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Unless the context otherwise requires, when weheseords "Level 3," "we," "us" or "our company"tins Form 10-K, we are referring
to Level 3 Communications, Inc., a Delaware corpiorg and its subsidiaries, unless it is clear fréme context or expressly stated that these
references are only to Level 3 Communications, limthis Form 10-K, we may refer to our former ddizyy Software Spectrum, Inc. and its
subsidiaries as "Software Spectrum.”

The Level 3 logo and Level 3 are registered semriaeks of our wholly owned subsidiary, Level 3 Camications, LLC, in the United
States and other countries. All rights are reservidds Form 10-K refers to trade names and tradesaf other companies. The mention of
these trade names and trademarks in this Form 19+dade with due recognition of the rights of thesmpanies and without any intent to
misappropriate those names or marks. All other ¢radmes and trademarks appearing in this Form lr&the property of their respective
owners.

Cautionary Factors That May Affect Future Results
(Cautionary Statements Under the Private Securitiegitigation Reform Act of 1995)

This Form 10-K contains forward-lookingtstaents and information that are based on thefbalfeour management as well as
assumptions made by and information currently abgl to us. When we use the words "anticipate"jébe”, "plan”, "estimate” and "expect"
and similar expressions in this Form 10-K, as tledgte to us or our management, we are intendindetatify forward-looking statements.

These statements reflect our current views witheesto future events and are subject to certaksriuncertainties and assumptions.

Should one or more of these risks or uadsiies materialize, or should underlying assurmgiprove incorrect, our actual results may
vary materially from those described in this docam&hese forward-looking statements include, ammthgrs, statements concerning:

. our communications business, its advantages anst@iegy for continuing to pursue our busin
. anticipated development and launch of new seniitesir business;
. anticipated dates on which we will begin providoeytain services or reach specific milestones éndsvelopment and

implementation of our business strategy;

. growth of the communications industry;
. expectations as to our future revenue, margingresgs, cash flows and capital requirements; and
. other statements of expectations, beliefs, futleagpand strategies, anticipated developments tivedt matters that are n

historical facts.

These forward-looking statements are stiltjedsks and uncertainties, including financralgulatory, environmental, industry growth and
trend projections, that could cause actual eventesullts to differ materially from those expressedmplied by the statements. The most
important factors that could prevent us from acinigwur stated goals include, but are not limigdte effects on our business and our
customers of the current economic turmoil and teeugtions in the financial markets as well as failure to:

. integrate acquisitions;

. increase the volume of traffic on our netwc

. provide services that do not infringe the intelledtproperty and proprietary rights of others;

. successfully use new technology and informationiesys to support new and existing services;
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. develop new services that meet customer demandgearatate acceptable margins;
. attract and retain qualified management and otBesgmnel; an
. meet all of the terms and conditions of our debigalions.

Except as required by applicable law amil&tions, we undertake no obligation to publighdate any forward-looking statements,
whether as a result of new information, future esem otherwise. Further disclosures that we makeetated subjects in our additional filings
with the SEC or Securities and Exchange Commissihauld be consulted. For further information regagdhe risks and uncertainties that
may affect our future results, please review tlierination set forth below under "ITEM 1A. RISK FAORS."

Part |

ITEM 1. BUSINESS

Unless the context otherwise requires, when weheswords "Level 3," "we," "us" or "our company"tims Form 10-K, we are referring
to Level 3 Communications, Inc., a Delaware corpiorg and its subsidiaries, unless it is clear fréme context or expressly stated that these
references are only to Level 3 Communications, Tintoughout this Form 10-K we use various indugtryms and abbreviations, which we
have defined in the Glossary of Terms at the enbisfdescription of our business.

Through our operating subsidiaries, we gegarimarily in the communications business.

We are a facilities based provider (thatiprovider that owns or leases a substantialggodf the plant, property and equipment nece:
to provide its services) of a broad range of ireggnt communications services. We have createdamamzinications network generally by
constructing our own assets, but also through abawettion of purchasing and leasing other compaanesfacilities. Our network is an
advanced, international, facilities based commuitoa network. We designed our network to providenmunications services, which employ
and take advantage of rapidly improving underlyapgical, Internet Protocol, computing and storagghhologies.

Market and Technology Opportunity.We believe that ongoing technology advancédsoth optical and Internet Protocol technologies
have been revolutionizing the communications ingus¥e also believe that these advances have, dndontinue to, facilitate decreases in
unit costs for communications service providers #ra able to most effectively take advantage e$é¢htechnology advances. Service providers
that can effectively take advantage of technologgrovements and reduce unit costs will be abldfar tower prices, which, we believe, will
stimulate substantial increases in the demanddiomeunications services. We believe there are twoawy factors that are continuing to drive
this market dynamic:

. Rapidly Improving Technologie Over the past few years, both Internet ProtocdP and optical based networki
technologies have undergone extremely rapid inn@vatue, in large part, to market based developmianderlying
technologies. This rapid technology innovation fessilted in both an improvement in price-perforneafor optical and Internet
Protocol systems, as well as rapid improvemerténfiinctionality and applications supported by éieshnologies. For
example, these improvements are enabling voice IBvservices or VolIP that are challenging tradiictelephone network or
PSTN services. We believe that this rapid innovatidl continue well into the future across a numbgdifferent aspects of the
communications marketplace.

. High Demand Elasticity. We believe decreases in communications sercigsts and prices cause the development of new
bandwidth-intensive applications, which, over timessult in even more significant increases in badttwdemand. In addition,
we believe that communications services are dsebstitutes for other, existing modes of informatilistribution from sources
such as
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traditional broadcast entertainment as well agidigion of software, audio and video content ugdhgsical media delivered
using motor transportation systems. An exampléigfdynamic is the use of the Internet for theriistion of video
entertainment.

We believe that as communications services impmoee rapidly than these alternative content distiim systems, significant
demand will be generated from these sources ofrirdtion. We also believe that high elasticity ofrded from both these new
applications and the substitution for existing iilsttion systems will continue for the foreseedhteire. We believe that while
high demand elasticity will be manifested over tigevernment regulation and communications suppéjrcinefficiencies may
cause realization of demand to be delayed.

We also believe that there are significamglications that result from this market dynamiibese implications include the following:

. Incorporating Technology Changes.Given the rapid rate of improvement in optiaall Internet Protocol technologies,
communications service providers that are mostaffe at rapidly deploying new services that talleamtage of these
technologies will have an inherent cost and seratheantage over companies that are less effedtide@oying new services
that use these technologies.

. Controlling Local Facilities. Given the consolidation in the number of lomedess provide—that is, the providers (
connections from long distance and backbone nesvarkraffic aggregation points or end user locetis-communications
service providers that have ownership of local andietropolitan network facilities as opposed tmomunications service
providers that obtain these facilities from othei have an inherent cost and service advantage companies that do not he
ownership over these types of assets.

. Capital Intensity The rapid improvements in these technologiesthe need to move to new technologies more quiadult:
in shortened economic lives of underlying assetsadhieve improvements in service capabilities @mticost reductions,
service providers will need to deploy new generetiof technology sooner, resulting in a more cépitansive business model.
Those providers with the technical, operational famaincial ability to take advantage of the rapity@ncements in these
technologies are expected to have higher absodyttiéat requirements, shortened asset lives, rapietyeasing unit costs and
prices, rapidly increasing unit demand and higlashdlows and profits.

Our Communications Business Strategy

We are seeking to capitalize on the opputies presented by the expanded coverage of oumamications network as well as the
significant and rapid advancements in optical antdrhet Protocol technologies. Key elements ofstrategy include:

. Offer a Comprehensive Range of Communications &er@ver Our End-to-End Network.We provide a comprehensive ra
of communications services designed to meet thdsnekour customers over our network. Beginning006, we expanded our
targeted customer base to include enterprise anéss customers through the acquisitions we coexplétiring 2006 and early
2007.

Our communications service offerings include:

. Internet Protocol and data servi—including (1) Internet access and IP and Ethernt® Private Networks an
(2) broadband transport services such as wavelenggink fiber and private line services (transotgdrackhaul,
intercity, metro and unprotected private line segs);
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. content distribution services including caching doegvnloading, streaming as well as video broadeastices;
. colocation services; ar
. Softswitch and voice services—including wholesat@R/component services, enterprise or busines® \s@vices,

wholesale voice origination and termination sersiaad managed modem for the dial-up access business
The availability of these services varies by lomati

For several years we have been developing serthe¢$ake advantage of the investment that we heade in our network and
that generally target large, existing markets famnmunications services. We have also expandedxistirey markets for
communications services through the acquisitions@mpleted in 2006 and early 2007 that enabled affér services directly
to enterprise or business customers. Through &ffses we have increased significantly our addxblsmarket by targeting
new customers as well as new voice and data serilie¢ take advantage of the geographic coveragje@st advantages of our
network.

With respect to our wholesale customers, we prothidse customers with several options for accesgingntercity network—
including our metropolitan networks and colocatiaadilities. Our metropolitan networks enable usdémnect directly to points
of high traffic aggregation. These traffic aggreégafacilities are typically locations where ourstomers wish to interconnect
with our intercity network. Our metropolitan netwerallow us to extend our network services to tleggregation points at low
costs. With respect to our enterprise customergraeide these customers with access to our netwitiker by directly
connecting to their location or by serving thatdtion with a connection from another communicatisesvices provider. As of
December 31, 2008, we have:

. approximately 77,000 intercity route miles in No&erica and Europe, which we expect to reduceppmaimately
52,000 intercity route miles after we completeititegration of acquired companies, connecting 2ihtries;

. approximately 125 markets having metropolitan fibetworks containing approximately 27,000 routeesiih the Unite:
States and Europe; and

. approximately 7,900 traffic aggregation points &oddings in the aggregat

We believe that providing colocation services icdilfaes directly connected to our network attractgnmunications intensive
customers by allowing us to offer those customedsiced bandwidth costs, rapid provisioning of addél bandwidth,
interconnection with other third party networks amgroved network performance.

Additionally, our metropolitan networks allow usd¢ompete for certain local communications traffitiich constitutes a
significant percentage of the communications markstof December 31, 2008, we had secured apprd&lyné.9 million
square feet of space for our Gateway and transonisacilities and other technical space and hadpbeted the build-out of
approximately 4.6 million square feet of this space

. Provide Low Cost Backbone Services Through An Ugeahle Backbone Network. Many portions of our originally
constructed intercity and metropolitan networksewéesigned to provide high quality communicatiogrsises at a lower cost.
As we continue to integrate our acquired operations network and business processes will seekable us to cost effectively
deploy future generations of optical and IP netwggicomponents (both fiber and transmission eleétsoand optronics) and
thereby expand capacity and reduce unit costdditian, our strategy is to maximize the use ofrgp®n-proprietary interfaces
in the design of our network
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software and hardware. This approach is intendgudeide us with the ability to purchase the mastt @ffective network
equipment from multiple vendors and allow us toldgmew technology more rapidly and effectively.

. Target Top Global Bandwidth Custome With respect to our wholesale service offerjre primary distribution strategy
to use a national, direct sales force focused gh bandwidth usage businesses. These businesiegeiirecumbent local
exchange carriers, international carriers also knas/PTTs, major internet service providers or J®Rsadband cable television
operators, wireless providers, major interexchazageers, the U.S. government, voice service prengdsystem integrators and
other businesses that purchase communicationgesrivi a manner that is consistent with these ath&iomers. Providing
communications services to many of these businéssgthe core of our market enabling strategy.iiféetify as wholesale
customers those customers that purchase signifécaatints of capacity to serve the needs of thaitocoers or their internal
needs.

. Further Develop Existing Enterprise Customer Busin  With respect to our business markets custoroersprimary
distribution strategy is to use a locally basee@dlisales force to target business customers,ga@nments, higher education
institutions and academic consortia with high dedsafior mission critical communications services. &l& complement our
direct sales force with an indirect sales chanhaent partners.

. Develop Market Leading Content Distribution Serv@igerings. At December 31, 2008, we operated one of tiyet
Internet Protocol backbones in the world. In otlverds, we operate one of the largest networks wch Internet content is
transported from content sources to third party eivaccess networks connected directly to end udgrontinue to believe
that one of the largest sources of future increaletémand for communications services will be datifrom customers that are
seeking to distribute their feature rich contentideo online. To meet the needs of customersmlyithis growth, we are focus
on refining our service offerings to provide a fpdrtfolio of services to support content distribat including high speed IP
services, colocation, Content Delivery Network ssgs and video acquisition. We believe that wetleeonly service provider
that offers, owns and operates this portfolio of®es on a broad scale, which provides a uniquedpnity to offer customers
flexible access, end to end solutions and/or bugjdilock services to meet their evolving needs.

. Expand Metropolitan Network Coverage.We expect to selectively extend the currenthezf our existing metropolitan
networks by opportunistically adding additional nentions to buildings and other traffic aggregapoimts from these
networks. These connections will enable us to reactitional potential customers and reduce ourscfostthe termination of ot
customers' communications traffic on other carrieesworks.

. Pursue Acquisition Opportunities. For a number of years, we have engaged infgignt acquisition activities. In evaluating
potential acquisition opportunities, among othétecia, we evaluate the potential acquisition adoay to the transaction's abil
to generate positive cash flow from high creditljy@ustomers. For these opportunities, we gefhelabk for companies with
recurring revenue that comes predominantly frormises we already provide, in geographic areasatatlready served, with
customers that are consistent with our existingocusr base. It is this group of acquisitions tretteyally also provide
significant synergy opportunities as a result aéntapping network and service offerings.

As we seek to expand the addressable market faesuices, we also evaluate opportunities that dexdpand our service
capabilities. Transactions that would be includethis category would expand the geographic scépemonetwork or would
provide capabilities for additional services ottdlmition channels. For these opportunities, weegalty consider whether the
targeted company's distribution strategy is coasistith our strategy and whether management

6




Table of Contents

believes that the target's current and/or futuvemaes can be significantly increased and/or exgeaan be significantly reduc
as a result of a combination with our operationsn&ally these acquisition opportunities will nobyide the same level of
synergy opportunity that the category of acquisgidescribed in the paragraph above provide to us.

. Develop Advanced Operational Processes and BusBwgggort Systems. We have developed and continue to develop
substantial and scalable operational processebusidess support systems specifically designeddble us to offer services
efficiently to our targeted customers. We belidvat bver time these systems will reduce our opggatosts, give our customers
direct control over some of the services they broynfus and allow us to grow rapidly while minimigiredesign of our business
support systems.

. Attract and Motivate High Quality Employe: We have developed programs designed to atrattetain employees with t
technical and business skills necessary for ouinbas. These programs include our long term ingergrograms.

Our Strengths
We believe that the following strengthslagsist us in implementing our strategy:

. Experienced Management Tee We have assembled a management team that iegebed well suited for our busine
objectives and strategy. Our senior managemergutastantial experience in leading the developmmeatketing and sale of
communications services and in managing, desigaimconstructing metropolitan, intercity and intgronal networks.

. A Comprehensive Range of Communications Senn  We provide a comprehensive range of commuminatservice
designed to meet the needs of our customers overetwork. Our communications service offeringdude:

. Internet Protocol and data services—including i¢fnet access and IP and Ethernet Virtual PriMatevorks and
(2) broadband transport services such as wavelgngink fiber and private line services (transoaedrackhaul,
intercity, metro and unprotected private line segs);

. content distribution services including caching doegvnloading, streaming as well as video broadeastices;
. colocation services; ar
. Softswitch and voice servic—including wholesale VolP component services, emigepr business voice servic

wholesale voice origination and termination sersiaad managed modem for the dial-up access business
The availability of these services varies by lomati

For several years we have been developing serthe¢$ake advantage of the investment that we heade in our network and
that generally target large, existing markets fanmunications services. We have also expandedxistirey markets for
communications services through our acquisitioas ¢mabled us to offer services directly to enteepor business customers.
Through these efforts we have increased signifigamtr addressable market by adding new targetstbmers as well as new
voice and data services that take advantage afe¢bgraphic coverage and cost advantages of ouoretw

. Significant metropolitan network platfort  As of December 31, 2008, we have metropolita@rfnetworks in approximate
125 markets in North America and Europe, which amnmapproximately 27,000 route miles and connetiiénaggregate
approximately 7,900 traffic aggregation points doddings. Our metropolitan networks enable usdonect directly to
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points of high traffic aggregation and customeatmns and reduce our costs for the terminatioouofcustomers'
communications traffic on other carriers' networks.

. End-to-End Network Platformr  Our strategy has been and continues to bepioyleetwork infrastructure in maj
metropolitan areas and to link these networks significant intercity and trans-oceanic networkNiorth America and Europe.
We believe that the integration of our metropolitand intercity networks with our colocation faddi will expand the scope and
reach of our on-net customer coverage, facilitageuniform deployment of technological innovati@sswe manage our future
upgrade paths and allow us to grow or scale owicgeofferings rapidly. We believe that we are timdy international
communications service provider with the unique boration of:

. a substantial intercity networ
. large fiber count metropolitan networks;
. substantial colocation facilities; and
. innovative content distribution technology and &=ss.
. Advanced IP Backbon We operate one of the largest internationald®vorks or backbones. Our IP services deliveioad

range of IP transit and network interconnectiouohs tailored to meet the varied needs of higidibadth users.

. Extensive Patent Portfolic  Through acquisitions and through our own redeand development, we have created an exte
patent portfolio, consisting of approximately 9Gignts and patent applications filed in the Unf¢ates and around the world.
Our patent portfolio includes patents filed in eatlthe last three decades covering technologiegimg from data and voice
services to content distribution to transmissiod aatworking equipment. Most of our issued patantgsnot scheduled to expire
for more than ten years. We have used our patetfopo in a number of ways. First, developing @qairing technologies and
receiving the legal right to preclude others frosing them may give us a competitive advantage.r8kdbe breadth and depth
of our patent portfolio may deter others, partidyléelecommunications operators, from bringinggmatinfringement claims
against us for fear of counter-claim by us. We wilhtinue to file new patent applications as weagigle and develop products
and services, we will continue to seek opportusiteexpand our patent portfolio through strategiguisitions and licensing,
and we will continue to appropriately enforce oatgmts against infringement by others.

. Softswitch based Co-Carrier Network.Our experience in operating our Softswitch basecarrier network is combined with
set of infrastructure and other management expeggwhich include extensive local interconnectidgtih local exchange
carriers, experience in scaling a Softswitch bagdatiorm, and an ability to provide seamless irdareection to the traditional
telephone network or PSTN. We believe that ourresite co-carrier network and Softswitch infrastawetprovides us with a
competitive advantage in providing various voicerolP or VolP services.

. A More Readily Upgradeable Network Infrastructt  With respect to a substantial portion of oumwoek, the network wa
designed to take advantage of technological innowat incorporating many of the features that atepmesent in older
communication networks, and provide us flexibitilytake advantage of future developments and infansa We designed the
transmission network to optimize aspects of fibet eptronics simultaneously as a system to delox@runit cost to our
customers. As fiber and optical transmission tetdgyochanges, we expect to realize new unit copt@avements by deploying
more cost efficient technologies in our network. Bédieve that our network design will enable utot@er costs and prices wh
enjoying higher margins than our competitors.
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Our Communications Services
Customer Focused Organization

We operate the customer interacting orasust facing aspects of our communications busimeiair groups. We believe that this
structure enables us to focus more effectivelynennteeds of our customers. These four groups are:

. Wholesale Markets Grot

. Business Markets Grot

. Content Markets Group; and
. European Markets Group.

We believe this structure enables thosel@yaps in these customer facing roles to develabdativer high quality communications
services that are based on the needs of the custdhat the group is seeking to serve. Each okthyesups is supported by dedicated
employees in sales and segment marketing. Eadte@froups is also supported by centralized senriggoduct management and developn
general marketing, network services, engineerimgyrination technology, and corporate functionsudaig legal, finance, strategy and human
resources. It is through the Wholesale Marketsjriass Markets, Content Markets and European Madketsps that we offer our
comprehensive range of communications services.

Wholesale Markets Group. The Wholesale Markets Group is focused on dglig communications services to meet the high Wwadtt
needs of many of the largest global communicatssrsices providers on a wholesale basis. The Waldédarkets Group's customers
typically integrate or package our services inirtlbwn products and services to offer voice, vidad data services to their enser custome
and in some instances to satisfy their own intenealds.

The market segments that the Wholesale 8tai®&roup addresses include:

. domestic and international carrie

. voice service providers, which include calling cacinpanies, conferencing providers, and contadecgthat use Voll
technology to better manage costs and enable addapplications;

. wireless providers

. broadband cable television operatc

. system integrators; and

. the U.S. federal government.

Business Markets Group.The Business Markets Group is focused on defiggcommunications services to meet the
telecommunications needs of: enterprises; highecaibn institutions and academic consortia; aatesind local governments. We also focus
on local and regional carriers, ISPs, enhancedcgeproviders, application service providers, wass providers, mobile virtual network
operators, VoIP providers as well as datacentatshasting facilities. The Business Markets Grougufes on providing its targeted customers
with the full suite of Internet Protocol and dagasces, colocation and voice services.

Content Markets Group. As we believe that one of the largest sourédstare incremental demand for communications ises/will be
derived from customers that are seeking to disteiltioeir feature rich content or video over thetnéet, the Content Markets Group focuses on
offering solutions ranging from end-to-end commatiimns services to individual building block seeddo meet
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the content distribution needs of its customerst@uers that the Content Markets Group servesdeclu

. video distribution companie

. providers of online gaming;

. software distributors;

. portal and search providel

. social networking providers; at

. traditional media distribution companies includimgadcasters, television networks and sports league

European Markets Group. The European Markets Group focuses on the caorzations needs of European customers and services
Europe for customers located outside of Europe.Hurepean Markets Group's target customers ardssitoithe target customers of the
Wholesale Markets Group and the Content Marketsi@ro

Service Offerings

We offer a comprehensive range of commuiuina services, which currently include the follogiservices. All of these services are
available to customers of each of the customengéagroups, however their availability varies bydtion. The following is an overview
description of some of the services that we offer.

. Network and Internet Service We offer both wholese-oriented communications services to enable largke stetworks an
high speed access to the Internet as well as sisglzices designed for the enterprise marketpMteoffer a portfolio of data
communications services ranging from basic netvirfilastructure components such as dark fiber, vemgth, and private line
services to higher level routed data services asdithernet, Internet Transit and IP VPN. Our Nekvemd Internet Services
include the following.

. Transport Service: Transport services include wavelengths (Levielt&rcity Wavelength Services and Level 3 Me
Wavelength Services) and private lines (Level 8rieity Private Line Services and Level 3 Metro $#8). These
services are available across our metropolitanirtedcity fiber network. Wavelength services pravighprotected point-
to-point connections of a fixed amount of bandwidith Ethernet or SONET interfaces. Wavelength isesvare
available at 2.5 Gbps and 10 Gbps speeds, whickgept the largest capacity of dedicated tranggovices. This
service offering targets customers that requirai@ant amounts of bandwidth, desire more direxitomol and provide
their own network management. Private line servazesalso point-to-point connections of dedicataddwidth but
usually include SONET or SDH protection to providsiliency to fiber or equipment outages. Private kervices are
available in a range of speeds. Level 3 also offéeso and Intercity Ethernet Private Line Serviegth Fast-E and Gig-
E interfaces. Customers generally use our tranggovices to create their own SONET/SDH, ATM anahé®vorks. We
typically offer transport services in annual or tiyiear contracts with monthly payments, or in leegm pre-paid
agreements.

Level 3 also provides transport services within wansatlantic cable system connecting North Angegicd Europe as
well as via leased bulk capacity on other transoicesystems. "International Backhaul” transporvses,
interconnecting cable landing stations and thestrial North American and European networks, & available.

10




Table of Contents

High Speed Internet Protocol (IP) ServicelLevel 3 operates one of the largest internatibmternet backbones
providing connectivity among customer IP, conterd application networks. Built largely on our ownercity and
metropolitan networks in North America and Europe,provide customers with high performance, religband
scalability. Access to the Internet is enableddigiointerconnection among our customers acrosa@work as well as
interconnections with other Internet service previtpeers."

Dedicated Internet Access. Dedicated Internet Access, or DIA, is LevelBerprise focused Internet access product
leveraging the same core Internet backbone astbar internet Services. Level 3 operates one ofdigest internation:
Internet backbones in the world and is regularlysigered one of the most connected Internet nesvdawdvel 3's
Dedicated Internet Access service provides Intezaphectivity over a Tier One Internet backbonetigh a wide variet
of access methods and speeds. The service alsol@scDomain Name services, primary, secondary acldireg and is
available as either a stand-alone service or asrgplement to our other communications services.

VPN Services. Built on our optical transport and MPLS netwsriwe offer customers the ability to create privaient-
to-point, point-to-multipoint, and full-mesh netvwsrbased on IP VPN, Virtual Private LAN Service MRLS, ATM and
Frame Relay technologies. These services allowicgeproviders, corporations, government entiti@sl distribution
businesses to replace multiple networks with alsjrapst-effective solution that simplifies thertsaission of voice,
video, and data over a single or converged netwidnk. service allows the customer to achieve thisvemgence without
sacrificing the quality of service or security l&vef traditional dedicated transport offeringse$a solutions are used for
service provider and corporate data and voice miyalata center networking, disaster recoveryarebf-region or
redundant customer connectivity for other serviee/jgers.

Dark Fiber Service. Level 3 Intercity Dark Fiber and Level 3 Mefark Fiber provide carriers, service providers,
government entities and large enterprises a complétastructure when a fiber solution is requibeded on unique
applications, control or scale requirements. Theises include fiber, colocation space in our Gatgwnd in our
network facilities, power and physical operationd anaintenance of the fiber and associated infreftre.

. Colocation Service. We offer high quality, data center space wheitomers can locate servers, content storageetesitd
communications network equipment in a safe andregechnical operating environment. At our colomatites, we offer high-
speed, reliable connectivity to our network andtteer networks, including metro and intercity netka) the traditional
telephone network and the Internet.

. Content Distribution  Our primary Content Distribution products aedvices include the following

Content Delivery Network. Our content delivery network services combioel® network, gateway facilities and
patented technology that directs a requestor ousedto the best location or server cluster inrmiwork to retrieve the
requested content based on location and networttittams. Our CDN services provide customers witlprioved
performance, economics, scalability, reliabilitydareach for their web applications. Our Caching Bieevnload Services
provide efficient http delivery of large files suahk video, software, security patches, audio aadtgcs to mass
audiences. Our Streaming Services can be usediverdeigh performance streams, either live or @mdnd, to end
users using leading proprietary protocols. Eachiceiset provides a set of flexible features tobbmaustomers to conti
their content delivery to ensure quality end-usgregience, security, freshness and targeting. At affer storage
solutions enabling customers to upload and
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store content to our network as part of an optichidelivery platform. In addition to our deliveryrgees, our patented
Intelligent Traffic Management service enables aomdrs to set rules to dynamically route traffierteet failover or dual
vendor objectives.

. Media Delivery Services. We also offer media delivery services to cugtsrseeking to manage, protect and monetize
content delivered over the internet. Media DelivBarvices extend support for online distributiondels and operation
by providing customers with means to ingest andidelive video content and to manage the orgaiinaand
presentation of both live and on demand video tbuesers via a content management system. Additigrsalpport for
content monetization via paid and advertising sugggbmodels is provided. Media Delivery Serviceelage our
Content Delivery Network for the delivery of mandgmntent to end users.

. Fiber Optic and Satellite Video Transport ServicesWe offer various services to provide audio gitigo feeds over
fiber or satellite for broadcast and productiontemers. These services vary in capacity providejufency of use (that
is, may be provided on an occasional or dedicassispand price. In 2009, Super Bow! XLIII® markiaé 20"
consecutive year that the NFL used these senacesthe five year anniversary of the first liveduicast event ever
carried using our new high definition (HD) trangpservice offering. We also offer encoding serviteganslate the
broadcast video feeds we carry for our customeesformats for Internet distribution.

. Switched Services. We pioneered and developed the Softswitch—ailolised computer system that emulates the funstion
performed by traditional circuit switches—which bfes us to control and process voice and data @adlsan Internet Protocol
network. We also offer several traditional circaititch-based voice services. Our Switched Serviudade the following.

. Level 3 VoIP Enhanced Local. Level 3 VolP Enhanced Local is a VolP solutibat enables broadband cable opera
IXCs, voice over IP providers, and other compaojsrating their own switching infrastructure torlab IP-based local
and longdistance voice to residential and business cust®marany broadband connection. With the purchésewel 3
VolP Enhanced Local service, a customer obtaings$sential building blocks required to offer resiti#d or business
voice over IP phone service such as local phoneyeusnlocal number portability, local and long digte calling, E-911,
operator assistance, directory listings, and dirgcassistance.

. Level 3 Local Inbound. Level 3 Local Inbound service terminates tiad#l telephone network originated calls to
Internet Protocol termination points. Customershsas call centers, conferencing providers, andevover IP service
providers, can obtain telephone numbers from ysdrin local telephone numbers that the custortready controls.
These local calls are then converted to IP andspanrted over our backbone to a customer's IP \appdication at a
customer-selected IP voice end point.

. Level 3 1911 Direct. Level 3 I-911 Direct is a portfolio of Enhanced 911 solutiansluding a fixer-location solutior
with network connections to public safety answeroints or PSAPs that serve approximately 80 pemfeall U.S.
households, and a solution for nomadic voice oRaurbviders that takes advantage of the same netvaomections as
the fixed-location solution. A nomadic voice ovErprovider is a company that permits its end usstamner to use VolP
services from more than one location. When usel thi¢ services provided by a third party VolP Rosihg Center, or
VPC, to collect, update and report subscriber looahformation, our Level 3 E-911 Direct serviagables VolP service
providers to supply 911 services to their subscsibe
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. Level 3 One Plus. Level 3 One Plus service provides non-faciiimsed resellers, or carriers with regional netsjor
the ability to originate long distance calls fromyavhere in the continental US. Level 3 then terrtéaahe domestic,
international and Operator Services calls ovemaiwork or customers may choose to have calls lthhdek to them
over a dedicated facility. This service suite feasuAutomatic Number Identification (ANI)-based addrrier
Identification Code (CIC)-based services.

. Level 3 Enterprise Local and Long Distance Voice/i8es. Level 3 Enterprise Local Voice Services prouti&TN
connectivity for customer telephone equipment;gietene numbers, which include associated directstings; standard
services, which include operator services, dirgcassistance, and 911 services; and Idistance access, which provic
equal access to all long-distance carriers, inolyidievel 3. Level 3 Enterprise Long Distance sexvioffer intrastate and
interstate voice service at simple, cost-effectates as well as access to over 290 internatiogatibns.

. Level 3 Enterprise Tc-Free Services Level 3 Enterprise Tc-Free Services offer customers the ability to rezeind
pay for inbound calls, rather than those calls d@aid for by the call originator. Additionally,;aumber of routing and
call information features are available.

. Level 3 Voice Terminatiol Level 3 Voice Termination consists of local dodg distance transport and terminat
services, offered over circuit switch or Softswitelthnologies. These services are offered primagiinter-exchange
carriers, or IXCs, wireless providers, local phaoenpanies, cable companies and voice over IP peovidVe also offer
the termination of international voice traffic ov@rcuit switch or Softswitch technologies. Custosmfor these services
include local phone companies, wireless provideable companies and voice over IP providers.

. Level 3 Toll Free Level 3 Toll Free consists of wholesale serwvidet terminate toll free calls that are originlad@ the
traditional telephone network. These toll free salte carried over either a circuit switch or Seitish network and
delivered to customers in Internet Protocol oritradal TDM format. Customers for these servicedude call centers,
conferencing providers, and voice over IP providers

. Level 3 Managed Modem. Level 3 Managed Modem is an outsourced, tusniikfastructure solution for the
management of dial up access to the public Intet8€ts comprise a majority of the customer baséével 3 Managed
Modem and are provided a fully managed dial up ngtvinfrastructure. As part of this service, Le@edrranges for the
provision of local network coverage, dedicated laekephone numbers, racks and modems as welldisaded
connectivity from the customer's location to theéle3 Gateway facility.

For a discussion of certain geographicrimfation regarding our revenue from external custsraed long-lived assets, please see the
notes to our Consolidated Financial Statementsappeelsewhere in this Form 10-K. For a discussibour communications revenue, please
also see Management's Discussion and Analysisnain€ial Condition and Results of Operations appgdeiter in this Form 10-K. Our
management continues to review our existing lifdsuginess and service offerings to determine Hosé lines of business and service
offerings assist with our focus on the deliverycommunications services and meeting our finandigaives. This exercise takes place both
with respect to integration activities and in thidinary course of our business. To the extentdhetain lines of business or service offerings
not considered to be compatible with the delivdrga@nmunications services or with obtaining ouafigial objectives, we may exit those lines
of business or stop offering those services in gaim whole.
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Our communications network

Our network is an advanced, internatiofailities based communications network. Today priarily provide services over our own
facilities. At December 31, 2008, our network enpasses:

. approximately 67,000 intercity route miles in No&herica, which we expect to reduce to approxinyad@,000 intercity rout
miles after we complete the integration of acqutethpanies;

. an intercity network covering approximately 10,000es across Europe;

. approximately 125 markets having metropolitan fibetworks containing approximately 27,000 routeesiih the United Statt

and Europe, connecting approximately 7,900 traffjgregation points and buildings in the aggregate;

. approximately 145 markets in service in North Aroan and approximately 45 markets in service in geiro
. approximately 6.9 million square feet of Gateway &nansmission facilities in North America and Bugpanc
. substantial transoceanic cable system capacitygpily across the Atlantic ocee

Intercity Networks. Our approximately 67,000 mile fiber optic irtiéy network in North America, which we expect whk
approximately 42,000 miles after we complete otedgration of acquired companies, consists of theviing:

. Multiple conduits. In approximately 30,000 milesaafr intercity network, we have installed groupsrafitiple conduits. Wi
believe that the availability of spare conduit vaillow us to deploy future technological innovasan optical networking
components as well as providing us with the flditibto offer conduit to other entities.

Initial installation of optical fiber strands desigg to accommodate dense wave division multiplekiaigsmission technology.
addition, we believe that the installation of newptical fibers will allow a combination of greateavelengths of light per
strand, higher transmission speeds and longer gdilyspacing between network electronics. We alievmthat each new
generation of optical fiber will allow increasestire performance of these network design aspedtsvdihtherefore enable low:
unit costs.

. High speed Intercity Dense Wave Division Multiplegj or DWDM, equipment providing high quality, edlle and cost
effective transmission across our fiber backbone.ané continually evaluating advancements in teldgyahat will enable us 1
scale, lower our cost and provide higher speedaEsover our intercity network. We believe tha tharket will continue to
move toward Ethernet based services and highedspesafaces. Through our technology evaluationdeléeeve that we have
positioned ourselves to be able to deliver thepaluitities for both our own IP network needs aslaslthose of our customers.

. A design that maximizes the use of open,-proprietary hardware and software interfaces mnaless costly upgrades
hardware and software technology improves.

During the first quarter of 2001, we cometeour initial construction activities relatingdar North American intercity network. Also
during 2001, we completed the migration of custotregfic from our original leased capacity netwaokour completed North America interc
network. Deployment of the North American interaigtwork was accomplished through simultaneoustoacton efforts in multiple
locations, with different portions being completgdifferent times. In 2003, we added approximage885 miles to our North America
intercity network as part of the Genuity transattiand in 2005, we added approximately 30,000 nfitetuding IRUS) to our
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intercity network as part of the WilTel Communicats transaction. In 2006 and January 2007, we agglebximately 26,000 miles (includi
IRUSs) to our North America intercity network as fpaf the various acquisitions during that period.

In Europe, we have completed constructioouo fiber optic intercity network with charactstics similar to those of the North American
intercity network in a multiple ring architectui®uring 2000, we completed the construction of Ringf our European network. Ring 1, which
is approximately 1,900 miles, connects the majaopean cities of Paris, Frankfurt, Amsterdam, Belssand London and was operational at
December 31, 2000. Also in 2000, we acquired mleltjonduits from another operator, configured fing in Germany which we call Ring 2.
Ring 2, which is approximately 1,650 miles, conegbte major German cities of Berlin, Dusseldorfrikfurt, Hamburg, and Munich. Ring 2
became operational during the first quarter of 2(ibsequently, we created four additional fibexelolrings generally through IRU
acquisitions from other operators to connect oyaexied operations in Europe that are describedvieehol to add additional markets to the
network. The first additional ring, added in 2086approximately 2,150 miles and connects Copenhagckholm and Oslo and the second
additional ring is approximately 1,700 miles andmects Milan, Zurich and Geneva. The third adddlaing, added in 2007, covers Central
and Eastern Europe, and is approximately 1,500smid@necting markets such as Prague, Vienna andp@stl The fourth additional ring is
approximately 1,900 miles and connects Barceloredrd and Paris.

During 2002, we completed an expansionunfEuropean operations to six additional citiest &pansion to these additional locations
was facilitated through the acquisition of avaitabhpacity from other carriers in the region. Dgr2®03, we completed an expansion of our
European operations to five additional cities. ddion, during 2004, we completed an expansioawfEuropean operations to two cities.
During 2005, we completed an expansion of our Eemopoperations to one city. During 2006, we obthuterk fiber primarily in those cities
currently served by leased wavelength capacityaatditionally in 2006 we completed an expansionwfBuropean operations to 9 additional
cities. During 2007, we obtained dark fiber in thrties that had been served by leased waveleagtacity and additionally in 2007 we
completed an expansion of our European operatm® additional cities. The dark fiber combinedhnappropriate transmission equipment
enables us to sell a full suite of transport andéRrices in these markets. In 2008, we continugdEaropean expansion to two additional ci
using leased wavelength capacity. We expect tarmambur expansion in 2009 to one or two additianités.

Our European network is linked to our NoAtiherican intercity network by leased capacity agdhe Level 3 transatlantic cable system,
which was completed and placed into service du2d@0 and originally had a design capacity of 1.B8<I The deployment of the system—
which we refer to as the Yellow system—was complgtersuant to a co-build agreement announced irugep2000, whereby Global
Crossing Ltd. participated in the constructionasfd obtained a 50% ownership interest in the YeBgatem. Under the co-build agreement,
Level 3 and Global Crossing Ltd. each now separateh two of the four fiber pairs on the Yellow g%1. The Yellow system was recently
upgraded and our two fiber pairs have a currenacigpof 550 Gbps and we believe has a theoratiggtade capacity to 1.8 Thps assuming
both fiber pairs are fully upgraded.

We also acquired additional capacity onb@ldCrossing Ltd.'s transatlantic cable, Atlantio€3ing 1, during 2000 to serve as redundant
capacity for our fiber pairs on the Yellow systéie also own capacity in the TAT14 cable systentdnnection with the WilTel acquisition,
we have secured additional capacity on AtlanticsSimg 1 and on TAT-14. In 2006, we purchased 3@&kiis of transatlantic capacity with
the right to purchase 300 Gigabits of additiondlayal capacity from Apollo Submarine Cable Systenh In January 2007 we purchased 150
Gigabits of the additional optional capacity avialiéafrom Apollo Submarine Cable System Ltd, 150dBi¢s in May 2007 and an additional
100 Gigabits in November 2007. We are also an ownehe Japan-US, and China-US cable systems,@mdRler on Southern Cross cable
system as well as an owner on the Americas Il
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cable and an IRU holder on the Arcos system. We @len capacity on the Reliance-Globacom transatiaystem Flag Atlantic-1 and
capacity on the Hibernia transatlantic cable system

Local Market Infrastructure. Our local facilities include fiber optic metrajgan networks connecting our intercity networldan
Gateways to buildings housing communications-intensnd users and traffic aggregation points—inicigdLEC and CLEC central offices,
long distance carrier points-of-presence or PO&lslechead-ends, wireless providers' facilities laernet peering and transit facilities. As of
December 31, 2008, we had in the aggregate appabdaiyn7,900 traffic aggregation points and buildimgnnected to our metropolitan
networks. Our high fiber count metropolitan netwsoatlow us to extend our services directly to austomers' locations at low costs, because
the availability of this network infrastructure doeot require extensive multiplexing equipmentdach a customer location, which is required
in ordinary fiber constrained metropolitan networks

We had secured approximately 6.9 millionasg feet of space for our Gateway and transmidaiglities as of December 31, 2008, and
had completed the buildout of approximately 4.dionl square feet of this space. Our initial Gateviajlities were designed to house local
sales staff, operational staff, our transmissiosh lawernet Protocol routing and Softswitch fadditiand technical space to accommodate
colocation services—that is, the colocation of pquent by high-volume Level 3 customers, in an emvinentally controlled, secure site with
direct access to Level 3's network generally thihodigal, fault tolerant connections. As a resulbaf acquisitions, some of our facilities are
larger than our initial facilities and were desidrie include a smaller percentage of total squeeéfbr our transmission and Internet Protocol
routing/Softswitch facilities and a larger percg@af total square feet to support the sale ofaailon services. Availability of these services
varies by location.

As of December 31, 2008, we had operatidaallities-based, local metropolitan networksl 6 U.S. markets and 9 European markets.

As of December 31, 2008, we also had apprately 145 markets in service in North America apgroximately 45 markets in service in
Europe.

Our Patent Portfolio

Through acquisitions and through our owseegch and development, we have created an exg¢gpsient portfolio, consisting of
approximately 900 patents and patent applicatided in the United States and around the world. @atent portfolio includes patents filed in
each of the last three decades covering techn@ogigging from data and voice services to contistiloution to transmission and networking
equipment. Most of our issued patents are not sghddo expire for more than ten years.

In addition to the patents and patent &pfitbns we own, we have received licenses to pateritl by others, including through a cross-
license with IBM, giving us access to technologyered by IBM's approximately 40,000 patents cowgrirany technologies relevant to our
business. While patents give us the right to preg#rers, particularly competitors, from using puoprietary technologies, patent licenses 1
us the freedom to operate our business withoutiskeof interruption from the holder of the patémat has been licensed to us.

We have used our patent portfolio in a nends ways. First, developing or acquiring techigids and receiving the legal right to preclude
others from using them may give us a competitiveaathge. Second, the breadth and depth of ourtgadetfiolio may deter others, particula
telecommunications operators, from bringing patefiingement claims against us for fear of courtlaim by us. There have been relatively
few patent infringements suits brought againsousate. Most of those have been initiated by péteiding companies who do not operate
telecommunications
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businesses and who are less likely to be subjexttmunter-claim of infringement by us. Finallye txtensiveness of our patent portfolio gives
us the option to cross-license with others havinglarly broad portfolios on terms acceptable tpmgtigating the risk that others will wish to
assert patent infringement claims against us.

We will continue to file new patent applioas as we enhance and develop products and ssrvie will continue to seek opportunities
expand our patent portfolio through strategic asitjons and licensing, and we will continue to agprately enforce our patents against
infringement by others.

Our Content Delivery Network

Content Delivery Network, or CDN, descrilzesystem of computers networked together acreskthrnet to provide content to users in
the most efficient manner to enable an optimal egperience. In a CDN, nodes or groups of compatersieployed in multiple locations
closer to the end user, also known as the "edgfeeafietwork” and cooperate with each other tofyatesjuests for content by end users,
transparently moving content behind the scenegtimize the delivery process. Requests for cordemtdirected intelligently through
sophisticated software applications to nodes thatige optimal performance for end users.

Our content delivery network is a uniquefiguration of our hosting and network assets ledah approximately 17 countries, which is
designed to improve the performance, reliabilityd aeach of web applications.

We believe that as a result of the comlmadf our CDN assets and our other network infracttire, we are strongly positioned to grow
our market share in the CDN business. This bdidbised on several factors.

. Network Scale. Because we own our own network, our abilityncrease capacity to meet the needs of contentigersvis
greater than other CDN providers who do not haeeflgxibility to quickly increase their availabletwvork capacity.

. Network Reaclk  Our customers' content reaches global Intetestinations using an average number of "hops'dteafewel
than with most other providers, enabling our cugtstio easily reach their audiences and providebgerformance. The fewer
number of hops required to reach Internet destinatserves to reduce latency and jitter.

. Low Cost Position Because we own much of the underlying netwofiastructure, we believe that we are positionedfter
cost advantages to our customers. By moving comtestale, our customers can take advantage of lomiecosts for
bandwidth, colocation, servers and disk space.

CDN Applications

There are an increasing number of appboatfor CDN, across many types of customers, pdatily Internet-centric businesses and
businesses that desire to accommodate increadarghyr file sizes for transmission over the Intériie media and entertainment industries
use CDN services to provide on-demand streamindiemdtreaming. Social Networking businesses negGDN to provide their customers
with fast reliable music and video downloads. Likssy through the use of CDN, software companieshle to provide software downloads
for their customers. Online retailers and adversisse CDN services to provide images and to doaachémivertisements. Online gaming
companies provide for game downloads, applicatiggtiates and delivery of demos and trailers thraZighl.
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Content Distribution Services Architecture

The CDN platform uses our existing physiwatiwork and infrastructure, and is composed oB&tige server or computer, which provides
caching and streaming functions and the Globalesewhich provides load balancing—that is, a corapthat directs the traffic to the most
efficient server to meet the end user's request.Hdge server enables the storage of popular dontarlocation that is closer to the end user
and thereby reduces bandwidth requirements ancoveprresponse times for content stored in the cddteGlobal server or computer load
balancing components of the CDN directs end usprasts to the content source that is best ablert@ $he request of the particular end user,
such as routing to the service node that is cldeesie end user or to the one with enough cap#zisgrvice the request of the end user.

We also transmit audio and video prograngnfiar our customers over our fiber-optic networkl am satellite. We use our network to
carry many live traditional broadcast and cableuision events from the site of the event to thevoek control centers of the broadcasters of
the event. These events include live sporting evehthe major professional sports leagues. Ferdivents where the location is not known in
advance, such as breaking news stories in remoatidms, we provide an integrated satellite andrfitiptic network based service to transmit
the content to our customers. Most of our custorf@rthese services contract for the service oawvamt-by-event basis; however, we have
some customers who have purchased a dedicatedtpgioint service, which enables these custometatsmit programming at any time.

Distribution Strategy

Our communications services sales stratgtiyrespect to our Wholesale Markets Group andpe@iis to utilize a direct sales force
focused on companies with high bandwidth and/oceoequirements. These businesses include incundittexchange carriers, established
next generation carriers, international carries® &nhown as PTTs, major ISPs, broadband cableiseevoperators, major interexchange
carriers, wireless carriers, systems integrataréegiments, emerging VolP service providers, cgltiard providers, conferencing providers
and call centers.

With respect to our Business Markets Grangdium to large enterprises will be serviced Ifigld based direct sales force. Smaller
business opportunities are serviced by an insiths $arce generally selling pre-defined bundlesearices. We also complement our direct
sales force with an indirect sales channel of agarthers.

Our communications services sales stratatiyrespect to the Content Markets Group is atsotilize a direct sales force. Targeted
customers include video distribution companiesyjters of online gaming and mega-portals; softveeice providers; social networking
providers; and traditional media distribution comiga including broadcasters, television networks sports leagues.

We have in place policies and proceduresyew the financial condition of potential andstig customers. We apply these procedures
to determine whether collectability of servicesdallis probable prior to the time that we beginvilng services to a customer. If the financial
condition of an existing customer deteriorates pmiamt where payment for services is in doubt, vilenvet recognize revenue attributable to
that customer until we receive cash. Based on thelgies and procedures, we believe our exposuoeltection risk within the
communications business and the possible effecuofinancial statements is limited. We may alspagience the effects of the downturns in
the economy and specifically the telecommunicatiodsistry; however, we believe the concentrationreflit risk with respect to receivable
mitigated due to the dispersion of our customeelzsong geographic areas and remedies providestimg bf contracts and by law.

For the year ended December 31, 2008,amiten customers represented approximately 31%ioéansolidated total revenue. Revenue
from our largest customer, AT&T Inc. and its suliis,
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represented approximately 12% of our consolidatéal tevenue for 2008. The next largest customeowaated for approximately 5% of our
consolidated total revenue and most of the remgitop ten customers each account for 3% or lessio€onsolidated total revenue.

In connection with the acquisition of WilTie December 2005, we acquired a large custometract between WilTel and SBC
Communications, a subsidiary of AT&T. We expect ti@ revenue generated under this contract wiltinae to decline over time as SBC
Communications migrates its traffic from our netiwtow the merged SBC and AT&T Communications netwbet SBC Communications
acquired from the former AT&T.

Business Support Systems

In order to pursue our sales and distridyusitrategies, we have developed and are contirtaidgvelop and implement a set of integrated
software applications designed to automate ouratiperal processes. These development activitiesralate to the integration of the systems
that were used by the companies that we have actjuihrough the development of a robust, scalaldkess support system, we believe that
we have the opportunity to develop a competitiveaathge relative to traditional telecommunicatioompanies. In addition, we recognize {
for the success of certain of our services thatesofrour business support systems will need toalséyeaccessible and usable directly by our
customers.

