trustee (8)

Form of Common Stock Purchase Warrant (§)

Registration Rights Agreement, dated December 31, 2002 (6)

Consulting Agreement dated as of February 7, 2002 by and between the Company and Tansukh V.
Ganatra (4) (7)

Purchase Agreement, dated September 23, 2004, by and among US LEC Corp., the Guarantors party
thereto and Deutsche Bank Securities Inc. and Libertas Partners, LLC (8)

Loan and Security Agreement dated October 23, 2005, by and among US LEC Corp., the Guarantors
party thereto, and Wachovia Bank, National Association, as Lender.

Pledge and Security Agreements dated October 25, 2005, by US LEC Corp., to and in favor of Wachovia
Bank, National Association.

Trademark Security Agreement dated October 25, 2005, by US LEC Corp., to and in favor of Wachovia
Bank, National Association.

Guarantee dated October 25, 2005, by the Guarantors in favor of Wachovia Bank, National Association.
Subsidiaries of the Registrant

Consent of Deloitte & Touche LLP

Rule 13a-14(a) Certification of Chief Executive Officer

Rule 13a -14(a) Certification of Chief Financial Officer

Certification of Chief Executive Officer pursuant to 18 U.8.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

(L)
@
3)
#
(5)
(6)
N
8
9

Incorporated by reference to Registration Statement from Form $-1 (File No. 333-46341) filed February 13, 1998.
Incorporated by reference to the Company’s Quarterly Report on Form 10-Q for its quarter ended March 31, 2004,
[ncorporated by reference to the Company’s Current Report on Form 8-K filed May 12, 2000.

[ncorporated by reference to the Company’s Annual Report on Form 10-K for its year ended December 31, 2001.

Incorporated by reference to Amendment No. [ to the Company’s Registration Statement on Form 8-A filed January 16, 2004.
Incorporated by reference to the Company s Current Report on Form 8-K filed January (7. 2G03.

Management or compensatory plan or arrangemeni.

Incorporated by reference to the Company's Current Report on Form 8-K filed October 6, 2004.

Incorporated by reference to Exhibil 4.4 to Registration Statement on Form S-4 (File No. 333-120232} filed Novewmber 4. 2004,
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SUBSIDIARIES OF REGISTRANT

US LEC of North Carolina Inc. (North Carolina Corporation)
US LEC of Georgia Inc. (Delaware Corporation)

US LEC of Tennessee Inc. {Delaware Corporation)

US LEC of Florida Inc. (North Carolina Corporation)

US LEC of South Carolina Ine. (Delaware Corporation)

US LEC of Alabama Inc. {(North Carolina Corporation)

US LEC of Maryland Inc. (North Carolina Corporation)

US LEC of Pennsylvania Inc. {North Carolina Corporation)
US LEC Communications Inc. (North Carolina Corporation)
US LEC of Virginia L.L.C. (Delaware Limited Liability Company)
US LEC Acquisition Co. (Nerth Carolina Corporation)

US LEC of New York Inc. (North Carolina Corporation)

Exhibit 21



Exhibit 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 333-78073, 333-61617, 333-
42890, 333-42976 and 333-88048 of US LEC Corp. on Form S-8, in Registration Statement No. 333-
111536 and 333-115545 on Form S-3 of US LEC Corp. and in Registration Statement No. 333-12023 and
Nos. 333-120232-01 through 120232-11 on Form S-4 of US LEC Corp., of our report dated March 7, 2006,
appearing in this Annual Report on Form 10-K of US LEC Corp. for the year ended December 31, 2005.

/s{ DELOITTE & TOUCHE LLP
Charlotte, North Carolina
March 3, 2006



Exhibit 31.1

CERTIFICATION
I, Aaron D. Cowell, Jr., certity that:
I, I have reviewed this Annual Report on Form 10-K of US LEC Corp.;

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

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

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

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

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

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

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

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

(b) Any fraud, whether or not material, that involves management or other

employees who have a significant role in the registrant’s internal control over
financial reporting,.