We are currently deploying a unified sesiofiplified processes and systems that are streangland synchronizing our service, sales, and
operational functions through our "Unity" platforiinity has been designed to provide improved cdipabi service catalog management,
sales opportunity management, customer managemeting, order entry, order workflow, physical dodical network inventory
management, service management, and financial rearexrg. We completed the foundation of our Unitytfptan processes and systems
development objectives at the end of 2008 and waaw focused on operational efficiency improveraamtd data integrity and migration.

Key design aspects of the business supgetém development program are:

. integrated modular applications to allow us to @jplgr specific applications as new services areahlail

. a scalable architecture that allows our customegisdéstributors direct access to certain functithvag would otherwise have to
performed by our employees;

. phased completion of software releases designaliiow us to test functionality on an incrementasiba

. "web-enabled" applications so that on-line accessder entry, network operations, billing, andtoaser care functions is
available to all authorized users, including oustomers;

. use of a tiered, client/server architecture thaeisigned to separate data and applications, apected to enable continued
improvement of software functionality at minimunmstoand

. use of pr-developed or commercial "¢the-shelf" applications, where applicable, which wiltérface to our internall
developed applications.

Our Employees

As of December 31, 2008, we had approxim&g00 employees. We believe that our successrigpin large part on our ability to
attract and retain substantial numbers of qualiéetgployees.
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Competition

The communications industry is highly cotitpee. A number of factors in recent years havaéased the number of competitors in the
market. First, the Telecommunications Act of 198€ated opportunities for non-incumbent providersrter the marketplace. Second, the
capital markets responded by making funding moeglalvle to new and existing competitors. Third heisiasm over the opportunities created
by the rapid developments of the Internet led itmssand market participants in general to overestié the rate at which demand for
communications services would grow. Finally, theeegence of new IP-based services has created ptsdpe new entrants with non-
traditional business models to compete with legaoyiders.

We believe that a confluence of these faatoeated an unsustainable level of competitichénmarket. We believe that this was
evidenced by both the number of competitors vymgsfmilar business and by the amount of inventwrgapacity each brought to the market
for many services. The result of these actionsavasversupply of capacity and an intensely conipeté&nvironment.

While we believe the current industry stane has improved significantly, we believe thather restructuring is likely. With the growth
of communications demand, excess capacity is isorgly being absorbed. Similarly, some form of istity consolidation will continue to
occur based on underlying economics. Given theslargyoing fixed costs associated with operatingaklbone network, we believe that the
natural industry structure will continue to evoteea more limited number of competitors with eaelihg high traffic scale across their
networks.

While we believe that the long-run indusgtsucture will evolve toward that described abavegertainty surrounds how the existing
competitive landscape will evolve toward this namcture. For example, while a number of next-gatien and incumbent providers have
been consolidated, we believe there are still abarof competitors operating fundamentally poorlifess models, are resource constrained,
and are unlikely to be longrm survivors in their current forms. In additievhile the completed acquisition transactions by&ATand Verizor
have given those companies greater scale and grbckadth, the ultimate effect of these transastimmthe industry structure is yet to be
known.

We believe that each competitor's leng-success in the market will be driven by itsilabde resources (for example, financial, persoy
marketing, customers) and the effectiveness dfutsness model (for example, service focus and oaigt effectiveness, ability to adapt to new
technologies, channel effectiveness). We recoghi@emany of our existing and potential competifarthe communications industry have
resources significantly greater than ours.

In the short term, the current economiciremment may put increased pressure on competitatdack a strong financial position, and as
a result competition may become more intense aetbempetitors seek to win business in a sloweketar

Our primary competitors are long distanagiers, incumbent local exchange carriers, cortipetiocal exchange carriers, PTTs, Content
Delivery Network companies, and other companiesghavide communications services. The followinfpimation identifies some key
competitors for each of our product offerings.

Our key competitors for our voice serviékenngs are other providers of wholesale commutines services including AT&T, Verizon,
Qwest, Global Crossing and competitive local exgeararriers. Our key competitors for managed mosemwices are other providers of dial
up Internet access including AT&T, Verizon and PAET Communications.

For our IP and Data services, we competie @@mpanies that include Verizon, AT&T, Global €smg and Cogent in North America, ¢
TeliaSonera, Global Crossing and Cogent in Europe.
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For transport services, our key competitoithe United States are other facilities basedrmanications companies including AT&T,
Verizon, Qwest, tw telecom and XO. In Europe, oy kompetitors are other carriers such as PTT& Trekrnational, Colt, KPN, Belgacom
and Global Crossing.

Our key competitors for our colocation $eeg are other facilities based communications origs, and other colocation providers such
as web hosting companies and third party colocat@mnpanies. In the United States, these compamibisdie Equinix, Savvis, Switch & Data
and Internap. In Europe, competitors include EquiGilobal Switch, InterXion, Telecity and Telehousgrope.

In the enterprise market, our key compeditnclude incumbent local exchange carriers (acAT&T, Verizon and Qwest and
competitive local exchange carriers.

For content distribution network or CDNdees, our key competitors include Akamai Techn@s@nd Limelight Networks.

The communications industry is subjectapid and significant changes in technology. Fotrainse, recent technological advances permit
substantial increases in transmission capacitytf hew and existing fiber, and the introductiomefv products or emergence of new
technologies may reduce the cost or increase fhygysof certain services similar to those whichpl@n on providing. Accordingly, in the
future our most significant competitors may be mtrants to the communications industry, which—kenthe traditional incumbent carriers
we also compete with—are not burdened by an irstdlase of outmoded or legacy equipment.

Regulation
Federal Regulation

The Federal Communications Commission eR8C has jurisdiction over interstate and inteomal communications services, among
other things. The FCC's regulation of common cesnethout market power, such as us, is less srihthan its regulation of dominant
incumbent local exchange carriers. We have obtai@@ approval to land our transatlantic cable enttnited States. We have obtained FCC
authorization to provide international servicesadiacilities and resale basis as well as variousless licenses. Under the Telecommunications
Act of 1996 (the "1996 Act"), any entity, includirmgble television companies, electric and gadiesli may enter any telecommunications
market, subject to reasonable state regulatiomfetys, quality and consumer protection.

The FCC has pending a Notice of ProposddrRaking ("NPRM") to initiate a comprehensive ravief rules governing the pricing of
special access service offered by ILECs subjeptite cap regulation. Special access pricing bgetarriers currently is subject to price cap
rules, as well as pricing flexibility rules whiclermit these carriers to offer volume and term dists and contract tariffs (Phase | pricing
flexibility) and/or remove from price caps regutatispecial access service in a defined geograpbéc(®hase Il pricing flexibility) based on
showings of competition. In the NPRM the FCC tem&y concludes to continue to permit pricing fleikity where competitive market forces
are sufficient to constrain special access pricesundertakes an examination of whether the cutrigggers for pricing flexibility accurately
assess competition and have worked as intendedNPRM also asks for comment on whether certain@spd ILEC special access tariff
offerings (e.g., basing discounts on previous vasmof service; tying nonrecurring charges and teation penalties to term commitments; i
imposing use restrictions in connection with digus), are unreasonable. At this time, we cannalipréhe impact, if any, that a ruling on the
NPRM will have on our network cost structu

Both AT&T and Verizon, in connection withre acquisitions, have agreed to abide by cectaiditions that are enforceable by the FCC
in connection with special access prices, termscanditions. In December 2007, we filed a complainst AT&T alleging, among other
things, that
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AT&T had violated those commitments. At this statipe, proceeding is continuing and we intend to ragsly pursue our claims. We cannot at
this time predict the outcome of that proceeding.

As of August 1, 2001, our tariffs for indéate end user services were eliminated and affstor international interexchange services
were eliminated on January 28, 2002. Our rates stilisbe just and reasonable and nondiscriminatOnyr state tariffs remain in place. We
have historically relied primarily on our salesderand marketing activities to provide informattorour customers regarding these matters and
expect to continue to do so. Further, in accordavittethe FCC's orders we maintain a schedule ofates, terms and conditions for our
domestic and international private line service®onweb site.

Intercarrier compensation. Telecommunications carriers compensate onénanéar traffic carried on each other's networks.
Interexchange carriers pay access charges totile@hone companies for long distance calls thigtrate and terminate on local networks.
Local telephone companies typically charge onetardbr local and Internet-bound traffic termingtion each other's networks. The entire
methodology by which carriers compensate one anéthexchanged traffic, whether it be for localtrastate or interstate traffic, is under
review at the FCC.

Apart from this comprehensive review ofittarrier compensation, individual compensationgsshave been the subject of FCC and state
commission rulings. Since 1997 the issue of comgi@msto be paid for calls dialed to Internet seevproviders or ISPs has been heavily
litigated. Since 2004, the issue of compensatidretpaid in connection with the exchange of Voieerdnternet Protocol or VoIP calls has
also been the subject of much debate.

In its decision on Nov. 5, 2008, the FC€p@nded to a mandamus order from the United SEitesit Court of Appeals for the District of
Columbia concerning its 2001 ISP Remand Ordeh#t Mandamus Order, the FCC clarified that it hatsgiction over ISP bound traffic
pursuant to the reciprocal compensation provisairtee Telecommunications Act of 1996 regardleswloéther the traffic was local or long
distance. The FCC then decided to maintain theiagisompensation regime it had established forb8End traffic with a rate of $0.0007 per
minute of use. The Mandamus Order has been appeatbd Court of Appeals. In addition, a numbestates have been asked to implement
the Mandamus Order. The Company cannot prediaut@me of those proceedings.

Level 3 maintains approximately 233 intemoection agreements with other telecommunicatiangers. These agreements set out the
terms and conditions under which the parties widlleange traffic. The largest agreements are wit&A&@nd Verizon. Level 3's agreement
with AT&T expires on January 11, 2011. Level 3'sesgnent with Verizon expires on March 31, 2009. tupgpiration of the agreement,
Level 3 and Verizon will continue to provide semscuntil a successor agreement has been reached.

As interconnection agreements expire, weaghtinue to negotiate new agreements but attiitmie cannot predict what the final terms
be, including compensation for ISP-bound traffid/aiP traffic. In the event we initiate arbitratibvefore a state commission to establish the
terms of the interconnection agreement, we canreatigt what the final terms will be, including coersation for ISP-bound traffic or VolP
traffic

Given the general uncertainty surroundheeffect of the FCC and state decisions and app&almay have to change (1) how we treat
the compensation we receive for terminating cadlsria for ISPs if the agreements under which comgtensis paid provided for the
incorporation of changes in FCC rules and regulati¢2) the manner in which we account for the cengation and costs of intercarrier
compensation for VOIP.

There is also uncertainty in respect tericdrrier compensation for VolP traffic. As in 18P intercarrier compensation situation, the FCC
has issued a number of rulings asserting its jitigsh over such traffic, but to date it has natisd any rulings on the scope and rate of
intercarrier
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compensation to be paid by carriers exchanging Vaiffic. While carriers that serve VolP providersch as Level 3 have typically asserted
that VolP traffic is local in nature and therebypat to local compensation rates, the RBOCS ahdrahcumbents have taken the position
some or all of this traffic should be subject tgher intrastate or interstate rates. A number oiea have filed petitions with the FCC seeking
a declaratory ruling on the treatment of VolP imaffThese petitions have either been withdrawref@ated based on procedural grounds. In
those cases, the FCC did not resolve the questithre@ppropriate intercarrier compensation. Tisé petition, filed by Embarg, was withdra
on February 11, 2009.

Until such time as the FCC acts in suchag as to either clarify its rulings on ISP compeiosa VolP compensation or rules on
intercarrier compensation in its entirety, and sudbs are final and non-appealable, the scopetefdarrier compensation obligations between
carriers exchanging ISP or VolP traffic is uncertai

Universal Service. Level 3 is subject to federal and state regutatthat implement universal service support faress to
communications services in rural, high-cost and-logome markets at reasonable rates; and acceslvémced communications services by
schools, libraries and rural health care provid€rgrently, the FCC assesses Level 3 a percenfdg&eostate and international revenue it
receives from retail customers as its contributmthe Federal Universal Service Fund. The FCQisently considering changing the method
by which our contributions are assessed to a #atcharge, such as a per-line or p@mber charge. Any change in the assessment médgn
may affect Level 3's revenues but at this timés itot possible to predict the extent we would thecéed, if at all.

State Regulation

The 1996 Act is intended to increase coitipatin the telecommunications industry, espegiallthe local exchange market. With respect
to local services, ILECs are required to allow iatagnection to their networks and to provide unbeddccess to network facilities, as well as
a number of other pro-competitive measures. Bectugsimplementation of the 1996 Act is subject tionerous state rulemaking proceedings
on these issues, it is currently difficult to prdiow quickly full competition for local servicesll be realized.

State regulatory agencies have jurisdictitnen our facilities and services are used to pi®imtrastate telecommunications services. A
portion of our traffic may be classified as integsttelecommunications and therefore subject te ségulation. We expect that we will offer
more intrastate telecommunications services (iriolydhtrastate switched services) as our businedgpeoduct lines expand. To provide
intrastate services, we generally must obtain @ficate of public convenience and necessity frwa $tate regulatory agency and comply with
state requirements for telecommunications utilitiesluding state tariffing requirements. We cuthgiare authorized to provide
telecommunications services in all fifty states #mel District of Columbia. In addition, we will bequired to obtain and maintain
interconnection agreements with ILECs where we wasprovide service. We expect that we should be tbnegotiate or otherwise obtain
renewals or successor agreements through adogtimthers' contracts or arbitration proceeding$@lgh the rates, terms, and conditions
applicable to interconnection and the exchangeaffi¢ with certain ILECs could change significanth certain cases. The degree to which the
rates, terms, and conditions may change will depenidnly upon the negotiation and arbitration psxand availability of other
interconnection agreements, but will also deperglgnificant part upon state commission proceedthgseither uphold or modify the current
regimes governing interconnection and the exchangertain kinds of traffic between carriers.

States also often require prior approvalsatifications for certain transfers of assetstomers or ownership of certificated carriers and
for issuances by certified carriers of equity obtde
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Local Regulation

Our networks are subject to numerous loegililations such as building codes and licensingh®egulations vary on a city-by-city,
county-by-county and state-by-state basis. To linstat own fiber optic transmission facilities, weed to obtain rights-of-way over privately
and publicly owned land. Rights-of-way that are alotady secured, or which may expire and not bewed, may not be available to us on
economically reasonable or advantageous terms.

Regulation of Voice over Internet Protocol (VolP)
Federal and State

Due to the growing acceptance and deploymiYiolP services, the FCC and state public ytitibmmissions are conducting regulatory
proceedings that could affect the regulatory dwias rights of entities such as us or our affibateat provide IP-based voice applications.
There is regulatory uncertainty as to the impositibaccess charges and other taxes, fees andasgeshon VolP services that use the public
switched telephone network. There is regulatoryeutainty as to the imposition of traditional retgibmmon carrier regulation on VolP
products and services.

The rules respecting the payments madebyecs for the exchange of VolIP traffic have beehject to much debate. The FCC has not
clarified whether VolP traffic is to be subjectedthe access charges regime that is applicabladd@ional telecom service, or whether VolP
traffic is to be treated as an "information serVioe"enhanced" and not subject to access chailgese are a number of petitions and
proceedings pending before the FCC where this issukel be resolved. At this time, it is difficuti predict the outcome of any of these
proceedings or the timing for their eventual reBolu As a result, we cannot predict the effect #ivey such rulings could have on our provis
of VoIP services.

The FCC has classified VoIP services atelatate" services subject to FCC regulations hesdstated that states have limited authority to
regulate the offering of VolP services. On Septen22 2003, Vonage Holdings Corporation ("Vonad#&d a petition with the FCC
requesting a declaration that its offerings, wtocdlginate on a broadband network in IP format artchtnate on the PSTN, are interstate
information services not subject to state regutatinder the 1996 Act and existing FCC rules. Onéyaler 10, 2004, the FCC adopted an
order (which was subsequently upheld on appedhgthat Vonage's service was an interstate sendtsubject to state regulation.

On June 3, 2005, the FCC issued an ordeicfimvas subsequently upheld on appeal) requitdingtarconnected VolP providers to deli
enhanced 911 capabilities to their subscribersdolater than November 28, 2005. We have modifiedseuwvice offerings to VolP providers in
order to assist them in complying with the FCC naad

In 2007, the FCC imposed some regulatogyirements on VolP providers that had previouskrbapplicable only to traditional
telecommunications providers. Specifically, the F@Limposed obligations on VolP providers to cititte to the federal universal service
fund, and (b) required VolP carriers to comply widigulations relating to local number portabilityc{uding contributing to the costs of
managing number portability requirements). In dddita number of state public utility commissioms eonducting regulatory proceedings 1
could impact our rights and obligations with redgedP-based voice applications. Specifically, sostates have taken the position that the
"local* component of VoIP service is subject tadit@mnal regulations applicable to local telecomieations services, such as the obligation to
pay intrastate universal service fees.

We cannot predict the outcome of any of¢hpetitions and regulatory proceedings or anylairpetitions and regulatory proceedings
pending before the FCC or state public utility coissions. Moreover, we cannot predict how their oaotes may affect our operations or
whether the FCC or
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state public utility commissions will impose addital requirements, regulations or charges upompmvision of services related to IP
communications.

European Regulation

Unlike the United States which has a freediregulatory scheme with respect to VoIP seryitesEuropean Union has adopted a more
systematic approach to the convergence of netwantlsvolP regulation specifically. The European Cassion will oversee the
implementation by its membaetates of six new directives developed to regudéetronic communications in a technology and platf neutra
manner. Implementation of the directives has nenhaiform across the Member States of the Europleéon and it is difficult to predict
when they will be implemented at the national le#len with harmonization, the national regulataggncies will continue to be responsible
for issuing general authorizations and specifieliges.

The European Union's approach to the réigulaf VoIP turns on whether VolP is voice telepioThe European Commission has
defined voice telephony to have four elementsc@hmercial offering as voice telephony; (2) promisto the public; (3) provision to and from
the public switched telephone network terminatiomts; and (4) direct speech transport and switthbinspeech in real time, particularly at the
same level of reliability and speech quality asvited by the PSTN. In its "Communication from then@mission, Consultation on Voice on
the Internet" in June 2000, the European Commigdiiatted that "Member States should continueltimalnternet access providers to offer
voice over Internet protocol under data transmisgieneral authorizations, and that specific licegsionditions are not justified."

The European Commission has subsequemtgfined its definitions to suggest that some Vdifierings are voice telephony. In its
December 2000 communication, the European Commisgited that increasing quality and reliabilityeedl as marketing of voice capabiliti
with bundled services, made certain kinds of "vaiger Internet” much more like voice services. While current European Commission
directives do not mandate the treatment of VolRase telephony, the commission will continue tevaluate the regulation of VoIP as sen
quality becomes the equivalent of traditional vdielephony.

In February 2003, the European Union adbptaew regulatory framework for electronic comneations that is designed to address in a
technologically neutral manner the convergenceoafrounications across telecommunications, compungbaoadcasting networks. The
directives address: (1) framework (2) interconrettnd access, (3) authorization and licensingyiersal service and (5) privacy. These
directives and an additional decision on radio spet replace the existing 20 directives on elegraommunications. Under the framework,
voice telephony providers will face additional g@aliions, including specific licensing and universalvice obligations. Others will likely face
new regulation. One example could be VolP. If itlsssified as an electronic communications seyvather than voice telephony, it would ¢
be subject to additional regulations to achieveillegry parity with other electronic communications

The United Kingdom was one of the first sies to fully implement the European Union's rfemmework for electronic
communications, which it did by July 25, 2003. Aat time, certain provisions of the United Kingdsmelecommunications Act of 1984 were
repealed. Pursuant to that framework, the licensiggme was replaced with a general authorizattrr. existing licenses were canceled and
replaced with a general authorization.
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Under the regime, the United Kingdom retpga/olP as an electronic communication service dégree of regulation imposed on the
service depends upon whether the service is camside be a Publicly Available Telephone ServicATB). A service is considered to be a
PATS if the following conditions are met: it is rkated as a substitute for the traditional telephsmrgice; the service appears to the customer
to be a substitute for the traditional public télepe service over which they expect access to eaneygservices; or the service provides the
customers sole means of access to the traditiirealittswitched public telephone network.

Canadian Regulation

Pursuant to thEelecommunication&ct ("Act"), the Canadian Radio-television and T@mmunications Commission ("CRTC"), has
jurisdiction to regulate telecommunications comneations and their service offerings in Canada ¢tafemunications is a Federal jurisdictic
Regulatory developments over the past several yea#s terminated the historic monopolies of theQsEbringing significant competition to
this industry for both domestic and internatiomald distance services. On December 14, 2006, tler@or in Council (Federal Cabinet) for
the first time exercised its statutory power taess binding Policy Direction requiring the CRT@ régulating the telecommunications
industry, to rely on market forces to the maximuxteat possible, regulating only to the extent neagsand then in an efficient and a
proportionate way. The provision of Canadian domesid international transmission facilities basedvices remains restricted to "Canadian
carriers”. These carriers must have majority owmprand control in fact by Canadians. There arsuah Canadian ownership and control
requirements for companies that resell the senacesfacilities of a Canadian carrier. Level 3 @pes as a reseller in Canada. If the ownership
restrictions are repealed, we anticipate that webeiable to expand our operations and servicerioifis in Canada. The liberalization of
Canadian carrier ownership and control is contrei@éand there are no immediate prospects for audfange.

While competition is permitted in virtuald}l other Canadian telecommunications market se¢snae believe that the ILECs continue to
retain a substantial majority of the local andinglicard markets. Beginning in May 1997 and furtldelby a Federal Government policy
direction, the CRTC has released a number of dewsbpening to competition the Canadian local teteaunications services market. As a
result, networks operated by CLECs may now be éotamected with the networks of the ILECs. Transioisfacilities-based CLECs are
subject to the same majority Canadian ownershimé@in carrier" requirements as transmission feshbased long distance carriers. CLECs
have the same status as ILECs, but without univeesgice or customer tariff filing obligations. |Alundled and unbundled local services
(including residential lines and other bulk sergicenay now be resold, but ILECs need not providsetservices to resellers at wholesale
prices. The CRTC has ruled that resellers cannotdssified as CLECs, and thus are not entitledltBC interconnection terms and conditic

With respect to VolIP services, the CRT@duh Decision 2005-28 that it should forbear fna@gulating circuit-switched VolP services.
As a result, ILECs are not required to file tariifs the provision of long distance VolP servicééth respect to local VolP services, the
Governor in Council varied the CRTC decision t@tréolP services as other local exchange servigesdking an exception for access-
independent VolP services that do not include &CO4provided loop. Furthermore, the ILEC, Bell Caagdias received approval of its
application to be relieved of the requirement ttaobpre-approval for price changes for its local® services. Bell has been permitted to
notify the CRTC two business days in advance ofigka as long as the price is within an authorizede.

In a March 3, 2008 decision, the CRTC di&hbéd the regulatory framework for wholesale telfemunications services with rules for the
regulation and pricing provided by ILECs to comt{iedi service providers such as alternative locdllang distance carriers, resellers and I!
The CRTC
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decision revised its definition of an "essentialgm", established a six-category framework fa @RTC's regulation of wholesale
telecommunications services, categorized varioadaMe wholesale services within these identifiategories, and established the regulatory
conditions associated with each service categatghty mandated access and pricing principles,elksas the process for the phase-out of
regulation for certain services found to be norersal. In its 1997 local competition decision, tbRTC had tied essential facilities to those
provided on a monopoly basis. In the 2008 decigiom-monopoly facilities will have to be provideddompetitors if the CRTC makes a
determination that withdrawal of mandatory accesala likely result in a substantial lessening avyantion of competition. The CRTC
classified wholesale services that are currentiyleged into six categories: essential, conditi@sslential, conditional mandated non-essential,
public good, interconnection, and non-essentiagjesitlto phase-out of regulation. Very few serviegse classified as essential. In the category
of "conditional essential" wholesale services, @TC included wholesale services used for localptebny (primarily unbundled local loops),
low-speed competitor digital network access sesiE¥-0 and DS-1 access facilities and ADSL acsessces used to provide high-speed
Internet access services to residences and busmédss essential conditional category classificatvill continue until it is demonstrated that
wholesale alternatives functionally equivalent suficiently present such that withdrawing mandatedess would not likely result in a
substantial lessening or prevention of competiiothe local exchange services market. Regardihgark interconnection services, customer
access facilities, and support structure servitesCRTC considers that these arrangements anediegfically and competitively neutral to the
greatest extent possible, enable competition frem technologies, and do not artificially favour @dian carriers or resellers.

The CRTC has conditionally forborne frorgukating the retail Internet services, but notwi®lesale Internet services, of Canadian
carriers preserving its regulatory powers relatmgnjust discrimination and undue preference eaathge. The CRTC has ruled (Telecom
Decision 2008-108) that Bell Canada's applicatibitsaraffic-shaping measures to its wholesale ARBcess service known as Gateway
Access Service (GAS) were not in violation of thet.An Public Notice 2008-19, the CRTC noted thatBion 2008-108 dealt only with Bell
Canada's practice of throttling P2P traffic ataiertimes of the day in relation to its GAS beirrgypded to wholesale customers. In the Public
Notice, the CRTC announced it would explore theentrand potential Internet traffic managementixas of all ISPs operating in Cana
examining both retail and wholesale services. kalig the filing of written submissions, the CRTClvhiold an oral public hearing
commencing July 6, 2009 to consider the issuesimgléo Internet traffic management practices.

Our Other Business

Our company was incorporated as Peter Ki8ams', Inc. in Delaware in 1941 to continue astarttion business founded in Omabha,
Nebraska in 1884. In subsequent years, we invesfegtion of the cash flow generated by our cowmsitva activities in a variety of oth
businesses. We entered the coal mining businek®4i, the telecommunications business in 1988 nfleemation services business in 1990
and the alternative energy business in 1991. We ho made investments in several developmene stagtures.

In December 1997, our stockholders ratiflealdecision of the Board to effect the splits#parating our historical construction business
from the remainder of our operations. As a resiuthe split-off, which was completed on March 3298, we no longer own any interest in the
prior construction business. In conjunction witk #plit-off, we changed our name to "Level 3 Comitaitions, Inc.," and the entity that held
the prior construction business changed its naniBeter Kiewit Sons', Inc."

On November 30, 2005, we completed the sfadeir (i )Structure, LLC subsidiary to Infocrossing, IncidPto the sale, {)Structure
provided computer operations outsourcing to custermeated primarily in the United States. On Seylter 7, 2006, we completed the sale of
100% of the
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capital stock of our indirect, wholly owned subaiti, Software Spectrum, Inc., to Insight Entergjdac. Prior to the sale, Software Spectrum
was a leading direct marketer of software and plewvof software licensing services to corporatiéigh the completion of the sale of
Software Spectrum, we exited the information s@wiousiness.

Coal Mining

We are engaged in coal mining through aisgliary, KCP, Inc. or KCP. KCP has a 50% intene$tvo mines, which are operated by a
subsidiary of Peter Kiewit Sons', Inc. or PKS. Derckoal Company or Decker is a joint venture witestérn Minerals, Inc., which is a
subsidiary of Rio Tinto Energy America Inc. BlackitBe Coal Company or Black Butte is a joint ventwith Bitter Creek Coal Company, a
subsidiary of Anadarko Petroleum Corporation. Tteekzr mine is located in southeastern Montana lea@lack Butte mine is in
southwestern Wyoming. The coal mines use the seirféining method.

The coal produced from the KCP mines igl ggsimarily to electric utilities, which burn cot produce steam to generate electricity.
Essentially all of the sales were made under lemgrtcontracts. Approximately 63%, 67% and 68% oP¥Zevenue in 2008, 2007 and 2006,
respectively, were derived from long-term contragith Pacificorp (Black Butte), Idaho Power (BlaBltte), The Detroit Edison Company
(with Decker), and Commonwealth Edison CompanyHh\Wiecker). The mines have commitments to deliver@agmately 20.7 million tons of
coal through 2014 under contracts with Pacifictdpho Power and Virginia Power. The mines also lakier sales commitments, including
those with The Detroit Edison Company, Sierra Raeaifid Minnesota Power that provide for the deljvefrapproximately 7.7 million tons
through 2012. Under a mine management agreemeri, g&@s a subsidiary of PKS an annual fee equad¥b & KCP's adjusted operating
income. The fee for 2008 was approximately $1 omilli

The coal industry is highly competitive. R€ompetes not only with other domestic and foreigal suppliers, some of whom are larger
and have greater capital resources than KCP, batvath alternative methods of generating elediriand alternative energy sources. In 2007,
the most recent year for which information is aatalié, KCP's production represented less than 1&dtaifU.S. coal production. Demand for
KCP's coal is affected by economic, political aadulatory factors. For example, recent "cleanlaivs may stimulate demand for low sulfur
coal. KCP's western coal reserves generally hdoe gulfur content (less than one percent) anctareently useful principally as fuel for coal-
fired, steam-electric generating units.

KCP's sales of its coal, like sales by pthestern coal producers, typically provide foridely to customers at the mine. A significant
portion of the customer's delivered cost of coaltigbutable to transportation costs. Most of¢bal sold from KCP's western mines is
currently shipped by rail to utilities outside Manti and Wyoming. The Decker and Black Butte mimesach served by a single railroad.
Many of their western coal competitors are servetilo railroads and such competitors' customemsnafenefit from lower transportation cc
because of competition between railroads for caalihg business. Other western coal producersicp&atly those in the Powder River Basin
of Wyoming, have lower stripping ratios (that ise tamount of overburden that must be removed ipgtimn to the amount of minable coal)
than the Black Butte and Decker mines, often rawsyin lower comparative costs of production. A®sult, KCP's production costs per ton of
coal at the Black Butte and Decker mines can bawsh as four and five times greater than produatists of certain competitors. Because of
these cost disadvantages, there is no assurartdeGRawill be able to enter into additional longftecoal purchase contracts for Black Butte
and Decker production. In addition, these costdliaatages may adversely affect KCP's ability to peta for sales in the future.
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We are required to comply with various fedestate and local laws and regulations concgrpiotection of the environment. KCP's share
of land reclamation expenses for the year ende@mber 31, 2008 was approximately $3 million. KCGiPiare of accrued estimated
reclamation costs was $96 million at December 8082 We were not required to make significant @gkpenditures for environmental
compliance with respect to the coal business ir82We believe our compliance with environmentalt@cton and land restoration laws will
not affect our competitive position since our cofitpes in the mining industry are similarly affedtby such laws. However, failure to comply
with environmental protection and land restoratems, or actual reclamation costs in excess ofaguaruals, could have an adverse effect on
our business, results of operations, and finarciadition.

Glossary of Terms

access Telecommunications services that permgt dtistance carriers to use local exchange fasliib originate and/or
terminate long distance servi

access charges The fees paid by long distance carriers to LEC®fiinating and terminating long distance callstloe LECs' local
networks.

backbone A high-speed network that interconnects smalletependent networks. It is the through- portion tBasmission
network, as opposed to spurs which branch offtiheugt- portions.

ATM (asynchronou An information transfer standard that is one okaegal class of packet technologies that relaji¢rbf way of an

transfer mode) address contained within the first five bytes standard fifty-three byte long packet or cell. &EM format can be
used by many different information systems, inahgdi ANs, to deliver traffic at varying rates, pettimg a mix of data,
voice and videc

CAP Competitive Access Provider. A company that progide customers with an alternative to the locahaxge company
for local transport of private line and specialegxtelecommunications servic

caching A process by which a Web storage device or cacloe@ed between Web servers (or origin serverd)aanser, and
watches requests for HTML pages and objects sughages, audio, and video, then saves a copydelf.itf there is
another request for the same object, the cacheusallits copy, instead of asking the origin sefoeit again.

capacity The information carrying ability of a telecommurtioas facility.
carrier A provider of communications transmission serviegsiber, wire or radio
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CDN

central office

CLEC

co-carrier

common carrier

conduit

DS-3

dark fiber
dedicated line

dialing parity

equal access

facilities based carriel

Content Distribution Network or CDN descritgesystem of computers networked together acresktarnet
that cooperate transparently to deliver variougs$ypf content to end users. The delivery procesptimized
generally for either performance or cost. Whenrofing for performance, locations that can serveteot
quickly to the user are chosen. When optimizingcfast, locations that are less expensive to seome mhmay
be chosen instea

Telephone company facility where subscribers' liaesjoined to switching equipment for connectitigeo
subscribers to each other, locally and long diste

Competitive Local Exchange Carrier. A company ttmnpetes with LECs in the local services matr

A relationship between a CLEC and an ILEC thatraffceach company the same access to and righton th
other's network and provides access and services @qual basi:

A government-defined group of private companiegnifiy telecommunications services or facilitieshte
general public on a n-discriminatory basis

A pipe, usually made of metal, ceramic or plagtiat protects buried cable
A data communications circuit capable of transmittilata at 45 Mbp:
Fiber optic strands that are not connected to mnégsson equipmen
Telecommunications lines reserved for use by pagiacustomers

The ability of a competing local or toll serviceopider to provide telecommunications services ichsa
manner that customers have the ability to routeraatically, without the use of any access coder the
telecommunications to the service provider of theteamers' designatio

The basis upon which customers of interexchang@ecsiare able to obtain access to their Primary
Interexchange Carriers' (PIC) long distance telephwetwork by dialing "1", thus eliminating the dee dial
additional digits and an authorization code to ibsaich acces:

Carriers that own and operate their own networkemdpment
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fiber optics

Gbps

ILEC

Interconnection

InterLATA
Internet
IntraLATA

ISDN

ISPs

IXC

Kbps

LATA

leased line

LEC

A technology in which light is usemtransport information from one point to anothéher optic cables are
thin filaments of glass through which light beams taansmitted over long distances carrying enosnou
amounts of data. Modulating light on thin stranfiglass produces major benefits including high bedth,
relatively low cost, low power consumption, smalise needs and total insensitivity to electromagnet
interference

Gigabits per second. A transmission rate. One giggjuals 1.024 billion bits of informatio

Incumbent Local Exchange Carrier. A company histdly providing local telephone service. Often refe
one of the Regional Bell Operating Companies (RBOO#en referred to as "LEC" (Local Exchange
Carrier).

Interconnection of facilities between or amongrleéwvorks of carriers, including potential physicalocatior
of one carrier's equipment in the other carrierspses to facilitate such interconnecti

Telecommunications services originating in a LAT#daerminating outside of that LAT/
A global collection of interconnected computer natiks which use a specific communications protc
Telecommunications services originating and tertimigan the same LATA

Integrated Services Digital Network. An informatimansfer standard for transmitting digital voicelalata
over telephone lines at speeds up to 128 K

Internet Service Providers. Companies formed teigeaccess to the Internet to consumers and Bssine
customers via local network

Interexchange Carrier. A telecommunications comghay provides telecommunications services between
local exchanges on an interstate or intrastatesk

Kilobits per second. A transmission rate. One ktlelquals 1,024 bits of informatio

Local Access and Transport Area. A geographic eogaposed of contiguous local exchanges, usuallybut
always within a single state. There are approxitp&@@0 LATAs in the United State

An amount of telecommunications capacity dedicébeal particular customer along predetermined roi

Local Exchange Carrier. A telecommunications comnyghat provides telecommunications services in a
geographic area. LECs include both ILECs and CLI
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local exchange

local loop

long distance carriers

Mbps

MPLS

multiplexing

NAP
0C-3
0C-12
0C-48

PBX

A geographic area determined éwfipropriate state regulatory authority in whialiscgenerally are
transmitted without toll charges to the callingcalled party

A circuit that connects an end user to the LECredoffice within a LATA.

Long distance carriers provide services betweeal lexchanges on an interstate or intrastate baseng
distance carrier may offer services over its owaruther carrier's facilitie:

Megabits per second. A transmission rate. One niegqbals 1.024 million bits of informatio

MultiProtocol Label Switching. A standards-approvedhnology for speeding up network traffic flondan
making it easier to manage. MPLS involves settipg@specific path for a given sequence of packets,
identified by a label put in each packet, thus sg¥he time needed for a router or switch to lopkhe
address to the next node to forward the packe

An electronic or optical process that combinesgdaumber of lower speed transmission lines im® ligh
speed line by splitting the total available bandtvithto narrower bands (frequency division), orabptting a
common channel to several different transmittingicks, one at a time in sequence (time divisi

Network Access Point. A location at which ISPs exale traffic with each othe

A data communications circuit capable of transmgttiiata at 155 Mbp

A data communications circuit capable of transmittilata at 622 Mbp

A data communications circuit capable of transmgttilata at approximately 2.45 Gb

Private Branch eXchange. A PBX, sometimes knowa jpisone switch or phone switching device, is acevi
that connects office telephones in a businessth@&PSTN. The functions of a PBX include routingaming
calls to the appropriate extension in an officeyrstyg phone lines between extensions, automatediggs for
callers using recorded messages, dialing menugsgections to voicemail, automatic call distributieimd
teleconferencing
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peering The commercial practice under which I&Rhange traffic with each other. Although ISPsfege to make a
private commercial arrangement, there are generatitypes of peering. With a settlement free pegri
arrangement the ISPs do not need to pay each fothitre exchange of traffic. With paid peering, tager
ISP receives payment from the smaller ISP to cdweytraffic of that smaller ISP. Peering occurbah public
and private exchange poin

POP Point of Presence. Telecommunications facility vehleicommunications provider locates network equigme
used to connect customers to its network backk

private line A dedicated telecommunications connection betweehuser location:

PSTN Public Switched Telephone Network. That portiormdécal exchange company's network available to all
users generally on a shared basis (i.e., not dedi¢a a particular user). Traffic along the pulshigtched
network is generally switched at the local excharmgmpany's central office

Public Safety Answering Point An answering location for 911 calls originatingarmiven area. PSAPs are typically a common buread to
answer emergency calls and dispatch safety ageswwidsas police, fire, emergency medical,

RBOCs Regional Bell Operating Companies. Originally, eeen local telephone companies established st of
the AT&T Divestiture.

reciprocal compensation The compensation of a CLEC for termination of aalamll by the ILEC on the CLEC's network, whiclthe
same as the compensation that the CLEC pays th@ faEtermination of local calls on the ILEC's netk.

resale Resale by a provider of telecommunications servisash as a LEC) of such services to other prosider
carriers on a wholesale or a retail ba

router Equipment placed between networks that relaystdatzose networks based upon a destination address
contained in the data packets being rou

selective router Telephone switch or functional equivalent, con&rdlby the relevant local exchange carrier (LEC)ictvh
determines the PSAP to which a 911 call shoulddbeered based on the location of the 911 ca

SONET Synchronous Optical Network. An electronics andvoek architecture for variable bandwidth productsah
enables transmission of voice, data and video (mettia) at very high speeds. SONET ring architectur
provides for virtually instantaneous restoratiorsefvice in the event of a fiber cut or equipmaiitife by
automatically rerouting traffic in the oppositeedition around the rin¢
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special access services

streaming

switch

Tbps
T-1
unbundlec

unbundled access

VolP

VPC

web site
wireless

world wide web or web

xDSL

The lease of privatécated telecommunications lines or "circuits" aldhg network of a local exchange
company or a CAP, which lines or circuits run tdrom the long distance carrier POPs. Examplepetisl
access services are telecommunications lines rgriétween POPs of a single long distance carriem bne
long distance carrier POP to the POP of anothey thstance carrier or from an end user to a lostadce
carrier POP

Streaming is the delivery of media, such as moaieslive presentations, over a network in real tifne
computer (a streaming server) sends the mediadilv@ncomputer (a client computer), which playsrieglia
as it is deliverec

A device that selects the paths or circuits to $dufor transmission of information and establishes
connection. Switching is the process of intercotingcircuits to form a transmission path betwesara and
it also captures information for billing purpos

Terabits per second. A transmission rate. One itezgbals 1.024 trillion bits of informatio
A data communications circuit capable of transmittilata at 1.544 Mbp
Services, programs, software and training soldredglg from the hardwar:

Access to unbundled elements of a telecommunicaBervices provider's network including network
facilities, equipment, features, functions and téfees, at any technically feasible point wittsach network

Voice over Internet Protoct

VoIP Positioning Center. An entity that maintaimseand user location database and manages the tegiino
including query keys and routing number pools usedeliver 911 calls to the correct PSAP for emeoye
handling.

A server connected to the Internet from which Imé¢users can obtain informatic
A communications system that operates without wiggglular service is an examp

A collection of computer systems supporting a comitations protocol that permits multimedia presgoia
of information over the Interne

A term referring to a variety of newer Digital Sehiber Line technologies. Some of these newer tiasare
asymmetric with different data rates in the doweestn and upstream directions. Others are symmetric.
Downstream speeds range from 384 Kbps (or "SDS1.1)% to 8 Mbps ("ADSL")
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Directors and Executive Officers

Set forth below is information as of Febiyu2a7, 2009, about our directors and our execudffieers. Our executive officers have been
determined in accordance with the rules of the SEC.

Name

Walter Scott, Jr.
James Q. Crow
Jeffrey K. Store)
Charles C. Miller, Il
Sunit S. Pate
Thomas C. Stort
Eric J. Mortensel

R. Douglas Bradbur
Douglas C. Eby(1

Admiral James O. Ellis, Jr.(:

Richard R. Jaros(Z
Robert E. Julian(1
Michael J. Mahoney(2
Arun Netravali(2)
John T. Reed(1)(<
Michael B. Yanney(3
Dr. Albert C. Yates(2

(1) Member of Audit Committe
(2) Member of Compensation Committ

3) Member of Nominating and Governance Commi

Other Management

Age
77
58
48
56
47
57
50
58
49
61
57
69
58
62
65
75
67

Position

Chairman of the Boar

Chief Executive Officer and Direct

President and Chief Operating Offic

Vice Chairman, Executive Vice President and Dire
Executive Vice President and Chief Financial Offi
Executive Vice President, Chief Legal Officer aret&tar
Senior Vice President and Control

Director

Director

Director

Director

Director

Director

Director

Director

Director

Director

Set forth below is information as of Febyu27, 2009, about the following members of senm@nagement of Level 3
Communications, LLC.

Name

Sureel A. Choks
Andrew Crouct
James Hear
Jeffrey Tenct
Grant van Rooye
John F. Waters, Ji
Kevin T. Hart

Age
36
38
46
36
35
43
42

Position

Chief Marketing Officel

President Wholesale Markets Grc
President European Markets Grc

President Business Markets Grc

President Content Markets Gro

President Operations, Chief Technology Off
Chief Information Officel

Walter Scott, Jr. has been the ChairmaheBoard of the Company since September 1979aaticctor of the Company since April
1964. Mr. Scott has been Chairman Emeritus of R&Gw@wit Sons', Inc. ("PKS") since the split-off #998. Mr. Scott is also a director of PKS,
Berkshire Hathaway Inc., MidAmerican Energy Holdirgompany, and Valmont Industries, Inc.

James Q. Crowe has been the Chief ExecQtifieer of the Company since August 1997, andraador of the Company since June 1993.
Mr. Crowe was also President of the Company untif 2000. Mr. Crowe was President and Chief Exeeu@fficer of MFS Communications
Company, Inc. ("MFS") from June 1993 to June 1987.Crowe also served as Chairman of the Board oflCom from January 1997 until
July 1997, and as Chairman of the Board of MFS fi@®2 through 1996.
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Jeffrey K. Storey has been the PresidetitGliief Operating Officer of the Company since Deber 2008. From December 2005 until
May 2008, Mr. Storey, was President-eucadia Telecommunications Group of Leucadia Mati€Corporation, where he directed and mani
Leucadia's investments in telecommunications comegarrior to that, beginning in October 2002 Mor8y was President and Chief
Executive Officer of WilTel Communications Groug,C until its sale to the Company in December 20®%or to this position, Mr. Storey
was Senior Vice President—Chief Operations Offibégtwork for Williams Communications, Inc., where had responsibility for all areas of
operations for the company’'s communications netwiodtuding planning, engineering, field operatipssrvice delivery and network
management.

Charles C. Miller, Il has been Vice Chainmand Executive Vice President of the Companyesirebruary 15, 2001. Mr. Miller has also
been a director of the Company since February Q992Mr. Miller was previously a director from Felary 2001 until May 2004. Prior to
joining the Company, Mr. Miller was President oflBeuth International, a subsidiary of Bellsouthr@aration from 1995 until Decemb
2000. Prior to that, Mr. Miller held various senievel officer and management position at BellSdutim 1987 until 1995.

Sunit S. Patel has been Chief Financiaic®ffand an Executive Vice President of the Comsange March 2008. Prior to that, Mr. Patel
was Chief Financial Officer from May 2003 and a Gyd/ice President of the Company from March 13,2@0March 2008. Prior to that,
Mr. Patel was Chief Financial Officer of Lookingask Networks, Inc., a provider of metropolitan fibptic networks, from April 2000 until
March 2003. Mr. Patel was Treasurer of WorldCom arad MCIWorldcom Inc., each long distance teleghsarvices providers from 1997 to
March 2000. From 1994 to 1997, Mr. Patel was Tregsaf MFS Communications Company Inc., a competitocal exchange carrier.

Thomas C. Stortz has been Executive ViesiBent, Chief Legal Officer and Secretary sincer&iary 2004. Prior to that, Mr. Stortz was
Group Vice President, General Counsel and Secrefahe Company from February 2000 to February 260#r to that, Mr. Stortz served as
Senior Vice President, General Counsel and Segretahe Company from September 1998 to Februa®0@Q. Prior to that, he served as
Vice President and General Counsel of Peter Ki8wits', Inc. and Kiewit Construction Group, Incnfrépril 1991 to September 1998. He |
served as a director of Peter Kiewit Sons', Inc.

Eric J. Mortensen has been Senior Vicei@eas and Controller of the Company since 20031R4 that, Mr. Mortensen was Vice
President and Controller of the Company from 19992003 and was the Controller of the Company fr@®71to 1999. Prior to that,
Mr. Mortensen was Controller and Assistant Congmodif Kiewit Diversified Group for more than fivegrs.

R. Douglas Bradbury has been a directah@fCompany since February 19, 2009. Mr. Bradbsigy private investor. Mr. Bradbury served
as Vice Chairman of the Company from 2000 to 20@B&s Executive Vice President and Chief Finar@féiter of the Company from 1997
2000. Mr. Bradbury was previously a member of tlenpany's Board from 1997 to 2003. Prior to joiniryel 3, Mr. Bradbury was Execulti
Vice President and Chief Financial Officer of MFSmmunications Company, Inc. until its purchase byrMCom, Inc. in 1996. He currently
serves on the board of directors of LodgeNet Intére Corporation, a leading provider of media andnectivity solutions designed to meet
the needs of hospitality, healthcare and othertgo@sed businesses.

Douglas C. Eby has been a director of tomgany since August 2007. Mr. Eby is chairman aB®@®f TimePartners LLC, an investm
advisory firm since 2004. Prior to that from AptB97 until September 2007, Mr. Eby was Presidefoofay LLC, a registered investment
advisory firm, having joined Torray LLC in 1992. MEby is also a member of the Board of DirectorMafkel Corporation, a specialty
insurance company, Realty Finance Corporationnancercial real estate specialty finance company,Sanlirban Healthcare System. Since
July 2007, Mr. Eby is also a
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member of the Board and past Chairman of the BogsGirls Clubs of Greater Washington, D.C. Mr. Ebp member of the Audit
Committee.

Admiral James O. Ellis, Jr. U.S. Navy (réas been a director of the Company since Mar€5 2Bffective May 18, 2005, Admiral Ellis
became the president and chief executive officenefinstitute of Nuclear Power Operations or INR@onprofit corporation established by
the nuclear utility industry in 1979 to promote tiighest levels of safety and reliability in thesogtion of nuclear electric generating plants.
Admiral Ellis most recently served as CommandeS§. &trategic Command in Omaha, Nebraska, befarengein July 2004 after 35 years of
service in the U.S. Navy, as Commander of the &jiatCommand. In his Naval career, he held numeronsnands. A graduate of the U.S.
Naval Academy, he also holds M.S. degrees in AerosjEngineering from the Georgia Institute of Tetbgy and in Aeronautical Syster
from the University of West Florida. He served dsaval aviator and was a graduate of the U.S. Naeat Pilot School. Admiral Ellis is alsc
member of the Board of Directors of Lockheed Ma@rporation, a global security company and InmaPs&, an owner and operator of
geostationary satellites from which a wide rangeate and high-speed data services are providdahival Ellis is the Chairman of the
Nominating and Governance committ

Richard R. Jaros has been a director o€tmapany since June 1993 and served as Presiddrg Gompany from 1996 to 1997. Mr. Je
has been a private investor for more than thefpesyears. Mr. Jaros served as Executive ViceiBeas of the Company from 1993 to 1996
and Chief Financial Officer of the Company from £36 1996. He also served as President and Chiefafipg Officer of CalEnergy from
1992 to 1993. Mr. Jaros is the Chairman of the Gamsption Committee.

Robert E. Julian has been a director oQbmpany since March 1998. Mr. Julian has beervatgrinvestor for more than the past five
years. From 1992 to 1995 Mr. Julian served as BkexWice President and Chief Financial Officertioeé Company. Mr. Julian is a membei
the Audit Committee.

Michael J. Mahoney has been a directohef@ompany since August 2007. Mr. Mahoney is agpeiinvestor since March 2007. From
2000 until March 2007, Mr. Mahoney was the presiderd chief executive officer of Commonwealth Télepe Enterprises. Prior to that, fre
1997 until 2000, Mr. Mahoney was president andfabperating officer of RCN Corporation. Mr. Mahonalgo served as president and chief
operating officer of C-TEC Corporation from 1993iufh997. Mr. Mahoney is a member of the Board afistees of Wilkes University.

Mr. Mahoney is a member of the Compensation Conasitt

Arun Netravali has been a director of tlempany since April 2003. Mr. Netravali is currentthe managing partner of OmniCapital
Group LLC, a venture capital firm since Novembe®20Mr. Netravali was a private investor from Af2003 until November 2004. Prior to
that, Mr. Netravali was Chief Scientist for Luc@r@chnologies, working with academic and investnoemtmunities to identify and implement
important new networking technologies from Jan092 to April 2003. Prior to that position, Mr. Ketali was President of Bell Labs as v
as Lucent's Chief Technology Officer and Chief NatwArchitect from June 1999 to January 2002. Balbs serves as the research and
development organization for Lucent Technologies. Netravali is a director of LS| Corporation, adiéng provider of innovative silicon,
systems and software technologies. Mr. Netravalinisember of the Compensation Committee.

John T. Reed has been a director of thef@ay since March 2003. Mr. Reed has been a primaéstor since February 2005. Mr. Ree
also a Director of and Chairman of the Audit Conteatof First National Nebraska, Inc. and a Diredfoand a member of the Audit,
Nominating, Investment and Compensation committédsvestors Real Estate Trust, a real estate tmest trust. Mr. Reed is also Chairn-
Elect of Boys Town, located in Boys Town, Nebrad{a. Reed was Chairman of HMG Properties, the estdte investment banking joint
venture of McCarthy Group, Inc. from 2000
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until February 2005. Prior to that, he was Chairm&hicCarthy & Co., the investment banking affiéadf McCarthy Group. Prior to joining
McCarthy Group in 1997, Mr. Reed spent 32 yeark Withur Andersen LLP. Mr. Reed is the Chairmanhaf Audit Committee and a memt
of the Nominating and Governance Committee.

Michael B. Yanney has been a director ef@mmpany since March 1998. He has served as Clraiofithe Board of The Burlington
Capital Group, LLC (formerly known as America Fi&bmpanies L.L.C.) for more than the last five gedr. Yanney also served as Presit
and Chief Executive Officer of The Burlington CabiGroup, LLC. Mr. Yanney is a member of the Nontiimgand Governance Committee.

Dr. Albert C. Yates has been a directathef Company since March 2005. Dr. Yates retireerdf8 years as president of Colorado State
University in Fort Collins, Colorado in June 2068 was also chancellor of the Colorado State Usitye6ystem until October 2003, and is a
former member of the board of the Federal ResepsgdBof Kansas City-Denver Branch and the boawirettors of First Interstate Bank and
Molson Coors Brewing Company. He currently sengea director of Guaranty Bancorp, a bank holdinggany that operates 34 branches in
Colorado through a single bank, Guaranty Bank andtlCompany, and StarTek, Inc., a leading providdrigh value business process
outsourcing services to the communications indufry Yates is a member of the Compensation Coremitt

Sureel A. Choksi has been Chief Marketirifjc®r since January 2008, responsible for prodoahagement and marketing. Prior to that,
Mr. Choksi was President Wholesale Markets GroamfAugust 2006 to January 2008. Prior to that, &roksi was Executive Vice President
of Switched Services from January 2006 to Augu862®@srior to this role, Mr. Choksi was Executive¥/iPresident of Services from
November 2004 to January 2006, responsible forldpireg and managing Level 3's communications sesri€rior to that, Mr. Choksi wi
Executive Vice President Softswitch Services franuary 2004 and Group Vice President Transport@nastructure from May 2003 until
January 2004. Mr. Choksi was a Group Vice PresidadtChief Financial Officer of the Company frontyJ2000 to May 2003. Prior to that,
Mr. Choksi was Group Vice President Corporate Dewelent and Treasurer of the Company from Febru@®® 2intil August 2000. Prior to
that, Mr. Choksi served as Vice President and Tneaof the Company from January 1999 to Febru@602Prior to that, Mr. Choksi was a
Director of Finance at the Company from 1997 to8 3t Associate at TeleSoft Management, LLC in 188 an Analyst at Gleacher &
Company from 1995 to 1997.

Andrew Crouch has been the President offthelesale Markets Group since January 2008, séesing as Group Vice President of Sales
for the Wholesale Markets Group beginning in ARAD6. Prior to that, Mr. Crouch served as the Seviice President of the Carrier Channel
from January 2005 to April 2006, and Senior Viceditent of the Enterprise Voice Services from Jan@@04 to January 2005. Mr. Crouch
began his career at Level 3 in November 2001 aSéméor Vice President of Sales for the Cable &RiChannel and held this position until
December 2003. Before joining Level 3, Mr. Crouelved as the Deputy General Manager within the @atp Clients Division at British
Telecom. He also served as the Vice President ofrSercial Operations for Concert Communicationsiat jventure between British Telecc
and AT&T from January 2000 to October 2001.

Jeffrey Tench has been the President oBtleiness Markets Group since November 2008, afteiing as Group Vice President for
Product Management beginning earlier in 2008. Rddhat, Mr. Tench served as the Senior Vice Beggiof Product Management for
Enterprise Products from March 2007 to January 20M¥8Tench began his career at Level 3 in 1994, lzas held a range of product
management positions across the entire Level 3gbiortincluding two years as Senior Vice PresideihProduct for Level 3's European
Markets Group. Before joining the Company, Mr. Tieserved in a range of sales and product managepositions at U S WEST
Communications.

38




Table of Contents

James Heard has been the President ofutep&an Markets Group since April 2008. Prior t@ttiMr. Heard was Managing Director for
the European Markets Group from March 2007 to Ap0D8. From 1996 until 2007, Mr. Heard worked feoitiBh Telecommunications, in a
number of senior management roles, including sgramthe General Manager, Financial Services Gnotlin BT Global services. He also
served as the Vice President of Commercial OperstiGlobal accounts for Concert Communicationsjrg yenture between British Telecom
and AT&T from January 2000 to June 2002. Prior tigh Telecommunications, Mr. Heard served as Bagli Sales Manager for Olivetti UK
from March 1990 until June 1996.

Grant van Rooyen has been President aCtment Markets Group since April 2008. From Ma2€98 until April 2008, Mr. van Rooyen
was the Group Vice President of the Content Marteetsup with responsibility for sales, offer managety operations, research and
development and a number of services including/hex and CDN businesses. Mr. van Rooyen was theéoB&fice President of Marketing f
the Company from February 2006 until January 288&yonsible for all Marketing activity in the ConmyaHe has also served as the Senior
Vice President of Product Management and Deliveryérious services, including colocation, Intersetvices, Vyvx and CDN. Mr. van
Rooyen was based in Europe and worked in our Earopasiness from 2004 through 2006 where he wagitieePresident for Product
Management, Delivery and Marketing. Mr. van Roojaned Level 3 in 1999 in London and held positiom¢nternational Business
Development and Global Submarine Services. He gbirexvel 3 from the Global Satellite Services Digisiat British Telecom where he
managed finance and commercial operations.

John F. Waters, Jr. has been Presidentapes, Chief Technology Officer since January 200&r to that, Mr. Waters was Executive
Vice President, Chief Technology Officer from Jaryu2004 to January 2008. Prior to that, Mr. Wateas Group Vice President and Chief
Technology Officer of the Company from February @90 January 2004. Prior to that, Mr. Waters wase\WRresident, Engineering of the
Company from November 1997 until February 200000 that, Mr. Waters was an executive staff menab&Cl Communications from
1994 to November 1997.

Kevin T. Hart has been Chief Informatiofiadr since January 2008. Prior to that, Mr. HaasvGroup Vice President Global Systems
Development and Chief Information Officer from Janu2005 to 2008. Prior to that, Mr. Hart was Viresident of Telecommunications,
Media & Entertainment at Capgemini (formerly Er&sYoung), a management consulting firm in Dallasx@s, for over nine years. In that
role, he was responsible for the overall growth dinélction of the organization's Communications @fiens Support Systems,
Billing/Business Support Systems and the Networkdtgement Systems service offerings and deliveigr Ry joining Capgemini's
management consulting practice, he held the positid Director of Strategic Planning at InternatibRaper and Manager of Operations at
SBC Communications.

At our 2009 Annual Meeting of Stockholdehs term of office of all of our directors will pixe. At each annual meeting of stockholders,
successors to the directors whose term expirdmbthnual meeting will be elected for a one-yeemt Our officers are elected annually to
serve until each successor is elected and quabifiechtil his or her death, resignation or removal.

We believe that the members of the Auditn@ottee are independent within the meaning of igtenh standards of The NASDAQ Stock
Market, LLC. The Board has determined that Mr. JdhReed, Chairman of the Audit Committee, qualifées a "financial expert" as defined
by the Securities and Exchange Commission. Thedoansidered Mr. Reed's credentials and finaneiekground and found that he was
qualified to serve as the "financial expert.”

Our website
Our website imww.level3.com We caution you that any information that is irtgd in our website is not part of this Form 10-K.
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Code of Ethics

We have adopted a code of ethics that cesplith the standards mandated by the Sarbane=y@xit of 2002. The complete code of
ethics is available on our websitevatw.level3.com At any time that the code of ethics is not adddaon our website, we will provide a copy
upon written request made to Investor RelationgeL8 Communications, Inc., 1025 Eldorado Blvd.o@nfield, Colorado 80021. We caution
you that any information that is included in ourbsie is not part of this Form -K. If we amend the code of ethics, or grant anyesafrom a
provision of the code of ethics that applies to executive officers or directors, we will publialysclose such amendment or waiver as reqt
by applicable law, including by posting such ameadtror waiver on our website @tvw.level3.conor by filing a Form 8K with the Securitie
and Exchange Commission or SEC.

SEC Filings

Our Form 10-K, along with all other repoatsd amendments filed with or furnished to the SEECpublicly available free of charge on the
investor relations section of our website as sareasonably practicable after we file such mdteviéth, or furnish them to, the SEC. We
caution you that the information on our websitaas part of this or any other report we file with,furnish to, the SEC.

Section 16(a)—Beneficial Ownership Reporting Compdince

Except as described below, to our knowledgeperson that was a director, executive offardseneficial owner of more than 10% of the
outstanding shares of our common stock failednbely file all reports required under Section 16{)he Securities Exchange Act of 1934.
With respect to ten open market purchases of ouC6é%vertible Subordinated Notes due 2010, our thre®obert E. Julian, did not timely
file a Form 4.

Employees

As of December 31, 2008, we had approxim&g00 total employees. We believe that our sssckepends in large part on our ability to
attract and retain substantial numbers of qualiéetgployees.

ITEM 1A. RISK FACTORS
Forward Looking Statements

We, or our representatives, from time meetimay make or may have made certain forward-l@pkiatements, either orally or in writing,
including without limitation statements made ob®made in this Form 10-K, our Quarterly Report$orm 10-Q, information contained in
other filings with the SEC, press releases andrgihblic documents or statements. In addition,representatives, from time to time,
participate in speeches and calls with market atslyonferences with investors or potential inmessin our securities and other meetings and
conferences. Some of the information presentelesiet speeches, calls, meetings and conferencemaohage forward-looking statements. We
use words like "plans,” "estimates," "expects,ti@pates"” or "believes" to identify forward-loolgrstatements.

We wish to ensure that all forward-lookstgtements are accompanied by meaningful cautistatgments, so as to ensure to the fullest
extent possible the protections of the safe hagbtablished in the Private Securities LitigatioridRm Act of 1995. Accordingly, all forward-
looking statements are qualified in their entireyyreference to, and are accompanied by, the faligwiscussion of certain important factors
that could cause actual results to differ matsrifsthm those projected in these forwdedking statements. We caution the reader thatigtisf
important factors may not be exhaustive. We openagerapidly changing business, and new risk factmerge from time to time.
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We cannot predict every risk factor, nor can weessghe effect, if any, of all such risk factorsonm business or the extent to which any factor,
or combination of factors, may cause actual resaltiffer materially from those projected in amywWard-looking statements. Accordingly,
forward-looking statements should not be reliedrugs a prediction of actual results. Further, weentake no obligation to update forward-
looking statements after the date they are maderitorm the statements to actual results or chaimgesr expectations.

Risks Related to our Business
Current uncertainty in the global financial markets and the global economy may negatively affect our financial results.

Current uncertainty in the global financizdrkets and economy may negatively affect oumfiied results. A prolonged period of
economic decline could have a material adversetefie our results of operations and financial cbadiand exacerbate some of the other risk
factors we have described below. Our customersdeésr purchases of our services in response teetigihedit and negative financial news or
reduce their demand for our services. Our customersalso not be able to obtain adequate accessdd, which could affect their ability to
make timely payments to us or ultimately causectistomer to file for protection from creditors undeplicable insolvency or bankruptcy
laws. If our customers are not able to make tinpalyments to us, our accounts receivable could asere

In addition, our operating results and ficial condition could be negatively affected ifeagesult of economic conditions:

. customers defer or forgo purchases of our services;

. customers are unable to make timely payments t

. the demand for, and prices of, our services anecedlas a result of actions by our competitorsioeravise;

. key suppliers upon which we rely are unable to gews with the materials we need for our netwarladimely basis; or

. our financial counterparties, insurance providerstber contractual counterparties are unablertdpaot meet, their contractt

commitments to us.

For more information, please see the @&kdr below under the caption, "Termination of tielaships with key suppliers could cause d
and additional costs."

Recent disruptionsin the financial markets could affect our ability to obtain debt or equity financing or to refinance our existing
indebtedness on reasonable terms (or at all), and have other adverse effects on us.

Widely documented commercial credit maxistuptions have resulted in a tightening of creutirkets worldwide. Liquidity in the global
credit markets have been severely contracted Isethrarket disruptions, making it costly to obtagrines of credit or to refinance existing
debt, when debt financing is available at all. Effects of these disruptions are widespread ariitulif to quantify, and it is impossible to
predict when the global credit markets will imprawewhen the credit contraction will stop. As aulesf the ongoing credit market turmoil, \
may not be able to obtain debt or equity finan@ngp refinance our existing indebtedness on faserterms (or at all), which could affect our
strategic operations and our financial performeaaroe force modifications to our operations.

If we were unable to refinance our debtiooraise additional capital on acceptable terms ability to operate our business would be
impaired. As of December 31, 2008, we had an aggeegf approximately $6.580 billion of long-termbien a consolidated basis, including
current maturities,
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premiums and discounts, capital leases and our @voiah mortgage, and approximately $876 milliorstafckholders' equity. Of this long-term
debt, approximately $186 million is due to matur@009, approximately $583 million is due to matur€010 and approximately $569 milli

is due to mature in 2011, in each case excludmgeisliiscounts, premiums and fair value adjustmé&uatsmore information, please see the risk
factor below under the caption "We may not be &blepay our existing debt; failure to do so oinafice the debt could prevent us from
implementing our strategy and realizing anticipgieafits.”

Communications Group

Our financial condition and growth depends upon the successful integration of our acquired businesses. We may not be ableto
efficiently and effectively integrate acquired operations, and thus may not fully realize the anticipated benefits from such acquisitions.

Achieving the anticipated benefits of tluguaisitions that we have completed starting in Damer 2005 will depend in part upon whether
we can integrate our businesses in an efficientedigdtive manner.

Since December 2005, we have acquiredhiionological order, WilTel Communications Group,&Progress Telecom, LLC, ICG
Communications, Inc., TelCove, Inc., Looking Glakgtworks Holding Co., Inc., Broadwing Corporatitime CDN services business of
SAVVIS, and Servecast Limited. In the future we naaguire additional businesses in accordance wittbasiness strategy. The integratior
our acquired businesses and any future busindsaewé may acquire involves a number of risks udirlg, but not limited to:

. demands on management related to the significanédse in size after the acquisiti

. the disruption of ongoing business and the divarsiomanagement's attention from the managemeatityf operations to the
integration of operations;

. failure to fully achieve expected synergies andxeavings
. unanticipated impediments in the integration ofatépents, systems, including accounting systerobntdogies, books and

records and procedures, as well as in maintainmifpium standards, controls, including internal cohbver financial reporting
required by the Sarbanes-Oxley Act of 2002, prooesiand policies;

. loss of customers or the failure of customers tlepincremental services that we expect them terord

. failure to provision services that are ordered tigteamers during the integration period;

. higher integration costs than anticipated;

. g!fficultiej in the assimilation and retention afhly qualified, experienced employees, many of mhare geographicall
ispersed.

Successful integration of these acquiresiiasses or operations will depend on our abitittninage these operations, realize
opportunities for revenue growth presented by gteened service offerings and expanded geographikehcoverage, obtain better terms
from our vendors due to increased buying power,dimiinate redundant and excess costs to fullyzeahe expected synergies. Because of
difficulties in combining geographically distantexations and systems which may not be fully conppgtive may not be able to achieve the
financial strength and growth we anticipate from #tquisitions.
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We cannot be certain that we will realize anticipated benefits from our acquisitions,t@attwe will be able to efficiently and effectively
integrate the acquired operations as planned. failéo integrate the acquired businesses andabipeis efficiently and effectively or fail to
realize the benefits we anticipate, we would belliko experience material adverse effects on asirless, financial condition, results of
operations and future prospects.

We need to continue to increase the volume of traffic on our network to become and/or remain profitable.

We must continue to increase the voluméaté, voice and content transmissions on our cormations network at acceptable prices in
order to realize our targets for anticipated rewegrowth, cash flow, operating efficiencies anddbst benefits of our network. If we do not
maintain or improve our current relationships vattisting customers and develop new large volumeeaerprise customers, we may not be
able to substantially increase traffic on our nekyavhich would adversely affect our ability to loaee and/or remain profitable.

Intellectual property and proprietary rights of others could prevent us from using necessary technology to provide our services or
subject usto expensive intellectual property litigation.

If technology that is necessary for usrmvjile our services was determined by a courtfiinige a patent held by another entity that is
unwilling to grant us a license on terms acceptéblgs, we could be precluded by a court order fusing that technology and we would lik
be required to pay a significant monetary damagesdito the patent-holder. The successful enforogmfiethese patents, or our inability to
negotiate a license for these patents on acceptainhes, could force us to cease using the releeghinology and offering services
incorporating the technology. In the event thalsént of infringement was brought against us basethe use of our technology or against our
customers based on their use of our services fa@hahe are obligated to indemnify, we could be sabjo litigation to determine whether s
use or sale is, in fact, infringing. This litigaticould be expensive and distracting, regardlesiseobutcome of the suit.

While our own patent portfolio may detelnext operating companies from bringing such actipagent infringement claims are
increasingly being asserted by patent holding cangsawhich do not use technology and whose sadbss is to enforce patents against
operators, such as us, for monetary gain. Becawdepatent holding companies, commonly referreatpatent “trolls," do not provide
services or use technology, the assertion of our jpatents by way of counter-claim would be largesffective. We have already been the
subject of time-consuming and expensive pategglitbon brought by certain patent holding compaaias$ we can reasonably expect that we
will face further claims in the future, particubaif legislation now discussed in Congress is m@ated in a way that will decrease the number
and frequency of claims by patent trolls.

Our business requires the continued development of effective business support systems to implement customer orders and to provide
and bill for services.

Our business depends on our ability toicoetto develop effective business support systémsertain cases, the development of these
business support systems is required to realizauwticipated benefits from our acquisitions. Thisticomplicated undertaking requiring
significant resources and expertise and suppam fiord-party vendors. Following the developmenthaf business support systems, the data
migration regarding network and circuit inventoryshbe completed for the full benefit of the syste@mbe realized. Business support systems
are needed for:

. accepting and inputting customer orders for sesyi
. provisioning, installing and delivering these seed; anc
. billing for these services.
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Because our business provides for contimapidl growth in the number of customers that weesand the volume of services offered as
well as requires the integration of acquired conmgsrbusiness support systems, there is a neeshtmoe to develop our business support
systems on a schedule sufficient to meet proposkedtone dates. The failure to continue to develfipctive unified business support systems
could materially adversely affect our ability topfement our business plans, realize anticipateéfiterirom our acquisitions and meet our
financial goals and objectives.

Our revenueis concentrated in a limited number of customers.

A significant portion of our communicatiorevenue is concentrated among a limited numbeustomers. For the year ended
December 31, 2008, our top ten customers represapgoximately 31% of our consolidated total rexeerRevenue from our largest
customer, AT&T Inc. and its subsidiaries, represdrapproximately 12% of our consolidated total resefor 2008. The next largest customer
accounted for approximately 5% of our consoliddtedl revenue and most of the remaining top temotners each account for 3% or less of
our consolidated total revenue. If we lost one orerof our top five customers, or, subject to Wifving, if one or more of these major
customers significantly decreased orders for oiges, our business would be materially and asrersffected.

In connection with the acquisition of WilTie December 2005, we acquired a large custometract between WilTel and SBC
Communications, a subsidiary of AT&T, which we refe as the SBC Master Services Agreement. We rezed $201 million and
$303 million of revenue under the SBC Master Sewidgreement during 2008 and 2007, respectivelg.dgreement provided a gross margin
purchase commitment of $335 million, which wasyfdatisfied in 2008. However, AT&T, Inc., continuespurchase services from us under
the SBC Master Services Agreement as it continne@sigrate the services provided under the agreetonets own network facilities. As a
result of the satisfaction of the gross margin pase commitment, we expect that the revenue gekvader the SBC Master Services
Agreement will continue to decline. For more infation regarding the SBC Master Services Agreenptedse see the discussion in
"Management's Discussion and Analysis of FinarC@tdition and Results of Operations."

We may lose customers if we experience system failures that significantly disrupt the availability and quality of the services that we
provide. System failures may also cause interruptionsto service delivery and the completion of other corporate functions.

Our operations depend on our ability toidwmd mitigate any interruptions or degradatiosenvice for customers. Interruptions in ser
or performance problems, for whatever reason, conttermine confidence in our services and cause lase customers or make it more
difficult to attract new ones. In addition, becauns&ny of our services are critical to the busingsgenany of our customers, any significant
interruption or degradation in service could regulbst profits or other losses to customers. aliph we generally limit our liability for servi
failures in our service agreements to limited sendredits, generally in the form of free servioed short period of time and we generally
exclude any liability for "consequential” damagastsas lost profits, a court might not enforce ¢hi@sitations on liability, which could expo
us to financial loss. In addition, we often provie customers with committed service levels. Ifave unable to meet these service level
commitments, we may be obligated to provide sergiegits or other compensation to our customerg;iwtould negatively affect our
operating results.

The failure of any equipment or facility oar network, including our network operations eohtenters and network data storage
locations, could result in the interruption of @mer service and other corporate functions untikessary repairs are effected or replacement
equipment is installed. In addition, our businesstiniuity plans may not be adequate to addressteylar failure that we experience. Delays,
errors, network equipment or network facility fa#s, including with respect to our
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network operations control centers and network detteage locations, could also result from natdisdsters, disease, accidents, terrorist acts,
power losses, security breaches, vandalism or dtegal acts, computer viruses, or other causes.lfDsiness could be significantly hurt from
these delays, errors, failures or faults includisg result of:

. service interruptions

. exposure to customer liabilit

. the inability to install new service;

. the unavailability of employees necessary to preddrvices;

. the delay in the completion of other corporate fioms such as issuing bills and the preparatidimaicial statements; «
. the need for expensive modifications to our systantsinfrastructure

For more information, please see the @&kdr below under the caption, "Termination of tielaships with key suppliers could cause d
and additional costs."

Thereis no guarantee that we will be successful in increasing sales of our content distribution service offering.

As we believe that one of the largest sesiaf future incremental demand for our communicetiservices will be derived from custom
that are seeking to distribute their video, featiak content or applications over the Internet,puechased the content distribution network or
CDN assets of SAVVIS, Inc. in January 2007 and weslpased Servecast Limited in July 2007. Althoughhave sold high speed Internet
access, transport and colocation services sinctf®d990's, we have only been selling our CDNises since January 2007. As a result, tl
are many difficulties that we may encounter, inaghgdcustomer acceptance, customer support systealaenent issues, intellectual property
matters, technological issues, developmental caimésrand other problems that we may not anticipittere is no guarantee that we will be
successful in generating significant revenues foomCDN service offering.

Failure to develop and introduce new services could affect our ability to compete in the industry.

We continuously develop, test and introdoe® communications services that are delivered ovecommunications network. These r
services are intended to allow us to address ngmeaets of the communications marketplace and tgpetenfor additional customers. In
certain instances, the introduction of new serviegglires the successful development of new tedgyolTo the extent that upgrades of
existing technology are required for the introdoctof new services, the success of these upgradg®endependent on reaching mutually-
acceptable terms with vendors and on vendors ngeteir obligations in a timely manner. In additiolew service offerings may not be wid
accepted by our customers. If our new service ioffisrare not widely accepted by our customers, &g t@rminate those service offerings and
we may be required to impair any assets or teclgyalsed to develop or offer those services. If veermt able to successfully complete the
development and introduction of new services imely manner, our business could be materially exblg affected.

Rapid technological changes can lead to further competition.

The communications industry is subjectapid and significant changes in technology. In toldj the introduction of new services or
technologies, as well as the further developmemixadting services and technologies may reducedbkeor increase the supply of certain
services similar to those that we provide. As altgesur most significant competitors in the futunay be new entrants to the communications
industry. These new entrants may not be burdenezhbigstalled base of outdated
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equipment or obsolete technology. Our future siedepends, in part, on our ability to anticipatd adapt in a timely manner to technological
changes. Failure to do so could have a materiaradweffect on our business.

During our communications business operating history we have generated substantial net operating losses, and we expect to continue
to generate net operating losses.

Our expenditures combined with non-cashpemsation expense as well as depreciation and izttt expense could result in
substantial net losses for the near future. Fofisital years ended December 31, 2008 and Dece®ih@007, we incurred net losses of
approximately $290 million and $1.114 billion, resfively. We expect to continue to experience os$és, and we may not be able to achieve
or sustain profitability in the future. Continuedtriosses could limit our ability to obtain the lcaeeded to expand our network, make interest
and principal payments on our debt, or fund othesiless needs.

We will need to continue to expand and &dap network in order to remain competitive, whioly require significant additional fundii
Additional expansion and adaptations of our commations network's electronic and software companetit be necessary in order to
respond to:

. growing number of customers;

. the development and launching of new servi

. increased demands by customers to transmit largeuats of data,;
. changes in customers' service requirements;

. technological advances by competitors;

. governmental regulation

Future expansion or adaptation of our neltwyll require substantial additional financiaperational and managerial resources, which
may not be available at the time. If we are unablexpand or adapt our network to respond to tdeselopments on a timely basis and at a
commercially reasonable cost, our business wilhlagerially adversely affected.

The market prices for certain of our communications services have decreased in the past and may decreasein the future, resulting in
lower revenue than we anticipate.

Over the past few years, the market pricesertain of our communications services haveaekesed. These decreases resulted from
downward market pressure and other factors incudin

. technological changes and network expansions whasde resulted in increased transmission capaciifadble for sale by us al
by our competitors;

. some of our customer agreements contain volumedljaréeing or other contractually agreed-upon desesan prices during the
term of the respective agreements; and

. some of our competitors have been willing to aceepdller operating margins in the short term irmai@mpt to increase lo-
term revenues.

In order to retain customers and revenweoften must reduce prices in response to marketittons and trends. As our prices for some
of our communications services decrease, our dpgregsults may suffer unless we are unable teeitbduce our operating expenses or
increase traffic volume from which we can deriveliidnal revenue.

We also expect revenue from our managedemcgkrvices to continue to decline primarily assult of end users migrating to broadband
services.
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We may be liable for the information that content owners or distributors distribute over our network.

The law relating to the liability of priveahetwork operators for information carried on issdminated through their networks is still
unsettled. We may become subject to legal claitadimg to the content disseminated on our netwevien though such content is owned or
distributed by our customers or a customer of ast@mers. For example, lawsuits may be broughnhagas claiming that material distributed
using our network was inaccurate, offensive, otatexd the law or the rights of others. Claims caalkb involve matters such as defamation,
invasion of privacy and copyright infringement.dddition, the law remains unclear over whether egniay be distributed from one
jurisdiction, where the content is legal, into drestjurisdiction, where it is not. Companies opa@private networks have been sued in
past, sometimes successfully, based on the natueterial distributed, even if the content is natned by the network operator and the
network operator has no knowledge of the conteitsdegality. It is not practical for us to monitall of the content which is distributed using
our network. If we need to take costly measuregduoice our exposure to these risks, or are reqtorddfend ourselves against such claims,
our financial results could be negatively affected.

The need to obtain additional capacity for our network from other providersincreases our costs.

We use network resources owned by othepemies for portions of our network in North AmeticaEurope and elsewhere. We obtain
the right to use such network portions, includilghttelecommunications capacity and rights to ws& €iber, through operating leases and
IRU agreements. In several of those agreementggtineter party is responsible for network maintemaand repair. If a counter party to a le
or IRU suffers financial distress or bankruptcy, mvay not be able to enforce our rights to use thessork assets or, even if we could
continue to use these network assets, we could material expenses related to maintenance and r&pa could also incur material expenses
if we were required to locate alternative netwoskeds. We may not be successful in obtaining redsermlternative network assets if needed.
Failure to obtain usage of alternative network &sstenecessary, could have a material adverseedin our ability to carry on business
operations. In addition, some of our agreements atiter providers require the payment of amountséovices whether or not those services
are used.

In the normal course of business, we neeaghter into interconnection agreements with maymestic and foreign local telephone
companies, but we are not always able to do saworéble terms. Costs of obtaining local servicenfother carriers comprise a significant
proportion of the operating expenses of long distagarriers. Similarly, a large proportion of tlests of providing international service
consists of payments to other carriers. Changesgulation, particularly the regulation of localdainternational telecommunication carriers,
could indirectly, but significantly, affect our cqmtitive position. These changes could increaskeorease the costs of providing our services.

We may be unableto hire and retain sufficient qualified personnel; the loss of any of our key executive officers could adversely affect
our business.

We believe that our future success willetgpin large part on our ability to attract ancirehighly skilled, knowledgeable, sophisticated
and qualified managerial, professional and tecthmieesonnel. We have experienced significant coitipetin attracting and retaining
personnel who possess the skills that we are sgekima result of this significant competition, way experience a shortage of qualified
personnel.

Our businesses are managed by a small nurhkey executive officers, including James Q.\WepChief Executive Officer. The loss of
any of these key executive officers could have tened adverse effect on our business.
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We must obtain and maintain permits and rights-of-way to operate our network.

If we are unable, on acceptable terms and timely basis, to obtain and maintain the frase$ permits and rights-of-way needed to
expand and operate our network, our business dmuldaterially adversely affected. In addition, ¢thecellation or non-renewal of the
franchises, permits or rights-of-way that are atgdicould materially adversely affect our busin€@s. communications operating subsidiaries
are defendants in several lawsuits that, among thiregs, challenge the subsidiaries' use of rigiitway. The plaintiffs have sought to have
these lawsuits certified as class actions. It ssjje that additional suits challenging use of rigints-of-way will be filed and that those
plaintiffs also may seek class certification. Thoome of such litigation may increase our costsadwversely affect our operating results.

Termination of relationshipswith key suppliers could cause delay and additional costs.

Our business is dependent on third-pamppbers for fiber, computers, software, optronicansmission electronics and related
components that are integrated into our netwonkiesof which are critical to the operation of ousimess. If any of these critical relationships
is terminated, a supplier either exits or curtafidusiness as a result of the current economiditons, a supplier fails to provide critical
services or equipment, or the supplier is forcestop providing services due to legal constrasush as patent infringement, and we are ur
to reach suitable alternative arrangements quiskéymay experience significant additional costezemrmay not be able to provide certain
services to customers. If that happens, our busicesld be materially adversely affected.

AT&T and Verizon may not provide us local access services at prices which allow usto effectively compete.

We acquire a significant portion of ourdbaccess services, the connection between ourdnetevork and the customer premises, from
incumbent local exchange carriers or ILECs. Wit thcent acquisitions by AT&T and Verizon, the ILEE@w compete directly with our
business and may have a tendency to favor thenssahatheir affiliates to our detriment. Networkegs represents a very large portion of our
total costs and if we face less favorable pricind provisioning, we may be at a competitive disadzge to the ILECs.

We are subject to significant regulation that could changein an adverse manner.

Communications services are subject toifsigimt regulation at the federal, state, local artdrnational levels. These regulations affec
business and our existing and potential competifdetays in receiving required regulatory approvaisluding approvals relating to
acquisitions or financing activities), completimgarconnection agreements with other carriersh@enhactment of new and adverse regulations
or regulatory requirements may have a material @@veffect on our business. In addition, futurésiegive, judicial and regulatory agency
actions could have a material adverse effect orbosiness.

Federal legislation provides for a sigrafit deregulation of the U.S. telecommunicationsigig, including the local exchange, long
distance and cable television industries. Thisslagipn remains subject to judicial review and &iddal Federal Communications Commission,
or FCC, rulemaking. As a result, we cannot prettiietlegislation's effect on our future operatidviany regulatory actions are under way or
being contemplated by federal and state authorigigarding important issues. These actions cowd hamaterial adverse effect on our
business.
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Thelawsin certain countries currently do not permit usto offer servicesdirectly in those countries.

Ownership of telecommunications facilitibat originate or terminate traffic in certain ctrigs, such as Canada and China, is currently
limited to nationals of those countries. This riesitn hinders our entry into those markets.

Potential regulation of Internet service providersin the United States could adversely affect our operations.

The FCC has, to date, treated Interneticeproviders as enhanced service providers. litiaddCongress has, to date, not sought to
heavily regulate the provision of IP-based servi@h Congress and the FCC are considering prégpdsat involve greater regulation of IP-
based service providers. Depending on the contehteope of any regulations, the imposition of sugjulations could have a material adv:
effect on our business and the profitability of earvices.

The communicationsindustry is highly competitive with participants that have greater resources and a greater number of existing
customers.

The communications industry is highly coitpee. Many of our existing and potential compet# have financial, personnel, marketing
and other resources significantly greater than.ddesy of these competitors have the added conngetidvantage of a larger existing
customer base. In addition, significant new contigeticould arise as a result of:

. the consolidation in the industry;

. allowing foreign carriers to more extensively cotgp@ the U.S. market;
. further technological advances; ¢

. further deregulation and other regulatory initiat\

If we are unable to compete successfully,business could be significantly affected.

We may be unable to successfully identify, manage and assimilate future acquisitions, investments and strategic alliances, which could
adversely affect our results of operations.

We continually evaluate potential investtseand strategic opportunities to expand our ndtwemhance connectivity and add traffic to
our network. In the future, we may seek additianaéstments, strategic alliances or similar arramgigts, which may expose us to risks such
as:

. the difficulty of identifying appropriate investmesn strategic allies or opportunities on terms ptagele to us;

. the possibility that senior management may be redub spend considerable time negotiating agreenserd monitoring these
arrangements;

. potential regulatory issues applicable to the ml@munications business;

. the loss or reduction in value of the capital irreant;

. our inability to capitalize on the opportunitieepented by these arrangements;

. the possibility of insolvency of a strategic al

There can be no assurance that we woultesstully overcome these risks or any other problentountered with these investments,
strategic alliances or similar arrangements.
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Other Operations
Environmental liabilities from our historical operations could be material.

There could be environmental liabilitiegsarg from historical operations of our predecesstor which we may be liable. Our operations
and properties are subject to a wide variety oflawd regulations relating to environmental pradacthuman health and safety. These laws
and regulations include those concerning the udaraanagement of hazardous and non-hazardous scestand wastes. We have made and
will continue to make significant expenditures tilg to our environmental compliance obligationgspite our best efforts, we may not at all
times be in compliance with all of these requiretaen

In connection with certain historical ogéras, we have responded to or been notified oémitdl environmental liability at approximately
150 properties as of February 15, 2009. We aregatyin addressing or have liquidated environmdiathilities at 72 of those properties. Of
these: (a) we have formal commitments or othermitkfuture costs at 15 sites; (b) there are fdssivith minimal future costs; (c) there are 12
sites with unknown future costs and (d) there &rgies with no likely future costs. The remaini®properties have been dormant for several
years. We could be held liable, jointly or severaiind without regard to fault, for such investigatand remediation. The discovery
additional environmental liabilities related tothiscal operations or changes in existing environtakrequirements could have a material
adverse effect on our business.

Potential liabilities and claims arising from coal operations could be significant.

Our coal operations are subject to extenkiws and regulations that impose stringent ojperalt maintenance, financial assurance,
environmental compliance, reclamation, restorasiod closure requirements. These requirements ia¢chamke governing air and water
emissions, waste disposal, worker health and sdfetyefits for current and retired coal miners, atigbr general permitting and licensing
requirements. Despite our best efforts, we mayahatl times be in compliance with all of theseuiegments. Liabilities or claims associated
with this non-compliance could require us to inmaterial costs or suspend production. Mine reclamatosts that exceed reserves for these
matters also could require us to incur materiatos

General

If we are unable to comply with the restrictions and covenantsin our debt agreements, there would be a default under the terms of these
agreements, and this could result in an acceleration of payment of funds that have been borrowed.

If we were unable to comply with the regidns and covenants in any of our debt agreemthese would be a default under the terms of
those agreements. As a result, borrowings under aiisbt instruments that contain cross-acceleratiamoss-default provisions may also be
accelerated and become due and payable. If arnesétevents occur, there can be no assurancedhabwd be able to make necessary
payments to the lenders or that we would be ablmdtbalternative financing. Even if we were albeobtain alternative financing, there can be
no assurance that it would be on terms that arepaable.

We have substantial debt, which may hinder our growth and put us at a competitive disadvantage.
Our substantial debt may have importansequaences, including the following:

. the ability to obtain additional financing for adsjtions, working capital, investments and capitabther expenditures could be
impaired or financing may not be available on ataiele terms;

50




Table of Contents

. a substantial portion of our cash flows will bedise make principal and interest payments on ouniitey debt, reducing the
funds that would otherwise be available for operatiand future business opportunities;

. a substantial decrease in cash flows from operatitigities or an increase in expenses could madtifficult to meet debt
service requirements and force modifications torafens;

. we have more debt than certain of our competitehéch may place us at a competitive disadvantage

. substantial debt may make us more vulnerable tmaatlirn in business or the economy generally.

We had deficiencies of earnings to coveedicharges of $236 million for the fiscal year ethddecember 31, 2008, $1.068 billion for the
fiscal year ended December 31, 2007, $720 millarttie fiscal year ended December 31, 2006, $63bmfor the fiscal year ended
December 31, 2005, and $409 million for the fisedr ended December 31, 2004.

We may not be able to repay our existing debt; failure to do so or refinance the debt could prevent us from implementing our strategy
and realizing anticipated profits.

If we were unable to refinance our debtiooraise additional capital on acceptable terms ability to operate our business would be
impaired. As of December 31, 2008, we had an aggesgf approximately $6.580 billion of long-termbtien a consolidated basis, including
current maturities, premiums and discounts, cafgtees and our commercial mortgage, and approgiyn®876 million of stockholders'
equity. Of this long-term debt, approximately $18#lion is due to mature in 2009, approximately $58illion is due to mature in 2010 and
approximately $569 million is due to mature in 20ihleach case excluding issue discounts, premamddair value adjustments.

Our ability to make interest and principalyments on our debt and borrow additional fundéagarable terms depends on the future
performance of the business. If we do not have gin@ash flow in the future to make interest or gipal payments on our debt, we may be
required to refinance all or a part of our debtooraise additional capital. We cannot be surewreawill be able to refinance our debt or raise
additional capital on acceptable terms.

Restrictions and covenantsin our debt agreements limit our ability to conduct our business and could prevent us from obtaining needed
fundsin the future.

Our debt and financing arrangements corgainmber of significant limitations that restietr ability to, among other things:

. borrow additional money or issue guarantees;

. pay dividends or other distributions to stockhadger
. make investment:

. create liens on asse

. sell assets;

. enter into sal-leaseback transactior

. enter into transactions with affiliates; a

. engage in mergers or consolidations.
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The unpredictability of our quarterly results may adversely affect the trading price of our common stock.

Our revenue and operating results will vaignificantly from quarter to quarter due to a tnamof factors, many of which are outside of
our control and any of which may cause the priceuwwsfcommon stock to fluctuate. The primary factaraong other things, that may affect
quarterly results include the following:

. the timing of costs associated with the operatibour business and our integration activities wehpect to our recently
completed acquisitions;

. demand for communications servic

. loss of customers or the ability to attract newtconers;

. changes in pricing policies or the pricing policagour competitors;

. costs related to acquisitions of technology or hesses

. changes in regulatory rulings; a

. general economic conditions as well as those dpeaoithe communications and related industries.

A delay in generating revenue or the timifigecognizing revenue and expenses could cagsédisant variations in our operating results
from quarter to quarter. It is possible that in sdioture quarters our results may be below analysiisinvestors expectations. In these
circumstances, the price of our common stock wiélly decrease.

If certain transactions occur with respect to our capital stock, we may be unable to fully utilize our net operating loss carryforwards to
reduce our income taxes.

As of December 31, 2008, we had net opmgdtiss carry forwards of approximately $4.7 billifor federal income tax purposes. If cer
transactions occur with respect to our capitallstbat result in a cumulative ownership change ofaerthan 50 percentage points by 5-percent
stockholders over a three-year period as determindér rules prescribed by the U.S. Internal Regedode of 1986, as amended (the "Code")
and applicable regulations, annual limitations vddog imposed with respect to our ability to utiltaer net operating loss carry forwards and
certain current deductions against any taxablenmecwe achieve in future periods.

We have entered into transactions oveafipicable three year period that, when combingt ather changes in ownership that are
outside of our control, have resulted in cumulatiianges in the ownership of our capital stock.if\athl transactions that we enter into, as
well as transactions by existing 5% stockholdestaansactions by holders that become new 5% stdd&ls that we do not participate in,
could cause us to incur a 50 percentage point ashipechange by 5% stockholders and, if we triggerabove-noted Code imposed
limitations, such transactions would prevent usnfifally utilizing net operating loss carry forwardad certain current deductions to reduce
income taxes.

I ncreased scrutiny of financial disclosure, particularly in the telecommunications industry in which we operate, could adversely affect
investor confidence, and any restatement of earnings could increase litigation risks and limit our ability to access the capital markets.

Congress, the SEC, other regulatory auikserand the media are intensely scrutinizing almemof financial reporting issues and
practices. If we were required to restate our fai@statements as a result of a determinationvtieattad incorrectly applied generally accepted
accounting principles or as a result of other fectir errors, that restatement could adverselcaéfer ability to access the capital markets or
the trading price of our securities. The recentitiaty regarding financial reporting has also resilin an increase in litigation in the
telecommunications industry. There can be no

52




Table of Contents

assurance that any such litigation against us wootdnaterially adversely affect our business erttading price of our securities.
Terrorist attacks and other acts of violence or war may adversely affect the financial markets and our business.

Since the September 11, 2001 terroristkdétand subsequent events, there has been cormd&eraertainty in world financial markets.
The full effect on the financial markets of thesems, as well as concerns about future terrotiatles, is not yet known. They could, however,
adversely affect our ability to obtain financing tenms acceptable to us, or at all.

There can be no assurance that there atilba further terrorist attacks against the Uniéates or U.S. businesses. These attacks or ¢
conflicts may directly affect our physical facidis or those of our customers. These events coukkaansumer confidence and spending to
decrease or result in increased volatility in th8.land world financial markets and economy. Anthee occurrences could materially
adversely affect our business.

Our international operations and investments expose us to risks that could materially adversely affect the business.

We have operations and investments outsfitkee United States, as well as rights to undecsbée capacity extending to other countries,
that expose us to risks inherent in internatiompedrations. These include:

. general economic, social and political conditic

. the difficulty of enforcing agreements and collagtreceivables through certain foreign legal systt

. tax rates in some foreign countries may exceecetimothe U.S.;

. foreign currency exchange rates may fluctuate, iwh@muld adversely affect our results of operatiand the value of our

international assets and investments;
. foreign earnings may be subject to withholding regraents or the imposition of tariffs, exchangetcols or other restrictions;

. difficulties and costs of compliance with foreigiwls and regulations that impose restrictions orirugstments and operations,
with penalties for noncompliance, including losdioénses and monetary fines;

. difficulties in obtaining licenses or interconnectiarrangements on acceptable terms, if at all; and
. changes in U.S. laws and regulations relating teifm trade and investment.

Additional issuances of equity securities by uswould dilute the ownership of our existing stockholders.

We may issue equity in the future in conimecwith acquisitions or strategic transactiomsatljust our ratio of debt to equity, including
through repayment of outstanding debt, to fund ezjmn of our operations or for other purposes.hoextent we issue additional equity
securities, the percentage ownership of our exjsttnckholders would be reduced.
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Anti-takeover provisionsin our charter and by-laws could limit the share price and delay a change of management.

Our restated certificate of incorporatiom dy-laws contain provisions that could make irendifficult or even prevent a third party from
acquiring us without the approval of our incumbleoard of directors. These provisions, among othiegs:

. prohibit stockholder action by written consent lage of a meeting;

. limit the right of stockholders to call special rtings of stockholders;

. limit the right of stockholders to present propssal nominate directors for election at annual megstof stockholders; ar
. authorize our board of directors to issue prefestedk in one or more series without any actiorthenpart of stockholder

In addition, the terms of most of our ldegn debt require that upon a "change of contad,tiefined in the agreements that contain the
terms and conditions of the long term debt, we maakeffer to purchase the outstanding long ternt debither 100% or 101% of the aggre:
principal amount of that long term debt.

These provisions could limit the price thatestors might be willing to pay in the future &hares of our common stock and significantly
impede the ability of the holders of our commorcktto change management. Provisions and agreeitiettisihibit or discourage takeover
attempts could reduce the market value of our comstack.

If alarge number of shares of our common stock is sold in the public market, the sales could reduce the trading price of our common
stock and impede our ability to raise future capital.

We cannot predict what effect, if any, fetissuances by us of our common stock will havéhermarket price of our common stock. In
addition, shares of our common stock that we igswennection with an acquisition may not be subfecesale restrictions. The market price
of our common stock could drop significantly if tzén large holders of our common stock, or recifsiexf our common stock in connection
with an acquisition, sell all or a significant port of their shares of common stock or are perckehyethe market as intending to sell these
shares other than in an orderly manner. In additleese sales could impair our ability in the fetto raise capital through the sale of additional
common stock in the capital markets.

The market price of our common stock has been volatile and, in the future, the market price of our common stock may fluctuate
substantially due to a variety of factors.

The market price of our common stock hanbmibject to volatility and, in the future, therket price of our common stock may fluctuate
substantially due to a variety of factors, inclglin

. the depth and liquidity of the trading market for gommon stock;

. quarterly variations in actual or anticipated opiagaresults;

. changes in estimated earnings by securities asa

. market conditions in the communications and infdrareservices industries;
. announcement and performance by competitors;

. regulatory actions; ar

. general economic conditions.
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In addition, in recent months the stock keagenerally has experienced significant price\asidme fluctuations. Those market
fluctuations could have a material adverse effacthe market price or liquidity of our common stock

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

Our headquarters are located on 46 acrégeimterlocken Advanced Technology Environmerthimithe City and County of Broomfield,
Colorado. The campus facility, which is owned by atolly owned subsidiary HQ Realty, Inc., encongessapproximately 850,000 square
feet of office space.

Additionally, we lease approximately 12@a@juare feet of office and technical space iniliog located at 180 Peachtree Street, NW in
Atlanta, Georgia. We also lease approximately 143 shuare feet of office and technical space irbthikeling known as One Technology
Center located at 100 South Cincinnati Avenue itsduOklahoma and approximately 42,000 squaredieeffice space in the Southpointe
office park in Canonsburg, Pennsylvania. We alsoapproximately 8,900 square feet of office sphaewe own in the building located at
200 Technology Drive, Pittsburgh, Pennsylvania. Mé® lease approximately 128,000 square feet afeofipace in a building located at
1122 South Capital of Texas Highway in Austin, T&Xa Europe, we have approximately 211,000 sqiggteof office space in the United
Kingdom and approximately 3,000 square feet ofefpace in France.