Date: March 7, 2006

By: /s/ Aaron D. Cowell. Ir.
Chief Executive Officer and President




® @®

Exhibit 31.2
CERTIFICATION
I, J. Lyle Patrick, certify that:
1. ! have reviewed this Annual Report on Form 10-K of US LEC Corp.;

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

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

4, The registrant’s other certifying officer and | are responsible for establishing and
maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-
[5(e)) for the registrant and have:

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

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

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

5. The registrant’s other certifying officer and 1 have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the audit commitiee
of the registrant’s board of directors (or persons performing the equivalent functions):

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

(b) Any fraud, whether or not material, that involves management or other

employees who have a significant role in the registrant’s internal control over
financial reporting.

Date:  March 7, 2006

By: s/ 1. Lyle Patrick
Executive Vice President and Chief Financial Officer



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of US LEC Corp. (the "Company") on Form 10-K for the period
ended December 31, 2005 as filed with the Securities and Exchange Commission on the date hereof (the
"Report™), |, Aaron D. Cowell, Jr., Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C.
§ 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

{1) The Report fully complies with the requirements of section 13{a) or 15{d) of the Securities
Exchange Act of 1934; and

{2) The information coniained in the Report fairly presents, in all material respects, the financial
condition and result of operations of the Company.

/s/ Aaron D. Cowell, Jr,

Aaron D. Cowell, Jr.
Chief Executive Officer and President
March 7, 2006



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

[n connectian with the Annual Report of US LEC Corp. (the "Company™) on Form 10-K for the period
ended December 31, 2005 as filed with the Securities and Exchange Commission on the date hereof (the
"Report"), 1. J. Lyle Parick, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. § 1350,
as adopted pursuant 10 § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and result of operations of the Company.

s/ ), Lyle Patrick

J. Lyle Patrick
Executive Vice President and Chief Financial Officer
March 7, 2006
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ExecutivelandlSeniorOfficers]

Aaron D. Cowell, Jr.
President and Chief Executive Officer

Jeffrey E. Blackey
Senior Vice President — Marketing

Thomas Fabbricatore
Senior Vice President —
Chief Information Qfficer

Alan S. Fizzparrick

Senior Vice President — Engineering

BoardlofiDirectors)

Richard T. Aab
Chairman

US LEC Corp.

Aaron D. Cowell, Jr.
President and Chief Executive Officer
US LEC Corp.

Anthony J. DiNovi (1)(2)
Managing Director
Thomas H. Lee Partners, L.

Gorporatelinformation

Annual Stockholders” Meeting

The annual meeting of stockholders
will be held on May 17, 2006, at 9:00
a.m. local time ar the Company's cor-
porate offices, Morrocroft 111, 6801
Morrison Boulevard, Charlotie, Norch
Carolina, 28211.

Common Stock and Dividend
Information

The Company’s common stock trades
on the Nasdaq National Marker under
the symbol “CLEC”. As of April 7,
2006, US LEC Corp. had approximate-
ly 6,250 beneficial holders of its com-
mon stock. OF thar total, 197 were
stockholders of record. To date, the
Company has not paid cash dividends
on its common stock. The Company
currently intends to retain earnings o
support operations and finance expan-
sion and therefore daes nov anticipare
paying cash dividends in the foreseeable
future.

O

J. Lyle Patrick
Execurive Vice President, Finance and

Chief Financial Officer

Thomas R. Gooley

Vice President — Treasury and Taxation

James M. Hvisdas
Senior Vice President — Operations and
Nerwork Operations Center

Fred A. Mannara
Senior Vice President — Sales

David M. Flaum (1)(2)
President
Flaum Management Company, Inc.

Tansulth V. Ganatra
Retired Vice Chairman and
Chief Executive Officer

US LEC Corp.

Michael A. Krupka (1}(2)
Managing Director
Bain Capiral, Inc.

The following table sets forth che high
and low sales price information as
reported by Nasdaq during the period

indicared.