Properties relating to our network operadion the communications business are describeerdiitEM 1. BUSINESS—Our
Communications Network" above.

Our Gateway facilities are designed to ledosal sales staff, operational staff, our trarssioin and IP routing/switching facilities and
technical space to accommodate colocation of eqeripioy high-volume Level 3 customers. We ended 20i@8 approximately 6.9 million
square feet of space for our Gateway and transonisacilities and have completed construction gorapimately 4.6 million square feet of t
space. Our Gateway space is either owned by wsh®@ld pursuant to long-term lease agreements.

We have entered into various agreementrdagy our unused office and technical space ierotal reduce our ongoing operating
expenses regarding such space.

Properties relating to our coal mining segtare described under "ITEM 1. BUSINESS—Our OBusinesses" above. In connection
with certain existing and historical operations, ave subject to environmental risks.

ITEM 3. LEGAL PROCEEDINGS

In April 2002, Level 3 Communications, Inand two of its subsidiaries were named as defgsdaBauer, et. al. v. Level 3
Communications, LLC, et ala purported class action covering 22 statesy] fih state court in Madison County, lllinois. biyJ2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.akt, a purported two state class action filed inth®. District
Court for the District of Idaho. In November of B)@he court granted class certification only tog state of Idaho. In September 2002, Leyv
Communications, LLC and Williams Communications Q. vere named as defendantsSimith et. al. v. Sprint Communications
Company, L.P., et aJ.a purported nationwide class action filed in theted States District Court for the Northern Disttof lllinois. In
April 2005, the Smith plaintiffs filed a Fourth Ameéed Complaint which did not include Level 3 or Ndlihs Communications, Inc. as a party,
thus ending both companies’ involvement in the Brdise. On February 17, 2005, Level 3 CommunicatibbC and Williams
Communications, LLC were named as defendankdabDaniel, et. al., v. Qwest Communications Corpioratet al., a purported class action
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covering 10 states filed in the United States @istourt for the Northern District of lllinois. Abf these actions involve the companies' right
to install its fiber optic cable network in easensesnd right-of-ways crossing the plaintiffs' lahadgeneral, the companies obtained the rights
to construct their networks from railroads, utd#j and others, and have installed their netwddtggethe rights-of-way so granted. Plaintiffs in
the purported class actions assert that they arewtimers of lands over which the companies' fildicaable networks pass, and that the
railroads, utilities, and others who granted thepanies the right to construct and maintain thetmorks did not have the legal authority to do
so0. The complaints seek damages on theories @isesunjust enrichment and slander of title aoggmty, as well as punitive damages. The
companies have also received, and may in the fuaoeive, claims and demands related to rights-ajf-issues similar to the issues in these
cases that may be based on similar or differerat ldgories.

The Company and its subsidiaries have teggota proposed nationwide class settlement &ffppersons who own or owned land nex
or near railroad rights of way. The United Statéstiizt Court for the District of Massachusett&Kimgsborough v. Sprint
Communications Co. L.Pas granted preliminary approval of the proposéiteseent which, if finally approved, will resolvédl af the pending
actions. The proposed settlement will provide gaeyments to class members based on various fabairsclude:

. the length of the right of way where the cablengtalled;
. the state where the property is located;
. how the railroad obtained its property rigt

The proposed settlement will also provide the Camynd its subsidiaries with a permanent teleconiocations easement, which gives them
certain rights over the railroad right of way.

It is still too early for the Company taaod a conclusion as to the ultimate outcome optbposed settlement of these actions. However,
management believes that the Company and its sakisglhave substantial defenses to the claimstadsa all of these actions (and any
similar claims which may be named in the futured atends to defend them vigorously if a satisfacform of settlement is not ultimately
approved. Additionally, management believes thgtrasulting liabilities for these actions, beyomdaunts reserved, will not materially affect
the Company's financial condition or future resolt®perations, but could affect future cash flows.

In February 2009, Level 3 Communicatioms, | certain of its current officers and a form#icer were named as defendants in purported
class action lawsuits filed in the United Statestidit Court for the District of Colorado, whichveabeen consolidated &sre Level 3
Communications, Inc. Securities Litigation (Civih$2 No. 09-cv-00200-PAB-CBSJhe Plaintiffs in each complaint allege, in gethethat
throughout the purported class period of Februa087 to October 23, 2007, the defendants fadettidclose material adverse facts about the
Company's business and operations. Specificalfgndents failed to disclose or indicate the follogri(1) that the Company's efforts to
integrate the numerous acquired companies wergaiog well; (2) that, specifically, the Company wageriencing an increase in service
activation times, which was negatively impacting @ompany's service installation intervals andrétte of its revenue growtli3) that the
Company was also experiencing challenges in iticEmanagement processes that were resultingigeloresponse times to resolve
customer's network service issues; (4) that stdpntby the Company to remedy the problems wergvadiing and actually, further
complicating the issues and making them worseth@) as a result of the above, the Company didhae¢ adequate provisioning capability to
convert its increasing sales, or signed orders,rieNenue generating service; (6) that the Comjraked adequate internal controls; and
(7) that, as a result of the above, the statenmaatie by the defendants during the purported claseglacked a reasonable basis. The
complaints seek damages based on purported viotatibSection 10(b) of the Securities Exchangeokdi934, Securities and
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Exchange Commission Rule 10b-5 promulgated themuziod Section 20(a) of the Securities ExchangeoAt934.

It is too early for the Company to reaatoaclusion as to the ultimate outcome of theseastiHowever, management believes that the
Company has substantial defenses to the claimstadse all of these actions (and any similar cliwhich may be named in the future), and
intends to defend these actions vigorously.

The Company and its subsidiaries are mttienany other legal proceedings. Managementusdithat any resulting liabilities for these
legal proceedings, beyond amounts reserved, wiliraderially affect the Company's financial coratitior future results of operations, but
could affect future cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted during the fogudlrter of the fiscal year covered by this repoi vote of security holders, through the
solicitation of proxies or otherwise.
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Part I

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, R ELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information. Our common stock is traded on the NASDAQ Gldbalect Market of The NASDAQ Stock Market LLC undeg
symbol "LVLT." As of February 25, 2009, there wexgproximately 7,900 holders of record of our comratmtk, par value $.01 per share."
table below sets forth, for the calendar quartedgcated, the high and low per share sale priceamioEommon stock as reported by the
NASDAQ Global Select Market of The NASDAQ Stock Mar LLC.

Year Ended December 31, 200 High Low

First Quarte! $3.5¢ $1.6¢
Second Quarte 448  1.9¢
Third Quartel 3.9C 244
Fourth Quarte 2.7t 057
Year Ended December 31, 2007 High Low

First Quartel $6.8C $5.54
Second Quarte 6.3C 5.2C
Third Quartel 6.4z 4.2¢
Fourth Quarte 5.1C 2.6€

Equity Compensation Plan Information.

We have only one equity compensation plahe-I995 Stock Plan, as amended—under which we ssag ishares of our common stock
to employees, officers, directors and consultartés plan has been approved by our stockholders.fdlflowing table provides information
about the shares of our common stock that mayduedsupon exercise of awards under the 1995 Stacka® of December 31, 2008.

Number of securities tc

be issued upon exercis Weighted-average
exercise price of Number of securities
of outstanding options  outstanding options remaining available for
future issuance under

Plan Category warrants and rights warrants and rights  equity compensation plan
Equity compensation plans approved by stockhol 40,858,841 $ 3.9Ct% 78,375,45
Equity compensation plans not approved by stocldre 0 % 0.0C 0
1) Includes awards of outperform stock options or etfgrm stock appreciate units ("OSOs"). For purgasfethis table, these securit
are considered to use a single share of our constomk from the total number of shares reservedsgrance under the 1995 Stock
Plan.
T Includes weighte-average exercise price of outstanding OSOs atdteeaf grant. The exercise price of an OSO is stibfechange

based upon the performance of our common stockivelto the performance of the S&P 500® Index fribra time of the grant of the
award until the award has been exercised.

OSOs are currently designed to providepients of the awards with the incentive to maxingteckholder value and to reward recipient
employees only when the price of our common statgkerforms the S&P 500® Index between the dateafittand the date that the OSO is
exercised or settled. For the OSOs granted begirinidpril 2007, OSOs have a three-year life anst\1®0% on
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the third anniversary of the date of the awardwaitidfully settle on that date. In other words, igients of these OSOs will not be able to
voluntarily exercise the OSOs as they will settlanatically with value on the third anniversarytioé date of the award or expire without
value on that date. This type of instrument is simmes referred to as a "European style option."®&80s granted prior to April 2007, the
OSOs generally have a four-year life and vest 50%heaend of the first year after grant, with teenaining 50% vesting in four equal quarterly
installments so that the OSOs are fully vestedeyeind of the second year after grant.

OSOs have an initial strike price thatdsi& to the closing market price of our common lstoie the trading day immediately prior to the
date of grant. This initial strike price is refedr® as the "Initial Price." On the settlement daitéhe date that an employee elects to exercise ar
OSO, the Initial Price is adjusted—as of that dalbg-a percentage that is equal to the aggregatempge increase or decrease in the
S&P 500® Index over the period beginning on theadtgrant and ending on the trading day immedigietceding the settlement or exercise
date. The Initial Price, however, can not be adjdiftelow the closing price of our common stocklenday that the OSO was granted.

The value of all OSOs will increase asghee of our common stock increases relative topirdormance of the S&P® 500 Index over
time. This increase in value is attributable intparthe use of a "success multiplier."

The mechanism for determining the valuarofndividual OSO award is described below: Thé&dhPrice is adjusted over time (the
"Adjusted Strike Price") until the settlement oeenise date. The adjustment is an amount equhktpdrcentage appreciation or depreciatit
the value of the S&P 500® Index from the date @ingito the settlement date. The value of the OS@éases for increasing levels of
outperformance. OSOs have a multiplier range freno 2o four depending upon the performance of ourroon stock relative to the
S&P 500® Index as shown in the following table.

Then the Pre-multiplier Gain Is Multiplied by

If Level 3 Stock Outperforms the S&P 50® Index by: a Success Multiplier of:

0% or Less 0.00

More than 0% but Less than 11% Outperformance percentage
multiplied by 4/ 11

11% or More 4.00

The pre-multiplier gain is our common st@elce minus the Adjusted Strike Price on the satént or exercise date.

Dividend Policy. Our current dividend policy, in effect sincerfAd, 1998, is to retain future earnings for useur business. As a resi
our directors and management do not anticipatengaamy cash dividends on shares of our common saitle foreseeable future. In addition,
under certain of our debt covenants we may beicesdrfrom paying cash dividends on shares of oanmroon stock.

Performance Graph.

The following performance graph shall netdeemed to be incorporated by reference by mdaarsya@eneral statement incorporating by
reference this Form 10-K into any filing under ®ecurities Act of 1933, as amended or the Secsiffitichange Act of 1934, except to the
extent that the company specifically incorporateshanformation by reference, and shall not othsedde deemed filed under such acts.
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The graph compares the cumulative totalrnedf our common stock for the five year perioohir2004 through 2008 with the S&P® 500
Index and the Nasdaq Telecommunications Index.graph assumes that the value of the investmen®&@8 on December 31, 2003, and !
all dividends and other distributions were reineest

Comparison of Five Year Cumulative Total Return
Among Our Common Stock, the S&P® 500 Index
and the Nasdaq Telecommunications Index
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12/03 12/04 12/05 12/06 12/07 12/08
Level 3 Common Stoc 100.0(¢ 59.47 50.3¢ 98.2¢ 53.3: 12.2¢
S&P 50@® Index 100.0C 110.8¢ 116.3¢ 134.7C 142.1( 89.5:¢
NASDAQ Telecommunication 100.0C 103.0( 106.6¢ 131.0: 13497 78.2¢
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ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Camimations, Inc. and its subsidiaries appear below.

Fiscal Year Ended(1)
2008 2007 2006 2005 2004
(dollars in millions, except per share amounts

Results of Operation:

Revenue $4,301 $ 4,26¢ $3,37¢ $1,71¢ $1,77¢
Loss from continuing operations( (290 (1,119 (79CQ) (707 (47§
Income (loss) from discontinued operation — — 46 69 20
Net loss (290 (1,219 (744  (63§) (459
Per Common Shar
Loss from continuing operations( (0.19) (0.79) (0.79 (1.0 (0.70
Income (loss) from discontinued operation — — 0.0t 0.1C 0.0¢
Net loss (0.19) (0.79) (0.749 (0.91) (0.67)
Dividends(4) — — — — —
Financial Position
Total asset 9,63¢ 10,25¢ 9,99¢ 8,277 7,54«
Current portion of lon-term debt(5 18€ 32 5 — 143
Long-term debt, less current portion| 6,39¢ 6,83: 7,357 6,02: 5,06
Stockholders' equity (deficit)(¢ 87¢ 1,07¢ 374 (47¢)  (157)

(1)

The operating results of Software Spectrum, In8oftware Spectrum™), which was sold in 2006, anyStructure, LLC (")
Structure™), which was sold in 2005, are includediscontinued operations for all periods presefieavhich Level 3 owned each
business.

The Company acquired the managed modem businelske& € ommunications, Inc. and Sprint Communicasi@ompany, L.P. on
April 1, 2004 and October 1, 2004, respectively.

The Company purchased WilTel Communications Gralg; ("WilTel") on December 23, 2005, and recordggm@ximately
$38 million of revenue attributable to this busmés 2005.

The Company purchased Progress Telecom, LLC ("Bssgfelecom™) on March 20, 2006; ICG Communicatitms ("ICG
Communications") on May 31, 2006; TelCove, Inc.lTove") on July 24, 2006 and Looking Glass Netwdfolding Co., Inc.
("Looking Glass") on August 2, 2006. The WilTelpBress Telecom, ICG Communications, TelCove andkingpoGlass results of
operations and financial position are includechia tonsolidated financial statements from the respedates of their acquisition.
During 2006, the Company recorded revenue attridetd Progress Telecom of $49 million, ICG Comneations of $46 million,
TelCove of $166 million and Looking Glass of $33lion.

The Company purchased Broadwing Corporation ("Bnoag") on January 3, 2007; the Content Deliverywak services business of
SAVVIS, Inc. (the "CDN Business") on January 2302@&nd Servecast Limited on July 11, 2007. Durid@72 the Company recorded
revenue attributable to Broadwing of $946 millitme CDN Business of $17 million and Servecast ofrfion.

On June 5, 2008, Level 3 completed the sale &fytsc advertising distribution business to DG Fasa@hel, Inc. and received gross
proceeds at closing of approximately $129 milliorcash. Net proceeds from the sale approximated 8fition after deducting
transaction-related costs. Revenue attributableed/yvx advertising distribution business totakdd million in 2008 through the date
of sale, $36 million in 2007 and $35 million in Z)0'he Vyvx businesses were acquired by the Compathe end of 2005 in the
WilTel acquisition.
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In 2004, the Company recognized a gain of $197anilas a result of the early extinguishments ofaterdong-term debt and
$113 million of termination revenue.

In 2005, the Company recognized $133 million ofrtieration revenue and approximately $23 millionrapairment and restructuring
charges.

In 2006, the Company recognized approximately $ilisom of impairment and restructuring charges, anldss on early extinguishmi
of debt of $83 million as a result of the amendraend restatement of its senior secured creditifipeihd certain debt exchanges and
redemptions.

In 2007, the Company recognized approximately $iltom of impairment and restructuring charges, anldss on the early
extinguishment of debt of $427 million as a resiiithe refinancing of its senior secured credieagnent and certain debt exchanges,
redemptions and repurchases. The Company alsomeeaga gain of $37 million on the sale of marketadnuity securities and a tax
benefit of $23 million related to certain state maatters.

In 2008, the Company recognized approximately $2om of impairment and restructuring charges, $dlion of induced debt
conversion expenses attributable to the exchangertdin of the Company's convertible debt se@s;ta gain on the early
extinguishment of debt of $125 million as a resdiltertain debt repurchases, and a $99 million gaithe sale of the Company's Vyvx
advertising distribution business and the saleegfain of its smaller long distance voice customé&he Company also revised its
estimates of the amounts and timing of its origestimate of undiscounted cash flows related ttamefuture asset retirement
obligations in the fourth quarter of 2008. As auteshe Company reduced its asset retirement atiigs liability by $103 million with
an offsetting reduction to property, plant and pgquént of $21 million, selling, general and admimitve expenses of $86 million,
depreciation and amortization of $11 million andrerease to goodwill of $15 million.

In 2005, the Company solcd )Structure and recognized a gain on the sale oidi#lidn. For fiscal years 2005 and 2004 )Structure
revenue approximated costs.

In 2006, the Company sold Software Spectrum anolgized a gain on the sale of $33 million. The medrom the operations of
Software Spectrum was $13 million, $20 million @20 million for the fiscal years 2006, 2005 and 20@spectively.

The Company's current dividend policy, in effecical April 1998, is to retain future earnings foe irs the Company's business. A
result, management does not anticipate paying dizgtends on shares of common stock in the forddedature. In addition, the
Company is restricted under certain covenants fsaging cash dividends on shares of its common stock

In 2004, the Company received net proceeds of $38ion from the issuance of a $730 million Sen&rcured Term Loan due 20

and the issuance of $345 million of 5.25% ConvéetBenior Notes due 2011. The Company used theroegeds to repay portions of
its 9.125% Senior Notes due 2008, 11% Senior Ntites2008, 10.5% Senior Discount Notes due 2008L8rb% Senior Euro Notes
due 2008. The Company repurchased portions ofutstamding notes at prices ranging from 83 perte80 percent of the repurchas
principal balances. The net gain on the early extishment of the debt, including transaction castalized foreign currency losses and
unamortized debt issuance costs, was $50 milliothiese transactions. Also in 2004, the Compang approximately $54 million and
assumed certain obligations to extinguish a Geruapijtal lease obligation and recognized a gaildf7 million on the transaction.

In 2005, the Company received net proceeds of $&lion from the issuance of $880 million of 10% @ertible Senior Notes due
2011. Also in 2005, a wholly owned subsidiary af tbompany received net proceeds of $66 million ftbencompletion of a
refinancing of the mortgage of its
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corporate headquarters. The subsidiary enteredintw mortgage loan of $70 million at an initiakfl rate of 6.86% through 2010.

In 2006, the Company received net proceeds of $iilidn from the issuance by its wholly owned sutiary of $150 million of

Floating Rate Senior Notes due 2011, net procee#538 million from the issuance of $550 million 1i.25% Senior Notes due 2013,
net proceeds of $326 million from its issuance 3% million of 3.5% Convertible Senior Notes dud.2@nd net proceeds of

$1.239 billion (excluding prepaid interest) fronetissuance by its wholly owned subsidiary of $1.BBbn of 9.25% Senior Notes di
2014. Also in 2006, the Company exchanged a podifdts outstanding 9.125% Senior Notes due 2008y Senior Notes due 2008
and 10.5% Senior Discount Notes due 2008 for $4omiof cash and $692 million aggregate principhew 11.5% Senior Notes due
2010. In addition, the Company redeemed the remgioutstanding 9.125% Senior Notes due 2008 tgt&898 million, 10.5% Senior
Discount Notes due 2008 totaling $62 million angurehased 99.3% of its wholly owned subsidiary'¥3% Senior Notes due 2011
totaling $497 million.

In 2007, the Company received net proceeds of $38®n from the issuance by its wholly owned sutiary of 8.75% Senior Notes
due 2017 and Floating Rate Senior Notes due 20d:enproceeds of $1.382 hillion for the refinageaf its senior secured credit
agreement. In connection with the refinancing efsknior secured credit agreement the borrowerdégeh730 million Senior Securt
Term Loan due 2011. In 2007, the Company redeer88 fillion of its outstanding 12.875% Senior Node® 2010, $96 million of
outstanding 11.25% Senior Notes due 2010 and $1#8m{€104 million) of outstanding 11.25% Seniburo Notes due 2010. Also in
2007, the Company's wholly owned subsidiary repased $144 million of its outstanding Floating R&émior Notes due 2011, the
Company repurchased $59 million of its outstandifhgp Senior Notes due 2008, $677 million of its tanding 11.5% Senior Notes
due 2010 and $61 million (€46 million) of its owsting 10.75% Senior Euro Notes due 2008. The Coynakso completed the
exchange of $605 million of its 10% Convertible BeiNotes due 2011 for a total of 197 million steaoé common stock during 2007.
The Company also converted or repurchased $18®mdf Broadwing's outstanding 3.125% ConvertibémiBr Debentures due 2026
through the issuance of 17 million shares of comstook and the payment of $106 million in cash(02

In 2008, the Company received proceeds of $400amifrom the issuance of its 15% Convertible Seiotes due 2013. In connection
with the issuance of the 15% Convertible Senioredatue 2013, the Company completed tender offelsegrurchased $163 million of
its 2.875% Convertible Senior Notes due 2010, $hillBon of its 6% Convertible Subordinated Noteeed2010 and $124 million of its
6% Convertible Subordinated Notes due 2009. In 26@8Company completed exchanges with holdersdbus issues of its
convertible debt in which the Company issued appnately 48 million shares of the Company's comnioglsin exchange for

$18 million of its 6% Convertible Subordinated Nothue 2009, $47 million of its 10% Convertible $emlotes due 2011, $19 million
of its 2.875% Convertible Senior Notes due 201®, $illion of its 5.25% Convertible Senior Notes d2@11 and $9 million of its 3.5'
Convertible Senior Notes due 2012. Also in 2008,@mmpany repurchased $39 million aggregate paha@mount of its 6%
Convertible Subordinated Notes due 2009 and $3omihggregate principal amount of its 6% ConvéetiBubordinated Notes due
2010. The Company also repaid at maturity the raim@i$20 million of its outstanding 11% Senior Nothie 2008 and approximately
$6 million (€4 million) of its outstanding 10.75%&or Euro Notes due 2008.

In 2004, the Company realized $95 million of forerurrency losses on the repurchase of its Eurorderated debt.
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In 2005, the Company issued 115 million sharesairmoon stock, valued at approximately $313 millias the stock portion of the
purchase price paid to acquire WilTel.

In 2006, the Company issued approximately 125 omlBhares of common stock in a public offeringuedl at approximately
$543 million.

In 2006, the Company issued 20 million shares afroon stock, valued at approximately $66 millionttas stock portion of the
purchase price paid to acquire Progress Telecomillién shares of common stock, valued at appratety $131 million, as the stock
portion of the purchase price paid to acquire IG@n@unications; 150 million shares of common steelted at approximately

$623 million, as the stock portion of the purchpsee paid to acquire TelCove; and 21 million skasécommon stock, valued at
approximately $84 million, as the stock portiortteé purchase price paid to acquire Looking Glass.

In 2007, the Company issued 197 million sharesoafrmon stock in exchange for $605 million of its 1@nvertible Senior Notes due
2011. The Company also issued 123 million share®wfmon stock, valued at approximately $688 millias the stock portion of the
purchase price to acquire Broadwing CorporatiosoAh 2007, the Company issued 17 million shareofmon stock in connection
with the conversion of $179 million of Broadwingststanding 3.125% Convertible Senior Debentures226.

In 2008, the Company issued approximately 48 mmilibares of common stock in exchange for $108anikiggregate principal amoi
of various issues of its convertible debt.
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ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This document contains forward looking eta¢nts and information that are based on the balfaihanagement as well as assumptions
made by and information currently available to Ue&€ommunications, Inc. and its subsidiaries (‘&le¥" or the "Company"). When used in
this document, the words "anticipate”, "believedlah”, "estimate" and "expect" and similar expressj as they relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksedamties and assumptions. Should one or morkeesft risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatesults may vary materially from those descrilvethis document.

The following discussion should be readdonjunction with the Company's consolidated finahstatements (including the notes thereto),
included elsewhere herein.

Level 3 Communications, Inc., through ipemating subsidiaries, is primarily engaged indgbemunications business, with additional
operations in coal mining.

Communications Business

The Company is a facilities based provifest broad range of communications services. Rexémucommunications services is
recognized on a monthly basis as these servicggraveded. For contracts involving private line,wetengths and dark fiber services, Level 3
may receive up-front payments for services to bizeled for a period of generally up to 20 yearstHese situations, Level 3 defers the
revenue and amortizes it on a straight-line basearnings over the term of the contract. At Decen34, 2008, for contracts where up-front
payments were received for services to be deliveréle future, the Company's weighted average imngcontract period was approximat
12 years.

Communications revenue consists of:

. Core Communications Services

. Other Communications Servic

The two categories of Communications reeeswe in different phases of the service life cy@eguiring different levels of investment and
focus, and providing different contributions to empany’'s Communications Adjusted EBITDA. Managetad Level 3 believes that grow
in revenue from its Core Communications Serviceasitgcal to the long-term success of its commutires business. At the same time, the
Company believes it must continue to effectivelynange the positive cash flows from its Other Comrmatidns Services. Core
Communications Services includes revenue from Cletevork Services and Wholesale Voice Services. Glatsvork Services revenue
represents higher margin services and Wholesaleev®ervices represents lower margin services. Timep@ny believes that trends in the
communications business are best gauged by loakingvenue trends in Core Network Services. The fizmy manages Wholesale Voice
performance based on gross margin contributione Glatwork Services includes revenue from transpodtinfrastructure, IP and data
services, including content delivery network seegidocal and enterprise voice services and Le¥gh& broadcast services. Wholesale Voice
Services includes revenue from long distance ve@egices, including domestic voice terminationeinttional voice termination and toll free
services. Other Communications Services includesmge from managed modem and its related recipomeapensation services and SBC
Contract Services, which includes revenue from'8®&C Master Services Agreement”, which was obtaindle December 2005 acquisition
of WilTel Communications Group, LLC ("WilTel").
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Core Communications Services

The Company's transport and infrastrucser@ices include metropolitan and intercity wavegtés, private line, ethernet private line, dark
fiber, colocation services, professional serviaes @ansoceanic services. Growth in transport afrdstructure revenue is largely depender
increased demand for bandwidth services and avitapital of companies requiring communicationsacity for their own use or in
providing capacity as a service provider to thestomers. These expenditures may be in the formawithly payments or up-front payments
for private line, wavelength or dark fiber servicEee Company is focused on providing end-to-eaddport services to its customers to
directly connect customer locations with a privaggwork. Pricing for end-to-end services has béabls. For metropolitan transport services,
prices have been stable and in some instances@easing. For intercity transport services, thenGany continues to experience pricing
pressure for point-to-point locations, particularyocations where a large number of carriersamate their facilities. An increase in demand
may be partially offset by declines in unit pricing

IP and data services primarily include @m@mpany's high speed Internet access service,ateditnternet access ("DIA") service, ATM
and frame relay services, IP and ethernet virttighfe network ("VPN") services, and content detveetwork ("CDN") services, which
includes streaming services. Level 3's Interne¢sgservice is a high quality and high-speed Ieteancess service offered in a variety of
capacities. The Company's VPN services permit legsies of any size to replace multiple networks wisingle, cost-effective solution that
greatly simplifies the converged transmission dtgpvideo, and data. This convergence to a sipigliform can be obtained without sacrific
the quality of service or security levels of tréafial ATM and frame relay offerings. VPN servicésoapermit customers to prioritize network
application traffic so that high priority applicatis, such as voice and video, are not compromispdrformance by the flow of low priority
applications such as email.

The Company believes that one of the ldrgesrces of future incremental demand for the Camgls Core Communications Services will
be from customers that are seeking to distribuge feature rich content or video over the InterfRevenue growth in this area is dependent on
the continued increase in usage by both enterpgsiseé£onsumers and the pricing environment. Are@ee in the reliability and security of
information transmitted over the Internet and desdiin the cost to transmit data have resulteddreased utilization of e-commerce or web
based services by businesses. Although the prfoindata services is currently stable, the IP migikgenerally characterized by price
compression and high unit growth rates dependirug tipe type of service, resulting in growth in dbsorevenue. The Company experienced
price compression in the high-speed IP market BB2inhd expects that pricing for its high-speeddRises will continue to decline in 2009.

The Company's Core Network Services indudeal and enterprise voice services. Local ve@ices are primarily components that
enable other service providers to deliver busimegonsumer-ready voice products to their end ensts. Enterprise voice services are
business-grade voice services that the Compars diedictly to its business customers.

The Company, through its Level 3 Vyvx biesis, provides transport services for the audiovadeb programming of its customers over
the Company's fiber-optic network and via satelliteises the Company's fiber-optic network to géiue traditional broadcast and cable
television events from the site of the event torthvork control centers of the broadcasters oethent.

For live events where the location is nodn in advance, such as breaking news storiesniote locations, the Company provides an
integrated satellite and fiber-optic network-based/ice to transmit the content to its customerssivbf Level 3 Vyvx's customers for these
services contract for the service on an event-lgnrebasis; however, there are some customers wiephachased a dedicated point-to-point
service which enables these customers to trangogramming at any time.
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Prior to the sale of the Vyvx advertisingtdbution business, Level 3 Vyvx distributed adiging spots to radio and television stations
throughout the U.S., both electronically and in gibgl form. Customers for these services utilizeg®vork-based method for aggregating,
managing, storing and distributing content for eoitowners and rights holders.

On June 5, 2008, Level 3 completed the chis Vyvx advertising distribution business t@&FastChannel, Inc. and received gross
proceeds at closing of approximately $129 milliorcash. Level 3 has retained ownership of Vyvxte twoadcast business, including the
Vyvx Services Broadcast Business' content distigimucapabilities.

The financial results of the Vyvx advertigidistribution business are included in the Comgfsaconsolidated results of operations through
the date of sale on June 5, 2008.

Level 3 recognized a gain on the sale ef\tiivx advertising distribution business of $96lioil in 2008. The gain is presented in the
consolidated statements of operations as "Gairalena business groups, net.”

The Company has developed content distdbigervices through the acquisition of the Conf2elivery Network services business
("CDN Business") of SAVVIS, which it purchased nliary 2007 from SAVVIS, and the acquisition of Duplreland based Servecast Ltd.,
which it purchased in July 2007. The Company bebethat the addition of the CDN Business withtitersy, broad portfolio of patents will
help the Company secure its commercial efforthéheavily patented CDN market, in which a numi§erompetitors have significant,
patented intellectual property. Level 3 believest ime of the largest sources of future incremeatgaiand for communications services will be
derived from customers that are seeking to disteiltieir feature rich content or video over theitnéet.

The Company offers Wholesale Voice Servibes target large and existing markets. The reggmaiential for Wholesale Voice Services
is large; however, the pricing and margins are etgzkto continue to decline over time as a reduth® new low-cost IP and optical-based
technologies. In addition, the market for Wholedabéce Services is being targeted by many compstiweveral of which are larger and have
more financial resources than the Company.

Core Communications Services Market Groups

In order to serve the changing needs diooers in growing markets and to drive growth asithe Communications organization, Core
Communications Services revenue by customer isdidsggregated into four customer-facing marketigsaas follows:

. The Wholesale Markets Group services the commuaitaiheeds of the largest national and global semproviders, including
carriers, cable companies, wireless companieses®gevice providers, systems integrators and ter& government. These
customers typically integrate Level 3 services thiir own products and services to offer to tlesid user customers.

. The Business Markets Group targets enterprise gusgtand regional carriers who value a local, mi@nal sales force.
Specific customer markets include medium and latggnesses, local and regional carriers, statdamad government entities,
and higher education institutions and consortia.

. The Content Markets Group focuses on serving magiacontent companies with large and growing badtihwneeds.
Customers in this market include video distributtmmpanies, providers of gaming, mega-portalswso service providers,
social networking providers, as well as more tiaddl media distribution companies such as broddcsssatellite companies,
television networks and sports leagues.

. The European Markets Group serves large Europeasuaters of bandwidth, including the largest Europsad internatione
carriers, large system integrators, voice serviogigers,
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cable operators, Internet service providers, cdmimviders, and government and education sectors.

The Company believes that the alignmer@afe Communications Services around customer meagketuld allow it to drive growth whi
enabling it to better focus on the needs of itdaamers. Each of these groups is supported by dedienployees in sales and marketing. Each
of these groups is also supported by non-dedicatadralized service or product management andidigwent, corporate marketing, global
network services, engineering, information techggland corporate functions including legal, finenstrategy and human resources.

Core Communications Services revenue btoowusr-facing market group was as follows:

Year Ended December 31,

(dollars in millions) 2008 2007 2006
Wholesale Markets Grot $2,177 $2,04¢ $1,20¢
Business Markets Grot 95¢ 941 327
Content Markets Grou 39¢ 38C 254
European Markets Grot 32¢ 25€ 187
Total Core Communications Servic $3,86( $3,62: $1,97¢

The classification of customers within eaastomer-facing market group can change based sgdes team assignments, merger and
acquisition activity by customers and other factors

Other Communications Services

The Company's Other Communications Senacesnature services that are not critical areasrgfhasis for the Company. Other
Communications Services includes revenue from meshagodem and its related reciprocal compensatiofices and SBC Contract Services,
which includes revenue derived under the SBC M&tevices Agreement that was obtained in the Wieibguisition. The Company and its
customers continue to see consumers migrate frerowmdand dial-up services to higher speed broadiisernvices as the narrow band market
matures. Additionally, America Online, a primarynsomer of the Company's dial-up services, has lmeglementing a strategic change in its
approach to its dial-up internet access businesstbe past few years that has accelerated thetossdial-up subscribers. During 2007,
America Online's strategy accelerated the dectimeanaged modem revenue and contributed to fudiselimes in managed modem revenue in
2008. The Company recognized approximately $10Bamibf managed modem revenue in 2008, a 35% deélom the $158 million of
managed modem revenue recognized in 2007. Thendsdh managed modem revenue from America Onlime bhaen offset to some extent
by an increase in market share as a result ofinertenpetitors exiting segments of this busine$® Tompany believes that the low-cost
structure of its network will enable it to competggressively for new business in the declining gadanodem market.

The Company receives compensation fromratheiers when it terminates traffic originating those carriers' networks. This reciprocal
compensation is based on interconnection agreemattitshe respective carriers or rates mandateth®y=CC. The Company has
interconnection agreements in place for the majafitraffic subject to reciprocal compensationabidition, a majority of the Company's
existing reciprocal compensation revenue is astmtiaith agreements that are in effect through 2808eyond. The Company continues to
negotiate new interconnection agreements or amemdn@its existing interconnection agreements wital carriers as needed. The Comp
earns the majority of its reciprocal compensaterenue from providing managed modem services. Tmepany also receives reciprocal
compensation from its voice services.
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Communications Business Strategy and Objectives

The Company's management continues towealleexisting lines of business and service offgsi to determine how those lines of
business and service offerings enhance the Congfotyls on delivery of communications services meeting its financial objectives. To the
extent that certain lines of business, businesgpggror service offerings are not considered todmepatible with the delivery of the Company's
services or with meeting its financial objectiviesyel 3 may exit those lines of business or stdperofg those services.

The Company is focusing its attention amfiilowing operational and financial objectives:

. increasing sales;

. improving the customer experience to increase austoetention and reducing customer chi
. achieving sustainable generation of positive ctshis from operations in excess of capital expemdgy
. reducing network costs and operating expenses;

. growing Core Communications Services revenue,@ddily Core Network Services revenue;
. continuing to show improvements in Adjusted EBITB# a percentage of reven

. completing the integration of acquired businesses;

. growing its content delivery network services;

. continuing to implement its metro network strate

. managing cash flows provided by its Other Commuitoa Services; an

. refinancing its future debt maturities.

The Company's management believes thedatton of new services or technologies, as wethadurther development of existing
technologies, may reduce the cost or increaseujyel\s of certain services similar to those provitbgd_evel 3. The ability of the Company to
anticipate, adapt and invest in these technologygeés in a timely manner may affect the Compamjigé success.

In 2006, the Company strategically expanitiegdresence in metropolitan markets and begaarioff services to enterprise customers
through its Business Markets Group. This stratdipgyved the Company to terminate traffic over itsrea facilities rather than paying third
parties to terminate the traffic. The expansion imtw metro markets also provided additional opputies to sell services to bandwidth
intensive businesses on the Company's nationainéeachational networks. In order to expedite thpamsion of its metro business, Level 3
acquired Progress Telecom, ICG Communications, dw@nd Looking Glass in 2006 and Broadwing infitse quarter of 2007. Level 3 also
strategically expanded its content delivery netwagkvices with the acquisitions of the CDN Businieghe first quarter of 2007 and Servecast
in the third quarter of 2007. The results of operst attributable to each acquisition are incluitethe consolidated financial statements from
the date of acquisition. Below is a summary of@menpany's 2007 and 2006 acquisitions.

Servecast Acquisition: On July 11, 2007, Level 3 completed the actjaisiof Servecast Limited, a Dublin, Ireland bapeavider of live
and on-demand video management and streaming ssifaicbroadband and mobile platforms. Level 3 paidroximately €34 million, or
$46 million, in cash, including transaction costscomplete the acquisition of Servecast.

CDN Business Acquisition: On January 23, 2007, Level 3 completed theiaitipun of the Content Delivery Network servicessmess
of SAVVIS, Inc. Level 3 paid approximately $133 haih in cash,

69




Table of Contents

including transaction costs, to acquire the assfetise CDN Business, including network elementstamer contracts and intellectual property
used in the CDN Business.

Broadwing Acquisition: On January 3, 2007, Level 3 acquired Broadwangyblicly held provider of optical network comnications
services. Under the terms of the merger agreerhengl 3 paid $8.18 of cash plus 1.3411 shares wéL® common stock for each share of
Broadwing common stock outstanding at closingotalf Level 3 paid approximately $755 million ofsta including transaction costs, and
issued approximately 123 million shares of the Canys common stock, valued at $688 million. As pathe Broadwing acquisition,
approximately 3.8 million previously issued Broadgiwarrants (valued at approximately $4 millionydme exercisable for approximately
5.1 million shares of Level 3 common stock.

In connection with the acquisition of Breddg, the Company guaranteed $180 million in aggtegrincipal amount of Broadwing
Corporation's 3.125% Convertible Senior Debentdres2026 (the "Broadwing Debentures”) and the &retin included $24 million in capit
lease obligations related primarily to a metro filRU agreement. As of February 16, 2007, the hsldé $179 million in aggregate principal
amount of the Broadwing Debentures converted Badwing Debentures into a total of 17 million sdsof Level 3 common stock and
approximately $105 million in cash pursuant to tivens of the indenture governing the Broadwing Detres and the agreement whereby
Level 3 acquired Broadwing. The remaining $1 millia aggregate principal amount of the Broadwindp&weures was repurchased by
Broadwing at 100% of par as required by the indengoverning the Broadwing Debentures.

Looking Glass Acquisition: On August 2, 2006, Level 3 completed the adtijoisof Looking Glass, a privately held lllinoisabed
telecommunications company. The consideration pgidevel 3 consisted of approximately $13 milliondash, including transaction costs,
and approximately 21 million shares of Level 3 coomnstock valued at $84 million. In addition, at thesing, Level 3 repaid approximately
$67 million of Looking Glass liabilities.

TelCove Acquisition: On July 24, 2006, Level 3 completed the actjaisiof TelCove, a privately held Pennsylvania-lohse
telecommunications company. The consideration pgidevel 3 consisted of approximately $461 milliarcash, including transaction costs,
and approximately 150 million shares of Level 3 coom stock valued at $623 million. In addition, LeS8aepaid approximately $132 million
of TelCove liabilities.

ICG Communications: On May 31, 2006, Level 3 acquired all of thecktof ICG Communications, a privately held Colardshsed
telecommunications company, from MCCC ICG HoldingsC excluding certain assets and liabilities. Untte terms of the purchase
agreement, Level 3 purchased ICG Communicationaggregate consideration consisting of approxirgeéélmillion shares of Level 3
common stock, valued at $131 million, and approxetya$47 million in cash, including transaction toand working capital adjustments.

Progress Telecom: On March 20, 2006, Level 3 completed its adtjais of all of the membership interests of Progr&slecom from
PT Holding Company LLC ("PT Holding") excluding t&in specified assets and liabilities of Progresledom. Progress Telecom was owned
by PT Holding which is jointly owned by Progressefgy, Inc. and Odyssey Telecorp, Inc. Under thesesf the purchase agreement, Level 3
purchased Progress Telecom for an aggregate perphiae consisting of approximately $68 millionciash, including transaction costs and
working capital adjustments, and approximately 2lian shares of Level 3 common stock, valued & $dllion.

Level 3 will continue to evaluate acquitiopportunities and could make additional acqoisét in the future.
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The successful integration of acquired ibes$es into Level 3 is important to the succes®wél 3. The Company must continue to
identify synergies and integrate acquired netwarks support organizations, while maintaining theise quality levels expected by custorr
to realize the anticipated benefits of these adipris. Successful integration of these acquiresifmsses continues to depend on the
Company's ability to manage these operations,zealpportunities for revenue growth presented tBngthened service offerings and
expanded geographic market coverage, and to eliemiredundant and excess costs to fully realizeXpected synergies. If the Company is
able to efficiently and effectively continue toegrate the acquired businesses or operations,dhm&hy may experience material negative
consequences to its business, financial condittaesults of operations.

In 2007, during the second quarter andigstof the third quarter, the Company's servid&vation times increased as a result of the
following issues:

. Continuing to use the multiple order entry and @imning systems and processes that were opergtdelacquired compani
to provision end-to-end services.

. Insufficient training on the multiple systems fongloyees performing service activation functic
. Lack of sufficient staffing levels in some serviivation areas
. Identifying and fixing service activation throughpssues was challenging as a result of decernitrgligervice activation

functions across the customer facing groups.

This increase in service activation cyaieethad a negative effect on the Company's seingtallation intervals and the rate of Core
Communications Services revenue growth during 20Qifing this same period, the Company also expeeeérchallenges in its service
management processes that resulted in longer respiones to resolve customer's network serviceegssis a result of consolidating key
operational functions and organizations as patt@fntegration effort, the Company's operatingiemment became more complex in the first
half of 2007.

During the second and third quarters of22@0e Company implemented certain process anchizg@i#onal changes that were expected to
improve service activation times and allow it thiawe its previously forecasted revenue and AdguEBITDA growth. However, these
changes were not adequate to address the breatifith pfoblems encountered during the second ardidhiarters of 2007. As a result of these
service activation and service management isshegrowth in Communications Services revenue arjdsteldd EBITDA was lower than
originally expected for the full year 2007.

The Company has taken steps to improvexitsing processes and systems to address thegecie service activation times and improve
its service management. With respect to the latterCompany saw improvements in its service mamageduring the fourth quarter of 2007
and in 2008. Additionally, the Company believelsdas implemented sufficient improvements in sereictvation capabilities to match
installation capacity to customer demand for se&wic

The Company has ongoing process and syd¢eelopment work that is being implemented as qiatie integration efforts which have
and are expected to further address the serviogtioh and service management issues of systethpragesses utilized by acquired
companies as well as provide significant overafiovements to operations. The Company completetbtivedation of its processes and
systems development objectives at the end of 28@8sanow focused on operational efficiency improeats.

Recent changes in the composition of then@my's revenue have required the Company to magating expenses carefully and to
concentrate its capital expenditures on those molies and assets that enable the Company toajeitelCore Communications Services
further and replace the decline in revenue andimgsrifrom Other Communications Services. Recenédamty in the
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global financial markets and economy has also reduhe Company to continue to manage its costtstrel more efficiently. In addition, our
operating results and financial condition couldhlegatively affected if as a result of economic dtonis:

. customers defer or forgo purchases of our serv

. customers are unable to make timely payments to us;

. the demand for, and prices of, our services areaextias a result of actions by our competitorshoeraise;

. key suppliers upon which we rely are unable to gews with the materials we need for our netwarladimely basis; ¢

. our financial counterparties, insurance providerstber contractual counterparties are unablertdpaot meet, their contract

commitments to us.

In addition to the operational objectivesntioned above, the Company has also been focusedpooving its liquidity, financial
condition, and extending the maturity dates ofaiartiebt.

In December 2008, the Company completedeteaffers for and repurchased $163 million indlggregate of its 2.875% Convertible
Senior Notes due 2010, $173 million of its 6% Catilske Subordinated Notes due 2010 and $124 miltibits 6% Convertible Subordinated
Notes due 2009. In connection with the completibthe tender offers, the Company issued $400 miliggregate principal amount of its 1!
Convertible Senior Notes due 2013.

In October 2008, the Company completed argks with holders of various issues of its corivertlebt in which the Company issued
approximately 48 million shares of the Companysicmn stock in exchange for $18 million of its 6%n@ertible Subordinated Notes due
2009, $47 million of its 10% Convertible Senior Betdue 2011, $19 million of its 2.875% ConvertiBinior Notes due 2010, $15 million of
its 5.25% Convertible Senior Notes due 2011 andch#idon of its 3.5% Convertible Senior Notes duel20

The Company will continue to look for oppanities to improve its financial position and fedts resources on growing revenue and
managing costs for the communications business.

Coal Mining

Level 3, through its two 50% owned jointatiere surface mines, one each in Montana and Wymrseills coal primarily through long-
term contracts with public utilities. The long-tenontracts for the delivery of coal establish thieqy volume, and quality requirements of the
coal to be delivered. Revenue under these and otimtracts is generally recognized when coal ipfgd to the customer.

Information Services

On November 30, 2005, the Company sold/ftslly owned subsidiary,i()Structure, LLC, which provided computer outsougcservices
primarily to small and medium-sized businesses. Chmpany also completed the disposition of its riemg subsidiary in the information
services business, Software Spectrum, Inc. on Bdyete7, 2006. The results of operations and firenuosition for (i )Structure and Software
Spectrum are reflected as discontinued operatimnalif applicable periods presented in this report.

Critical Accounting Policies and Estimates

The Company's discussion and analysisdiriincial condition and results of operationskased upon the Company's consolidated
financial statements, which have been prepareddordance with accounting principles generally ateg in the United States. The
preparation of these financial statements requiresompany to make estimates and judgments tfeadt difie reported amounts of
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assets, liabilities, revenue, expenses and rethsetbsures. The Company bases its estimates toribé experience and on various other
assumptions that are believed to be reasonable tiieleircumstances, the results of which formbtasis for making judgments about the
carrying values of assets and liabilities thatravereadily apparent from other sources. The Compeaaluates these estimates on an ongoing
basis. Actual results may differ from these estenatnder different assumptions or conditions.

While the Company has other accountinggedi that involve estimates such as the allowaocddubtful accounts, revenue reserves,
useful lives of long-lived assets, accruals foimeated tax and legal liabilities, cost of revenigpdtes for communications services, valuation
allowance for deferred tax assets, and unfavoradiéracts recognized in purchase accounting, mamagehas identified the policies below,
which require the most significant judgments artihvestes to be made in the preparation of the cahesi@ld financial statements, as critical to
its business operations and the understanding oésults of operations.

Revenue

Revenue for communications services, inolgdransport, infrastructure, data, colocation,\lvx broadcast, voice, and managed
modem, is recognized monthly as the services aréiged. Communications services are provided eitinest usage basis, which can vary
period to period, or at a contractually committetbant.

Reciprocal compensation revenue is receghizhen an interconnection agreement is in plate aviother carrier, or if an agreement has
expired, when the parties have agreed to contipeeating under the previous agreement until a rg@eanent is negotiated and executed; or
at rates mandated by the FCC. Periodically, the 2o will receive payment for reciprocal comperwaservices in excess of FCC rates and
before an agreement is in place. These amouniadueled in other current liabilities on the condated balance sheets until a final agreement
has been reached and the necessary regulatorywajgphave been received at which time the reciprmmapensation revenue is recognized.
These amounts were insignificant to the Compar0®8, 2007 and 2006.

Revenue attributable to leases of darkrfijlpgsuant to indefeasible rights-of-use agreem@hedJs") that qualified for sales-type lease
accounting and were entered into prior to Junel909, were recognized at the time of delivery armkptance of the fiber by the customer.
Certain sale and long-term IRU agreements of dass fand capacity entered into after June 30, 1889required to be accounted for in the
same manner as sales of real estate with propepsovements or integral equipment. This accourttiegtment results in the deferral of
revenue for the cash that has been received anéctbgnition of revenue ratably over the term ef éigreement (generally up to 20 years).

Termination revenue is recognized whensiauer disconnects service prior to the end ottrgract period and for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination reveésa¢so recognized when customers
make termination penalty payments to Level 3 tesebntractually committed purchase amounts thaictistomer no longer expects to me
when a customer and Level 3 renegotiate a contratgr which Level 3 is no longer obligated to pdevproduct or services for consideration
previously received and for which revenue recognitias been deferred. Termination revenue is regpamtthe same manner as the original
product or service provided.

Accounting practice and guidance with respe the accounting treatment of revenue continoevolve. Any changes in the accounting
treatment could affect the manner in which the Canypaccounts for revenue within its communicatiang coal businesses.
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Nor-Cash Compensation

The Company recognizes stock-based compensxpense for all shateased payment awards in accordance with Staterh&mancial
Accounting Standards ("SFAS") No. 123R, "Share-Bd&2ayment" ("SFAS No. 123R"). Under the fair valaeognition provisions of
SFAS 123R, the Company recognizes stock-based awafpen expense net of an estimated forfeiture ratmgnizing compensation cost for
only those awards expected to vest over the requgsrvice period of the awards. Determining thereyriate fair value model and calculating
the fair value of share-based payment awards reguipjective assumptions, including the expectedlfithe sharebased payment awards ¢
stock price volatility. The Company issues outperfatock options in which the value received isdolasn a formula involving a multiplier
related to the level by which the Company's comistook outperforms the S&P 500® Index. The Compailizess a modified Black-Scholes
model due to the additional variables requiredaiowate the effect of the success multiplier fsrautperform stock options, including
estimating the expected volatility of the S&P 50B@®ex. As a result of the deterioration of the Camys stock price at the end of 2008, the
aggregate intrinsic value of outstanding outperfetatk options was zero as of December 31, 2008.

The assumptions used in calculating theviaiue of share-based payment awards represerggearent's best estimates, but these
estimates involve inherent uncertainties and thiegtion of management judgment. As a resultadtérs change and the Company uses
different assumptions, stock-based compensatioaresgcould be materially different in the futureatidition, the Company is required to
estimate the expected forfeiture rate and recogamipense only for those shares expected to vesmttugl forfeiture rates are materially
different from the Company's estimate, stock-basedpensation expense could be significantly difiefeom what the Company has recorded
in the current period.

Valuation of Long-Lived Assets

The Company performs an assessment afritglived assets, including finite-lived acquisiticelated intangible assets, for impairment
when events or changes in circumstances indicatehk carrying value of assets or asset groupimgysnot be recoverable. This review
requires the identification of the lowest levelidéntifiable cash flows for purposes of groupingeds subject to review. The estimate of
undiscounted cash flows includes long-term forecattevenue growth, gross margins and operatipgreses. All of these items require
significant judgment and assumptions. The impaitnaaalysis of long-lived assets also requires tam@any to make certain subjective
assumptions and estimates regarding the expedigr fuse of certain additional conduits and thesetgr future use of certain empty conduit.
An impairment loss may exist when the estimatedagwdinted cash flows attributable to the assetteasethan their carrying amount. If an
asset is deemed to be impaired, the amount ofripairment loss recognized represents the excdbe ¢dng-lived asset's carrying value as
compared to its estimated fair value, based on gemant's assumptions and projections.

The Company conducted a long-lived asspairment analysis in the fourth quarter of 2008 emcluded that its long-lived assets,
including finite-lived acquisition-related intandgbassets, were not impaired. To the extent thatéuchanges in assumptions and estimates
cause a change in estimates of future cash floatdrilicate the carrying amount of the Companyig/{lived assets, including finite-lived
acquisition-related intangible assets, may notegeverable, the Company may incur impairment clsairgéhe future to write-down the
carrying amount of the Company's long-lived assetduding finite-lived acquisition-related intatdg assets, to their estimated fair value.

Valuation of Goodwill and Acquired Indefinite-Livadtangible Assets

The Company performs an assessment obddwill for impairment annually at the end of tloifth quarter, or more frequently if the
Company determines that indicators of impairmeigteXhe Company's impairment review process copgptre fair value of each reporting
unit to its carrying
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value. The Company's reporting units are consistéhtthe reportable segments identified in Noted the Consolidated Financial Stateme

If the fair value of the reporting unit exceedsdsrying value, goodwill is not impaired and netfier testing is performed. If the carrying ve

of the reporting unit exceeds its fair value, thaesecond step must be performed, and the impliegdhie of the reporting unit's goodwill must
be determined and compared to the carrying valdkeofeporting unit's goodwill. If the carrying ual of a reporting unit's goodwill exceeds its
implied fair value, then an impairment loss eqoahte difference will be recorded.

The Company's fair value methodology cdasi$ a quoted market price approach whereby thagamy calculates the market
capitalization of Level 3 using quoted market psicadds an estimated control premium, and thegraséhat fair value to the reporting units.
The Company also performs a discounted cash fladyais that includes estimates of revenue, costsyth rates and an appropriate discount
rate. These estimates are based on historical\taiays internal estimates and management's eaieats of future trends.

The Company conducted its goodwill impainth@nalysis at the end of the fourth quarter of®280d concluded that its goodwill was not
impaired.

The Company also performs an assessmétstiafiefinite-lived acquisition-related intangitdssets annually at the end of the fourth
guarter, or more frequently if the Company detessithat indicators of impairment exist. The Compgiypairment review process compares
the fair value of the indefinite-lived acquisitioelated intangible assets to their respective aagryalues. If the fair value of the indefinite-
lived acquisition-related intangible assets excekds carrying values, then the indefinite-livezfjaisition-related intangible assets are not
impaired.

The Company's fair value methodology prifgaronsists of a discounted cash flow analysis theludes estimates of revenue, costs,
growth rates and an appropriate discount rate aarttehcomparable estimates. These estimates aed bashistorical data, various internal
estimates and management's expectations of fukmdd.

The Company conducted its indefinite-liaadjuisitionrelated intangible asset impairment analyses agitideof the fourth quarter of 20
and concluded that there was no impairment. Asaltref the sale of the Vyvx advertising distrilmtibusiness in the second quarter of 2008,
the Company also performed an impairment analyfsis indefinite-lived, Vyvx trade name and concdaldthat there was no impairment as of
June 30, 2008.

To the extent that future changes in them@any's assumptions and estimates cause a chatigerglated fair value estimates that indi
the carrying amount of the Company's goodwill amtkfinite-lived acquisition-related intangible assmay not be recoverable, the Company
may incur impairment charges in the future to wdtavn the carrying amount of the Company's goodavill indefinite-lived acquisition-
related intangible assets to their estimated falne.

Asset Retirement Obligatio

The Company's asset retirement obligattamsist of legal requirements to remove certaitsafietwork infrastructure at the expiration of
the underlying right-of-way ("ROW") term, restoi@tirequirements for leased facilities and reclaomatequirements in the coal mining
business to remediate previously mined properiibs.initial and subsequent measurement of the Coypasset retirement obligations
require the Company to make significant estimaggarding the eventual costs and probability ofiliked that the Company will be required
to remove certain of its network infrastructurestoge certain of its leased properties and remediattain of its previously mined properties. In
addition, the Company must estimate the periods whéch these costs will be incurred and presehtesthe total of such costs using the
Company's estimate of its credit-adjusted risk-freerest rate.

75




Table of Contents

The Company regularly evaluates its asg#ement obligations to determine if the amourd iming of its cash flow estimates continue
to be appropriate based on current facts and cstames.

As a result of indicators suggesting thateéstimated cash flows underlying the Company'#/R(3set retirement obligations were too
high, the Company revised its assessment on Deae3itb2008. Network infrastructure relocations aaded that the Company is not being
required to physically remove its underground nekamofrastructure at rates consistent with the Camys previous estimates. Other internal
and external information corroborated these lowé&zs. As a result, on December 31, 2008, the Coynaised its probability assessment
related to its requirement to physically removeuitslerground network infrastructure at the endhefunderlying ROW terms, which caused a
significant reduction to the related cash flows the Company believes will be required to setdedROW asset retirement obligations. The
Company reduced its asset retirement obligatidsiliig accordingly as of December 31, 2008.

As part of the ROW asset retirement obligathange in estimate, the Company determinedcivédin of its asset retirement obligations
for acquired entities should have been highereaatyuisition date. As a result, the Company irsgdaoodwill by approximately $15 million
as of December 31, 2008.

The Company also determined that its esémaf restoration costs for its leased facilityeasetirement obligations were too high based
on current costs to restore. As a result, on Deeer@b, 2008, the Company reduced its estimatdseofash flows that it believes will be
required to settle its leased facility asset ratgat obligations at the end of the respective léagas, which resulted in a reduction to the
Company's asset retirement obligation liability.

In the fourth quarter of 2008, the Compams awarded a long-term coal contract, which wilead the life of one of the Company's coal
mining operations. As a result of the increasdadstimated life of one of the Company's coal ngriperations, the Company revised the
timing of its cash flows to remediate the minintg siausing a reduction in its asset retiremengalibn liability in the fourth quarter of 2008.

As a result of the aforementioned revisionthe estimated amount and timing of cash floarsaset retirement obligations, the Company
reduced its asset retirement obligation liabiliyy3103 million with an offsetting reduction to pemy, plant and equipment of $21 million,
general and administrative expenses of $86 millitmpreciation and amortization of $11 million amdigcrease to goodwill of $15 million. T
Company reduced property, plant and equipmentee@itent of the carrying amount of the related wed asset initially recorded when the
asset retirement obligation liability was estat#ighThe remaining amount of the reduction to theetaetirement obligation was recorded as a
reduction to depreciation expense, to the extehistbrical depreciation of the related long-liveesket, and selling, general and administrative
expense.

Recently I ssued Accounting Pronouncements

In September 2006, the Financial AccounStandards Board ("FASB") issued SFAS No. 157,r'Falue Measurements” ("SFAS
No. 157"), which defines fair value, establishdsaaework for measuring fair value in generally guted accounting principles, and expa
disclosures about fair value measurements. SFASBlbdoes not require any new fair value measuregmnbat provides guidance on how to
measure fair value by providing a fair value hiemgrused to classify the source of the informatitins statement was effective for financial
assets and liabilities, as well as for non-finahagsets and liabilities that are recognized oeld&ed at fair value on a recurring basis for fisca
years beginning after November 15, 2007 and intpeniods within that fiscal year. FASB Staff Pamiti("FSP") FAS 15-2, "Effective Date
of FASB Statement No. 157" ("FSP 157-2") defersdfiective date of SFAS No. 157 to fiscal yearsibeing after November 15, 2008, and
interim periods within those fiscal years, for niamancial assets and liabilities that are not rexdnpgd or disclosed at fair value on a recurring
basis. SFAS No. 157 did not have a material effadche Company's
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consolidated results of operations or financialditton in 2008. The Company does not expect thetdo of the remaining portions of SFAS
No. 157 to have a material effect on the Compagprsolidated results of operations and financiaitjmom.

In December 2007, the FASB issued SFASIMA. (Revised 2007), "Business Combinations" ("SF&ES 141R"), which replaces SFAS
No. 141, "Business Combinations” ("SFAS No. 14BFAS No 141R retains the underlying concepts of SR&. 141 in that an entity
required to recognize the assets acquired andifiebiassumed at their fair value on the acquisitiate. SFAS No. 141R will change the
accounting treatment for certain specific acquisitielated items to require: (1) expensing acqaisitelated costs as incurred; (2) expensing
changes in deferred tax asset valuation allowaaedsncome tax uncertainties after the acquisitiate; (3) valuing noncontrolling interests at
fair value at the acquisition date; (4) generallpensing restructuring costs associated with aniesd| business; (5) capitalizing in-process
research and development assets acquired; ande@@uring acquirer shares issued in consideratioa fusiness combination at fair value on
the acquisition date opposed to the announceméat §BAS No. 141R also includes a substantial numbeew disclosure requirements.
SFAS No. 141R is to be applied prospectively taress combinations for which the acquisition daten or after January 1, 2009. The effect
of adopting SFAS No. 141R on the Company's conatdiiiresults of operations and financial conditidhbe largely dependent on the size
and nature of business combinations completed B#eember 31, 2008.

In December 2007, the FASB issued SFASI80, "Noncontrolling Interests in Consolidated Ficial Statements” ("SFAS No. 160").
SFAS No. 160 requires noncontrolling interestsyjaesly referred to as minority interests, to leated as a separate component of equity, not
as a liability or other item outside of permanemity and applies to the accounting for nonconinglinterests and transactions with
noncontrolling interest holders in consolidatedhfinial statements. SFAS 160 also establishes disgdagequirements that clearly identify and
distinguish between the interests of the parentthadnterests of the noncontrolling owners. Théesment is effective for the Company
beginning January 1, 2009. The Company does notiaily expect the adoption of SFAS No. 160 to haweaterial effect on its consolidated
results of operations and financial condition.

In March 2008, the FASB issued Statementld, "Disclosures about Derivative Instrumentd Biedging Activities an amendment of
FASB Statement No. 133" ("SFAS No. 161"). SFAS aplies to all derivative instruments and relatedded items accounted for under
SFAS No. 133, "Accounting for Derivative Instrumemaind Hedging Activities” ("SFAS No. 133"). SFAS.N®1 requires entities to provide
greater transparency about how and why an entég derivative instruments, how derivative instruteeamd related hedged items are
accounted for under SFAS No. 133 and its relatetpnetations, and how derivative instruments atated hedged items affect an entity's
financial position, results of operations and cmlvs. This statement is effective for the Compéeginning January 1, 2009. The Company
does not expect the adoption of SFAS No. 161 te lkematerial effect on its consolidated resultspErations and financial condition.

On May 9, 2008, the FASB issued FSP APB. 1#Accounting for Convertible Debt Instruments TNy Be Settled in Cash Upon
Conversion (Including Partial Cash Settlement)'SPFAPB 14-1"). FSP APB 14-1 requires issuers argain type of convertible debt to
separately account for the debt and equity compsradrthe convertible debt in a way that refletis issuer's borrowing rate at the date of
issuance for similar debt instruments without tbeversion feature. FSP APB 14-1 applies to cexfthe Company's convertible debt. FSP
APB 14-1 is effective for the Company beginningdamuary 1, 2009 and will be applied retrospectitelsl quarterly and annual periods that
will be presented in the Company's consolidatedrfaial statements. Early adoption of FSP APB 14+iot permitted. The adoption of FSP
APB 14-1 is expected to significantly increase @enpany's non-cash interest expense and reducedrasdiluted earnings (loss) per share.

In November 2008, the FASB ratified EITBUs No. 08-7, "Accounting for Defensive IntangiBlesets," ("EITF 08-7"). EITF 08-7
applies to defensive intangible assets, which egeiiged intangible
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assets that the acquirer does not intend to agtivsd but intends to hold to prevent its competifosm obtaining access to them. As these
assets are separately identifiable, EITF 08-7 reguan acquiring entity to account for defensivangible assets as a separate unit of
accounting. Defensive intangible assets must begrézed at fair value in accordance with SFAS NHLR and SFAS No. 157. EITF 08-7 is
effective for defensive intangible assets acquingfical years beginning on or after December2l®8 and will be adopted by the Company
beginning on January 1, 2009. The effect of adgpETF 087 on the Company's consolidated results of operatimd financial condition w
be largely dependent on the size and nature ohbssicombinations completed after December 31,.2008

Results of Operations 2008 vs. 2007

Year Ended
December 31 December 31 Change
(dollars in millions) 2008 2007 %
Revenue
Communication: $ 422¢ $ 4,19¢ 1%
Coal mining 73 70 7%
Total revenue 4,301 4,26¢ 1%

Costs and Expenses: (exclusive of depreciatioraamattization shown separately bel
Cost of revenue

Communication: 1,74C 1,76¢ (2)%
Coal mining 69 64 8%
Cost of revenu 1,80¢ 1,83: D)%
Depreciation and amortizatic 931 942 (D)%
Selling, general and administrati 1,50t 1,72 (13)%
Restructuring and n-cash impairment charg 25 12 10€%
Total costs and expens 4,27( 4,51( (5)%
Operating Income (Los! 31 (241) 11%%
Other Income (Expense
Interest incom: 15 54 (7%
Interest expens (5349 (577) 7%
Gain (Loss) on extinguishment of debt, 81 (427) —
Gain on sale of business grot 99 — —
Other, ne 24 55 (56)%
Total other income (expens (315 (89%5) 65%
Loss Before Income Taxt (284) (1,13¢) 75%
Income Tax (Expense) Bene (6) 22 —
Net Loss $ (290 $ (1119 74%

Communicationsevenue consists of:

1) Core Communications Services, which includes CareMirk Services and Wholesale Voice Services;

. Core Network Services includes revenue from trartspad infrastructure, IP and data services, laoal enterprise voice
services and Level 3 Vyvx broadcast services.

. Wholesale Voice Services includes revenue from ldistance voice services, including domestic vééceination,
international voice termination and toll free sees.
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2) Other Communications Services includes revenue frmmaged modem and its related reciprocal compenssgrvices and
SBC Contract Services, which includes revenue fiteenSBC Master Services Agreement, which was obdhkin the December
2005 acquisition of WilTel.

Communications revenue attributable to eH#dhese services is as follows:

Year Ended December 3:

(dollars in millions) 2008 2007
Communications Service
Core Network Service $ 3,147 $ 2,99/
Wholesale Voice Service 713 62€
Total Core Communications Servic 3,86( 3,622
Other Communications Servic 36¢€ 577
Total Communications Services Revet $ 422¢ $ 4,19¢

Communications Revenuencreased 1% in 2008 compared to 2007. Contributirthis increase in Communications revenue was an
increase in Core Communications Services reven@808 compared to 2007. This increase in Core Camations Services revenue is the
result of a combination of growth in the Compar@gtse Network Services and Wholesale Voice Services.

The Company experienced growth across aéservices within Core Network Services in 2008pared to 2007, including
infrastructure, transport, colocation, data, IRJuding CDN services, and Vyvx broadcast servidgée Company continues to experience
strong demand for infrastructure and transportisesvfor complex nationwide solutions and cologatiapacity in large markets. Vyvx
broadcast revenue increased primarily as a retheqroliferation of high definition sports, neasd entertainment programming. Partially
offsetting the increase in Core Network Servicegnele was lower Vyvx advertising distribution remenOn June 5, 2008, the Company
completed the sale of the Vyvx advertising disttitno business and therefore only recorded Vyvx aibieg distribution revenue in 2008 from
January 1, 2008 through June 5, 2008. Revenubwgtbile to the Vyvx advertising distribution businevas $15 million in 2008 compared to
$36 million in 2007.

The increase in Wholesale Voice Servicgsmae is attributable to an increase in voice teatidn and toll free voice services. The grc
in voice termination revenue is primarily attribpliato an increase in demand from wireless cactistomers. Toll free revenue increased
primarily due to higher traffic attributable to derencing provider customers. The Company contino€sncentrate its sales efforts on
maintaining incremental gross margins in the 30Bgeafor these services. The Company expects taiexjge some volatility in revenue as a
result of this strategy.

Other Communications Revenue declined &63$8illion in 2008 from $577 million in 2007. Thedrease is primarily the result of a
decline in managed modem revenue as a result afothéinued migration from narrow band dial-up seegito higher speed broadband services
by end user customers, especially in large metigmoareas. The Company expects managed modemuet@igontinue to decline in the
future due to an increase in the number of subsigilnigrating to broadband services and potentieing concessions in 2009 as contracts are
renewed.

Reciprocal compensation revenue from mathagedem services also declined in 2008 compar@@®@d as a result of the continuing
decline in demand for managed modem services. Dimep@ny has historically earned the majority ofésiprocal compensatlon revenue from
managed modem services, although the Company cestito generate a portion of its reciprocal comgiéms revenue from voice services,
which is reported within Core Network Services mrawe. To the extent the Company is unable to signingerconnection agreements or signs
new agreements containing lower rates, or theaesignificant decline in the Company's managed mmodial-up business, or FCC or state
regulations change such that carriers are not mredjotd compensate other carriers for terminatiRri®und traffic, reciprocal compensation
revenue may decline significantly over time.
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Also contributing to the decrease in Otiemmunications revenue was lower SBC Contract Sesvievenue as a result of the migration
of the SBC traffic to the AT&T network and the sétiction by SBC of its gross margin commitment uride SBC Master Services Agreem
in 2008. During the second quarter of 2008, thegrargin commitment on the SBC Master Serviceg&gent was satisfied; however
AT&T, Inc. ("AT&T"), which merged with SBC in 200%0ntinues to purchase services from Level 3 utiteSBC Master Services
Agreement as it continues to migrate the servicesiged under the agreement to its own networKifees. The SBC Master Services
Agreement was an agreement between SBC ServicearlddVilTel and was obtained in the WilTel acaiosi. WilTel and SBC amended
their agreement in June 2005 to run through 2068.ompany recognized $201 million and $303 milkbmevenue under the SBC Contract
Services Agreement during 2008 and 2007, respégtiVae agreement provided a gross margin purcbasenitment of $335 million from
December 2005 through the end of 2007 and $75amiflom January 2008 through the end of 2009 apdlated that originating and
terminating access charges paid to local phone aaiap get passed through to SBC in accordanceawiihmula that approximates costs and
do not count against the gross margin purchase donemt. SBC fully satisfied the $335 million grassirgin purchase commitment during
third quarter of 2007. As a result of satisfying thitial gross margin purchase commitment, SB@tslpases of services that exceeded the
original $335 million gross margin purchase comneitincounted toward the $75 million gross margirchase commitment for the period
from January 2008 through the end of 2009. SBGfsadi $39 million of the $75 million gross marginrphase commitment in 2007 with the
remaining $36 million satisfied in 2008.

Additionally, the SBC Contract Services égment provided for the payment of $50 million BCSf certain performance criteria were
met by Level 3. The performance-based incentiveipians of the agreement ended on December 31,. 2007Company met the required
performance criteria and recorded annual reven@®5fmillion in both 2006 and 2007 under the agre®m

Coal mining revenue increased to $75 million in 2008 from $7llian in 2007, primarily as a result of a long-tesupply contract that
enabled a customer to buyout future coal purchaseritments with the Company. The Company does ae¢ lany further obligations with
respect to future coal commitments under the cofjteand therefore recognized the transaction asney in 2008. Partially offsetting this
increase were lower volumes of coal sold in 2008 ared to 2007.

Cost of Revenudor the communications business includes leaseddaiiyp right-of-way costs, access charges, sadl#gnsponder lease
costs, and other third party costs directly attidble to the network, but excludes depreciationamdrtization and related impairment
expenses. Prior to the sale of the Vyvx advertisiisgribution business, the Company included in gamications cost of revenue package
delivery costs and the blank tape media costs agedowith this business.

Cost of revenue for the communications fess, as a percentage of communications revenge4 184 in 2008 compared to 42% in 2007.
This decrease is primarily attributable to the sgies derived from acquisitions. During 2007 analfirst part of 2008, the Company was able
to eliminate some of the costs associated withidai@ circuits serving the same markets. Also douting to the decrease was the continued
reduction in Other Communications Services reveiruparticular, SBC Contract Services revenue. gitess margins for SBC Contract
Services revenue are lower than the gross marginSdre Communications Services revenue and managdeém and reciprocal
compensation from managed modem revenue. Panbfitigtting this decrease were increases in Whaegaice Services revenue as a
percentage of total communications revenue andriovemaged modem revenue. The incremental grossmedngy Wholesale Voice Services
revenue are in the 30% range versus 80% for Cot@dik Services revenue and the gross margin foragatht modem revenue is generally
higher than for Core Network Services revenue.

Coal mining cost of revenue approximated 92% of coal miningnexe in 2008 and 91% in 2007. The increase inro@@hg cost of
revenue as a percentage of coal mining revenu@(8 & the
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result of an increase in energy costs to mine tizé partially offset by the buyout by a coal cusewrof future coal purchase commitments
resulting in the recognition of revenue with noaesated costs in 2008.

Depreciation and Amortization expense decreased 1% to $931 million in 2008 fréd2$million in 2007. The decrease is primarily
attributable to the $11 million reduction to depagion and amortization expense resulting fromGoenpany revising its estimates of its asset
retirement obligations liability in the fourth quer of 2008. Also contributing to the decrease vegsiced amortization expense on intangible
assets due to the disposal of $22 million of cagyalue of amortizable intangible assets in the/gdvertising distribution sale and certair
the Company's amortizable intangible assets beapfully amortized in early 2008. These decreasatejpreciation and amortization were
partially offset by higher accelerated depreciatip@008 on network infrastructure assets that vadendoned as a result of the Company
relocating small scale portions of its network aaductions in the useful lives of certain of then@any's amortizable intangible assets in the
second quarter of 2007.

The Company expects depreciation and araditn expense of between $900 million to $940iamilin 2009 based on the Company's
current expectations of the timing and amountsapital expenditures in 2009.

Selling, General and Administrativeexpenses include salaries, wages and related te(ieéluding noneash, stock based compense
expenses), property taxes, travel, insurance, centract maintenance, advertising, accretion expem asset retirement obligations and other
administrative expenses. Selling, general and aidtréive expenses also include certain networkieel expenses such as network facility |
utilities and maintenance costs.

Selling, general and administrative experdeereased 13% to $1.5 billion in 2008 comparekiLt@ billion in 2007. The decrease is
primarily attributable to the $86 million reductitm selling, general and administrative expensssliiag from the Company revising its
estimates of its asset retirement obligations litgkin the fourth quarter of 2008. Also contribagj to the decrease were synergies that have
achieved as a result of acquisition integratioordéfand the Company's focus on reducing operatipgnses. Specifically, decreases in
employee compensation and related costs, profeddiees and vendor services, and facilities-bagpérmeses all contributed to the decrease in
selling, general and administrative expenses ir82@dnpared to 2007.

Included in selling, general and administeexpenses in 2008 and 2007 were $78 million&iP million, respectively, of non-cash,
stock-based compensation expenses related to griamisperform stock options and restricted stogksuand restricted stock shares. The
decrease in non-cash, stock-based compensationspe2008 compared to 2007, is primarily dudheo@ompany not making its annual
discretionary grant to its 401(k) plan. The Comparade a discretionary contribution to the 401 (lnph Level 3 common stock for the year
ended December 31, 2007 of $16 million. Non-cafitksbased compensation also decreased in 2008azerhfo 2007 for those employees
eligible for accelerated vesting of stock awardeetitement and as a result of a lower weightedayefair value of restricted stock awards
granted in 2008 compared to 2007. See Note 12eoftites to Consolidated Financial Statements faerdetails.

The Company expects to continue its foocusealucing selling, general and administrative espe in 2009.

Restructuring and Impairment Chargesincreased to $25 million in 2008 from $12 million2007 as a result of an increase in costs
associated with employee terminations. See NofetlgeoNotes to Consolidated Financial Statementsiiore details.

The Company may experience further reatirira charges in 2009 in connection with the cargithintegration of acquired businesses
result of the deployment of improved business
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processes and systems and the possible need &1 &sljcost structure if revenue performance issatisfactory due to negative effects of the
current economy or other reasons, which could tésadditional headcount reductions.

Adjusted EBITDA , as defined by the Company, is net income (lasshfthe consolidated statements of operations ed€fgrincome
taxes, (2) total other income (expense), (3) nahdmpairment charges included within restructudng impairment charges, (4) depreciation
and amortization and (5) non-cash stock compermsatipense included within selling, general and adstrative expenses in the consolidated
statements of operations.

Adjusted EBITDA is not a measurement ur@@AP and may not be used in the same way by oth@panies. Management believes
Adjusted EBITDA is an important part of the Comparipternal reporting and is a key measure usetidryyagement to evaluate profitability
and operating performance of the Company and teemedource allocation decisions. Management bedisueh measurement is especially
important in a capital-intensive industry sucheledommunications. Management also uses AdjustddilEBto compare the Company's
performance to that of its competitors and to eliaté certain non-cash and non-operating itemsdardo consistently measure from period to
period its ability to fund capital expendituresndugrowth, service debt and determine bonuses.

Adjusted EBITDA excludes non-cash impairingmarges and non-cash stock compensation expecsede of the non-cash nature of
these items. Adjusted EBITDA also excludes inteiegtme, interest expense, income taxes and gass)(bn extinguishment of debt because
these items are associated with the Company'satiapifon and tax structures. Adjusted EBITDA ads@ludes depreciation and amortization
expense because these non-cash expenses refleffieitteof capital investments which managementkes should be evaluated through cash
flow measures. Adjusted EBITDA excludes the gairsale of business groups and net other income fse)decause these items are not
related to the primary operations of the Company.

There are limitations to using non-GAAPdfirtial measures, including the difficulty assodatéth comparing companies that use similar
performance measures whose calculations may differ the Company's calculations. Additionally, tfiancial measure does not include
certain significant items such as interest incoimeyest expense, income taxes, depreciation amdteamation, non-cash impairment charges,
non-cash stock compensation expense, gain (lossquiy extinguishment of debt, the gain on salbusfiness groups and net other income
(expense). Adjusted EBITDA should not be considerasdbstitute for other measures of financial perémce reported in accordance with
GAAP.

Note 14 of the Notes to Consolidated Fifedrfstatements provides a reconciliation of AdjdsEBITDA for each of the Company's
reportable operating segments.

Adjusted EBITDA for the communications messs was $1.0 billion in 2008 compared to $823ionilin 2007. The increase in Adjusted
EBITDA for the communications business is primaatyributable to the growth in the Company's Cooen@unications Services revenue and
the benefits of continued operating expense redstirom integration activities, partially offset declines in Other Communications Services
revenue. Also contributing to the increase in AtdsEBITDA for the communications business in 20@8& the $86 million reduction to
selling, general and administrative expenses fieguitom the Company revising its estimates ofah®unts of its asset retirement obligations
liability in the fourth quarter of 2008.

Interest Income decreased to $15 million in 2008 from $54 million2007. The decrease in interest income was piiynduk to a
decrease in the Company's average invested caafclealand a decrease in the average returns portifilio. The Company's average return
on its portfolio decreased to 2.0% in 2008 comp&wetl8% in 2007. The average portfolio balanceeksed to $735 million in 2008 compa
to $1.0 billion in 2007.
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The Company invests its funds primarilgovernment and government agency securities, maraeiet funds and commercial paper
depending on liquidity requirements. The Compaimysstment strategy generally provides lower yieldghe funds than would be obtained
on alternative investments, but reduces the rigkittcipal in the short term prior to these funéilg used in the Company's business.

Interest Expensedecreased 7% to $534 million in 2008 from $577ionillin 2007. Interest expense decreased primasily @esult of a
decrease in interest rates on the Company's undedgiable rate debt. Interest rates on the Conipamhedged variable rate debt
approximated 6% in 2008 and 8% in 2007. Interepeasge also decreased as a result of the debtddy exchanges, debt redemptions, debt
repurchases and debt repayment transactions thatommpleted by the Company in 2007 and 2008. S¢e Nl of the Notes to Consolidated
Financial Statements for more details.

Gain on Sale of Business Groupwtaled $99 million in 2008 compared to zero 2007.June 5, 2008, Level 3 completed the sale of its
Vyvx advertising distribution business to DG Fasa@hel, Inc. and recognized a gain on the sale @f$lion in the second quarter of 2008
addition, in the fourth quarter of 2008 Level 3 qieted the sale of certain of its smaller longatise voice customers and recognized a gs
the sale of approximately $3 million. See Note 2hef Notes to Consolidated Financial Statementsifaie details.

Gain (Loss) on Extinguishment of Debtvas a gain of $81 million in 2008 compared a lds$427 million in 2007. The 2008 gain on
extinguishment of debt consisted of a gain of $fion as a result of certain debt repurchasesrgo maturity, partially offset by a
$44 million loss attributable to induced debt caigien expenses related to the exchange of certalredCompany's convertible debt securit
The 2007 loss on extinguishment of debt consistedlass of $427 million as a result of the refioigug of the Company's senior secured credit
agreement and certain debt exchanges, redemptigngpurchases prior to maturity. See Note 11 @MNbtes to Consolidated Financial
Statements for more details.

The Company may enter into additional teatisns in the future to repurchase or exchanggiegidebt that may result in gains or losses
on the extinguishment of debt.

Other, netwas $24 million in 2008 and $55 million in 2007 h@t, net is primarily comprised of gains and losseshe sale of non-
operating assets, marketable securities, realmedgh currency gains and losses and other income.

Income Tax Benefit (Expensejvas a $6 million expense in 2008 and was a $22amibenefit in 2007. The income tax expense for&
was primarily the result of state income taxes.

The Company incurs income tax expensebattible to income in various Level 3 subsidiariesluding the coal business, that are
required to file state or foreign income tax retuom a separate legal entity basis. The Companyrat®gnizes accrued interest and penalti
income tax expense related to uncertain tax bentfét have not been recognized in the Companyietarns.

As of December 31, 2008, the Company hadperating loss carry forwards of approximately7$dillion for federal income tax
purposes. Under the rules prescribed by U.S. laté&®evenue Code ("IRC") Section 382 and applicadxgilations, if certain transactions oc
with respect to an entity's capital stock that kesua cumulative ownership shift of more thanggcentage points by 5-percent stockholders
over a testing period, annual limitations are ingabith respect to the entity's ability to utilide net operating loss carry forwards and certain
current deductions against any taxable income ttigyeachieves in future periods. The Company hatéred into transactions over the testing
period resulting in significant cumulative shiftsthe ownership of its capital stock which alonaunlgdmot have resulted in an ownership che
under IRC Section 382. However, when the Compaastisns are coupled with the trading activity ie Bompany's common stock through
2008 by third-party market participants, the Comphlelieves that in 2008 the Company experiencaghautative
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ownership change of more than 50 percentage ploynsspercent stockholders during the applicablértggperiod. Prior to the ownership
change, the Company had net operating loss canwafds of $9.7 billion. The Company believes thnt limitation of its net operating loss
carry forwards will not have a near term effectitsSrconsolidated results of operations and findrmmaition. The Company also believes that
the limitation of its net operating loss carry fands has an immaterial effect on the current isitiwalue of the Company's business taken as &
whole. Additional transactions could cause the Camypo incur a subsequent 50 percentage point @hipechange by 5-percent stockholders
and, if the Company triggers the above-noted IR@ased limitations, could further limit it from fyllutilizing the remaining net operating loss
carry forwards and certain current deductions tluce income taxes.

Results of Operations 2007 vs. 2006

Year Ended
December 31 December 31  Change
(dollars in millions) 2007 2006 %
Revenue
Communication: $ 419¢ $ 3,311 27%
Coal mining 70 67 4%
Total revenu 4,26¢ 3,37¢ 26%
Costs and Expenses: (exclusive of depreciatioreamattization shown separately bel
Cost of revenue
Communication: 1,76¢ 1,46( 21%
Coal mining 64 57 12%
Cost of revenu 1,83 1,51% 21%
Depreciation and amortizatic 94z 73C 29%
Selling, general and administrati 1,728 1,25¢ 37%
Restructuring and n-cash impairment charg 12 13 (8)%
Total costs and expens 4,51( 3,51¢ 28%
Operating Los: (247) (240) (72)%
Other Income (Expense
Interest incom 54 64 (16)%
Interest expens (577) (648) 11%
Loss on extinguishment of debt, 1 (427) 83) (419%
Other, ne 55 19 18<%
Total other income (expens (89%) (648 (38)%
Loss from Continuing Operations Before Income Te (1,13¢) (788) (49)%
Income Tax Benefit (Expens 22 2 —
Loss from Continuing Operatiol (1,119 (790) (41)%
Income from Discontinued Operatio — 46 (200%
Net Loss $ (1119 $ (744) (50%
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Communications revenue consists of the¥alhg:

Year Ended December 3:

(dollars in millions) 2007 2006
Communications Service
Core Network Service $ 2992 $ 1,51¢
Wholesale Voice Service 62¢€ 45k
Total Core Communications Servic 3,622 1,97:
Other Communications Servic 577 1,33¢
Total Communications Services Revet $ 4,19¢ $ 3,311

The 84% increase in Core Communicationsies revenue for 2007 compared to 2006 is duedwtt in the Company's revenue from
existing services, as well as revenue from the fessyTelecom, ICG Communications, TelCove, Lookatgss, Broadwing, CDN Business
and Servecast acquisitions. The Company purchasgpe®s Telecom in March 2006, ICG Communicationglay 2006, TelCove in July
2006 and Looking Glass in August 2006. The Compamghased Broadwing and the CDN Business in JarR@0y and Servecast in July
2007. From a financial reporting perspective, tlenPany integrated into the Level 3 business theatipms of WilTel, Progress Telecom, I(
Communications, TelCove and Looking Glass in 2@0&l Broadwing and the CDN Business in the first 6B2007. As a result, separate
revenue information by revenue category for thesgiaed companies is no longer reported other fbathe SBC Contract Services revenue
acquired from WilTel.

As described earlier, the growth in CorerBmunications Services revenue was lower than eggetiiring the second, third and fourth
quarters of 2007 as a result of an increase iriceeactivation times and challenges in service rgament processes. Service activation times
increased during the second and third quarter@7 2s a result of the following issues.

. Continuing to use the multiple order entry and Bimning systems and processes that were opergtdtelacquired companies
to provision end-to-end services.

. Insufficient training on the multiple systems fongloyees performing service activation functic
. Lack of sufficient staffing levels in some servetivation areas.
. Identifying and fixing service activation throughpssues was challenging as a result of decernitrgligervice activation

functions across the customer facing groups irttiid quarter of 2006.

Transport and infrastructure revenue ingede69% for 2007 compared to 2006. The increaseahea®sult of growth in existing services
and the recognition of a full year of revenue if®2@or Progress Telecom, ICG Communications, TetCawd Looking Glass acquisitions
completed in 2006, as well as the revenue fronBtlmadwing acquisition completed in January 200¢réased demand in the cable and
wireless market segments for complex nationwidatgmis and colocation capacity in large marketdrilmnted to the revenue growth in
existing services in 2007 as compared to 2006.

IP and data revenue increased 94% for 20@¥pared to 2006. The increase was the resultoofthrin existing services and the
recognition of a full year of revenue in 2007 foo@ress Telecom, ICG Communications, TelCove aruklng Glass acquisitions completec
2006, as well as a full year of revenue from thedslwving acquisition completed in early January 20B@7&and data revenue also increased in
2007 as a result of the CDN Business acquisitiongieted in January 2007 and the Servecast acquisitmpleted in July 2007. IP and data
revenue also increased due to traffic growth
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in North America from new and existing customeia #xceeded the rate of price compression expexikimc2007. During the second quarter
of 2007, the Company also implemented new, redpcethg under the terms of a contract renewal totargest IP and data customer which
partially offset the overall growth of IP and da¢é&enue in the last half of 2007. Continued revegnosvth in the Company's VPN service also
contributed to the increase in IP and data revelwieg 2007.

Level 3's voice revenue increased 121%@87 compared to 2006. The increase is primarijbatable to the operations acquired in the
TelCove and Broadwing acquisitions, particularlyrestic and international voice termination servieesl growth in Level 3's existing
wholesale and VolP-related services including véézenination, local inbound, enhanced local anbiftek services.

Level 3 Vyvx revenue increased 15% for 2606impared to 2006. The increase was a result ofaease in advertising distribution
revenue and the continued demand for high-defimitimadcast services in sports, news and entergginm

Managed modem revenue declined 45% to $1i8i®n for 2007 compared to 2006 as a result ef tbntinued migration from narrow
band dial-up services to higher speed broadbamnitssrby end user customers, especially in largeapelitan areas. This change has resulted
in a decline in the demand for managed modem ports.

Reciprocal compensation revenue from mashagedem services declined 8% to $94 million for280mpared to 2006 as a result of the
continuing decline in demand for managed modemicesvAs a result of the Company's acquisitiong/dTel, TelCove and Broadwing, the
Company has started to generate a portion of gipn@cal compensation revenue from voice servigesthe full year ending December 31,
2007, the Company recognized $26 million of reaiatcompensation revenue earned from voice serwdesh are included in Core
Communications Services revenue.

Managed IP services revenue declined 61$22omillion for 2007 compared to 2006. As discdssarlier, to date the Company has not
invested in this service and the decline in revaawtributable to the disconnection of serviceekisting customers. The Company's legacy
managed IP services business consists primargytfsiness that was acquired in 2003.

SBC Contract Services revenue decreasedt6@203 million for 2007 compared to 2006 as efgeclue to the migration of the SBC
traffic to the AT&T network. The SBC Contract Sex$ agreement was obtained in December 2005 asfgha WilTel acquisition. Under tl
terms of the agreement, SBC has gross margin pseat@mmitments through 2009. SBC fully satisfiezl $835 million gross margin purchase
commitment for the period from December 2005 thtoDgcember 2007 during the third quarter of 2005 aAesult of satisfying the initial
gross margin purchase commitment, SBC's purchdses\dces that exceed the original $335 millionsgr margin purchase commitment
counted toward the $75 million gross margin purelm@mmitment for the period from January 2008 tghothe end of 2009. As of
December 31, 2007, SBC had satisfied $39 milliothef$75 million gross margin purchase commitment.

Coal mining revenue increased 4% to $70 million in 2007 comp#we2006. The increase was attributable to areas in the tons of
coal sold from the Black Butte mine, partially &foy a decrease in the tons of coal sold fronDibeker mine. Overall, the price per ton for
coal from both mines was up slightly in 2007 coneplato 2006.

Cost of Revenudor the communications business, as a percentagevehue, for 2007 and 2006 was 42% and 44%, reégelyc The
decrease in the 2007 cost of revenue, as a pegeeotaevenue, was primarily attributable to thatoned decrease in SBC Contract Services
revenue from 2006 to 2007. The margins for SBC 2aniServices revenue are lower than the margimsedaon other components included in
Core and Other Communications Services revenue. @&istributing to the decrease in 2007 cost of meegas a percentage of revenue, were
cost of revenue synergy savings that have beeraathias a result of acquisition integration effoftse Company believes that cost of revenue
synergy savings of $80 million on an annualized$have been achieved through integration effor2007.
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Coal mining cost of revenue, as a percentdgevenue, increased to 91% for 2007 compar&8% in 2006. The increase in cost of
revenue, as a percentage of revenue, in 2007 gsacethto 2006 was due to planned equipment mainéeneosts at one mine and higher ¢
related to overburden removal at another mine.

Depreciation and Amortization expense increased 29% to $942 million for 2007 amexbto 2006. The increase is primarily attribusi
to the increased depreciation and amortization rs@eecognized on communications tangible and gitbée assets that were acquired through
acquisitions completed in 2006 and 2007, as wellegseciation expense on the approximately $24llomiincrease in capital expenditures for
2007 compared to 2006.

In addition, during the second quarter@®?2, the Company reviewed and adjusted the estimeseful lives used for amortization of
customerrelated intangible assets for the ICG CommunicatidelCove and Looking Glass acquisitions effecfivee 1, 2007. This resultec
increased amortization expense of $9 million duthgyyear ended December 31, 2007.

During the fourth quarter of 2007, the Camyp finalized the purchase price allocation for Bieadwing acquisition which resulted in
reduced amortization expense related to intangibdets for the Broadwing acquisition from the aditacquisition totaling approximately
$18 million, as compared to the total amortizagapense that would have been recognized for 2007 torthe change in the valuation of the
intangible assets.

The increase in depreciation expense f0i7 2@as partially offset by a $44 million decreaselépreciation expense compared to the same
period in 2006 attributable to the increase inneated useful lives for network fiber and IP andhéraission equipment implemented in the
second and third quarters of 2006.

Selling, General and Administrativeexpenses increased 37% to $1.7 billion in 2007 @etpto 2006. This increase is primarily
attributable to the expenses associated with tieeatipns acquired in the Progress Telecom, ICG Coamications, TelCove and Looking Glass
transactions during 2006; the Broadwing and CDNiiBss transactions in January 2007; and the Sest/gaasaction in July 2007.
Specifically, increases in compensation, bonuseanployee related costs, network related costs atility-based expenses all contributed to
the increase in selling, general and administraxgenses in 2007. Offsetting the increases disduslsove were selling, general and
administrative expense synergy savings that haga behieved as a result of acquisition integragiforts. As of the end of 2007, the Comp
believes that it has achieved annualized run satergies in selling, general and administrativeegzges totaling approximately $105 million.
Also offsetting the increase in selling, general administrative expenses in 2007 compared to 226a reduction in incentive-based
compensation expense of $32 million as a resutiwér than expected financial performance in 2007.

Included in selling, general and adminisieexpenses for 2007 and 2006 were $122 milliweh $84 million, respectively, of non-cash
stock-based compensation expense related to grhatgperform stock options and restricted stocksuand restricted stock shares. The
increase in non-cash compensation expense in 28@pared to 2006, is due to an increase in the nuoflrestricted stock units and restricted
stock shares issued to employees as a resultinEegase in the number of employees eligible in”26@mpared to 2006, an increase in the 401
(k) employee match and annual discretionary graadaerto the 401(k) plan and an increase in non-castpensation expense for those
employees eligible for accelerated vesting of senwfards at retirement; with the overall increasiglly offset by a reduction in the number
outperform stock options and units issued in 208gared to 2006. The number of employees eligiblgatticipate in the Company's stock-
based long-term incentive plan increased signiflgdnom 2006 to 2007 as a result of the employ&escquired companies becoming eligible
to participate in the long-term incentive planta beginning of 2007.
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In 2007, the Company recognized additiowa-cash stock-based compensation expense totgdprpximately $11 million for those
employees eligible for accelerated vesting of stnetards at retirement. The Company provides acel@vesting of stock awards at the date
an employee retires if the employee meets cerggnaad years of service requirements and certher otquirements. Under SFAS No. 123R,
the fair value of stockased employee awards are expensed over the mingawice period, which is from the grant date @ dlarliest vestin
date. Therefore, the Company is required to fullpemse at the grant date the value of stock awaatte to those employees that already meet
both the age and years of service requirementadoelerated vesting at retirement at the dateanftgtf the employee will meet the age and
years of service requirements for acceleratedngsti retirement sooner than the normal vestingpgddor the stock awards, then the Comp
is required to use that shorter period for recagniof the non-cash compensation expense associdgethe grant.

Included in the 2006 non-cash compensatigrense of $84 million was $6 million related te tievaluation of the October 2005 and
January 2006 grants using May 15, 2006 as thee@\gsant date, as there had not been stockholgeowd of those awards prior to that date,
which was deemed necessary for determination ofitaiet date for those awards under SFAS No. 123R.

Restructuring and Non-Cash Impairment Chargesdeclined 8% to $12 million in 2007 compared to 20DGe Company recognized
severance charges of $11 million in 2007 and $%aniin 2006 related to workforce reductions in twnmunications business in North
America. The workforce reductions completed in 2@@&re primarily related to the integration of comigs acquired by Level 3 in 2006 and
January 2007. The Company recognized non-cash impat charges of $1 million and $8 million in 20&7d 2006, respectively. The non-
cash impairment charge of $1 million in 2007 anch@Hion of the 2006 charge were primarily relatedoreviously capitalized costs of certain
information technology development projects no Emgsed by the Company. The costs incurred foetpesjects, including capitalized labor,
were impaired as the Company did not expect t@atthe assets in the future. The remaining $4ionilhon-cash impairment charge in 2006
was related to excess land of the communicatiosBbes deemed available for sale in Germany. Ttasge resulted from the difference
between the recorded carrying value and the estomairket value of the land. During the third geladf 2007, the Company reclassified the
excess land in Germany to property, plant and eqeip due to the fact the land had not been soldreasdno longer being actively marketed
for sale.

Adjusted EBITDA for the communications business was $823 millioth 677 million in 2007 and 2006, respectively. Tierease was
primarily attributable to the Adjusted EBITDA coitution from the operations acquired in the ProgfEslecom, ICG Communications,
TelCove, Looking Glass, Broadwing, CDN Business &rdvecast acquisitions, growth in the Companyt® Gmmmunications Services
revenue and the benefits of cost of revenue anchtipg expense synergies realized in 2007 fronghatiion activities, partially offset by
declines in other communications services reve88&; Contract Services revenue and costs of inegratcurred during 2007 as compare:
2006.

Adjusted EBITDA for the coal mining busisegecreased to $5 million in 2007 from $8 millior2006. The decrease is primarily
attributable to an increase in the amount of colel #om the Black Butte mine which has higherpgiing ratios that result in higher overall
costs and a planned increase in maintenance @rstsring equipment in 2007.

Interest Income decreased 16% to $54 million in 2007 compared @62The decrease in interest income was primaubytd a decrea:
in the average invested balance partially offseatbyncrease in the average return on the portfolie Company's average return on its
portfolio increased to 4.8% in 2007 compared t@#iB 2006. The average portfolio balance decrets&d.0 billion in 2007 compared to
$1.5 billion in 2006.
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Interest Expensedecreased 11% to $577 million in 2007 compared@b2Interest expense decreased primarily as & mdghe debt fo
equity exchanges, debt redemptions and debt repsestthat were completed by the Company in thiedfirgrter of 2007 and the debt
repurchased in 2006. The decrease in interest egpeas partially offset by the 2006 and 2007 dehtances. See Note 11 of the Notes to
Consolidated Financial Statements for more details.