Stock Price High Low
2005

First Quarter $ 318 5 254
Second Quarter $ 273 $ 2.04
Third Quarcer $ 231 % 181
Fourth Quarter $ 205 § 1.52
2004

First Quarter $ 809 § 575
Second Quarter § 605 § 3.069
Third Quarter $ 479 § 3.01
Fourth Quarrer $ 383 § 3.00
Corporate Office

US LEC Corp.

Morrocrofi 111, 6801 Morrison Boulevard
Charlotre, North Carolina 28211
704-319-1000

www.uslec.com

Amy G, Radke

Vice President — Conrroller

Daniel R. Ruffalo
Senior Vice President —
Customer Solutions

Wilbur I Williams
Senior Vice President — Sales

Michael C. Mac Donald (2)

President

Global Accounts and Marketing Operadons
Xerox Corporation

Steven L. Schoonover (1}(2)
Chief Executive Officer
CellXion, Inc.

{1) Member of Audir Commicree
{2) Member of Compensation Cammittes

Registrar and Transfer Agent
American Stock Transfer & Trust
Company

59 Maiden Lane
New York, New York
BO6-668-6550

10038

Independent Registered Public
Actounting Firm

Deloitre & Touche LLP
Charlotte, North Carolina

Legal Counsel
Moore & Van Allen, PLLC
Charlotte, Narth Carolina

Swidler Berlin Shereff Friedman, LLP
Washington, D.C.
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US LEC

voice / data [ Internet

US.LEC Corp.

Marrocroft Ill, 6801 Morrison Boulevard
Charlotte, North Carolina 28211
704-319-1000

www.uslec.com
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ACORD, CERTIFICATE OF LIABILITY INSURANCE r.. 1 o 3

DATE
03/01/2006

PRODUCER 877-945-7378 THIS CERTIFICATE IS ISSUED AS A MATTER OF INFORMATION
ONLY AND CONFERS NO ERlGI—ITS UPON THE CERTIFICAJE
; . HOLBER. THIS CERTIFICATE DOES NOT AMEND, EXTEND
1 th , .- 1 Cert Cent \
e o north Jnerica, Ine. - Reglona: Cert Canter| ALTER THE COVERAGE AFFORDED BY THE POLICIES BELOW.
P. ©. Box 305191
Nashvilla, TN 372305151 INSURERS AFFORDING COVERAGE NAIC#
INSURED US LEC Corp. INSURERA: Federal Insurance Company 20281-001
6801 Morriscn Blwvd. - i -
Charlotte, NC 28211 INSURERB; Pacific Indemnity Company 20346-001
INSURER €:
INSURER D:
| INSURERE:;
COVERAGES

THE POLICIES QF INSURANCE LISTED BELOW HAVE BEEN ISSUED TO THE INSURED NAMED ABOVE FOR THE POLICY PERIQD INDICATED, NOTWITHSTANDING
ANY REQUIREMENT, TERM OR CONDITICN OF ANY CONTRACT OR OTHER DOCUMENT WITH RESPECT TO WHICH THIS CERTIFICATE MAY BE ISSUED OR
MAY PERTAIN, THE INSURANCE AFFORDED BY THE POLICIES DESCRIBED HEREIN 1S SUBJECT TO ALL THE TERMS, EXCLUSIONS AND CONDITIONS OF SUCH

POLICIES. AGGREGATE LIMITS SHOWN MAY HAVE BEEN REDUCED BY PAID CLAIMS.