Loss on Extinguishment of Debtvas $427 million in 2007 compared to $83 millior2iB06. The 2007 loss on extinguishment of debt
consisted of a loss of $427 million as a resuthefrefinancing of its senior secured credit agergmand certain debt exchanges, redemptions
and repurchases prior to maturity. The 2006 losextimguishment of debt consisted of a $54 millioss from the repurchase of certain debt
and a $55 million loss on the amendment and reataieof Level 3 Financing's Senior Secured TernmLaae 2011, partially offset by a
$27 million gain realized on a debt exchange.

Other, netincreased 189% to $55 million in 2007 compared1® fillion in 2006. Other, net is primarily com@dsof gains and losses
on the sale of marketable securities and non-opgrassets, realized foreign currency gains argeand other income. The increase in 2007
compared to 2006 is primarily due to a gain of $8llion recognized in the fourth quarter of 2007tbe sale of 80% of the Company's
holdings of Infinera common stock.

Income Tax Benefit (Expenseyas a $22 million benefit in 2007 and was a $2iarillexpense in 2006. The income tax benefit for7r200
was primarily the result of reversing $23 milliohtbe valuation allowance against the Company'srdedl tax asset for certain state NOLSs.
These state tax NOLs were converted to a stateréadit carry forward associated with a change éndtate tax law that replaced the tax on net
income with a tax on gross margin. The Company agpects it will be able to use this state tax drediry forward against current and future
state taxable gross margin.

Income from Discontinued Operationsin 2006 of $46 million was related to the discong&d operations of the Company's Information
Services segment. The Company sold Software Spectne. ("Software Spectrum”) to Insight Enterpsisic. (“Insight”) in September 2006.
There were no gains or losses from discontinuedatioas recognized in 2007. Software Spectrum,dmesults of operations resulted in
income from discontinued operations of $13 millior2006. In addition, Level 3 recognized a gairtloa sale of Software Spectrum to Insight
in 2006 of $33 million.

Financial Condition—December 31, 2008

Cash flows provided by (used in) operatisgvities, investing activities and financing adies for the years ended December 31, 2008
and 2007, respectively are summarized as follows:

Year Ended
December 31  December 31
(dollars in millions) 2008 2007 Change
Net Cash Provided by Operating Activiti $ 415 % 231 $ 18z
Net Cash Used in Investing Activiti (321) (961) 64C
Net Cash Used In Financing Activiti (39 (243) 20¢
Effect of Exchange Rates on Cash and Cash Equig 4) 6 (20
Net Change in Cash and Cash Equival $ 54 $ (967) $1,021

Operating Activities

Cash provided by operating activities imsed by $182 million in 2008 compared to 2007. iflkeease in cash provided by operating
activities was primarily due to an increase in Atagd EBITDA, favorable changes in working capitaiis and lower interest payments. The
favorable change in
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working capital items is primarily due to the chaagn accounts payable and other current liakslifiartially offset by changes in accounts
receivable, other current assets and deferred veven

I nvesting Activities

Cash used in investing activities decredsef640 million in 2008 compared to 2007. CaslduUse acquisitions totaled $670 million, net
of cash acquired, in 2007 as a result of the atttpris of Broadwing, Servecast and the CDN busin€se Company did not complete any
acquisitions in 2008. In addition, the Company ez net proceeds from the sale of its Vyvx adgarg distribution business and the sale of
certain of its smaller long distance voice custas@r$124 million in 2008. The Company also reduicedapital expenditures by $184 million
in 2008 compared to 2007, primarily as a result eéduction in integration-related capital expemais and more efficiently managing capital
expenditure requirements. Partially offsetting th&s/orable changes in 2008 was cash receiveddi 80$333 million from the sale and
maturity of marketable securities compared to $#ioniin 2008, and an increase in restricted cash.

Financing Activities

Cash used in financing activities decre&2@b million in 2008 compared to 2007. In 200&hcHows from financing activities include
$400 million of proceeds from the issuance of th&IConvertible Senior Notes. The Company used tbegeds from this offering to
repurchase portions of its 6% Convertible Subortgiddotes due 2009 and 2010 and 2.875% ConveBiatéor Notes due 2010 for
approximately $336 million. In addition, the Compaepaid the final amounts due under the 11% Sé¥ates due 2008 and 10.75% Senior
Euro Notes due 2008 of approximately $26 milli@purchased a portion of its 6% Convertible Subagid Notes due 2009 and 2010 for
$68 million, and made capital lease and commene@tgage payments of approximately $6 million usitagh on hand.

In 2007, cash flows from financing actiegiinclude approximately $2.4 billion of net prodgérom the issuance of the Floating Rate
Senior Notes due 2015, the 8.75% Senior Notes @i# and the Senior Secured Credit Facility due 20hé Company used the net proceeds
from these offerings along with cash on hand tweetr refinance approximately $2.6 billion of @ebt. Financing activities for 2007 also
include proceeds of $26 million from the exerci$evarrants for the Company's common stock assatiatth the Broadwing transaction and
other equity-based instruments.

Liquidity and Capital Resources

The Company incurred a net loss of $290ianilin 2008 and $1.1 billion in 2007. The Comparsed $449 million for capital expenditu
and generated $413 million in cash flows from opeggactivities in 2008. This compares to $633 imillof cash used for capital expenditures
and $231 million of cash flows provided by opergtactivities in 2007.

Cash interest payments are expected tovierlthan the $531 million made in 2008 based oreatidebt outstanding, current interest
rates on the Company's variable rate debt andrihading and other capital markets transactionspteted in 2007 and 2008. Capital
expenditures for 2009 are expected to be lower thet$449 million in 2008 as the Company expectmttinue to efficiently manage its
capital expenditure requirements. The Company dggednvest in base capital expenditures (estichaspital required to keep the network
operating efficiently and new service developmevith the remaining capital expenditures expectelbesuccess-based, or tied to incremental
revenue. As of December 31, 2008, the Companydragtterm debt contractual obligations, includingital lease and commercial mortgage
obligations and excluding premium and discountsl@lot issuance and fair value adjustments of appratdly $186 million that mature in
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2009 and $583 million that mature in 2010. The Canys commercial mortgage obligation matures inr0204t may be extended to 2015 at
the election of the Company.

Level 3 had $768 million of cash and caghiealents on hand at December 31, 2008. In addi#@30 million of current and non-current
restricted cash and securities are used to calaeroutstanding letters of credit, long-term dekttain operating obligations of the Company
and certain reclamation liabilities associated wlig coal mining business. Based on informatiornlabig at this time, the Company believes
that its current liquidity and anticipated futuiesh flows from operations will be sufficient to tlits business for at least the next twelve
months.

The Company may elect to secure additioapital in the future, at acceptable terms, to owprits liquidity or fund acquisitions. In
addition, in an effort to reduce future cash intepyments, as well as future amounts due at ityaturto extend debt maturities, Level 3 ol
affiliates may, from time to time, issue new dedtter into debt for debt, debt for equity or casim$actions to purchase its outstanding debt
securities in the open market or through privatelgotiated transactions. Level 3 will evaluate samgh transactions in light of then existing
market conditions and the possible dilutive eftecstockholders. The amounts involved in any suahsaction, individually or in the
aggregate, may be material. See Note 11 of thesNot€onsolidated Financial Statements for moraidategarding the Company's 2008 and
2007 financing transactions.

In addition to raising capital through thebt and equity markets, the Company may sellspatie of existing businesses, investments or
other noneore assets. For example, in 2008, Level 3 compléte sale of its Vyvx advertising distribution iness and the sale of certain of
smaller long distance voice customers and receagegegate net cash proceeds of $124 million.

Consolidation of the communications indystray continue. In 2006 and 2007, Level 3 partigddn the consolidation of the
communications industry with the acquisitions ofesal companies. Level 3 will continue to evaluat@solidation opportunities and could
make additional acquisitions in the future.

Off-Balance Sheet Arrangements

Level 3 has not entered into off-balanceestarrangements that have had, or are likelyve,teacurrent or future material effect to its
results of operations or its financial position.

Contractual Obligations

The following table summarizes the conwatbbligations and commercial commitments of tleenany at December 31, 2008, as
further described in the Notes to Consolidated e Statements.

Payments Due by Period

Less thar
1-3 4-5 After
Total 1 Year Years Years 5 Years

Contractual Obligations
Long-Term Debt, including current portic  $6,58¢ $ 18€ $1,15: $1,57¢ $3,67¢

Interest Obligation 2,801 521  1,02( 85C 41C
Asset Retirement Obligatiot 151 8 14 18 111
Operating Lease 882 152 25¢ 20¢ 261
Right of Way Agreement 1,17¢ 11C 174 15¢ 738
Purchase Obligatior 36E 36E — — —

Other Commercial Commitments
Letters of Credi 30 2 2 — 26

91




Table of Contents

The Company's debt instruments contairagedovenants which, among other things, limit ddal indebtedness, dividend payments,
certain investments and transactions with affiiatéthe Company should fail to comply with theswenants, amounts due under the
instruments may be accelerated at the note holdiscsetion after the declaration of an event dadk.

Long-term debt obligations exclude issitgedunts and premiums and fair value adjustments.

Interest obligations assume interest rategariable rate debt do not change from DecembgP@08. In addition, interest is calculated
based on debt outstanding as of December 31, 2B@B8pn existing maturity dates.

Certain right of way agreements includevgions for increases in payments in future periogased on the rate of inflation as measured by
various price indexes. The Company has not includtichates for unknown increases in future periodee amounts included above.

Certain non-cancelable right of way agreets:ierovide for automatic renewal on a periodiddd3ayments due under these agreements
with automatic renewal options have been includetthé table above for a period of 17 years fromudanl, 2009, which approximates the
economic remaining useful life of the Company'sdrdn In addition, certain other right of way agmnts are cancellable or can be termin
under certain conditions by the Company. The Comaeiudes the payments under such cancelable ofghely agreements in the table
above for a period of 1 year from January 1, 2608e Company does not consider it likely thawill cancel the right of way agreement
within the next year.

Purchase obligations represent all outstegnpurchase order amounts of the Company as oéfber 31, 2008.

The table above does not include other-kanign liabilities, such as liabilities recorded fegal matters and income taxes that are not
contractual obligations by nature. The Company otdetermine with any degree of certainty the y@arshich these liabilities might
ultimately be paid.

92




Table of Contents
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK
Interest Rate Ris

Level 3 is subject to market risks arisiragm changes in interest rates and foreign exchaaigs. As of December 31, 2008, the Company
had borrowed a total of $1.7 billion primarily umdeSenior Secured Term Loan due 2014 and Flo&atg Senior Notes due 2015 that bear
interest at LIBOR rates plus an applicable margmthe LIBOR rates fluctuate, so too will the irgst expense on amounts borrowed under the
debt instruments. The weighted average interestaathe variable rate instruments at Decembe?2®18, was approximately 7.0%.

In March 2007, Level 3 Financing, Inc., tbempany's wholly owned subsidiary, entered into imterest rate swap agreements to hedge
the interest payments on $1 billion notional amafrftoating rate debt. The two interest rate s\agpeements are with different counterparties
and are for $500 million each. The interest ratapsagreements were effective beginning in 2007naatire in January 2014. Under the terms
of the interest rate swap agreements, Level 3vesénterest payments based on rolling three mbiBOR terms and pays interest at the fixed
rate of 4.93% under one arrangement and 4.92% uhdether. Level 3 has designated the interests@bp agreements as a cash flow hedge
on the interest payments for $1 billion of floatirage debt.

The remaining, or unhedged, variable rafet thas a weighted average interest rate of 7.(@&eember 31, 2008. A hypothetical increase
in the weighted average rate by 1% point (i.e. mhted average rate of 8.0%) would increase the g2my's annual interest expense by
approximately $7.0 million. At December 31, 200& Company had $4.9 billion (excluding fair val@fustments, discounts and premiums
fixed rate debt bearing a weighted average inteststof 8.7%. A decline in interest rates in thieife will not benefit the Company with
respect to the fixed rate debt due to the termscanditions of the indentures relating to that débt would require the Company to repurck
the debt at specified premiums if redeemed early.

Indicated changes in interest rates aredas hypothetical movements and are not neceggadicative of the actual results that may
occur. Future earnings and losses will be affebiedctual fluctuations in interest rates and fanaigrrency rates.

Foreign Currency Exchange Rate R

The Company conducts a portion of its besénin currencies other than the U.S. dollar, thieeacy in which the Company's consolidated
financial statements are reported. Correspondinigy Company's operating results could be adveedtdgted by foreign currency exchange
rate volatility relative to the U.S. dollar. The @pany's European subsidiaries use the local cuyrr@ntheir functional currency, as the maijc
of their revenue and purchases are transacteeiinlitical currencies. Although the Company contitgeevaluate strategies to mitigate risks
related to the effect of fluctuations in currengghange rates, the Company will likely recognizengar losses from international transactions.
Changes in foreign currency rates could adverdétgtethe Company's operating results.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY D ATA
Financial statements and supplementarnéighinformation for Level 3 Communications, Irmnd Subsidiaries begin on page F-1.
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUN TANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
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ITEM 9A. CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of DiscloserControls and Procedures

The Company's Chief Executive Officer afde€ Financial Officer have evaluated the effeatiess of the Company's disclosure controls
and procedures, as defined in Rules 13a-15(e) &dd.3(e) under the Securities Exchange Act of 1934nasnded (the "Exchange Act"), a:
December 31, 2008. Based upon such review, thef Ekezutive Officer and Chief Financial Officer keagoncluded that the Company's
disclosure controls and procedures are effectideasa designed to ensure that information requde disclosed by the Company in the
reports it files or submits under the Exchangeifcecorded, processed, summarized and reportéihtite time periods specified in the
Securities and Exchange Commission rules and fdbisslosure controls and procedures include, withiouitation, controls and procedures
designed to ensure that information required tdibelosed by an issuer in reports it files or subrander the Exchange Act is accumulated
communicated to the Company's management, inclutirgincipal executive officer and principal fimgal officer, as appropriate to allow
timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

There were no changes in the Company'snateontrol over financial reporting identified donnection with the evaluation required by
paragraph (d) of Exchange Act Rules 13a-15 or I%that occurred during the fourth quarter of 20 have materially affected, or are
reasonably likely to materially affect, the Comparigternal control over financial reporting.

Management's Report on Internal Control Over Finandal Reporting

Management of the Company is responsiblestablishing and maintaining adequate internatrobover financial reporting, as such te
is defined in Exchange Act Rules 13a-15(f) and 15¢f) under the Securities Exchange Act of 1934rasnded. Under the supervision and
with the participation of our management, includig principal executive officer and principal fir@al officer, management assessed the
effectiveness of internal controls over financgpaorting as of December 31, 2008 based on the ljnedeestablished imternal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatigrise Treadway Commission (COSO). Based on csgsssnent,
management has concluded that our internal coowe financial reporting was effective as of Decem®1, 2008.

The Company's independent registered palsiounting firm, KPMG LLP, has issued an audiorépn its assessment of the Company's
internal control over financial reporting as of Batber 31, 2008. This report appears on page F-3.

ITEM 9B. OTHER INFORMATION
None.
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Part 11l
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE

The information required by this Item 10risorporated by reference to our definitive praexgtement for the 2009 Annual Meeting of
Stockholders to be filed with the Securities andhiange Commission, however certain informatioméuded in ITEM 1. BUSINESS above
under the caption "Directors and Executive Officers

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 1irsorporated by reference to our definitive praexgtement for the 2009 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.

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

For information as of December 31, 200&8hwespect to compensation plans (including indigiccompensation arrangements) under
which our equity securities are authorized for ésme, please see "ltem 5. MARKET FOR REGISTRANTGMBAON EQUITY, RELATED
STOCKHOLDER MATTERS AND ISSUER REPURCHASES OF EQUIBECURITIES" above.

The information required by this Item 12risorporated by reference to our definitive prexgtement for the 2009 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this Item 13risorporated by reference to our definitive praexgtement for the 2009 Annual Meeting of
Stockholders to be filed with the Securities andhiange Commission.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item l4risorporated by reference to our definitive prexgtement for the 2009 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.

Part IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a) Financial statements and financial statement sdbedaquired to be filed for the registrant undemis 8 or 15 are set forth followil
the index page at page F-I. Exhibits filed as & phthis report are listed below. Exhibits incorated by reference are indicated in
parentheses.

3.1 Restated Certificate of Incorporation of LeveL8mmunications, Inc. (Exhibit 3(i) to the RegistrarCurrent Reports on Formk8-
filed on May 23, 2008)

3.2  Specimen Stock Certificate of Common Stock, pan@&.01 per share (Exhibit 3 to the RegistranttsnF&-A filed on March 31,
1998).

3.2 Amended and Restated By-laws of Level 3 Commurdaatilnc. (Exhibit 3(ii) to the Registrant's Cutr&®eport on Form 8-K
filed on May 23, 2008)
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4.1.1

4.1.2

4.1.%

4.2

4.4

4.6

4.7.1

4.7.2

4.8

Form of Subordinated Debt Securities Indenturediporated by reference to Exhibit 4.2 to Amendnieto the Registrant's
Registration Statement on Form S-3 (File No. 338833 filed with the Securities and Exchange Comioissn February 3,
1999).

First Supplemental Indenture, dated as of Septe2®@©99, between the Registrant and 1BJ Whiteébetlk & Trust Company as
Trustee relating to the Registrant's 6% Convertthlbordinated Notes due 2009 (Exhibit 4.1 to thgi®eant's Current Report on
Form &K dated September 20, 199

Second Supplemental Indenture, dated as of FebA8ar2000, between the Registrant and The Bankeof Mork as Trustee
relating to the Registrant's 6% Convertible Submatéd Notes due 2010 (Exhibit 4.1 to the Regissarrent Report on Form 8-
K dated February 29, 200(

Indenture, dated as of February 29, 2000, betweeRéegistrant and The Bank of New York as Trustésing to the Registrant's
111/ 4% Senior Notes due 2010 (Exhibit 4.2 to the Regjigts Registration Statement on Form S-4 File 88-37362).

Indenture, dated as of February 29, 2000, betwseRegistrant and The Bank of New York as Trustaing to the Registrant's
111/ 4% Senior Euro Notes due 2010 (Exhibit 4.2 to thgifeant's Registration Statement on Form S-4Nde333-37364).

Amended and Restated Indenture dated as of J@QCORB, by and between the Company and The Bank wf W&k, as successor
to IBJ Whitehall Bank & Trust Company, as trustaménds and restates the Senior Debt Indenturesna éfovhich was filed as
an Exhibit to the Company's Registration Statemerfform S-3-File No. 333-68887) (Exhibit 4.1 to tRegistrant's Current
Report on Form -K filed July 8, 2003)

First Supplemental Indenture, dated as of July0832by and between the Company and The Bank of Wak, as successor to
IBJ Whitehall Bank & Trust Company, as Trustee (lBith.2 to the Registrant's Current Report on F8-K filed July 8, 2003)

Indenture, dated as of October 1, 2003, by anddmtvi,evel 3 Communications, Inc., as GuarantoreL8Winancing, Inc. as
Issuer and The Bank of New York as Trustee relatintpe Level 3 Financing, Inc. 10.75% Senior Natas 2011 (Exhibit 4.11 1
the Registrant's Annual Report on Forn-K for the year ending December 31, 20(

Indenture, dated as of October 24, 2003, by anddegt the Registrant and The Bank of New York astBeirelating to the
Registrant's 9% Convertible Senior Discount Notes 2013 (Exhibit 4.12 to the Registrant's Annugbéteon Form 10-K for the
year ending December 31, 200

First Supplemental Indenture, dated as of Febrda?p05, by and between the Company and The BahlewfYork, as Trustee
relating to the Registrant's 9% Convertible Sebimcount Notes due 2013. (Exhibit 4.12.2 to theiRteant's Annual Report on
Form 1(-K for the year ending December 31, 20(

Supplemental Indenture, dated as of October 204,28@0ong Level 3 Financing, Inc., Level 3 Commutiies, LLC and The
Bank of New York as Trustee, supplementing the mtwlee dated as of October 1, 2003, among Leveharsing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3 Financing, Inc.'s 10.75éfior Notes due 2014.
(Exhibit 99.1 to the Registrant's Current Reporfomm ¢-K filed October 22, 2004

96




Table of Contents

4.9

4.1C

411

4.1z

413

4.14

4.1t

4.1¢€

4.17

4.1¢

Supplemental Indenture, dated as of October @ 2a2mong Level 3 Financing, Inc., Level 3 Commatians, LLC and The
Bank of New York as Trustee, supplementing the mhale dated as of October 1 2003, among Level 8rigimg, Inc. as Issuer,
Level 3 Communications, Inc. as Guarantor and TaekBf New York as Trustee, relating to Level 3dfiaing, Inc.'s 10.75%
Senior Notes due 2011. (Exhibit 99.1 to the Regigts Current Report on Forr-K/A-1 filed October 22, 2004

Indenture, dated December 2, 2004, among Level8mmnications, Inc. and The Bank of New York. (Exhibl to the
Registrant's Current Report on For-K filed December 7, 2004

Supplemental Indenture, dated December 1, 2004ng@revel 3 Financing, Inc., Level 3 Communicatioims,, Level 3
Communications, LLC and The Bank of New York, aaslee, relating to the Level 3 Financing 10.75%i&exotes due 2011.
(Exhibit 4.2 to the Registrant's Current Reporfanm ¢-K filed December 7, 2004

Second Supplemental Indenture dated as of Ap#iD85, by and between Level 3 Communications, Ind.the Bank of New
York, as trustee (Exhibit 4.1 to the Registrantsrént Report on Form-K filed April 8, 2005).

Indenture, dated as of January 13, 2006, amond Be@emmunications, Inc. as Issuer and The BarikeM York, as Trustee
relating to the 11.50% Senior Notes Due 2010 (ExHil to the Registrant's Current Report on Fo-K dated January 17, 200

Indenture, dated as of March 14, 2006, among L&@bmmunications, Inc., as Guarantor, Level 3 Fiirag Inc., as Issuer and
The Bank of New York, as Trustee, relating to theakng Rate Senior Notes due 2011 of Level 3 Faivam Inc. (Exhibit 4.1 to
the Registrant's Current Report on For-K dated March 16, 2006

Indenture, dated as of March 14, 2006, among L&@bmmunications, Inc., as Guarantor, Level 3 Féiva Inc., as Issuer and
The Bank of New York, as Trustee, relating to tBe25% Senior Notes due 2013 of Level 3 Financing, (Exhibit 4.2 to the
Registrant's Current Report on For-K dated March 16, 2006

Third Supplemental Indenture between Level 3 Conioations, Inc. and The Bank of New York, as Truste&ating to up to
$345,000,000 aggregate principal amount of 3.5%vEdible Senior Notes due 2012, dated as of Jun2a® supplement to the
Amended and Restated Indenture dated as of J@QOB (Senior Debt Securities) (Exhibit 10.1 to Registrant's Current Report
on Form K dated June 13, 200¢

Supplemental Indenture, dated as of October 125,280 0ong Level 3 Financing, Inc., Level 3 Commutiises, LLC and The
Bank of New York as Trustee, supplementing the mitwie dated as of March 14, 2006, among Level arkiimg, Inc., Level 3
Communications, Inc. and The Bank of New York asstee, relating to Level 3 Financing, Inc.'s FlogtRate Senior Notes due
2011 (Exhibit 4.1 to the Registrant's Current ReparForm K dated October 17, 200¢

Supplemental Indenture, dated as of October 1%,28@ong Level 3 Financing, Inc., Level 3 Commutiies, Inc., Level 3
Communications, LLC and The Bank of New York asstee, Supplementing the Indenture dated as of MbtcB006, among
Level 3 Financing, Inc., Level 3 Communicationg;.land The Bank of New York as Trustee, relatingaweel 3 Financing, Inc.'s
Floating Rate Senior Notes due 2011 (Exhibit 4.theoRegistrant's Current Report on Fol-K dated October 17, 200¢
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4.1¢

4.2C

4.21

4.2z

4.2¢

4.24

4.2t

Supplemental Indenture, dated as of October @26 2among Level 3 Financing, Inc., Level 3 Commoations, LLC and The
Bank of New York as Trustee, supplementing the mhalee dated as of March 14, 2006, among Level arkiimg, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3 Financing, Inc.'s 12.25éfior Notes due 2013
(Exhibit 4.3 to the Registrant's Current Reporfonm ¢-K dated October 17, 200¢€

Supplemental Indenture, dated as of October 1%,28@ong Level 3 Financing, Inc., Level 3 Commutiies, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated as of Me4cRB006, among
Level 3 Financing, Inc., Level 3 Communicationg;.land The Bank of New York as Trustee, relatingaweel 3 Financing, Inc.'s
12.25% Senior Notes due 2013 (Exhibit 4.4 to thgiReant's Current Report on Forr-K dated October 17, 200¢

Indenture, dated as of October 30, 2006, amongll3@mmunications, Inc., as Guarantor, Level 3Rting, Inc., as Issuer, a
The Bank of New York, as Trustee, relating to tt#5% Senior Notes due 2014 of Level 3 Financing, (Exhibit 4.1 to the
Registrant's Current Report on For-K dated October 30, 200¢

Supplemental Indenture, dated as of December 26,20mong Level 3 Communications, Inc., Level 3Riing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated as of @ctht2003, among
Level 3 Financing, Inc., as Issuer, Level 3 Comroations, Inc., as Guarantor, and The Bank of Nevwk¥s Trustee, relating to
Level 3 Financing, Inc.'s 10.75% Senior Notes 20&1 2014 (Exhibit 4.2 to the Registrant's CuriReport on Form 8-K dated
December 28, 2006

Indenture, dated as of February 14, 2007, amongIlL®Communications, Inc., as Guarantor, Levelr&akcing, Inc., as Issuer
and The Bank of New York, as Trustee, relatinghEloating Rate Senior Notes due 2015 of Leveaharieing, Inc. (Exhibit 4.1
to the Registrant's Current Report on Fo-K dated February 20, 2007

Indenture, dated as of February 14, 2007, amongIlL2Communications, Inc., as Guarantor, Levelr&akcing, Inc., as Issuer
and The Bank of New York, as Trustee, relating®&.75% Senior Notes due 2017 of Level 3 Finandimg (Exhibit 4.2 to the
Registrant's Current Report on For-K dated February 20, 200"

Supplemental Indenture, dated as of February 2B/,28mong Level 3 Financing, Inc., Level 3 Commatians, Inc., Level 3
Communications, LLC, Broadwing Financial Servicés¢. and The Bank of New York, as Trustee, suppleting the Indenture
dated as of March 14, 2006, among Level 3 Finandimg, as Issuer, Level 3 Communications, IncGaarantor, and The Bank
of New York as Trustee, relating to Level 3 Finauggilnc.'s 12.25% Senior Notes due 2013 (Exhilittd .the Registrant's Curre
Report on Form -K filed February 26, 2007
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4.2¢

4.27

4.2¢

4.2¢

Supplemental Indenture, dated as of March 1, 280ibng Level 3 Financing, Inc., Level 3 Commuriawad, Inc., Level 3
Communications, LLC, Broadwing Financial Servides,, together with Level 3 Communications, Incd drevel 3
Communications, LLC, as Guarantors and The Barkesf York as Trustee, supplementing the Indentutecdas of March 14,
2006, among Level 3 Financing, Inc., Level 3 Comiwations, Inc. and The Bank of New York as Trusthe,supplemental
Indenture dated as of October 12, 2006, by and grhemel 3 Financing, Inc., Level 3 CommunicatiobisC and The Bank of
New York as Trustee, the supplemental Indenturecdas of October 12, 2006, among Level 3 Finandirg, Level 3
Communications, Inc., Level 3 Communications, L@ & he Bank of New York as Trustee, and the suppleal Indenture
dated as of January 4, 2007, among Level 3 Fingntme., Level 3 Communications, Inc., Level 3 Coumitations, LLC,
Broadwing Financial Services, Inc. and The BankleWv York as Trustee relating to Level 3 Financiimg,'s Floating Rate Seni
Notes Due 2011 (Exhibit 4.2 to the Registrant'srénirReport on Form-K dated March 2, 2007

Amended and Restated Supplemental Indenture, datefiMarch 13, 2007, among Level 3 Financing, Ibevel 3
Communications, Inc., Level 3 Communications, L@ & he Bank of New York as Trustee, supplementigihdenture dated
as of March 14, 2006, among Level 3 Financing,, Inevel 3 Communications, Inc. and The Bank of Néwk as Trustee, the
supplemental Indenture dated as of October 12,,2006ng Level 3 Financing, Inc., Level 3 Commurnara, LLC and The Bar
of New York as Trustee, and the supplemental Inderdated as of October 12, 2006, among Level 8rf€img, Inc., Level 3
Communications, Inc., Level 3 Communications, L@ & he Bank of New York as Trustee, relating toéled/Financing, Inc.'s
Floating Rate Senior Notes Due 2011 (Exhibit 4.th®Registrant's Current Report on Foi-K dated March 16, 2007

Amended and Restated Supplemental Indenture, datefiMarch 13, 2007, among Level 3 Financing,, lbevel 3
Communications, Inc., Broadwing Financial Servides, and The Bank of New York as Trustee, supplging the Indenture
dated as of March 14, 2006, among Level 3 Finandimg, Level 3 Communications, Inc. and The Bahklew York as Trustee,
the supplemental Indenture dated as of Octobe2d®;, among Level 3 Financing, Inc., Level 3 Comications, LLC and The
Bank of New York as Trustee, and the supplementighture dated as of January 4, 2007, among Leveladcing, Inc., Level 3
Communications, Inc., Level 3 Communications, LIBBpadwing Financial Services, Inc. and The BankleWw York as Trustee,
relating to Level 3 Financing, Inc.'s Floating R&&nior Notes Due 2011 (Exhibit 4.2 to the RegidtssCurrent Report on

Form &K dated March 16, 2007

Amended and Restated Supplemental Indenture, datefiMarch 13, 2007, among Level 3 Financing, Inevel 3
Communications, Inc., Level 3 Communications, L@ & he Bank of New York as Trustee, supplementigihdenture dated
as of March 14, 2006, among Level 3 Financing, Ibevel 3 Communications, Inc. and The Bank of Nk as Trustee, the
supplemental Indenture dated as of October 12,,28006ng Level 3 Financing, Inc., Level 3 Communara, LLC and The Bar
of New York as Trustee, and the supplemental Inderdated as of October 12, 2006, among Level 8rfgimg, Inc., Level 3
Communications, Inc., Level 3 Communications, L@ & he Bank of New York as Trustee, relating toéled/Financing, Inc.'s
12.25% Senior Notes Due 2013 (Exhibit 4.3 to thgifeant's Current Report on Forr-K dated March 16, 2007
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Amended and Restated Supplemental Indentured datef March 13, 2007, among Level 3 Financing,, Ibevel 3
Communications, Inc., Broadwing Financial Servides, and The Bank of New York as Trustee, supplging the Indenture
dated as of March 14, 2006, among Level 3 Finandirg, Level 3 Communications, Inc. and The Bahkew York as Trustee,
and the supplemental Indenture dated as of Jadu&@07, among Level 3 Financing, Inc., Level 3 @mmications, Inc., Level 3
Communications, LLC, Broadwing Financial Servides, and The Bank of New York as Trustee, relatmgevel 3

Financing, Inc.'s 12.25% Senior Notes Due 2013 {lii#h.4 to the Registrant's Current Report on F8i dated March 16,
2007).

Amended and Restated Supplemental Indenture, datefiMarch 13, 2007, among Level 3 Financing, Ibevel 3
Communications, Inc., Level 3 Communications, L@ & he Bank of New York as Trustee, supplementigihdenture dated
as of October 1, 2003, among Level 3 Financing, lnevel 3 Communications, Inc. and The Bank of Néwvk as Trustee, the
supplemental Indenture dated as of October 20, 26f#hg Level 3 Financing, Inc., Level 3 Communmasi, LLC and The Bank
of New York as Trustee, and the supplemental Inderdated December 1, 2004, among Level 3 Finanticg Level 3
Communications, Inc., Level 3 Communications, L&u@ The Bank of New York as Trustee, relating tedl& Financing, Inc.'s
10.75% Senior Notes Due 2011 (Exhibit 4.5 to thgifeant's Current Report on Forr-K dated March 16, 2007

Amended and Restated Supplemental Indenture, datefiMarch 13, 2007, among Level 3 Financing,, lbevel 3
Communications, Inc., Broadwing Financial Servides, and The Bank of New York as Trustee, supplging the Indenture
dated as of October 30, 2006, among Level 3 Fimgndnc., Level 3 Communications, Inc. and The Bahklew York as Truste
the supplemental Indenture dated as of Januar§@¥,2mong Level 3 Financing, Inc., Level 3 Comroations, Inc. and The
Bank of New York as Trustee, and the supplementighture dated as of January 4, 2007, among Levelaédcing, Inc., Level 3
Communications, Inc. and The Bank of New York assiee, relating to Level 3 Financing, Inc.'s 9.25é&fior Notes Due 2014
(Exhibit 4.6 to the Registrant's Current Reporfanm ¢-K dated March 16, 2007

Supplemental Indenture, dated as of March 13, 28@itng Level 3 Communications, Inc. and The BanKe#f York as Trustee,
supplementing the Indenture dated as of JanuarQ®;, among Level 3 Communications, Inc. and TaekBof New York as
Trustee, relating to Level 3 Communications, Int1s5% Senior Notes Due 2010 (Exhibit 4.7 to thgiReant's Current Report
on Form K dated March 16, 2007

Supplemental Indenture, dated as of April 9, 2@BAong Level 3 Communications, LLC, Level 3 Commatians, Inc., Level 3
Financing, Inc. and The Bank of New York as Trussegplementing the Indenture dated October 306 28®ong Level 3
Financing, Inc., Level 3 Communications, Inc. aret Bank of New York as Trustee, relating to Levé&li@ancing, Inc.'s 9.25%
Senior Notes Due 2014 (Exhibit 4.1 to the Regidtsa@urrent Report on Forn-K dated April 11, 2007]

Supplemental Indenture, dated as of April 9, 2@0@ong Level 3 Financing, Inc., Level 3 Communicagidnc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated Octobe2®1H, among

Level 3 Financing, Inc., Level 3 Communicationg;.land The Bank of New York as Trustee, relatingaweel 3 Financing, Inc.'s
9.25% Senior Notes Due 2014 (Exhibit 4.2 to theiRegnt's Current Report on Forr-K dated April 11, 2007,
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Supplemental Indenture, dated as of January@¥,20mong Broadwing Financial Services, Inc., L&/€ommunications, Inc.,
Level 3 Financing, Inc. and The Bank of New YorKTasstee, supplementing the Indenture dated Octd®e2006 among Level
Financing, Inc., Level 3 Communications, Inc. ariet Bank of New York as Trustee, relating to Levé&liBancing, Inc.'s 9.25%
Senior Notes Due 2014 (Exhibit 4.2 to the Regidtsa@urrent Report on Forrm-4/A dated May 14, 2007

Supplemental Indenture, dated as of May 29, 20@iong Level 3 Communications, LLC, Level 3 Commuti@as, Inc., Level 3
Financing, Inc. and The Bank of New York as Trusgegplementing the Indenture dated February 1@7 20nong Level 3
Financing, Inc., Level 3 Communications, Inc. ariet Bank of New York as Trustee, relating to Levé&liBancing, Inc.'s 8.75%
Senior Notes Due 2017 (Exhibit 4.1 to the Regigtsa@urrent Report on Forn-K dated May 31, 2007

Supplemental Indenture, dated as of May 29, 20@i6ng Level 3 Financing, Inc., Level 3 Communicasioimc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated Februargb¥ among

Level 3 Financing, Inc., Level 3 Communicationg;.land The Bank of New York as Trustee, relatingegweel 3 Financing, Inc.'s
8.75% Senior Notes Due 2017 (Exhibit 4.2 to thei&eant's Current Report on Forr-K dated May 31, 2007

Supplemental Indenture, dated as of May 29, 20@iong Level 3 Communications, LLC, Level 3 Commuti@as, Inc., Level 3
Financing, Inc. and The Bank of New York as Trusgegplementing the Indenture dated February 1@7 20nong Level 3
Financing, Inc., Level 3 Communications, Inc. afet Bank of New York as Trustee, relating to LeveéiiBancing, Inc.'s Floating
Rate Senior Notes Due 2015 (Exhibit 4.3 to the Regit's Current Report on Fort-K dated May 31, 2007

Supplemental Indenture, dated as of May 29, 20@i6ng Level 3 Financing, Inc., Level 3 Communicasioimc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated FebruarB¥ among

Level 3 Financing, Inc., Level 3 Communicationg;.land The Bank of New York as Trustee, relatingegweel 3 Financing, Inc.'s
Floating Rate Senior Notes Due 2015 (Exhibit 4.theoRegistrant's Current Report on For-K dated May 31, 2007

Indenture, dated as of December 24, 2008, amongl|l3€ommunications, Inc. and The Bank of New Ylgiidlon as Trustee,
relating to Senior Debt Securities (Exhibit 4.1he Registrant's Current Report on For-K dated December 24, 200!

First Supplemental Indenture, dated as of Dece@be2008, among Level 3 Communications, Inc. anel Bank of New York
Mellon as Trustee, relating to Level 3 Communiagagidnc.'s 15% Convertible Senior Notes due 20Xkt 4.2 to the
Registrant's Current Report on For-K dated December 24, 200!

Separation Agreement, dated December 8, 1997, dam@ong Peter Kiewit Sons', Inc., Kiewit Diversifi&roup Inc., PKS
Holdings, Inc. and Kiewit Construction Group InExfibit 10.1 to the Registrant's Form-K for 1997).

Amendment No. 1 to Separation Agreement, dated M&8; 1997, by and among Peter Kiewit Sons’, Kiewit Diversified
Group Inc., PKS Holdings, Inc. and Kiewit ConstiantGroup Inc. (Exhibit 10.1 to the Registrant'srRd.(-K for 1997).

Form of Aircraft Time-Share Agreement (Exhibit 1@o7the Registrant's Annual Report on Form 10-Ktlf@r year ended
December 31, 2001
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Securities Purchase Agreement, dated as of Fght8a 2005, among Level 3 Communications, Inc. @uedinvestors named
therein (Exhibit 10.1 to the Registrant's CurreapBt on Form -K filed February 22, 2005

1995 Stock Plan of Level 3 Communications, Inc.Hiit 10.1 to the Registrant's Current Report om#8-K dated
December 20, 2007

Outperform Stock Option Amended and Restated Masterrd Agreement of Level 3 Communications, Incxt{ibit 10.2 to the
Registrant's Current Report on For-K dated December 20, 200’

Form of OSO Master Award Agreement of Level 3 Cominations, Inc. (Exhibit 10.3 to the Registrantlg@nt Report on
Form ¢-K dated December 20, 200°

Form of Amended Master Deferred Issuance Stock érgent of Level 3 Communications, Inc. (Exhibit 1fb4he Registrant's
Current Report on Forr-K dated December 20, 200

Form of Amended and Restated Deferred Issuancék 3igeement (Exhibit 10 to the Registrant's QuéytBeport on Form 1@
for the three months ended Mai31, 2008 dated May 12, 200:

Purchase Agreement by and among Level 3 CommuaitatLLC, PT Holding Company LLC, Progress Telecamivations
Corporation, EPIK Communications Incorporated, EaiProgress Corporation, Odyssey Telecorp, Ind.Lavel 3
Communications, Inc. dated as of January 25, 2B88ibit 10.1 to the Registrant's Current Reporfonm 8-K dated January 30,
2006).

Form of Registration Rights and Transfer Restric#greement by and among Level 3 Communicatiorts, PIT Holding
Company LLC, Progress Telecommunications Corpanataronet, Inc., and EPIK Communications Incorfeatdo be entered
into on the closing of the transaction contempldtedhe Purchase Agreement 2006 (Exhibit 10.2 ¢éoRBbgistrant's Current
Report on Form -K dated January 30, 200t

Agreement and Plan of Merger by and among Leveb@@unications, Inc., Eldorado Acquisition Threed.and TelCove, Inc.
dated as of April 30, 2006. (Exhibit 10.1 to thegRé&ant's Current Report on Forr-K dated April 19, 2006)

Registration Rights and Transfer Restriction Agreetdated May 31, 2006, by and among Level 3 Conications, Inc., MCC(
ICG Holdings LLC, Columbia Capital Equity PartnéigQP), L.P., Columbia Capital Partners Il (Cagn), L.P., Columbia
Capital Equity Partners Il (Al), L.P., Columbia gital Investors Ill, L.L.C., Columbia Capital Empiees Investors Ill, L.L.C.,
M/C Venture Partners V, L.P., M/C Venture Investdr.L.C., Chestnut Venture Partners, L.P., and Beaestments, LLLP.
(Exhibit 10.1 to the Registrant's Current Reportomm ¢-K dated June 1, 200¢

Stock Purchase Agreement, dated July 20, 2006, gievel 3 Communications, Inc., Technology Specirimo. and Insight
Enterprises, Inc. (Exhibit 10.1 to the Registra@isrent Report on Forn-K dated July 26, 2006

Registration Rights Agreement, dated as of Augug0R6, between Level 3 Communications, Inc. andsilre Holding Corp., ¢
agent for the security holders of Looking Glassvideks Holding Co., Inc. (Exhibit 10.1 to the Regist's Current Report on
Form &K dated August 3, 2006
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Agreement and Plan of Merger among Level 3 Coniaations, Inc., Level 3 Services, LLC, Level 3 Qaldo, Inc. and
Broadwing Corporation, dated as of October 16, 2@ibit 10.1 to the Registrant's Current Reporform 8-K dated
October 17, 2006

Agreement and Plan of Merger, dated as of Octobe2006, as Amended by the First Amendment to Agesg and Plan of
Merger Dated as of November 21, 2006, among Le&®@munications, Inc., Level 3 Services, LLC, LeS&lolorado, LLC
(n/k/a Level 3 Colorado, Inc.) and Broadwing Cogian (attached as Annex A to the proxy statemesgfpectus included in the
registrant's Registration Statement on Form S-8{B3462) (Incorporated by reference to Exhibittd.ithe Registrant's
Registration Statement on Form S-4 (333-13846ERhipit 10.1 to the Registrant's Current ReporfFonm 8-K/A dated
November 27, 2006

Exchange Agreement, dated as of January 11, 2@@h@Level 3 Communications, Inc., Southeasterrelglanagement, Inc.,
on behalf of its investment advisory clients, ardjy Mason Opportunity Trust, a series of Legg Mdseastment Trust, Inc.
(Exhibit 10.1 to the Registrant's Current Reportomm ¢-K dated January 17, 200°

Credit Agreement, dated as of March 13, 2007, ant@vgl 3 Communications, Inc., Level 3 Financing;.land Merrill Lynch
Capital Corporation (Exhibit 10.1 to the Registlm@urrent Report on Forn-K dated March 16, 2007

Guarantee Agreement, dated as of March 13, 200@n@rmevel 3 Communications, Inc., the Subsidiaoieksevel 3
Communications, Inc. and Merrill Lynch Capital Coration (Exhibit 10.2 to the Registrant's CurreepBrt on Form 8-K dated
March 16, 2007)

Collateral Agreement, dated as of March 13, 206%r&y Level 3 Communications, Inc., Level 3 Finagcimc., the Subsidiaries
of Level 3 Communications, Inc. and Merrill Lynclag@ital Corporation (Exhibit 10.3 to the Registrau@urrent Report on
Form &K dated March 16, 2007

Indemnity, Subrogation and Contribution Agreemeated as of March 13, 2007, among Level 3 Commtipits, Inc., Level 3
Financing, Inc., the Subsidiaries of Level 3 Cominations, Inc. and Merrill Lynch Capital Corpoati (Exhibit 10.4 to the
Registrant's Current Report on For-K dated March 16, 2007

Omnibus Offering Proceeds Note Subordination Agridated as of March 13, 2007, among Level 3 Conications, Inc.,
Level 3 Financing, Inc., Level 3 Communications,Q,lthe Subsidiaries (Exhibit 10.5 to the Registsa@urrent Report on
Form &K dated March 16, 2007

Supplement No. 1 to Omnibus Offering Proceeds Sotieordination Agreement, dated as of March 13, 2a861ng Level 3
Communications, Inc., Level 3 Communications, LL@yel 3 Financing, Inc., the Subsidiaries (Exhilf}it6 to the Registrant's
Current Report on Forr-K dated March 16, 2007

Amended and Restated Loan Proceeds Note, datechM&r@2007, issued by Level 3 Communications, LaCeavel 3
Financing, Inc. (Exhibit 10.7 to the Registrantig@nt Report on Form-K dated March 16, 2007

Amended and Restated Loan Proceeds Note Collatgraement, dated March 13, 2007, among Level 3rfimg, Inc., Level 3
Communications, LLC and Merrill Lynch Capital Corption (Exhibit 10.8 to the Registrant's CurrenpB® on Form 8-K dated
March 16, 2007)
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Amended and Restated Loan Proceeds Note Guaragteement, dated March 13, 2007, among Broadwingri€ial
Services, Inc., and Level 3 Financing, Inc. (Exhiifl.9 to the Registrant's Current Report on Fo-K dated March 16, 2007

Standstill Agreement, dated November 19, 2007 rad/letween Level 3 Communications, Inc. and Sostieea Asset
Management, Inc. (Exhibit 10.1 to the Registra@tisrent Report on Forr-K dated November 19, 200"

Separation Agreement and General Release, datethM@r 2008, among Kevin J. O'Hara and Level 3 Canications, LLC
(Exhibit 10.1 to the Registrant's Current Reportonm ¢-K dated March 20, 2008

Consulting Agreement, dated March 20, 2008, amaagel 3 Communications, LLC and Kevin J. O'Hara (BikH.0.2 to the
Registrant's Current Report on For-K dated March 20, 2008

Securities Purchase Agreement, dated NovemberOUOB, 2among Level 3 Communications, Inc. and thedtars named therein
(Exhibit 10.1 to the Registrant's Current Reporfonm ¢-K dated November 18, 200¢

Amendment No. 1 to Securities Purchase AgreemateddDecember 16, 2008, among Level 3 Communicgtioc. and the
Investors named therein (Exhibit 10.1 to the Regigts Current Report on Forr-K dated December 16, 200i

Amendment No. 2 to Securities Purchase AgreemateddDecember 24, 2008, among Level 3 Communicgtioc. and the
Investors named therein (Exhibit 10.1 to the Regigts Current Report on Forr-K dated December 24, 200i

Separation Agreement and General Release, datezhibec 31, 2008, among John Neil Hobbs and Level 3
Communications, LLC

Consulting Agreement, dated December 31, 2008, grhexel 3 Communications, LLC and Hobbs Managemedng.
Statements re computation of rati

List of subsidiaries of the Compar

Consent of KPMG LLP

Rule 13i-14(a)/15¢-14(a) Certification of the Chief Executive Offic:

Rule 13i-14(a)/15+-14(a) Certification of the Chief Financial Offict

Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtioB8e906 of the Sarbanes-
Oxley Act of 2002

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtioBe906 of the Sarbanes-
Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of SectioorlB5(d) of the Securities Exchange Act of 1934, ribgistrant has duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized, this 2% day of February, 2009.

LEVEL 3 COMMUNICATIONS, INC.

By: /sl JAMES Q. CROWE

Name: James Q. Crowe
Title: Chief Executive Office

Pursuant to the requirements of the Seeariixchange Act of 1934, this report has beenesidgrelow by the following persons on behalf
of the registrant and in the capacities and orddtes indicated.

/sl WALTER SCOTT, JR.

Chairman of the Board February 27, 20(
Walter Scott, Jr

/sl JAMES Q. CROWE

Chief Executive Officer and Direct February 27, 20(
James Q. Crow

/s/ SUNIT S. PATEL Executive Vice President and
Chief Financial Officer February 27, 20(
Sunit S. Pate (Principal Financial Officer

/s/ ERIC J. MORTENSEN  Senior Vice President and Contro

February 27, 20(
Eric J. Mortense (Principal Accounting Officer

/sl R. DOUGLAS BRADBURY

Director February 27, 20(
R. Douglas Bradbur
/s/ DOUGLAS C. EBY
Director February 27, 20(
Douglas C. Eb
/s JAMES O. ELLIS, JR.
Director February 27, 20(
James O. Ellis, J
/s RICHARD R. JAROS
Director February 27, 20(

Richard R. Jaro
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/s/ ROBERT E. JULIAN

Robert E. Juliai

/sl CHARLES C. MILLER, llI

Charles C. Miller, Il

/sl MICHAEL J. MAHONEY

Michael J. Mahone

/s/ ARUN NETRAVALI

Arun Netravali

/s/ JOHN T. REED

John T. Reel

/sl MICHAEL B. YANNEY

Michael B. Yanney

/sl ALBERT C. YATES

Albert C. Yates

Director

Executive Vice President,
Vice Chairman and Director

Director

Director

Director

Director

Director
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
Level 3 Communications, Inc.:

We have audited the accompanying consaibtlance sheets of Level 3 Communications, imt.sabsidiaries as of December 31, 2
and 2007, and the related consolidated stateméniseoations, cash flows, changes in stockholdeysity (deficit) and comprehensive loss for
each of the years in the three-year period endegiber 31, 2008. These consolidated financial rstatés are the responsibility of Level 3
Communications, Inc.'s management. Our responyilislito express an opinion on these consoliddteth€ial statements based on our audits.

We conducted our audits in accordance thighstandards of the Public Company Accounting €igat Board (United States). Those
standards require that we plan and perform thet émdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated finanatdtements referred to above present fairly, imallerial respects, the financial position of
Level 3 Communications, Inc. and subsidiaries a@exfember 31, 2008 and 2007, and the results ofaperations and their cash flows for
each of the years in the three-year period endegber 31, 2008, in conformity with U.S. generaltgepted accounting principles.

We also have audited, in accordance wighstandards of the Public Company Accounting Ogbtdoard (United States), Level 3
Communications, Inc.'s internal control over fin@ahceporting as of December 31, 2008, based dar@iestablished imternal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission, and our report datatrdary 27,
2009 expressed an unqualified opinion on the éffecess of Level 3 Communications, Inc.'s intecmaitrol over financial reporting.

/s KPMG LLP

Denver, Colorado
February 27, 2009
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
Level 3 Communications, Inc.:

We have audited Level 3 Communications,'d$rinternal control over financial reporting asaEcember 31, 2008, based on criteria
established itnternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatifrike Treadway Commission.
Level 3 Communications, Inc.'s management is resipnfor maintaining effective internal controlenfinancial reporting and for its
assessment of the effectiveness of internal contret financial reporting, included in the accomyag "Management's Report on Internal
Control Over Financial Reporting”. Our responstpils to express an opinion on Level 3 Communiceinc.'s internal control over financial
reporting based on our audit.

We conducted our audit in accordance wWithdtandards of the Public Company Accounting Qgetr8oard (United States). Those
standards require that we plan and perform thet amidbtain reasonable assurance about whethetiefenternal control over financial
reporting was maintained in all material respe®@tsr audit included obtaining an understanding tdrimal control over financial reporting,
assessing the risk that a material weakness eaististesting and evaluating the design and operafiiectiveness of internal control over
financial reporting based on the assessed riskaQdit also included performing such other procedas we considered necessary in the
circumstances. We believe that our audit providesagonable basis for our opinion.

A company's internal control over finangigborting is a process designed to provide reddersssurance regarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantegenerally accepted accounting princip
A company's internal control over financial repogtincludes those policies and procedures that€ftpin to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@éawith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasaabturance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company's assets that could hawaterial effect on the financial statements.

Because of its inherent limitations, intdroontrol over financial reporting may not preventletect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepracedures may deteriorate.

In our opinion, Level 3 Communications,.Inaintained, in all material respects, effectivieiinal control over financial reporting as of
December 31, 2008, based on criteria establishédémal Control—Integrated Frameworksued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We also have audited, in accordance wighstandards of the Public Company Accounting Ogbtdoard (United States), the
consolidated balance sheets of Level 3 Communitsitimc. and subsidiaries as of December 31, 2868807, and the related consolidated
statements of operations, cash flows, change®akisblders' equity (deficit) and comprehensive fos®ach of the years in the three-year
period ended December 31, 2008, and our reportldabruary 27, 2009 expressed an unqualified opioiothose consolidated financial
statements.

/s KPMG LLP

Denver, Colorado
February 27, 2009
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

For each of the three years ended December 31, 2008

2008 2007 2006
(dollars in millions, except per share data)
Revenue
Communication: $ 422¢ $ 4,19¢ $ 3,311
Coal mining 75 70 67
Total revenue 4,301 4,26¢ 3,37¢

Costs and Expenses (exclusive of depreciation arattezation shown separately belo
Cost of revenue

Communication: 1,74( 1,76¢ 1,46(
Coal mining 69 64 57
Total cost of revenu 1,80¢ 1,83: 1,517
Depreciation and amortizatic 931 947 73C
Selling, general and administrati 1,50¢ 1,72 1,25¢
Restructuring and impairment char 25 12 13
Total costs and expens 4,27( 4,51( 3,51¢
Operating Income (Los! 31 (241) (240
Other Income (Expense
Interest incomt 15 54 64
Interest expens (534) (577) (64¢)
Gain on sale of business groups, 99 — —
Gain (loss) on early extinguishment of debt, 81 (427) (83)
Other, ne 24 55 19
Total other income (expens (315) (895) (64¢€)
Loss from Continuing Operations Before Income Te (284 (1,13¢) (78¢)
Income Tax (Expense) Bene (6) 22 2
Loss from Continuing Operatiol (290) (1,119 (790
Discontinued Operation
Income from discontinued operatic — — 13
Gain on sale of discontinued operatit — — 33
Income from Discontinued Operatio — — 46
Net Loss $ (2900 $ (1119 % (744)
Shares Used to Compute Basic and Diluted Loss RaeSin thousand: 1,564,990 1,517,61¢ 1,003,25!
Earnings (Loss) Per Share (Basic and Dilut
Loss from Continuing Operatiol $ (019 $ (079 $ (0.79
Income from Discontinued Operatio — — .05
Net Loss $ 0.19 % 0.79) % (0.79

See accompanying notes to consolidated financisstents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2008 AND 2007

2008 2007
(dollars in millions,
except per share data)

Assets
Current Assets
Cash and cash equivalel $ 768 $ 714
Marketable securitie — 9
Restricted cash and securit 3 10
Receivables, less allowances for doubtful accooh$#l6 and $20, respective 39C 404
Other 83 88
Total Current Asset 1,244 1,22¢
Property, Plant and Equipment, | 6,15¢ 6,66¢
Restricted Cash and Securit 127 117
Goodwill 1,432 1,421
Other Intangibles, ne 55¢ 68C
Other Assets, n¢ 117 142
Total Asset:s $ 9,63t $10,25¢

Liabilities and Stockholders' Equi
Current Liabilities:

Accounts payabl $ 368 $ 39€
Current portion of lon-term debt 18€ 32
Accrued payroll and employee bene 10t 97
Accrued interes 117 12¢
Current portion of deferred reven 16¢€ 17¢
Other 111 144
Total Current Liabilities 1,052 972
Long-Term Debt, less current portic 6,394 6,83
Deferred Revenue, less current pori 71¢ 763
Other Liabilities 597 617
Total Liabilities 8,762 9,18¢

Commitments and Contingenci

Stockholders' Equity
Preferred stock, $.01 par value, authorized 100@@shares: no shares outstanc — —
Common stock, $.01 par value, authorized 2,25000@0shares: 1,617,615,258 issued and outstand2@0i& and

1,537,862,685 issued and outstanding in z 16 15
Additional paic-in capital 11,254 11,00¢
Accumulated other comprehensive income (i (52) 104
Accumulated defici (10,34) (10,059

Total Stockholders' Equit 87€ 1,07C
Total Liabilities and Stockholders' Equ $ 9,63t $10,25¢

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For each of the three years ended December 31, 2008

Cash Flows from Operating Activitie
Net Loss
Income from discontinued operatic

Loss from continuing operatiol
Adjustments to reconcile loss from continuing opierss to net cash provided by operating activigé
continuing operations
Depreciation and amortizatic
(Gain) loss on debt extinguishments,
Asset retirement obligation adjustmq
Loss on impairment
Gain on sale of property, plant and equipment ahdraasset
Gain on sale of business groups,
Non-cash compensation expense attributable to stockda
Deferred income taxe
Amortization of debt issuance co
Accreted interest on loi-term debt discour
Accrued interest on loi-term debt
Change in working capital items net of amounts aeglu
Receivable:
Other current asse
Payable:
Deferred revenu
Other current liabilitie:
Other, ne

Net Cash Provided by Operating Activities of Couiirg Operation:

Cash Flows from Investing Activitie
Capital expenditure
Proceeds from sale of business groups
Proceeds from sales and maturities of marketaloiergies
Purchases of marketable securi
(Increase) decrease in restricted cash and ses,nite
Advances from discontinued operations,
Acquisitions, net of cash acquir
Proceeds from sale of discontinued operationsphedsh solc
Proceeds from sale of property, plant and equipt
Other

Net Cash Used in Investing Activiti

See accompanying notes to consolidated financigstents.
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2008

2007

2006

(dollars in millions)

$(290) $(1,114) $(744)
— — 6

(46)

2900 (1,119 (790)
931 94z  73C
(81) 427 83
(86) — —
8 1 8
©) (40) (7
(99 — —
78 12z 84
— (23) —
16 15 19
— 22 38
(13) (5) 32
5 21 131
2 18 8
(26) 73 (23
(34) 17 (53
6 (105 (32
1) 6 ™
41z 231 221
(449 (633 (392
124 -
4 33z 28C
— — (99
(5) 12 (21
— — 18
—  (670) (749
— (2 307
3 5 7
2 6 —
$(321) $ (961) $(64%)

(continued
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

For each of the three years ended December 31, 2008

Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance c

Payments on and repurchases of -term debt, including current portion and refinamgctost:

Proceeds from warrants and st-based equity plar
Equity offering
Other

Net Cash Provided by (Used in) Financing Activit

Discontinued Operation
Net cash used in discontinued operating activ
Net cash used in investing activiti

Net Cash Used in Discontinued Operati
Effect of Exchange Rates on Cash and Cash Equi

Net Change in Cash and Cash Equival

Cash and Cash Equivalents at Beginning of Y
Cash and cash equivalents of continuing opera
Cash and cash equivalents of discontinued opek

Cash and Cash Equivalents at End of Y
Cash and cash equivalents of continuing opera

Supplemental Disclosure of Cash Flow Informati
Cash interest pai
Income taxes pai

Noncash Investing and Financing Activiti
Common stock issued for acquisitic
Long-term debt converted to equ
Decrease in deferred revenue related to acquisi

See accompanying notes to consolidated finanassients.

2008

2007 2006

(dollars in millions)

$40C $234¢ $2,25¢
(436 (2,619 (1,110
— — 54z
2 — —
(34) ~ (249  1,68¢
— — (20
— — (239
— — (43)
(4) 6 10
54 ~ (967) 1,22¢
714 1,681 37¢
— — 73
$766 $ 714 $1,68!
$531 $ 54F $ 55¢
4 1 —
$ — $ 692 $ 904
151 87¢ —




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)

For each of the three years ended December 31, 2008

Accumulated
Additional Other

Common Stock .
_— Comprehensive  Accumulated

Paid-in
Shares $ Capital Income (Loss) Deficit Total
(dollars in millions)

Balances at December 31, 2C 817,767,81 $8 $ 7,75¢ $ (51) $ (8,199 $ (47¢)

Adjustment for EITF No. C-6 - = — — 3) ?3)
Adjusted balances at December 31, 2 817,767,81 8 7,75¢ (52) (8,19%) (479)
Common Stock

Acquisitions 216,917,83 2 90z — — 904

Equity offering, net of offering cos 125,000,00 2 541 — — 542

Common stock issued under employee stock and thgrtefis and othi 18,737,45 — 15 — — 15
Stocl-based compensation expel — - 88 — — 88
Net Loss - = — — (749 (749
Other Comprehensive Incor — - — 47 — 47
Balances at December 31, 2( 1,178,423,10 12 9,30¢ 4) (8,939 374
Common Stock

Acquisitions 122,942,01 1 691 — — 692

Common stock issued under employee stock and hgtefis and othi 22,558,51 — 8 — — 8

Debt conversion to equit 213,939,05 2 877 — — 87¢
Stocl-based compensation expel — - 122 — — 122
Net Loss —_ = — — (1,119 (1,119
Other Comprehensive Incor — - — 10¢ — 10¢€
Balances at December 31, 2( 1,537,862,68 15 11,00¢ 104 (10,059 1,07(¢
Common Stock

Common stock issued under employee stock and thgrtefis and othi 32,131,24 — 21 — — 21

Debt conversion to equit 47,621,32 1 15C — — 151
Stocl-based compensation expel —_ = 79 — — 79
Net Loss — - — — (290 (290)
Other Comprehensive Lo —_ = — (155) — (155)
Balances at December 31, 2( 1,617,61525 $16 $ 11,25 $ 51 $ (10,34) $ 87¢

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

For each of the three years ended December 31, 2008

2008

2007 2006

(dollars in millions)

Net Loss

Other Comprehensive Income (Loss) Before Incomees:

$(290) $(1,114) $(744)

Foreign currency translatic (63) 131 48
Unrealized holding gain (loss) on availe-for-sale investmer @) 7 1
Unrealized holding loss on interest rate sw (60) (37) —
Other, ne (25) 7 2
Other Comprehensive Income (Loss), Before Income3 (155) 10¢ 47
Income Tax Related to Items of Other Comprehensigeme (Loss — — —
Other Comprehensive Income (Loss), Net of Incomee$ (155) 10¢ 47

Comprehensive Los

$(445) $(1,006 $(697)

SUPPLEMENTARY STOCKHOLDERS' EQUITY (DEFICIT) INFORM ATION

Unrealized
Net Holding
Foreign Gain (Loss)
Currency on Investmen
Translation
and Interest
Adjustment Rate Swaps  Other Total
(dollars in millions)
Accumulated Other Comprehensive Income (L«
Balance at December 31, 20 $ (19 $ 1) $@31) % (5)
Change 48 1 2 47
Balance at December 31, 20 29 — (33 4
Change 131 (30 7 10¢€
Balance at December 31, 20 16C (30) (26) 104
Change (63) (67) (25 (15%)
Balance at December 31, 20 $ 97 3 97 $(51) $ (5)1)

See accompanying notes to consolidated financisents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) Organization and Summary of Significant Accouning Policies
Description of Busines

The Company is a facilities based provideat is, a provider that owns or leases a suliatgrtion of the plant, property and equipment
necessary to provide its services) of a broad rafgaegrated communications services. The Compesycreated its communications netv
generally by constructing its own assets, but gisough a combination of purchasing and leasingrotompanies and facilities. The
Company's network is an advanced, internationalljitias based communications network. The Compdesigned its network to provide
communications services, which employ and take raighgge of rapidly improving underlying optical, Imet Protocol, computing and storage
technologies.

The Company is also engaged in coal mittingugh its two 50% owned joint-venture surface @sirone each in Montana and Wyoming.
Principles of Consolidation and Basis of Presemta

The consolidated financial statements idelthe accounts of Level 3 Communications, Inc.aubsidiaries (the "Company" or "Level 3")
in which it has control, which are enterprises ggghin the communications and coal mining busiredsi#ty-percent-owned mining joint
ventures are consolidated on a pro rata basisigdificant intercompany accounts and transactitng been eliminated. The accompanying
financial statements have been prepared in accoedaith accounting principles generally acceptethenUnited States.

Level 3 acquired WilTel Communications GupuLC ("WilTel") on December 23, 2005; Progresdetem, LLC ("Progress Telecom")
on March 20, 2006; ICG Communications, Inc. ("IC@n@nunications™) on May 31, 2006; TelCove, Inc. (Tave") on July 24, 2006;
Looking Glass Networks Holding Co., Inc. ("Looki@ass") on August 2, 2006; Broadwing Corporatiddr¢adwing™) on January 3, 2007,
the Content Delivery Network services business (NJBusiness") of SAVVIS, Inc. on January 23, 2007 &ervecast Limited ("Servecast")
on July 11, 2007. As applicable, the Company atspied these companies' operating subsidiaries r@$ults of operations, cash flows and
financial position attributable to these acquisi@re included in the consolidated financial statets from the respective dates of their
acquisition.

On September 7, 2006, Level 3 sold Softv@pectrum, Inc. ("Software Spectrum”), the Compasgftware reseller business, to Insight
Enterprises, Inc. ("Insight Enterprises”). The tessaf operations, financial condition and casiwiidfor the Software Spectrum business have
been classified as discontinued operations in timsaidated financial statements and related rnibtesigh its date of sale.

On June 5, 2008, Level 3 completed the aflis Vyvx advertising distribution business t@rastChannel, Inc. Level 3 has retained
ownership of Vyvx's core broadcast business, inntythe Vyvx Services Broadcast Business' contesttillution capabilities. The financial
results of the Vyvx advertising distribution busseeare included in the Company's consolidated teeefibperations through the date of sale.
See Note 2 for more details regarding the dispmsibf the Vyvx advertising distribution businesgeTdisposal of the Vyvx advertising
distribution business did not meet the criteriaam8tatement of Financial Accounting Standards S No. 144, "Accounting for the
Impairment or Disposal of Long-Lived Assets" ("SFN8. 144") for presentation as discontinued operatisince the business was not
considered an asset group.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)
Foreign Currency Translatio

Generally, local currencies of foreign ddlzsies are the functional currencies for finahoggporting purposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaaggsr Revenue, expenses and cash flows are tethsising average exchange rates prevailing
during the year. Gains or losses resulting frommenay translation are recorded as a componentafnaglated other comprehensive income
(loss) in stockholders' equity (deficit) and in 8tatements of comprehensive loss. A significantigo of the Company's foreign subsidiaries
have either the British Pound or the Euro as tinetfanal currency, both of which experienced sigaift fluctuations against the U.S. dollar
during 2008, 2007 and 2006. As a result, the Compas experienced significant foreign currencystation adjustments that are recognized
as a component of accumulated other comprehensieenie (loss) in stockholders' equity (deficit) amdhe statement of comprehensive los
accordance with SFAS No. 52 "Foreign Currency Tledim". The Company considers its investmentsdridreign subsidiaries to be long-
term in nature.

Reclassification:
Certain immaterial reclassifications haee made to prior years to conform to the currenibg's presentation.
Use of Estimates

The preparation of financial statementsdnformity with accounting principles generally apted in the United States requires
management to make estimates and assumptiondfiettthe reported amounts of assets and liakslidied disclosure of contingent assets and
liabilities at the date of the financial statemeamsl the reported amounts of revenue and expensieg dhe reporting period. The accounting
estimates that require management's most signifaraoh subjective judgments include revenue recagnithe valuation and recognition of
stock-based compensation expense, the valuatimmgflived assets, goodwill and acquired indefiited intangible assets and the valuation
of asset retirement obligations. In addition, tr@1pany has other accounting policies that invostéreates such as the allowance for doubtful
accounts, revenue reserves, the determinatioreaigbful lives of long-lived assets, the recognitib the fair value of assets acquired and
liabilities assumed in business combinations, adsrfor estimated tax and legal liabilities, valoatallowance for deferred tax assets and cost
of revenue disputes for communications servicesu@dlaesults may differ from these estimates umiféerent assumptions or conditions and
such differences could be material.

Communications

Revenue for communications services isgeed on a monthly basis as these services awdpabased on contractual amounts
expected to be collected. Management establish@spiiate revenue reserves at the time serviceeadered based on an analysis of
historical credit activity to address, where sigriht, situations in which collection is not reaably assured as a result of credit risk, potential
billing disputes or other reasons.

Reciprocal compensation revenue is recegivzhen an interconnection agreement is in platie aviother carrier, or if an agreement has
expired, when the parties have agreed to contipeeating under the previous agreement until a mgweanent is negotiated and executed; or
at rates mandated by the FCC. Periodically, the fimy will receive payment for reciprocal compermati
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Organization and Summary of Significant Accouning Policies (Continued)

services in excess of FCC rates and before anragrdes in place. These amounts are included ieratarrent liabilities on the consolidated
balance sheet until a final agreement has beehedsand the necessary regulatory approvals haverbeeived at which time the reciprocal
compensation revenue is recognized. These amouwmesinsignificant to the Company in 2008, 2007 2006.

For certain sale and long-term indefeagiigllet of use or IRU contracts involving privatad, wavelengths and dark fiber services, the
Company may receive up-front payments for servicdse delivered for a period of up to 20 yearghkse situations, the Company defers the
revenue and amortizes it on a straight-line basearnings over the term of the contract.

Termination revenue is recognized whenstaruer discontinues service prior to the end oftcthr@ract period, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination revesa¢so recognized when customers are
required to make termination penalty payments teel 8 to settle contractually committed purchaseants that the customer no longer
expects to meet or when a customer and Level 3ogiaee a contract under which Level 3 is no longi@igated to provide services for
consideration previously received and for whicheraye recognition has been deferred.

The Company is obligated under dark filltld$ and other capacity agreements to maintairettsark in efficient working order and in
accordance with industry standards. Customersldigaded for the term of the agreement to pay lieirtallocable share of the costs for
operating and maintaining the network. The Compaepgnizes this revenue monthly as services angded.

Level 3's customer contracts require thenany to meet certain service level commitmentseifel 3 does not meet the required service
levels, it may be obligated to provide credits,aluin the form of free service, for a short pekriof time. The original services that resulted in
the credits are not included in revenue and, te,d&ve not been material.

Cost of revenue for the communications fess includes leased capacity, right-of-way cestsess charges, satellite transponder lease
costs and other third party costs directly attréile to the network, but excludes depreciationamdrtization and related impairment exper
Prior to the sale of the Vyvx advertising distrilout business, the Company included in communicatamst of revenue package delivery costs
and blank tape media costs associated with thiness.

The Company recognizes the cost of netwerkices as they are incurred in accordance wittractual requirements. The Company
disputes incorrect billings from its suppliers eftwork services. The most prevalent types of depuriclude disputes for circuits that are not
disconnected by its supplier on a timely basisasape bills with incorrect or inadequate informatiDepending on the type and complexity of
the issues involved, it may and often does takers¢quarters to resolve the disputes.

In determining the amount of the cost dinwoek service expenses and related accrued liggsilib reflect in its financial statements, the
Company considers the adequacy of documentatidisobnnect notices, compliance with prevailing cactual requirements for submitting
these disconnect notices and disputes to the prpwitthe network services, and compliance witlnitsrconnection agreements with these
carriers. Judgment is required in estimating thienalte outcome of the dispute resolution processyell as any other amounts that may be
incurred to conclude the negotiations or settle ldigation. Actual results may differ from thesstienates under different assumptions or
conditions and such differences could be material.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)
Coal Mining

The Company sells coal primarily throughdeterm contracts with public utilities. The lorgsin contracts for the delivery of coal
establish the price, volume, and quality requiretmeffithe coal to be delivered. Revenue under thadeother contracts is generally recogn
when coal is shipped to the customer.

USF and Gross Receipts Taxes

Emerging Issues Task Force Issue ("EITEB*P8 "How Taxes Collected from Customers and Reghitb Governmental Authorities
Should Be Presented in the Income Statement (Bh&rbss versus Net Presentation)” ("EITF 06-083yjoles guidance regarding the
accounting and financial statement presentatiocdotain taxes assessed by a governmental authbhgyCompany adopted EITF Issue
No. 0€-03 on January 1, 2007. The scope of EITF No. @tBides any tax assessed by a governmental atytiioat is directly imposed on a
revenue-producing transaction between a sellemasnustomer and may include, but is not limitecstdes, use, value added, Universal Service
Fund ("USF") contributions and some excise taxég Task Force concluded that entities should ptekese taxes in the income statemen
either a gross or a net basis. The Company re¢dé8fiscontributions on a gross basis in its constédlatatements of operations, but records
sales, use, value added and excise taxes billiksldcastomers on a net basis in its consolidataigstents of operations. Communications
revenue and cost of revenue on the consolidatéehstmts of operations includes USF contributiotaliteg $65 million, $63 million and
$19 million for the years ended December 31, 22087 and 2006, respectively.

Advertising Cost

The Company expenses the cost of advegtasnincurred. Advertising expense is included esmaponent of selling, general and
administrative expenses in the accompanying caffesteld statements of operations. Advertising expesse$8 million, $16 million and
$8 million for the years ended December 31, 2008,72and 2006, respectively.

Stock-Based Compensation

Beginning January 1, 2006, the Company tdbghe provisions of SFAS No. 123R, "Share-Basgtient” ("SFAS No. 123R"). The
Company recognizes the estimated fair value ofetltesnpensation costs, net of an estimated foréeitate, over the requisite service period of
the award, which is generally the option vestingiteThe Company estimates forfeiture rates basdtsdistorical experience.

Income Taxe

The Company recognizes deferred tax assetdiabilities for the expected tax consequendésroporary differences between the tax
bases of assets and liabilities and their repatedunts using enacted tax rates in effect for ga the differences are expected to reverse. The
Company records a valuation allowance to reducel¢fierred tax assets to the amount that is moedylthan not to be realized. The Company
recognizes interest and penalty expense assodidfedncertain tax positions as a component of inedax expense in the consolidated
statements of operations.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)
Cash and Cash Equivalents

The Company classifies investments as egsivalents if they are readily convertible to casdd have original maturities of three months
or less at the time of acquisition. Cash and cagsiivalents consist primarily of highly liquid inv@sents in government and government ag
securities and money market funds issued or managédancial institutions in the United States dhgtope and commercial paper depending
on liquidity requirements. As of December 31, 2@@8 2007, the carrying value of cash and cash abgrits approximates fair value due to
short period of time to maturity.

Derivative Financial Instrument

The Company uses derivative financial unsients, primarily interest rate swaps, to hedgtateinterest rate exposures. The Company
has designated its interest rate swap agreemeatsash flow hedge. The change in the fair valub®interest rate swap agreements is
reflected in other comprehensive income (loss)tdube fact that the interest rate swap agreensatdesignated as an effective cash flow
hedge. The Company evaluates the effectivenessedfddge on a quarterly basis. The Company recegaizy ineffective portion of the hec
in the consolidated statements of operations. Téragany does not use derivative financial instrumémt speculative purposes.

The Company also has equity conversiontsigisociated with debt instruments, which aredesignated as hedging instruments, and
were considered derivative instruments as of Deegi8b, 2008. The Company recognizes the gainsssefrom changes in fair values of
these derivative instruments in other income (espgin the statements of operations. Gains anésdssm these derivative instruments were
not material for any period presented.

Allowance for Doubtful Accoun

Trade accounts receivable are recordeaeantoiced amount and can bear interest. The Coymnpstablishes an allowance for doubtful
accounts for accounts receivable amounts that maecollectible. The Company determines the alove for doubtful accounts based or
aging of its accounts receivable balances and alysis of its historical experience of bad debteoffs. The Company reviews its allowance
for doubtful accounts quarterly. Past due balaoees 60 days and over a specified amount are redandividually for collectability.
Accounts receivable balances are written-off agahesallowance for doubtful accounts after all meaf collection have been exhausted and
the potential for recovery is considered remoté ofthe Company's allowance for doubtful accoustates to its communications business.
The Company recognized bad debt expense, net@feges, of approximately $9 million in 2008, $11llion in 2007 and $1 million in 2006.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)
Property, Plant and Equipme

Property, plant and equipment are recoedaxst. Depreciation and amortization for the Canyfs property, plant and equipment are
computed on straight-line and accelerated (foragertoal assets) methods based on the followinfylisees:

Facility and Leasehold Improvemel 10- 40 year
Network Infrastructure (including fiber and congt 12- 25 year
Operating Equipmer 4-7 year
Furniture, Fixtures, Office Equipment and Ot 2-7year

The Company capitalizes costs directly eissed with expansions and improvements of the Gomis communications network,
customer installations, including employee relatests, and generally capitalizes costs associatadhetwork construction and provisioning
of services. The Company amortizes such costsavestimated useful life of three to seven years.

In addition, the Company continues to depdiusiness support systems required for its basirkhe external direct costs of software,
materials and services, and payroll and payrcditesl expenses for employees directly associatédbwiiness support systems projects are
capitalized. Upon the completion of a project, tibtal cost of the business support system is apsattover an estimated useful life of three
years.

Capitalized labor and related costs assettiaith employees and contract labor working gpiteaprojects were approximately
$83 million, $102 million and $72 million for theegrs ended December 31, 2008, 2007 and 2006, teghec

Leasehold improvements are depreciated theeshorter of their estimated useful lives oséeterms that are reasonably assured.

The Company performs periodic internal eexs to determine depreciable lives of its propgatgnt and equipment based on input from
global network services personnel, actual usagdtenghysical condition of the Company's propgstsint and equipment.

Asset Retirement Obligatio

The Company recognizes a liability for leghlligations associated with the retirement ofgdived assets that result from the acquisition,
construction, development and/or the normal opematf a long-lived asset in the period incurreddcordance with SFAS No. 143,
"Accounting for Asset Retirement Obligations" ("SEA0. 143"). The fair value of the obligation is@kapitalized as property, plant and
equipment and then amortized over the estimatedirény useful life of the associated asset. Ineareds the asset retirement obligation
liability due to the passage of time are recognaea@ccretion expense and included within seltiegeral and administrative expenses for the
Communications business and within cost of revdoughe Coal Mining business on the Company's clisesied statements of operations.
Changes in the liability due to revisions to futaesh flows are recognized by increasing or deorgdke liability with the offset adjusting the
carrying amount of the related long-lived assettfiemextent that the downward revisions exceeadng/ing amount of the related long-lived
asset initially recorded when the asset retirernbhiggation liability was established, the Compaagards the remaining adjustment as a
reduction to depreciation expense, to the extehistbrical depreciation of the related long-liveesket, and selling, general and administrative
expense.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)

The Company revised its estimates of thewrts and timing of its original estimate of undisoted cash flows related to certain future
asset retirement obligations in the fourth quasfe2008. As a result, the Company reduced its astetment obligations liability by
$103 million with an offsetting reduction to propemlant and equipment of $21 million, sellingngeal and administrative expenses of
$86 million, depreciation and amortization of $1illion and an increase to goodwill of $15 millicBee Note 5 for more details regarding the
Company's asset retirement obligation activities.

Business Combinatior

All of the Company's business combinatibage been accounted for using the purchase mefraxctounting and, accordingly, are
included in Level 3's results of operations ashefdate of each acquisition. The Company allodapurchase price of its acquisitions to the
tangible assets acquired, liabilities assumed atzhgible assets acquired, including in-processared & development ("IPR&D"), based on
their estimated fair values. The excess purchdse pwrer those fair values is recorded as goodifile excess of those fair values over the
purchase price is recorded as a reduction to livagHlassets.

Goodwill and Acquired Indefinite-Lived Intangiblegets

SFAS No. 142, "Goodwill and Other Intangilissets” ("SFAS No. 142"), prohibits the amorimatf goodwill and purchased intangible
assets with indefinite useful lives. The Compangaws goodwill and purchased intangible assets imlefinite lives for impairment annually
at the end of the fourth quarter and whenever sventhanges in circumstances indicate the carmaifige of an asset may not be recoverable
in accordance with SFAS No. 142. For goodwill, @@mpany performs a two-step impairment test. Infilsé step, the Company compares the
fair value of each reporting unit to its carryinglve. The Company's reporting units are consistéhtthe reportable segments identified in
Note 14. The Company estimates the fair valuesafdporting units based on a combination of quatadket price and income approact
Under the quoted market price approach, the Compatimates the fair value based upon the marketatizption of Level 3 using quoted
market prices, adds an estimated control premiunah tleen assigns that fair market value to the tegpunits. Under the income approach, the
Company calculates the fair value of a reportinig ba@sed on the present value of estimated futasé flows. If the fair value of the reporting
unit exceeds the carrying value of the net assstigiaed to that unit, goodwill is not impaired axadfurther testing is performed. If the carry
value of the net assets assigned to the reportiiiggkceeds the fair value of the reporting umigrt a second step is performed and the implied
fair value of the reporting unit's goodwill is deténed and compared to the carrying value of tip@ming unit's goodwill. If the carrying value
of a reporting unit's goodwill exceeds its implfadt value, then an impairment loss equal to tHfedince is recorded.

SFAS 142 also requires that the fair valiacquired indefinite-lived intangible assets bereated and compared to their carrying value
each year. The Company estimates the fair valtlees®e intangible assets primarily utilizing an imeapproach. The Company recognizes an
impairment loss when the estimated fair value efittdefinite-lived purchased intangible assetess than the carrying value.

The Company conducted its goodwill and &eglindefinitelived intangible assets impairment analyses aetiteof the fourth quarters
2008, 2007 and 2006 and concluded that its goodwdl acquired indefinite-lived intangible assetsen®t impaired in any of those periods.
As a result of the
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sale of the Vyvx advertising distribution busin@sshe second quarter of 2008, the Company alsfopeed an impairment analysis of its
indefinite-lived Vyvx trade name and concluded tin&tre was no impairment as of June 30, 2008.

LongLived Assets Including Finite-Lived Purchased ihtfible Assets

The Company amortizes acquired intangibkets with finite lives using the straight-line hwd over the estimated economic lives of the
assets, ranging from four to twelve years.

The Company evaluates long-lived assetd) ag property, plant and equipment and acquira@ible assets with finite lives, for
impairment whenever events or changes in circuraetimdicate the carrying value of an asset maypeaécoverable in accordance with
SFAS No. 144. The Company assesses the recovgrafithe assets based on the undiscounted futigie ftows the assets are expected to
generate and recognizes an impairment loss whenatetl undiscounted future cash flows expecteddalt from the use of the assets plus net
proceeds expected from disposition of the asdedsyi are less than the carrying value of thetasfean asset is deemed to be impaired, the
amount of the impairment loss represents the exafgb® asset's carrying value compared to itsnedéd fair value.

The Company conducted a long-lived assptiment analysis at the end of the fourth quart&®008 and concluded that its long-lived
assets, including finite-lived acquired intangibksets, were not impaired.

Concentration of Credit Risk

Financial instruments that potentially ®dbjthe Company to concentrations of credit rigkstst principally of cash equivalents, accounts
receivable, restricted cash and securities andatares. The Company maintains its cash equivaleessricted cash and securities and
derivatives with various financial institutions. e financial institutions are primarily locatedtie United States and Europe and the
Company's policy is to limit exposure with any angtitution. As part of its cash and risk managetpeacesses, the Company performs
periodic evaluations of the relative credit stagdif the financial institutions. The Company alss lestablished guidelines relative to financial
instrument credit ratings, diversification and nrétes that seek to maintain safety and liquiditire Company's investment strategy generally
results in lower yields on investments but redubesrisk to principal in the short term prior tefle funds being used in the Company's
business. The Company has not experienced anyiaidtsises on financial instruments held at finahtistitutions. The Company utilizes
interest rate swap contracts to protect againstffleets of interest rate fluctuations. Such castranvolve the risk of non-performance by the
counterparty, which could result in a material loss

The Company provides communications sesvioe wide range of wholesale and enterprise mests, ranging from well capitalized
national carriers to small early stage companigkénUnited States and Europe. Credit risk witlpees to accounts receivable is generally
diversified due to the large number of entities pasing Level 3's customer base and their dispera@oss many different industries and
geographical regions. The Company performs ongoiadit evaluations of its customers' financial dtod and generally requires no collate
from its customers, although letters of credit degosits are required in certain limited circumstsn The Company has from time to time
entered into agreements with value-added resell@tsother channel partners to reach consumer datbeise markets for voice services. The
Company has policies and procedures in place to
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evaluate the financial condition of these reselfgsr to initiating service to the final custom@&he Company maintains an allowance for
doubtful accounts based upon the expected colldityadf accounts receivable. Due to the Compawyeglit evaluation and collection process,
bad debt expenses have not been significant; hawegaeeCompany is not able to predict changesarfittancial stability of its customers. Any
material change in the financial status of any @mne particular group of customers may cause thagaay to adjust its estimate of the
recoverability of receivables and could have a netadverse effect on the Company's results ofatms. At December 31, 2008, one
customer with operations in North America and Eerapcounted for approximately 12% of gross accowusivable. Fair values of accounts
receivable approximate cost due to the short paridine to collection.

A relatively small number of customers agadfor a significant percentage of the Compargi&enue. The Company's top ten customers
accounted for approximately 32%, 34% and 55% ofl&s communications revenue for the years endsze@ber 31, 2008, 2007 and 2006,
respectively. Revenue attributable to AT&T, Incdats subsidiaries, including SBC Communicationsll Bouth Communications and AT&T
Mobility (formerly Cingular Wireless) accounted fapproximately 12%, 15% and 32% of consolidate@mere for the years ended
December 31, 2008, 2007 and 2006, respectivelyeRey attributable to AT&T is included in the comriuations business.

Recently Issued Accounting Pronouncem

In September 2006, the Financial Accoungtandards Board ("FASB") issued SFAS No. 157,r'Falue Measurements” ("SFAS
No. 157"), which defines fair value, establishdsaaework for measuring fair value in generally guted accounting principles, and expa
disclosures about fair value measurements. SFASBlbdoes not require any new fair value measur&nbat provides guidance on how to
measure fair value by providing a fair value hiehgrused to classify the source of the informatitiis statement was effective for financial
assets and liabilities, as well as for non-finahagsets and liabilities that are recognized oeld&ed at fair value on a recurring basis for fisca
years beginning after November 15, 2007 and intgeniods within that fiscal year. FASB Staff Pawiti("FSP") FAS 15-2, "Effective Date
of FASB Statement No. 157" ("FSP 157-2") defersdfiective date of SFAS No. 157 to fiscal yearsibeipg after November 15, 2008, and
interim periods within those fiscal years, for riamancial assets and liabilities that are not rexdpgd or disclosed at fair value on a recurring
basis. SFAS No. 157 did not have a material effadhe Company's consolidated results of operatofisnancial condition in 2008. The
Company does not expect that the adoption of thmir@ng portions of SFAS No. 157 to have a matexidct on the Company's consolidated
results of operations and financial position.

In December 2007, the FASB issued SFASIMG. (Revised 2007), "Business Combinations" ("SM&S 141R"), which replaces SFAS
No. 141, "Business Combinations" ("SFAS No. 148FAS No 141R retains the underlying concepts of SAb. 141 in that an entity
required to recognize the assets acquired anditiebiassumed at their fair value on the acquisitiate. SFAS No. 141R will change the
accounting treatment for certain specific acqusitielated items to require: (1) expensing acdarsitelated costs as incurred; (2) expensing
changes in deferred tax asset valuation allowaaedsncome tax uncertainties after the acquisitiate; (3) valuing noncontrolling interests at
fair value at the acquisition date; (4) generakpensing restructuring costs associated with aniesd business; (5) capitalizing in-process
research; and development assets acquired ande@@uming acquirer shares issued in consideratioa lfuisiness combination at fair value on
the acquisition date opposed to the
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announcement date. SFAS No. 141R also includebstamtial number of new disclosure requirement&\SSRo. 141R is to be applied
prospectively to business combinations for whiaghdbquisition date is on or after January 1, 200@. effect of adopting SFAS No. 141R on
the Company's consolidated results of operatiodgiaancial condition will be largely dependentthie size and nature of business
combinations completed after December 31, 2008.

In December 2007, the FASB issued SFASI80, "Noncontrolling Interests in Consolidated Ficial Statements” ("SFAS No. 160").
SFAS No. 160 requires noncontrolling interestsyjmesly referred to as minority interests, to leated as a separate component of equity, not
as a liability or other item outside of permanemigy and applies to the accounting for nonconinglinterests and transactions with
noncontrolling interest holders in consolidatedfinial statements. SFAS 160 also establishes disgdagequirements that clearly identify and
distinguish between the interests of the parentthadnterests of the noncontrolling owners. Thégesment is effective for the Company
beginning January 1, 2009. The Company does natrily expect the adoption of SFAS No. 160 to haveaterial effect on its consolidated
results of operations and financial condition.

In March 2008, the FASB issued Statementd, "Disclosures about Derivative Instrumentd Hiedging Activities an amendment of
FASB Statement No. 133" ("SFAS No. 161"). SFAS aplies to all derivative instruments and relatedded items accounted for under
SFAS No. 133, "Accounting for Derivative Instrumemaind Hedging Activities” ("SFAS No. 133"). SFAS.N®1 requires entities to provide
greater transparency about how and why an entég derivative instruments, how derivative instruteeamd related hedged items are
accounted for under SFAS No. 133 and its relatetpnetations, and how derivative instruments atated hedged items affect an entity's
financial position, results of operations and cimlvs. This statement is effective for the Compéeginning January 1, 2009. The Company
does not expect the adoption of SFAS No. 161 t@ lkematerial effect on its consolidated resultspErations and financial condition.

On May 9, 2008, the FASB issued FSP APB. 1#Accounting for Convertible Debt Instruments TNy Be Settled in Cash Upon
Conversion (Including Partial Cash Settlement)'SPFAPB 14-1"). FSP APB 14-1 requires issuers argat type of convertible debt to
separately account for the debt and equity compsradrthe convertible debt in a way that refletis issuer's borrowing rate at the date of
issuance for similar debt instruments without tbeversion feature. FSP APB 14-1 applies to cexfthe Company's convertible debt. FSP
APB 14-1 is effective for the Company beginningdamuary 1, 2009 and will be applied retrospectitelgll quarterly and annual periods that
will be presented in the Company's consolidatedrfaial statements. Early adoption of FSP APB 14+iot permitted. The adoption of FSP
APB 14-1 is expected to significantly increase @enpany's non-cash interest expense and reducedrasdiluted earnings (loss) per share.

In November 2008, the FASB ratified EITBUs No. 08-7, "Accounting for Defensive IntangiBlesets," ("EITF 08-7"). EITF 08-7
applies to defensive intangible assets, which eggiged intangible assets that the acquirer doesmtend to actively use but intends to hold to
prevent its competitors from obtaining access &mthAs these assets are separately identifiabld; B8-7 requires an acquiring entity to
account for defensive intangible assets as a sepan# of accounting. Defensive intangible assetst be recognized at fair value in
accordance with SFAS No. 141R and SFAS No. 157FEI8-7 is effective for defensive intangible assetguired in fiscal years beginning on
or after December 15, 2008, and will be adoptetheyCompany in the first quarter of 2009. The eftdadopting EITF 08-7 on the
Company's consolidated results of operations arahfial
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condition will be largely dependent on the size aatlre of business combinations completed afteeBéer 31, 2008.
(2) Vyvx Advertising Distribution Business Disposiion

On June 5, 2008, Level 3 completed the chis Vyvx advertising distribution business t@&FastChannel, Inc. and received gross
proceeds at closing of approximately $129 milliorcash. Net proceeds from the sale approximated 8ition after deducting transaction-
related costs.

Operating results and cash flows from tlyga/advertising distribution business are preseiezbntinuing operations for all periods
presented through the date of sale. The dispogakd¥yvx advertising distribution business did natet the criteria under SFAS No. 144,
"Accounting for the Impairment or Disposal of Lohiyed Assets" ("SFAS No. 144") for presentatiordé&scontinued operations since the
business was not considered an asset group.

Level 3 recognized a gain on the sale ef\tiivx advertising distribution business of $96lioi in 2008. The gain is presented in the
consolidated statements of operations as "Gainaten@& Business Groups."

The carrying amounts of the major classesssets and liabilities included in the sale @fYyvx advertising distribution business were as
follows (in millions):

Other Current Asse! $1
Property, Plant and Equipment, | 3
Other Intangibles, ne 22
Accounts Payabl ﬁ)

§25

Revenue attributable to the Vyvx advergsitistribution business totaled $15 million in 20886 million in 2007 and $35 million in 20(
The financial results, assets and liabilities @& Yyvx advertising distribution business are inéddn the Communications operating segment
through the date of sale.

(3) Loss Per Share

The Company computes basic net loss peedhadividing net loss for the period by the weeghaverage number of shares of common
stock outstanding during the period. Diluted nsslper share is computed by dividing net lossHerperiod by the weighted average numb
shares of common stock outstanding during the dexia including the dilutive effect of common stdbkt would be issued assuming
conversion or exercise of outstanding convertiloles, stock options, stock based compensation aveandl other dilutive securities. No such
items were included in the computation of dilutesisl per share in 2008, 2007 or 2006 because th@&wopnincurred a loss from continuing
operations in each of these periods and the affdotlusion would have been anti-dilutive.

The effect of approximately 489 million,Bfillion and 481 million shares issuable pursuarthe various series of convertible notes
outstanding at December 31, 2008, 2007 and 208peotively, have not been included in the companatif diluted loss per share because
their inclusion would have been anti-dilutive te tomputation. In addition, the effect of the aprately 57 million, 55 million and
54 million stock options, outperform stock optiorestricted stock units and warrants outstandir@estember 31, 2008, 2007 and 2006,
respectively, have not been included in the comjmurtaf diluted loss per share because their inatug/ould have been anti-dilutive to the
computation.

F-20




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(4) Property, Plant and Equipment

The components of the Company's propetant@nd equipment as of December 31, 2008 and 2@0ds follows (in millions):

Accumulated

Book
Cost Depreciation Value

December 31, 200:
Land $ 16 $ — $ 16€
Land Improvement 68 (35 33
Facility and Leasehold Improvemen

Communication: 1,85¢ (682) 1,17

Coal Mining 151 (150 1
Network Infrastructurt 5,56¢ (2,967 3,601
Operating Equipmen

Communication: 3,73¢ (2,615 1,12¢

Coal Mining 72 (65) 7
Furniture, Fixtures and Office Equipme 13¢ (121) 18
Other 24 (22 2
Constructior-in-Progres: 31 — 31

$11,81¢ $ (5,657 $6,15¢

December 31, 2007

Land $ 174 % — $ 174
Land Improvement 60 (32 28
Facility and Leasehold Improvemen

Communication: 1,85¢ (58¢) 1,26

Coal Mining 158 (151 2
Network Infrastructurs 5,591 (2,705 3,88¢
Operating Equipmen

Communication: 31455 (2,267 1,18¢

Coal Mining 72 (64) 8
Furniture, Fixtures and Office Equipme 141 (117) 24
Other 27 (29 3
Constructiorin-Progres: 89 — 89

$11,61¢ $ (4,949 $6,66¢

Land primarily represents owned asseth®@tcbmmunications business, including land improxets) Capitalized business support
systems and network construction costs that havbe®n placed in service have been classified mstieetion-in-progress.

Depreciation expense was $832 million i0&0838 million in 2007 and $652 million in 2006.

In 2006, Level 3 determined that the pertakpected to use its existing fiber and ceregqmipment was longer than the remaining useful
lives as originally estimated. As a result, the @any extended the depreciable lives of its exidfilogr from 7 years to 12 years, its existing
transmission
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equipment from 5 years to 7 years and its exidfthgquipment from 3 years to 4 years. These changestimate were accounted for
prospectively, in accordance with SFAS No. 154, mtticed depreciation expense, loss from continopegations and net loss by
approximately $80 million, or $0.08 per share,tfe year ended December 31, 2006.

(5) Asset Retirement Obligations

The Company's asset retirement obligattamsist of legal requirements to remove certaitsafietwork infrastructure at the expiration of
the underlying right-of-way ("ROW") term, restoiati requirements for leased facilities and reclaomatequirements in the coal mining
business to remediate previously mined properfies.Company recognizes its estimate of the faue/alf its asset retirement obligations in
the period incurred in other long-term liabiliti@$he fair value of the asset retirement obligat®also capitalized as property, plant and
equipment and then amortized over the estimatedirény useful life of the associated asset.

As a result of indicators suggesting thateéstimated cash flows underlying the Company'#/R(3set retirement obligations were too
high, the Company revised its assessment on Deae3itb2008. Network infrastructure relocations aaded that the Company is not being
required to physically remove its underground nekwnfrastructure at rates consistent with the Canys previous estimates. Other internal
and external information corroborated these lowé&zs. As a result, on December 31, 2008, the Coynaised its probability assessment
related to its requirement to physically removeuitslerground network infrastructure at the endhefunderlying ROW terms, which caused a
significant reduction to the related cash flows the Company believes will be required to setdeROW asset retirement obligations. The
Company reduced its asset retirement obligatidsiliig accordingly as of December 31, 2008.

As part of the ROW asset retirement obligathange in estimate, the Company determinedcivéin of its asset retirement obligations
for acquired entities should have been highereaatyuisition date. As a result, the Company irsgdayoodwill by approximately $15 million
as of December 31, 2008.

The Company also determined that its esémaf restoration costs for its leased facilityeasetirement obligations were too high based
on current costs to restore. As a result, on Deeer@b, 2008, the Company reduced its estimatdseofash flows that it believes will be
required to settle its leased facility asset ratigat obligations at the end of the respective léagas, which resulted in a reduction to the
Company's asset retirement obligation liability.

In the fourth quarter of 2008, the Compams awarded a long-term coal contract, which wilead the life of one of the Company's coal
mining operations. As a result of the increasdadstimated life of one of the Company's coal ngriperations, the Company revised the
timing of its cash flows to remediate the mining siausing a reduction in its asset retiremengabitin liability in the fourth quarter of 2008.