R ARy TYPE OF INSURANCE FOLICY NUMBER Pok'tﬂﬁms_qu LIMITS
A | GENERAL LIABILITY 37105157 3/1/20086 6/1/2007 EACH DCCURRENCE $ 1,000,000
X | COMMERCIAL GENERAL LIABILITY PQE&FSEEEO(EEEMED nee) S 1,000,000
| CLAIMS MADE OCCUR MED EXF {Any one persen) s 10,000
] PERSONAL&ADVINJURY 1S 1,000,000
] GENERAL AGGREGATE $ 2,000,000
GEN'. AGGREGATE LIMIT APPLIES PER. PRODUCTS - COMPIORAGG |$ 2,000,000 |
| eouey[ 178 [xlioc
A AUTOMOBILE LIABILITY 73238114 3/1/2006 6/1/2007 COMBINED SINGLE LIMIT
x| any auTo (Ea accidant) $ 1,000,000
ALL OWNED AUTOS BODILY INJURY
SCHEDULED AUTOS {Per person) }
HIRED AUTOS BODILY INJURY s
NON-OWNED AUTOS {Per accident)
PROPERTY DAMAGE s
{Per accident)
_ﬂRAGE LIABILTY AUTO ONLY - EA ACCIDENT S
ANY AUTO OTHER THAN EAACC |
AUTG ONLY: AGG | &
A EXCESS LIABILITY 79753478 3/1/2006 6/1/2007 EACH OCCURRENCE $ 2,000,000
1, OCCUR [:] CLAIMS MADE AGGREGATE $ 2,000,000
L s
DEDUCTIBLE 5
RETENTION  § $
B | EMPiovERs: sty 71643219 3/1/2006 |6/1/2007 |x |teceinms| iR
ANY PROPRIETOR/PARTNER/EXECUTIVE EL. EACHACCIDENT $ 504,000
JEI) F:stc:ﬂf:" o CrupED? ... DISEASE - EABEMPLOYEE| § 500,000
SPECIAL PROVISIONS belaw E.L. DISEASE - POLICY UMIT | § 500,000
OTHER

RESCRIPTION OF OPERATIONS/LOCATIONS/VEHICLES/EXCLUSIONS ADDED BY ENDORSEMENTISPECIAL PROVISIONS

SEE BELOW

CERTIFICATE HOLDER

CANCELLATION

To Whom It May Concern

REPRESENTATIV

ES.

SHOULD ANY OF THE ABOVE DESCRIBED POLICIES BE CANCELLED BEFORE THE EXPIRATION
DATE THEREOF, THE ISSUING INSURER WILL ENDEAVOR To MAIL 30
NOTICE TO THE CERTIFICATE HOLDER NAMED TO THE LEFT, BUT FAILURE TO DO $O SHALL
IMPOSE NG OBLIGATION OR LIABILITY OF ANY 'KIND UPON THE INSURER, IT8 AGENTS OR

DAYS WRITTEN

ACORD 25 {2001/08)

Coll:1556660 Tpl:470511 Cex

16978346

U ®ACORD CORPORATION 1988

Exhibit 14-2
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l] DATE
Willis CERTIFICATE OF LIABILITY INSURANCE 5.cc 2 o 3 | 03/01/2006
PRODUCER 377 -945-7378 THIS CERTIFICATE [S ISSUED AS A MATTER OF INFORMATION
ONLY AND CONFERS NO RIGHTS UPON THE CERTIFICATE
Willls North America, Inc. - Regional Cert Cemter | HOLDER. THIS CERTIFICATE DOES NOT AMEND, EXTEND OR
26 Century Blvd. ALTER THE COVERAGE AFFORDED BY THE POLICIES BELOW,
P. 0. Box 305181
Nagphville, TN 372305191 INSURERS AFFORDING COVERAGE NAIC#
INSURED Us LBC Corp. INSURER A: Federal Insurance Company 20281-001
gggilgzzziagg S INSURERB: Pacific Indemnity Company 20346-001
INSURER C:
INSURER D:
; INSURER E:

DESCRIPTION OF OPERATIONSLOCATIONS/VEHIC LES/EXCLUSIONS ADDED BY ENDORSEMENT/SPECIAL PROVISIONS

Named Insureds:

us
us
us
us
us
Us
us
us
us
us
us
s

LEC
LEC
LEC
LEC
LEC
LEC
LEC
LEC
LEC
LEC
LEC
LEC

of North Carolina Inc.
of Tennessee Inc.

of Gecrgla Inc.

of South Carolimna Inc.
of Florida Inc.

of Virginia LLC

of Alabama Inc.

of Pennasylvania Inc.
of Maryland Inc.
Communications Inc.
Acguisition Co.

of New York Inc.

Coll:1556660 Tpl:470511 Cert:6978346




o @

Page 3 of 3

IMPORTANT

If the certificate holder is an ADDITIONAL INSURED, the policy{ies) must be endorsed. A statement
on this certificate does not confer rights to the cerificate holder in lieu of such endorsement(s).

If SUBROGATION IS WAIVED, subject to the terms and conditions of the policy, certain policies may
require an endorsement. A statement on this certificate does not confer rights to the certificate

holder in liew of such endorsement(s).

DISCLAIMER

The Cerificate of Insurance on the reverse side of this form does not constitute a contract between
the Issuing insurer(s), authorized representative or producer, and the certificate holder, nor does it
affirmatively or negatively amend, extend or alter the coverage afforded by the policies listed thereon.

ACORD 25 {2001/08) Coll:1556660 Tpl:470511 Cert:6578346
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Exhibit 17 — US LEC of Pennsvlvania Inc. .l,?:.‘\ <-"‘f0
W e
CERTIFICATE OF SERVICE i e
%,
<<’.‘
7,

I hereby certify that I have this day served a copy of US LEC of Pennsylvania Inc.’s

Application for service upon by mailing such copy by first class mail, postage paid:

Office of Consumer Advocate
555 Walnut Street

5th Floor, Forum Place
Harrisburg, PA 17101-1923

Office of Attorney General
Office of Consumer Protection
Strawberry Square

Harrisburg, PA 17120

Mr. Bill Cheek

President, Wholesale Markets
KSOPHP(512-5A120

6000 Sprint Parkway
Overland Park, KS 66251

Office of Small Business Advocate
Commerce Building, Suite 1102
300 North Second Street
Harrisburg, PA 17101

Vice President — Regulatory
ALLTEL Pennsylvania Inc.

1 Allied Drive

Little Rock, AR 72202

Mr. Kevin J. Albaugh

Vice President — Regulatory

North Pittsburgh Telephone Company
4008 Gibsonia Road

Gibsonia, PA 15044-9311

Dated at 6801 Morrison Boulevard, Charlotte, North Carolina 28211, this 18" day of

May, 2006.

US LEC of Pennsylvania Inc.

By:

. - a

Nagmie: Terry Romine

Title: Deputy General Counsel-Regulatory






Exhibit 19 - US LEC of Pennsylvania Inc.
Proceedings re Business Operations

Plaintiff Defendant/Respondent (Applicant or Affiliate)} Forum Resolution
Qwest US LEC of Pennsyivania, et al CO Dismissed for lack of personai jurisdiction
ITC*DeltaCom US LEC Communications GA Dismissed due to settlement
Roth US LEC of Pennsylvania, et al PA Fending
Shapiro US LEC of Tennessee Inc. TN Pending
ldeal Technology  US LEC of Tennessee Inc. ™ Dismissed
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US LEC of Pennsylvania Inc.

Exhibit 20
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Exhibit 20 — List of 911 Coordinators

Butler County

Frank Matis - 911 Coordinator
309 Sunnyview Circle

Butler , PA 16001-3549
Email: fmatis@co.butler.pa.us
Office Phone: 724-284-5211
Fax: 724-287-8024

Beaver County

Wesley Hill - 911 Coordinator
250 East End Avenue

Beaver , PA 15009

Email: kjoy{@co.beaver.pa.us
Office Phone: 724-775-1700
Fax: 724-775-1163

Indiana County

Paul Beatty - 911 Coordinator

85 Haven Dnive

Indiana , PA 15701

Email: pbeatty@indianacounty.org
Office Phone: 724-349-9300

Fax: 724-465-3868

Allegheny County

Robert Harvey - 911 Coordinator

400 North Lexington Street

Pittsburgh , PA 15208-2521

Email: rharvey(@county.allegheny.pa.us
Office Phone: 412-473-3372

Fax: 412-473-2589

Fayette County

L. Guy Napolillo - 911 Coordinator
24 East Main St., 4th Floor
Uniontown , PA 15401

Email: gnapolillo@fcema.org
Office Phone: 724-430-1277
Additional Phone: 724-430-9114
Fax: 724-430-1281
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Washington County

Jeffrey Yates - 911 Coordinator
100 West Beau Street

C-1

Washington , PA 15301

Email: yatesj@co.washington.pa.us
Office Phone: 724-228-6911

Fax: 724-223-4706

Westmoreland County

Joseph Niedzalkoski - 911 Coordinator
911 Public Safety Road

Greensburg , PA 15601

Email: jniedzal@co.westmoreland.pa.us
Office Phone: 724-600-7320

Additional Phone: 724-832-9491

Fax: 724-600-7356
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US LEC of Pennsylvania Inc.
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Application of US LEC of
Pennsylvania Inc. to Provide Service
as an Interexchange Toll Reseller,
Interexchange Toll Facilities-Based

Carrier and Competitive Local
Exchange Carrier in the Operating
Territories of North Pittsburgh
Telephone Company, ALLTEL
Pennsylvania, Inc. and Sprint
operating as United Telephone
Company of Pennsylvania.

Docket No. A-

CERTIFICATE OF SERVICE
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| hereby certify that | have this day served true and correct copies of the

foregoing document upon the individuals listed, in accordance with the requirements of

Section 1.54 (relating to service by a participant).

Via First Class Mail

Office of Consumer Advocate
Forum Place, 5th Floor

555 Wainut Street

Harrisburg, PA 17101-1923

Office of Small Business Advocate
Suite 1102, Commerce Building
300 North Second Street
Harrisburg, PA 17101

Office of Attorney General
Office of Consumer Protection
Strawberry Square
Harrisburg, PA 17120

HA-175251 vi

Bill Cheek

President, Wholesale Markets
KSOPHP0512-5A120

6000 Sprint Parkway
Overland Park, KS 66251

Vice President — Regulatory
ALLTEL Pennsylvania, Inc.
1 Allied Drive

Little Rock, AR 72202

Kevin J. Albaugh
Vice President — Regulatory

North Pittsburgh Telephone Company
4008 Gibsonia Road

Gibsonia, PA 15044-9311



Kirkpatrick & Lockhart Nicholson Graham LLP
17 North Second Street, 18th Floor
Harrisburg, PA 17101-1507

(717) 231-4500

(717) 231-4501 (Fax)

ddelaney@king.com

Dated: May 22, 2006

4

Daniel P. Delaney
PA Attorney |.D. 2395

Counsel for U
Pennsylvania Inc.
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COMMONWEALTH OF PENNSYLVAN
PENNSYLVANIA PUBLIC UTILITY COMMISSION
P. 0. BOX 3265, HARRISBURG PA 17105-3265

IN REPLY PLEASE
REFER TOQUR FILE
Secretary
71717277707

May 26, 2006
A-310814F0002AMA

A-310814F0002AMB
A-310814F0002AMC

DANIEL P DELANEY ESQUIRE
KIRKPATRICK AND LOCKHART LLP

B ELOOR DOCUMENT

HARRISBURG PA 17101-1507
FOLDER

Dear Mr. Delaney:

Receipt is acknowledged of the Application of US LEC of Pennsylvania, Inc., for
approval to supply Competitive Local Exchange Carrier services to the public in the
service territories of North Pittsburgh Telephone Company, Alitel Pennsylvania, Inc.,
and the United Telephone Company of Pa, d/b/a Sprint, which has been captioned and
docketed to the above numbers.

Please be advised that US LEC of Pennsylvania, Inc., now has provisional
authority to provide certain telecommunications services to the pubiic in the service
territory of the United Telephone Company of PA d/b/a Sprint. However, this
provisional authority may be revoked if, upon further Commission review, the
application is found to contain deficiencies. Provisional authority carries certain
obligations for Competitive Local Exchange Carriers such as filing an Annual Access
Line summary Report, as well as collection and remittance of funds to certain entities,
e.g., PA Telecommunications Relay Service and County 9-1-1- fee, etc.

North Pittsburgh Telephane Company and Alltel Pennsylvania, Inc, are
considered Rural ILECs. The Commission’s grant or denial of Applicants requesting
approval to provide Competitive Local Exchange Catrier services in rural areas are
subject to normal procedures under 66 Pa. C.S. §1101 and 1103. Therefore, you are
directed upon receipt of this letter to publish the enclosed notice once in a newspaper
having a general circulation in the areas involved and file proof of publication with the
Commission on or before June 26, 2006.

@@@mm@
" MAY 25 2008



This matter will receive the attention of the Commission and you will be advised
of any further necessary procedure.

Sincerely,

oo b TS

James J. McNulty
Secretary

JIM:ddt

Cc:  Terry Romine

DOCUMENT
FOLDER
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COMMO&EALTH OF PENNSYLVANIA

DATE: May 26, 2006
SUBJECT: A-310814F0002AMA
A-310814F0002AMB
A-310814F0002AMC
TO: Bureau of Fixed Utility Services
A
FROM:  James J. McNulty, Secretary ﬁﬁ(ﬁ DOCUMEN T

FOLDER

APPLICATION OF US LEC OF PENNSYLVANIA, INC.

We attach hereto a copy of the Application of US LEC of
Pennsylvania, Inc., for approval to supply Competitive Local Exchange
Carrier services to the public in the service territories of North Pittsburgh
Telephone Company, Alitel Pennsylvania, Inc., and the United Telephone
Company of PA, d/b/a Sprint, which has been captioned and docketed to
the above numbers.

Applicant has been instructed to publish in a newspaper of general
circulation for the application of US LEC to begin CLEC services in the
service area of North Pittsburgh Telephone Company and Alltef
Pennsylvania, Inc. :

Applicant has been granted provisional authority for the application
of US LEC to begin CLEC services in the service area of The United
Telephone Company of PA d/b/a Sprint. The Protest period for this
application will expire on June 6, 2006.

If no protests are received for North Pittsburgh Telephone Company
or Alltel Pennsylvania, Inc., by June 26, 2006, will your Bureau please
prepare a report for the attention of the Commission or instruct the
Secretary's Bureau to re-assign this matter to the Office of Administrative

Law Judge for hearing.
Attachment

ccC: Law Bureau




PENNSYLVANIA PUBLIC UTILITY COMMISSION

NOTICE TO BE PUBLISHED

Application of US LEC of Pennsylvania, Inc., for approval to offer,
render, furnish or supply Competitive Local Exchange Carrier
Services to the public in the service territories of North Pittsburgh
Telephone Company and Alltel Pennsyivania, Inc.  Docket
Numbers: A-310814FD002AMA and A-310814F0002AMB.

Formal protests and petitions to intervene must be filed in accordance with Title 52
of the Pennsylvania Code. All filings must be made with the Secretary of the
Pennsylvania Public Utility Commission, P. O. Box 3265, Harrisburg, PA 17105-
3265, with a copy served on the Applicant, on or before June 26, 2006. The
documents filed in support of the Application are available for inspection and
copying at the Office of the Secretary between the hours of 8:00 a.m. and 4:30
p.m., Monday through Friday, and at the Applicant's business address.

Applicant: t

US LEC of Pennsylvania, Inc. A

Through and By Counsel; D O C U M E N“
Daniel P. Delaney, Esquire F O L D E R

Kirkpatrick and Lockhart, LLP
17 North Second Street

18" Floor

Harrisburg, PA 17101-1507

BY THE COMMISSION

oo YT I

James J. McNulty
Secretary



® ®
PENNSYLVANIA PUBLIC UTILITY COMMISSION

RECEIPT
The addressee named here has paid the PA P.U.C. for the following bill:

DATE: 5/26/2006
RECEIPT NO: 204523
US LEC CORP.
THREE MORROCROFT CENTER, 6801 MORRISON
BOULEVARD
CHARLOTTE NC 28211

IN RE: Application fees for US LEC CORP.

Docket Number A-310814F0002AMA AND A-310814F0002AME........ $250.00
A-310814F0002AMC

REVENUE ACCOUNT: 001780-017601-102

CHECK NUMBER: 128796 ~ Michael Sobolesky
CHECK AMOUNT: §$250.00 D 0 C U M E NT ' (for Department of RE\.fenue)
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