As a result of the aforementioned revisionthe estimated amount and timing of cash floarsaset retirement obligations, the Company
reduced its asset retirement obligation liabiliyy3103 million with an offsetting reduction to pemy, plant and equipment of $21 million,
selling, general and administrative expenses ofB&n, depreciation and amortization of $11 ol and an increase to goodwill of
$15 million. The Company reduced property, plart aquipment to the extent
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of the carrying amount of the related long-livedetsnitially recorded when the asset retiremetigabion liability was established. The
remaining amount of the reduction to the assetergient obligation was recorded as a reduction poedgation expense, to the extent of
historical depreciation of the related long-livesdat, and selling, general and administrative esgen

Approximately $71 million and $61 milliori mestricted cash and securities were legally iestt to settle the Company's coal mining

reclamation liabilities at December 31, 2008 an@720espectively, and are recorded in non-currestricted cash and securities on the
consolidated balance sheets.

The following table provides asset retiratr@bligation activity for the years ended Decenmier2008 and 2007 (in millions):

December 31,

2008 2007
Asset retirement obligation at Januar $231 $20z
Liabilities incurred 2 12
Accretion expens 25 21
Liabilities settlec 4 4
Revision in estimated cash flo (203 —
Asset retirement obligation at Decembet 151 $231

(6) Goodwill

The changes in the carrying amount of gdbbdinring the year ended December 31, 2008 afelamvs (in millions):

Communications Coal
Mining
Segment Segmen Total
Balance as of December 31, 2( $ 1,421 $ — $1,421
Goodwill adjustment 12 — 12
Effect of foreign currency rate chan @D — (D)
Balance as of December 31, 2( $ 1,43: $ — $1,43:

The goodwill adjustments primarily relateatsset retirement obligation revisions. The Comparised its estimate of the amount of its
original estimate of undiscounted cash flows reldtecertain ROW asset retirement obligations atdb&ber 31, 2008. As part of the ROW
asset retirement obligation change in estimateCtirapany determined that certain of its assetergint obligations for acquired entities

should have been higher at the acquisition datea result, the Company increased goodwill by apiprately $15 million as of December 31,
2008.
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Identifiable acquisition-related intangilassets as of December 31, 2008 and December @1 vtfre as follows (in millions):

Gross
Carrying  Accumulated

Amount  Amortization Net

December 31, 200:
Finite-Lived Intangible Assets

Customer Contracts and Relationst $ 74 $ (325 $41¢€

Patents and Developed Technolc 141 (52 89

884 (377) 507

Indefinite-Lived Intangible Assets

Vyvx Trade Name 32 — 32

Wireless License 20 — 20

$ 93¢ $ (377) $55¢

December 31, 200
Finite-Lived Intangible Assets

Customer Contracts and Relationst $ 772 $ (248 $524
Patents and Developed Technolc 141 (37) 104
91z (285) 62¢

Indefinite-Lived Intangible Asset:
Vyvx Trade Name 32 — 32
Wireless License 20 — 20

$ 965 $  (28%) $68C

Acquired finite-lived intangible asset atiwation expense was $99 million in 2008, $104 ionillin 2007 and $78 million 2006.

During 2007, the Company changed the estichaseful lives of certain of its customer-relat@dngible assets that were established in
periods prior to 2007, which resulted in a net@age in amortization expense of approximately $Bomifor the year ended December 31,
2007, or less than a $0.01 per basic and dilutatesh

The weighted average useful lives of thenfany's acquired finite-lived intangible assets W#&syears for customer contracts and
relationships and 9.0 years for patents and deedltgchnology.
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As of December 31, 2008, estimated amditimaxpense for the Company's finite-lived acdigairelated intangible assets over the next
five years and thereafter is as follows (in milkdn

2009 $ 93
2010 92
2011 91
2012 69
2013 51
Thereaftel 111

$507

(8) Restructuring and Impairment Charges

Changing economic and business conditisngal as organizational structure optimizatioroef have caused the Company to initiate
various workforce reductions resulting in involugtamployee terminations. The Company has als@ied multiple workforce reductions
resulting from the integration of acquired companRestructuring charges totaled $25 million in&0R1L1 million in 2007 and $5 million in
2006.

During the fourth quarter of 2008, the Camyp initiated a workforce reduction of approximgté00 employees, or 7% of the Company's
total employee base, and incurred a restructutirmgge of $12 million, all of which related to thenemunications business. The workforce
reductions relate to multiple levels within the angzation and across multiple locations within Mo&merica. The terms of the workforce
reduction, including the involuntary terminatiomieéits to be received by affected employees, wenencunicated by the Company in the
fourth quarter of 2008. The Company expects to kemiecthis workforce reduction in the first quartéi2009. As of December 31, 2008, none
of the $12 million of involuntary termination beftefwas paid and are recorded in accrued payrdlleamployee benefits on the consolidated
balance sheets.

All of the activities related to the Companprior restructurings were completed as of Ddmem31, 2008.

Impairment charges classified within restuing and impairment charges on the consolidatagiments of operations totaled zero in
2008, $1 million in 2007 and $8 million in 2006.2006, the Company recognized $4 million of nonkdagpairment charges as a result of the
decision to terminate projects for certain voice/iees and certain information technology projaéntthe Communications business which had
been previously capitalized. These projects hautifi@ble costs which the Company was able to sapdor impairment. The costs incurred
these projects, including capitalized labor, wenpaired as the carrying value of these project&werlonger expected to provide future
benefit to the Company. In addition, the Comparopgaized $4 million of non-cash impairment chargesiarily related to excess land of the
communications business held for sale in Germar006. This charge resulted from the differencevben the recorded carrying value and
the estimated market value of the land. Duringthiie quarter of 2007, the Company reclassifiedekeess land in Germany as property, plant
and equipment due to the fact the land had not belehand was no longer being actively marketec&be.
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The Company also has accrued contract textion costs of $49 million as of December 31, 2008facility lease costs, primarily in
North America, that the Company continues to ingithout economic benefit. Accrued contract termioratcosts are recorded in ott
liabilities (current and non-current) in the condated balance sheets. The Company expects tcdhpapajority of these costs through 2018.
The Company incurred charges of approximately $illtiomin 2008 as the Company ceased using additiéacilities and as a result of
revisions to the estimated cash flows for certatility subleases. The Company did not incur arghstharges in 2007 or 2006. The Company
records charges for contract termination costsiwgelling, general and administrative expenselhénconsolidated statements of operations.

(9) Fair Value

SFAS No. 157 defines fair value as thegtitat would be received from selling an assetdt fo transfer a liability in an orderly
transaction between market participants at the areagent date. When determining the fair value messents for assets and liabilities
required to be recorded at fair value, the Compamsiders the principal or most advantageous mamkehich it would transact and considers
assumptions that market participants would use vgnieimg the asset or liability, such as inhereésit rtransfer restrictions, and risk of
nonperformance.

Fair Value Hierarchy

SFAS No. 157 establishes a fair value hi¢gnathat requires an entity to maximize the useligfervable inputs and minimize the use of
unobservable inputs when measuring fair value nArftial instrument's categorization within the faitue hierarchy is based upon the lowest
level of input that is significant to the fair valmeasurement. SFAS No. 157 establishes threeslef/giputs that may be used to measure fair
value:

Level 1—Quoted prices in active markets for identical &sse liabilities. As of December 31, 2008, the @amy did not have any
Level 1 assets or liabilities that are measurddiavalue on a recurring basis.

Level 2—Observable inputs other than Level 1 prices ssofumted prices for similar assets or liabilitiggpted prices in markets with
insufficient volume or infrequent transactions ¢§lestive markets); or model-derived valuations Iricl all significant inputs are observable or
can be derived principally from or corroborateddigervable market data for substantially the &t of the assets or liabilities. Level 2
liabilities that are measured at fair value onaurgng basis include the Company's interest ratgppsagreements and other derivative contracts

The interest rate swaps are priced usisgodinted cash flow techniques that use observalikeninputs, such as LIBOR-based yield
curves, forward rates, and credit ratings. The eldéd derivative contracts are priced using inphes are observable in the market, such as the
Company's current and historical stock prices,fisk interest rates, credit ratings and otherremttial terms of certain of the Company's
convertible debt.

Level 3—Unobservable inputs to the valuation methodoldgy aire significant to the measurement of fair @alfiassets or liabilities.
The Company does not have any SFAS No. 157 Lewask8ts or liabilities that are measured at faue/an a recurring basis.
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Assets and Liabilities Measured at Fair Value oRecurring Basit

Assets and liabilities measured at faiueadn a recurring basis consisted of the followimes of instruments as of December 31, 200
millions):

Significant Other
Observable
Inputs (Level 2)
Interest Rate Swap Liabilities (included in othen-current liabilities) — $ 97
Embedded Derivative Contracts (included in othar-current liabilities 13

Total Liabilities Measured at Fair Val $ 11C

(20) Financial Instruments
Available for Sale Investmer
The Company did not have any material abéél-for-sale investments as of December 31, 2008.

At December 31, 2007, marketable securitling $9 million consisted of an investmenthe common stock of Infinera Corporation
("Infinera"). The fair value of the Infinera investnt as of December 31, 2007 was $9 million. Feryar ended December 31, 2007, an
unrealized gain of $7 million was recorded on tineestment in Infinera and is included in other cozhgnsive income (loss).

In 2007, the Company sold approximately &ff%s investment in Infinera, received proceefi$4b million and recognized a gain on the
sale of $37 million. In 2008, the Company sold amainder of its investment in Infinera, receivedgeeds of approximately $4 million and
recognized a gain on the sale of $2 million.

The cost of the equity securities usedoimputing the unrealized and realized gains is detexd by specific identification. Fair values .
estimated based on quoted market prices for therities.

The Company recognized gains of $2 milfimm the sale of marketable equity securities iA&0
Restricted Cash and Secuiriti

Restricted cash and securities consistsarify of cash and investments that serve to aaiddize outstanding letters of credit, long-term
debt and certain performance and operating obtigatof the Company, as well as cash and investmesiiscted to fund certain reclamation
liabilities of the Company. Restricted cash andusées are recorded in other assets (current arquwrent) in the consolidated balance sheets
depending on the duration of the restriction aredpgirpose for which the restriction exists.

The cost and fair value of restricted caisti securities totaled $130 million at December2BD8 and $127 million at December 31, 2007.
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Cash Flow Hedges

The Company has floating rate long-termtde®e Note 11). These obligations expose the Coyntmavariability in interest payments due
to changes in interest rates. If interest ratesesse, interest expense increases. Conversetyeiest rates decrease, interest expense also
decreases. On March 13, 2007, Level 3 Financing fhe Company's wholly owned subsidiary, enter¢dl two interest rate swap agreements
to hedge the interest payments on $1 billion nati@mount of floating rate debt. The two interegérswap agreements are with different
counterparties and are for $500 million each. Tardactions were effective beginning April 13, 2@8id mature on January 13, 2014. Under
the terms of the interest rate swap transactitl®sCompany receives interest payments based amgr¢iiree month LIBOR terms and pays
interest at the fixed rate of 4.93% under one grearent and 4.92% under the other. The Companyédsigriated the interest rate swap
agreements as a cash flow hedge on the interestgyay for $1 billion of floating rate debt. The Cuemy evaluates the effectiveness of the
hedge on a quarterly basis. The Company measuesdieéness by offsetting the change in the vaeigdartion of the interest rate swaps with
the changes in interest expense paid due to fltiohgin the LIBORbased interest rate. The Company recognizes affgdtige portion of the
hedge in the consolidated statements of operatidedge ineffectiveness for the Company's cash fledges was not material in any period
presented.

The fair value of the interest rate swapeaments was a liability of $97 million as of Ded®n31, 2008 and a liability of $37 million as
of December 31, 2007. Unrealized losses of $60aniih 2008 and $37 million in 2007 were recordedlre interest rate swap agreements
are included in other comprehensive income (I08%. change in the fair value of the interest ratapsagreements is reflected in other
comprehensive income (loss) due to the fact thatrtterest rate swap agreements are designatededfeative cash flow hedge of $1 billion
notional amount of the Company's floating rate debt
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As of December 31, 2008 and 2007, long-téetnt was as follows (in millions):

(dollars in millions) 2008 2007
Senior Secured Term Loan due 2( $1,400 $1,40(
Senior Notes due 2008 (11.0' — 2C
Senior Euro Notes due 2008 (10.75 — 5
Senior Notes due 2010 (11.5' 13 13
Fair value adjustment on Senior Notes due 2 — (D)
Senior Notes due 2011 (10.75 3 3
Floating Rate Senior Notes due 2011 (9.459% asecEber 31, 200 6 6
Issue discount on Senior Notes due 2 — —
Senior Notes due 2013 (12.25 55C 55C
Issue discount on Senior Notes due 2 2 2
Senior Notes due 2014 (9.25' 1,25C 1,25(C
Issue premium on Senior Notes due 2 9 1C
Floating Rate Senior Notes due 2015 (6.845% asecEber 31, 200 30C 30C
Senior Notes due 2017 (8.75' 70C 70C
Convertible Senior Notes due 2010 (2.87: 192 374
Convertible Senior Notes due 2011 (5.2¢ 33C 34k
Convertible Senior Notes due 2011 (10.( 22¢ 27k
Convertible Senior Notes due 2012 (3.t 32¢€ 33t
Convertible Senior Notes due 2013 (15.( 40C —
Convertible Senior Discount Notes due 2013 (9. 29t 29t
Convertible Subordinated Notes due 2009 (6. 181 362
Convertible Subordinated Notes due 2010 (6. 30¢ 514
Debt discount due to embedded derivative conti (13 —
Commercial Mortgage due 2010 (6.86 69 69
Capital lease 35 41
6,58( 6,86<
Less current portio (18€) (32

$6,39¢ $6,83:

The estimated fair value of the Compargfgierm debt approximated $4.0 billion at DecemberZBD8 and $6.3 billion at December
2007. The fair values of the Company's long-terivt eere estimated using the December 31, 2008 awember 31, 2007 average of the bid
and ask trading quotes. The Commercial Mortgags doetrade. The fair value of this instrumentdsuaned to approximate its carrying value
as of December 31, 2008 and December 31, 20079%h€onvertible Senior Discount Notes due 20131 Convertible Senior Notes due
2011, and the 15% Convertible Senior Notes due 204 3ot traded in an active market. The fair valiihese notes were calculated using a
Black-Scholes valuation model to value the equdstipn of the security and market yields on othevél 3 traded debt of similar
characteristics and discounted cash flows to vidaalebt portion of the security. The 11.5% SeNiotes due 2010, Floating Rate Notes due
2011 and the 10.75% Senior Notes due 2011 arectively traded debt instruments. The estimatedvalue of these debt instruments was
derived using market yields on other Level 3 tradebt of similar characteristics and discountedh dkmsvs.

F-29




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(11) Long-Term Debt (Continued)
2008 Debt Issuances

In December 2008, the Company issued $40@maggregate principal amount of its 15% Cortileée Senior Notes due 2013 and
received gross proceeds of $400 million. Accruedumpaid debt issuance costs are expected to bexapyately $3 million. The proceeds
from this issuance were primarily used to repurehiwough tender offers, a portion of the Compaf¥% Convertible Subordinated Notes due
2009, 6% Convertible Subordinated Notes due 20802a8i75% Convertible Senior Notes due 2010. Sesaildd description of the notes
below.

2008 Debt Repurchases

In September 2008, in various transactitms Company repurchased $39 million aggregateipahamount of its 6% Convertible
Subordinated Notes due 2009 at discounts to timeipgl amount and recognized a net gain on extgigoent of debt of $1 million.
Unamortized debt issuance costs totaled less thamilon and accrued interest paid at the timeeplurchase totaled less than $1 million.

In September 2008, the Company repurch$32dnillion aggregate principal amount of its 6%n@ertible Subordinated Notes due 2010
at a discount to the principal amount and recogh&eet gain on extinguishment of debt of $2 millidnamortized debt issuance costs totaled
less than $1 million and accrued interest paithatime of repurchase totaled $1 million.

In December 2008, in connection with theeigmce of the 15% Convertible Senior Notes due 20&3Company repurchased using
$336 million in cash, through tender offers $460ion aggregate principal amount of various issoks convertible debt securities at
discounts to par and recognized a gain on the guishment of debt of approximately $122 million.€Tdain consisted of a $124 million cash
gain, which was partially offset by $2 million imamortized debt issuance costs. Accrued interédtapahe time of repurchase totaled
$7 million.

The December 2008 debt repurchases codsiftbe following:

. $163 million of 2.875% Convertible Senior Notes @04 0;
. $173 million of 6% Convertible Subordinated Noteg @010; anc

. $124 million of 6% Convertible Subordinated Notes @009.
2008 Debt for Equity Exchanges

On multiple dates in October 2008, the Camypentered into exchange agreements with holderarmus issues of its convertible debt
and issued approximately 48 million shares of L&/ebmmon stock in exchange for approximately $hilBon aggregate principal amount
its convertible debt securities. The shares ofGbmpany's common stock are exempt from registrggiosuant to Section 3(a)(9) under the
Securities Act of 1933, as amended. These tramsectiere considered to be induced conversionscordance with SFAS No. 84 "Induced
Conversions of Convertible Debt—An Amendment of ABBinion No. 26" ("SFAS No. 84") and as a restie Company recorded a noast
loss in the fourth quarter of 2008 on the exchasfghe $108 million aggregate principal amount ofeertible debt securities of approximat
$44 million, consisting of $43 million of debt caergion expense and $1 million of previously captal debt issuance costs. The loss was
recorded in gain (loss) on extinguishment of dalihe consolidated statements of operations.
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The fourth quarter 2008 exchange transasttmnsisted of the following:

. $18 million of 6% Convertible Subordinated Notes @089;
. $47 million of 10% Convertible Senior Notes due 2€

. $19 million of 2.875% Convertible Senior Notes @04.0;

. $15 million of 5.25% Convertible Senior Notes d@d 2; and

. $9 million of 3.5% Convertible Senior Notes due 2C
2008 Debt Repayments

During March 2008, Level 3 Communicatioms, repaid the remaining $20 million of outstargliti% Senior Notes due 2008 and
$6 million (€4 million) of outstanding 10.75% SenBuro Notes due 2008. The Company also made t#gase and commercial mortgage
payments of approximately $6 million in 2008.

2007 Debt for Equity Exchanges

In January 2007, in two separate transastibevel 3 completed the exchange of $605 millioaggregate principal amount of its 10%
Convertible Senior Notes due 2011 for a total of f@illion shares of Level 3's common stock. Thersbaf the Company's common stock are
exempt from registration pursuant to Section 3{a)(@ler the Securities Act of 1933, as amended.Gdrapany recognized a $177 million |
on extinguishment of debt for the exchanges. Iredlid the loss was approximately $1 million of uatized debt issuance costs.

2007 Redemptions and Repurchases

In March 2007, the Company redeemed usiisf) the entire $722 million of outstanding printg@ount of the following debt issuances
and recognized a loss on extinguishment of dehbtitgt $54 million on the redemption transactions.

. Redeemed $488 million of outstanding 12.875% SeXaies due 2010 at a price equal to 102.146% optimeipal amount and
recognized a $12 million loss on extinguishmendelt consisting of a $10 million cash loss and #an in unamortized debt
issuance costs. Accrued interest paid at the tinnedemption totaled less than $1 million.

. Redeemed $96 million of outstanding 11.25% Senimtebl due 2010 at a price equal to 101.875% ofiheipal amount and
recognized a $3 million loss on extinguishment@btdconsisting of a $2 million cash loss and $liomlin unamortized debt
issuance costs. Accrued interest paid at the tinnedemption totaled less than $1 million.

. Redeemed $138 millior€104 million) of outstanding 11.25% Senior Euro Notieie 2010 at a price equa€101.875 pe
€1,000 of principal amount and recognized a $3%ianiloss on extinguishment of debt consisting &38 million cash loss and
$1 million in unamortized debt issuance costs. Aedrinterest paid at the time of redemption totéded than $1 million (less
than €1 million).
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In March 2007, the respective issuers repased using cash, through tender offers, $94lomilf the outstanding principal amounts of
the following debt issuances and recognized adasaxtinguishment of debt totaling $186 million thie repurchase transactions.

. Repurchased $144 million of its outstanding FlaafRate Senior Notes due 2011 at a price equal,@88Iper $1,000 principi
amount of the notes, which included $1,050 asahddr offer consideration and $30 as a consent @alyrand recognized an
$18 million loss on extinguishment of debt consigtof a $12 million cash loss and $6 million in mwatized debt issuance cc
and unamortized discount. Accrued interest patietime of repurchase totaled $8 million.

. Repurchased $59 million of its outstanding 11% &eNiotes due 2008 at a price equal to $1,054.28p@&00 principal amount
of the notes, which included $1,024.28 as the teaffer consideration and $30 as a consent payraedtrecognized a
$3 million loss on extinguishment of debt consigtaf a $3 million cash loss and less than $1 nmiliiounamortized debt
issuance costs. Accrued interest paid at the tinnepurchase totaled $3 million.

. Repurchased $677 million of its outstanding 11.586i& Notes due 2010 at a price equal to $1,118e261,000 principe
amount of the notes, which included $1,085.26 agehder offer consideration and $30 as a consgmhent, and recognized a
$141 million loss on extinguishment of debt consgbf a $78 million cash loss and $63 million imamortized debt issuance
costs and unamortized discount. Accrued interddtgiahe time of repurchase totaled $3 million.

. Repurchased $61 million (€46 million) of its outadéing 10.75% Senior Euro Notes due 2008 at a jpidesl to €1,061.45 per
€1,000 of principal amount of the notes, whichuggld €1,031.45 as the tender offer consideratidrn€&0 as a consent
payment, and recognized a $24 million loss on gxtishment of debt consisting of a $24 million cksds and less than
$1 million in unamortized debt issuance costs. Aedrinterest paid at the time of repurchase totiBerhillion (€2 million).

In connection with the tender offers contgdiein the first quarter of 2007, Level 3 and Le¥dlinancing, Inc. ("Level 3 Financing"), a
wholly owned subsidiary of the Company, obtainedsemts to certain proposed amendments to the téspawentures governing the notes
that are subject to the tender offer transacti@sxidbed above to eliminate substantially all @f tbvenants, amend certain repurchase rights,
certain discharge rights and certain events ofudefend related provisions contained in those ihgies.

On February 23, 2007, Level 3 Financing ptated a consent solicitation with respect to ¢erdaendments to the indenture governing
Level 3 Financing's outstanding 12.25% Senior Ndtes2013 that allowed for the incurrence of detstelll upon a multiple of cash flow
available for fixed charges on a "pro forma" bagisng effect to any acquisition, merger or condation completed prior to February 1, 2007.
Additional debt as permitted under the amendedntute was incurred in March 2007. In connectiorhvifite consent solicitation, the Comp
paid consent fees totaling approximately $2 milkanich were capitalized as additional debt issuanusts and will be amortized over the
remaining life of the related debt issuances utiegeffective interest method.
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2007 Debt Refinancings

In March 2007, Level 3 Financing refinan@sdsenior secured credit agreement and receigefdroceeds of $1.382 billion. The proceeds
from this transaction were used to repay the exgs$i730 million Senior Secured Term Loan due 20id ather debt. The effect of this
transaction was to increase the amount of senacured debt from $730 million to $1.4 billion, reduthe interest rate on that debt from the
London Interbank Offering Rate ("LIBOR") plus 3.008LIBOR plus 2.25% and extend the final matufiym 2011 to 2014. The Company
recognized a $10 million loss on this transacteated to unamortized debt issuance costs. Setededescription of the Senior Secured
Term Loan due 2014 below.

Senior Secured Term Loan due 2014

On March 13, 2007, Level 3, as guaranterdl 3 Financing, as borrower, Merrill Lynch Capffarporation, as administrative agent and
collateral agent, and certain other agents andiodenders entered into a Credit Agreement, puntsioawhich the lenders extended a
$1.4 billion senior secured term loan ("Senior $edurerm Loan due 2014") to Level 3 Financing. Téren loan matures on March 13, 2014
and has an interest rate of LIBOR plus an applecaldrgin of 2.25% per annum and is payable in aadie end of each LIBOR period elected
in arrears, beginning July 13, 2007, provided thahe case of a six month interest period, intéritarest payments are required at the end of
the first three months. The borrower has the optifoglecting one, two, three or six month LIBORt& end of each interest rate period and
may elect different options with respect to diffarportions of the affected borrowing. The intemeté on $1.0 billion of the Senior Secured
Term Loan due 2014 resets quarterly and was 7.08bBscember 31, 2008. The interest rate on theirimg $400 million of the Senior
Secured Term Loan due 2014 currently is reset niyatid was 7.0% as of December 31, 2008. As of Bées 31, 2007, the interest rate on
the entire $1.4 billion of the Senior Secured Téwan due 2014 was 7.49%

Level 3 Financing's obligations under tieisn loan are, subject to certain exceptions, sethy certain assets of the Company and certair
of the Company's material domestic subsidiariesdr@engaged in the telecommunications busindss Cbmpany and these subsidiaries have
also guaranteed the obligations of Level 3 Finagncinder the Senior Secured Term Loan due 2014nBhnie second quarter of 2007, Level 3
Communications, LLC and its material domestic sdilbasies obtained all material governmental auttadiins and consents required in order
for them to pledge certain of their assets andantee the Senior Secured Term Loan due 2014. Térugiee was entered into by Level 3
Communications, LLC and its material domestic sdilasies on June 28, 2007.

The Senior Secured Term Loan due 2014 dedicertain negative covenants which restrict Hil@yaof the Company, Level 3 Financing
and any restricted subsidiary to engage in cesgdiivities. The Senior Secured Term Loan due 204@l @ontains certain events of default. It
does not require the Company or Level 3 Finanaingaintain specific financial ratios or other ficéal metrics.

Level 3 used a portion of the original pedceeds after transaction costs to repay Levéh&@n€ing's $730 million Senior Secured Term
Loan due 2011 under that certain credit agreematieddJune 27, 2006. In addition, Level 3 used tqoof the net proceeds to fund the
purchase of certain of its existing debt securities
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Debt issuance costs of $18 million weretediped and are being amortized to interest expaver the term of the Senior Secured Term
Loan due 2014 using the effective interest metiAada result of amortization, the capitalized debtiance costs have been reduced to
$14 million at December 31, 2008.

11.5% Senior Notes Due 2010

In January 2006, Level 3 Communications, lssued $692 million aggregate principal amodritsol1.5% Senior Notes due 2010. The
fair value of the 11.5% Senior Notes due 2010 vpsaximately $73 million less than the face amafrthe debt. The accretion of the
$73 million discount is being reflected as intemgtense in using the effective interest metho@. Th5% Senior Notes due 2010 were
recorded at their fair value on the transactior @ad accrete to their face value at maturity.

The 11.5% Senior Notes are senior unsealsigations of the Company, ranking equal in righpayment to all other senior unsecured
obligations of the Company. The 11.5% Senior Ndigs 2010 mature on March 1, 2010, and bear intatestate per annum equal to 11.5%.
Interest on the notes is payable on March 1 anteSdyer 1 of each year, beginning on Septemberd§.2lhe Company may redeem some or
all of the 11.5% Senior Notes due 2010 at any thimer after March 1, 2009, at 100% of their primtiamount plus accrued interest.

In March 2007, the Company repurchased $6iflibn of its outstanding 11.5% Senior Notes @40 at a price equal to $1,115.26 per
$1,000 principal amount of the notes, which incii®&,085.26 as the tender offer consideration &@des a consent payment, and recognized
a $141 million loss on extinguishment of debt cetisg of a $78 million cash loss and $63 millioruimamortized debt issuance costs and
unamortized discount. Accrued interest paid atithe of repurchase totaled $3 million. As of Decem®1, 2008, a total of $13 million
aggregate principal amount remains outstanding.

Debt issuance costs of $11 million wergiodlly capitalized and were being amortized teliast expense over the term of the 11.5%
Senior Notes due 2010. As a result of amortizagiot debt repurchases, the capitalized debt issuarste have been reduced to less than
$1 million at December 31, 2008.

10.75% Senior Notes due 2011

In October 2003, Level 3 Financing recei$d86 million of net proceeds from a private plaeaboffering of $500 million aggregate
principal amount of its 10.75% Senior Notes due12(10.75% Senior Notes"). As of December 31, 2@0&tal of $497 million aggregate
principal amount of the 10.75% Senior Notes hadlvedeemed. Interest on the notes accrues at 1(oéb%ear and is payable in arrears on
April 15 and October 15 each year in cash. Thesesrere guaranteed by Level 3 Communications, LhClaevel 3 Communications, Inc.
(See Note 16).

The 10.75% Senior Notes are subject tomgdien at the option of Level 3 Financing, in wholein part, at any time or from time to tin
plus accrued and unpaid interest thereon to the
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redemption date, if redeemed during the twelve mbeginning October 15, of the years indicatedweel

Redemption
Year Price
2008 102.68%0
2009 and thereaftt 100.00(%

On December 27, 2006, Level 3 Financinged into a Supplemental Indenture, which modiffedoriginal indenture dated as of
October 1, 2003 ("10.75% Note Indenture"), amongel 8, as Guarantor, Level 3 Financing, as issared, The Bank of New York, as Trustee,
relating to the 10.75% Notes. Pursuant to the Supehtal Indenture, the 10.75% Note Indenture wanded to eliminate substantially all of
the covenants, certain repurchase rights and nestaints of default and related provisions conthinghe 10.75% Note Indenture.

The 10.75% Senior Notes are senior, ungeooiligations of Level 3 Financing, rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Financing.

Debt issuance costs of $14 million wergiodlly capitalized and are being amortized toriegé expense over the term of the 10.75%
Senior Notes. As a result of amortization and reppases, the capitalized debt issuance costs haverbduced to less than $1 million at
December 31, 2008.

Floating Rate Senior Notes due 2(

On March 14, 2006, Level 3 Communicatidns,, as guarantor and Level 3 Financing, as bogrpentered into an indenture with the
Bank of New York, as trustee, and issued $150 onilaggregate principal amount of floating rate @enotes due 2011 ("Floating Rate Senior
Notes due 2011") in a private offering. After traoson costs, the Company received net proceedsiassd with this offering of $142 milliol

In March 2007, the Company repurchased $iilibn of its outstanding Floating Rate SeniortBodue 2011 at a price equal to $1,080
per $1,000 principal amount of the notes, whicltiuded $1,050 as the tender offer considerationf@tdas a consent payment, and recognized
an $18 million loss on extinguishment of debt cetisg of a $12 million cash loss and $6 millioruimamortized debt issuance costs and
unamortized discount. Accrued interest paid atithe of repurchase totaled $8 million.

The Floating Rate Senior Notes due 201k emual in right of payment with all other seniorsecured obligations of Level 3 Financing
and have an initial interest rate equal to thamsiath London Interbank Offered Rate ("LIBOR"), p875%, which will be reset semi-
annually. Interest on the notes is payable on Ma&chnd September 15 of each year, beginning ote®éer 15, 2006. The interest rate was
9.46% at December 31, 2008. The Floating Rate $&tes due 2011 were priced at 96.782% of pamahdnature on March 15, 2011. The
discount, after the debt repurchase is less thanillibn and is reflected as a reduction in longviedebt and is being amortized as interest
expense over the term of the Floating Rate SenidedNdue 2011 using the effective interest metibdse notes are guaranteed by Level 3
Communications, Inc. and Level 3 CommunicationsCL{ISee Note 16).
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The Floating Rate Senior Notes due 201kabgect to redemption at the option of Level 3dricing in whole or in part, at any time or
from time to time, on or after March 15, 2008 a tedemption prices (expressed as a percentag@oipgal amount) set forth below, plus
accrued and unpaid interest thereon to the redemgtte, if redeemed during the twelve months beginMarch 15, of the years indicated
below:

Year Redemption Price

2008 102.0%
2009 101.0%
2010 100.0%

Debt issuance costs of $3 million were tdized and are being amortized over the term @Rloating Rate Senior Notes due 2011 using
the effective interest method. As a result of aimation and the debt repurchase, the capitalizétlidsuance costs have been reduced to less
than $1 million at December 31, 2008.

12.25% Senior Notes due 2013

On March 14, 2006, Level 3 Communicatidns,, as guarantor and Level 3 Financing, as bogrpentered into an indenture with the
Bank of New York, as trustee, and issued $250 omliggregate principal amount of 12.25% seniorsndtes 2013 ("12.25% Senior Notes due
2013") in a private offering.

On April 6, 2006, the Company issued $30ilan aggregate principal amount of 12.25% Semiotes due 2013 in a private offering.
These notes, together with the $250 million aggreegaincipal amount of 12.25% Senior Notes due 2648ed on March 14, 2006, are treated
under the same indenture as a single series of.nbibe Company received net proceeds of $538 millgsociated with the 12.25% Senior
Notes due 201%

The 12.25% Senior Notes due 2013 are semnisecured obligations of Level 3 Financing, ragkéqual in right of payment with all other
senior unsecured obligations of Level 3 Financiitgese notes are guaranteed by Level 3 Communicatioa. and Level 3
Communications, LLC (See Note 16). The notes watune on March 15, 2013. Interest on the notesuascat 12.25% per year and is payable
on March 15 and September 15 of each year, begjronirSeptember 15, 2006. The $250 million of 12.Z&86ior Notes due 2013 issued on
March 14, 2006 were priced at 96.618% of par. T3@03million of 12.25% Senior Notes due 2013 issoed\pril 6, 2006 were priced at 10Z
of par. The resulting net discount for the two &stes of approximately $2 million is reflected agd@uction in long-term debt and is being
amortized as interest expense over the remainmg ¢éthe 12.25% Senior Notes due 2013 using tfeetfe interest method.

The 12.25% Senior Notes due 2013 are sutgeedemption at the option of Level 3 Finandimgvhole or in part, at any time or from
time to time, on or after March 15, 2010 at theeragdtion prices (expressed as a percentage of paihamount) set forth below, plus accrued
and unpaid
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interest thereon to the redemption date, if redekbduging the twelve months beginning March 15 hef years indicated below:

Year Redemption Price

2010 106.12%
2011 103.06%
2012 100.00(%

The 12.25% Senior Notes due 2013 contaitaicecovenants, which among other things, limiiidnal indebtedness, dividend payme
certain investments and transactions with affiate

Debt issuance costs of approximately $lllianiwere capitalized and are being amortized dhierterm of the 12.25% Senior Notes due
2013. As a result of amortization, the capitalidetht issuance costs have been reduced to $10mmalliDecember 31, 2008.

9.25% Senior Notes Due 2014

On October 30, 2006, Level 3 Communicatidns., as guarantor and Level 3 Financing, Inda@sower, received $588 million of net
proceeds after transaction costs, from a privéeriafy of $600 million aggregate principal amouhits 9.25% Senior Notes due 2014 ("9.25%
Senior Notes Due 2014"). On December 13, 2006, L2 @ommunications, Inc., as guarantor and Levéinancing, Inc. as borrower, recei
$661 million of net proceeds after transaction €@std accrued interest, for a second offering 80%8illion aggregate principal amount of
9.25% Senior Notes due 2014. These notes togeittethe $600 million aggregate principal amoun®®5% Senior Notes due 2014 issue:
October 30, 2006 were issued under the same ingeaid will be treated as a single series of ndtes.Company received total net proceeds
of $1.239 billion (excluding prepaid interest).

The 9.25% Senior Notes due 2014 are semsecured obligations of Level 3 Financing, rankeéqgal in right of payment with all other
senior unsecured obligations of Level 3 Financifigese notes are guaranteed by Level 3 Communicatioa. (See Note 16). The notes will
mature on November 1, 2014. Interest on the 9.26808 Notes Due 2014 accrues at 9.25% interesggmarand is payable semi-annually in
cash on May 1 and November 1 beginning May 1, 208@.$600 million of 9.25% Senior Notes due 2054ésl on October 30, 2006 were
priced at par. The $650 million of 9.25% Senior &ntlue 2014 issued on December 13, 2006 were micHll.75% of par plus accrued
interest from October 30, 2006, representing agcéffe yield of 8.86% to the purchasers of thesgosenotes. The resulting premium of the
two issuances of approximately $11 million is refésl as an increase to loteym debt and is being amortized as a reductiantévest expens
over the remaining term of the 9.25% Senior Notes 2014 using the effective interest method. AB@tember 31, 2008, the premium
remaining was approximately $9 million.

The 9.25% Senior Notes Due 2014 are subjertdemption at the option of Level 3 Financingvhole or in part, at any time or from ti
to time, on or after November 1, 2010 at the redempprices (expressed as a percentage of prinaipalunt) set forth below, plus accrued and
unpaid
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interest thereon to the redemption date, if redeeduging the twelve months beginning November tthefyears indicated below:

Redemption
Year Price
2010 104.62%
2011 102.31%
2012 100.00(%

At any time or from time to time on or prto November 1, 2009, Level 3 Financing may redegno 35% of the original aggregate
principal amount of the 9.25% Senior Notes Due 2814 redemption price equal to 109.25% of thegial amount of those notes so
redeemed, plus accrued and unpaid interest théifemmy) to the redemption date (subject to thétrigf holders of record on the relevant re«
date to receive interest due on the relevant iatgr@yment date), with the net cash proceeds boméd to the capital of Level 3 Financing of
one or more private placements to persons otheraffdiates of Level 3 or underwritten public offegs of common stock of Level 3 resulting,
in each case, in gross proceeds of at least $10i6min the aggregate; provided, however, thdeast 65% of the original aggregate principal
amount of the 9.25% Senior Notes Due 2014 wouldarerautstanding immediately after giving effecstech redemption. Any such
redemption shall be made within 90 days of suchapei placement or public offering upon not les$1tB@ nor more than 60 days' prior notice.

The 9.25% Senior Notes due 2014 contaitaitecovenants, which among other things, limititddal indebtedness, dividend payments,
certain investments and transactions with affifate

Debt issuance costs of approximately $28aniwere capitalized and are being amortized dkierterm of the 9.25% senior Notes Due
2014. As a result of amortization, the capitalidetht issuance costs have been reduced to $18mmalliDecember 31, 2008.

Floating Rate Senior Notes Due 2015 and 8.75% $é&iotes Due 201

On February 14, 2007, Level 3 Financingieed $982 million of net proceeds after transactiosts, from a private offering of
$700 million aggregate principal amount of its 8&5enior Notes due 2017 (the "8.75% Senior Noist)) $300 million aggregate principal
amount of its Floating Rate Senior Notes due 2@1& 2015 Floating Rate Senior Notes"). The 8.75%i& Notes and the 2015 Floating F
Senior Notes are senior unsecured obligations w&lL® Financing, ranking equal in right of paymeiith all other senior unsecured obligati
of Level 3 Financing. Level 3 Communications, land Level 3 Communications, LLC have guaranteedtfi&% Senior Notes and the 2015
Floating Rate Senior Notes (See Note 16). Intemeshe 8.75% Senior Notes accrues at 8.75% intpegstear and is payable semi-annually in
cash on February 15th and August 15th beginninguau@5, 2007. The principal amount of the 8.75%i@exotes will be due on February
2017. Interest on the 2015 Floating Rate Senioedlatcrues at LIBOR plus 3.75% per annum, resetaenually. The interest rate was
6.85% at December 31, 2008. Interest on the 2044tiRy Rate Senior notes is payable semi-annuakiash on February 15th and
August 15th beginning August 15, 2007. The prinkcgraount of the 2015 Floating Rate Senior Notesbvéldue on February 15, 2015.
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At any time prior to February 15, 2012, 8 Financing may redeem all or a part of the & enior Notes upon not less than 30 nor
more than 60 days' prior notice, at a redemptigceprqual to 100% of the principal amount of th&586 Senior Notes so redeemed plus the
8.75% Applicable Premium as of, and accrued anaidnpterest thereon (if any) to, the redemptiotedaubject to the right of holders of
record on the relevant record date to receiveéstaitue on the relevant interest payment date).

With respect to the 8.75% Senor Notes,5% Applicable Premium" means on any redemption,dagegreater of (1) 1.0% of the
principal amount of such 8.75% Senior Notes andh@)excess, if any, of (a) the present value et sedemption date of (i) 104.375% of the
principal amount of such 8.75% Senior Notes pli)s(i required interest payments due on such 8.B&Hior Notes through February 15, 2!
(excluding accrued but unpaid interest to the rgutem date), computed using a discount rate equthle Treasury Rate (as defined in the
indenture governing the 8.75% Senior Notes) asiofi sedemption date plus 50 basis points, oveth@@principal amount of such 8.75%
Senior Notes.

The 8.75% Senior Notes are subject to regdie@m at the option of Level 3 Financing in wholei part, at any time or from time to time,
on or after February 15, 2012 at the redemptiocegr{expressed as a percentage of principal amsetrfprth below, plus accrued and unpaid
interest thereon to the redemption date, if redekduging the twelve months beginning February %he years indicated below:

Year Redemption Price

2012 104.37%
2013 102.91%
2014 101.45%
2015 100.00(%

At any time or from time to time on or prto February 15, 2010, Level 3 Financing may rede to 35% of the original aggregate
principal amount of the 8.75% Senior Notes at @mngation price equal to 108.75% of the principal antof the 8.75% Senior Notes so
redeemed, plus accrued and unpaid interest théifeamy) to the redemption date (subject to thétrigf holders of record on the relevant re«
date to receive interest due on the relevant intgr@yment date), with the net cash proceeds boméxd to the capital of Level 3 Financing of
one or more private placements to persons otheraffdiates of Level 3 or underwritten public ofifiegs of common stock of Level 3 resulting,
in each case, in gross proceeds of at least $10i@min the aggregate; provided, however, thdeast 65% of the original aggregate principal
amount of the 8.75% Senior Notes would remain antihg immediately after giving effect to such neqgi¢ion. Any such redemption shall be
made within 90 days of such private placement @lipwffering upon not less than 30 nor more th@rdéys' prior notice.

At any time prior to February 15, 2009, £E8 Financing may redeem all or a part of the fihgaRate Senior Notes, upon not less tha
nor more than 60 days' prior notice, at a redemggiice equal to 100% of the principal amount & Bloating Rate Senior Notes so redeemed
plus the Applicable Premium as of, and accruedwmhid interest thereon (if any) to, the redemptiate
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(subject to the right of holders of record on takevant record date to receive interest due ometlegant interest payment date).

With respect to the Floating Rate Seniotddp"Applicable Premium" means, on any redempdiate, the greater of (1) 1.0% of the
principal amount of such Floating Rate Senior Neated (2) the excess, if any, of (a) the presentevat such redemption date of (i) the
redemption price of 102% of the principal amounswuth Floating Rate Senior Notes, plus (i) alluieed interest payments due on such
Floating Rate Senior Notes through February 1592@&cluding accrued but unpaid interest to themnggtion date), such interest payments to
be determined in accordance with the indenture g the Floating Rate Senior Notes assumingltlBOR in effect on the date of the
applicable redemption notice would be the appliedBBOR in effect through February 15, 2009, conegutising a discount rate equal to the
Treasury Rate (as defined in the indenture govgrttie Floating Rate Senior Notes) as of such retiemgate plus 50 basis points, over
(b) the principal amount of such Floating Rate Sehiotes.

The Floating Rate Senior Notes are sultgectdemption at the option of Level 3 Financingvimole or in part, at any time or from time to
time, on or after February 15, 2009 at the redepngirices (expressed as a percentage of prinaipaliat) set forth below, plus accrued and
unpaid interest thereon to the redemption datedéemed during the twelve months beginning Feprusy of the years indicated below:

Year Redemption Price

2009 102.(%
2010 101.(%
2011 100.(%

At any time or from time to time on or prio February 15, 2009, Level 3 Financing may redep to 35% of the original aggregate
principal amount of the Floating Rate Senior Natea redemption price equal to 100.0% of the ppalcamount of the Floating Rate Senior
Notes so redeemed, plus a premium equal to theesiteate on the Floating Rate Senior Notes aggkcan the date that notice of t
redemption is given, plus accrued and unpaid isteéhereon (if any) to the redemption date (sutiethe right of holders of record on the
relevant record date to receive interest due omdlevant interest payment date), with the net gasheeds contributed to the capital of Level 3
Financing of one or more private placements toges®ther than affiliates of Level 3 or underwritfublic offerings of common stock of
Level 3 resulting, in each case, in gross proceéds least $100 million in the aggregate; provideolwever, that at least 65% of the original
aggregate principal amount of the Floating Ratd@é¥otes would remain outstanding immediately iadfi®#ing effect to such redemption. A
such redemption shall be made within 90 days dfi suivate placement or public offering upon noslésan 30 nor more than 60 days' prior
notice.

The 8.75% Senior Notes and the 2015 Flgd®ate Senior Notes contain certain covenants,wdmcong other things, limit additional
indebtedness, dividend payments, certain invessramd transactions with affiliates.

F-40




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(11) Long-Term Debt (Continued)

Debt issuance costs of approximately $l6aniwere capitalized and are being amortized dkierterm of the 8.75% Senior Notes due
2017. As a result of amortization, the capitalidetht issuance costs have been reduced to appreyn$ds million at December 31, 2008.

Debt issuance costs of approximately $&ionilwere capitalized and are being amortized dherterm of the Floating Rate Senior Notes
due 2015. As a result of amortization, the capigalidebt issuance costs have been reduced to apptely $5 million at December 31, 2008.

2.875% Convertible Senior Notes due 2010

In July 2003, Level 3 Communications, loompleted the offering of $374 million aggregatagipal amount of its 2.875% Convertible
Senior Notes due 2010 ("2.875% Convertible Senimteh!') in an underwritten public offering pursutmthe Company's shelf registration
statement. Interest on the notes accrues at 2.385%ear and is payable semi-annually in arreacast on January 15 and July 15, beginning
January 15, 2004. The 2.875% Convertible Senioedlate senior, unsecured obligations of Level 3 @amcations, Inc., rankingari passu
with all existing and future senior unsecured d&be 2.875% Convertible Senior Notes contain lichitevenants, which restrict additional
liens on assets of the Company.

On multiple dates in October 2008, the Canypcompleted the exchange of $19 million in aggtregrincipal amount of its 2.875%
Convertible Senior Notes for a total of 7 milliomeses of Level 3's common stock. The shares o€tirapany's common stock issued pursuant
to these exchanges were exempt from registratiosupnt to Section 3(a)(9) under the Securitiesohdi933, as amended. These transactions
were considered to be induced conversions in aaooelwith SFAS No. 84 and as a result, the Compaegrded a non-cash loss in the fourth
quarter of 2008 on the exchange of the 2.875% Quible Senior Notes of $8 million, consisting ofpeipximately $8 million of debt
conversion expense and less than $1 million ofiptesly capitalized debt issuance costs. The lossreeorded in gain (loss) on
extinguishment of debt in the consolidated statamehoperations.

In December 2008, the Company repurchased)$101 million in cash, through tender offers6$ million aggregate principal amouni
its 2.875% Convertible Senior Notes at a price Equ$620 per $1,000 principal amount of the n@led recognized a gain on the
extinguishment of debt of approximately $61 millidie gain consisted of a $62 million cash gainicwlwas partially offset by $1 million in
unamortized debt issuance costs. Accrued inteeegtat the time of repurchase totaled $2 millione Gain was recorded in gain (loss) on
extinguishment of debt in the consolidated statdmehoperations.

The remaining 2.875% Convertible Seniorddaire convertible into shares of the Company'stemmstock at a conversion rate of $7.18
per share, subject to certain adjustments. At emg &nd from time to time, the Company, at its @ptimay redeem for cash all or a portion of
the notes. The Company may exercise this optiop ibtthe current market price for Level 3's comnstack for at least 20 trading days within
any 30 consecutive trading day period exceeds praxeging from 160% of the conversion price on 1Hy2008 decreasing to 150% of the
conversion price on or after July 15, 2009. The @any would also be obligated to pay the holdethefredeemed notes a cash amount equal
to the present value of all remaining scheduleerégt payments.

Debt issuance costs of $13 million wergioally capitalized and are being amortized toregé expense over the term of the 2.875%
Convertible Senior Notes. As a result of amortatiexchanges
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and repurchases the capitalized debt issuance leaatsbeen reduced to approximately $2 million eténber 31, 2008.
5.25% Convertible Senior Notes due 2011

On December 2, 2004, Level 3 Communicatitms completed the offering of $345 million aggage principal amount of its 5.25%
Convertible Senior Notes due 2011 ("5.25% Conviert8enior Notes") in a private offering. Interestthe notes accrues at 5.25% per year anc
is payable semi-annually in arrears in cash on 1%nend December 15, beginning June 15, 2005. T2&&Convertible Senior Notes are
senior, unsecured obligations of Level 3 Commuineoat Inc., rankingari passuwwith all existing and future senior unsecured delitevel 3
Communications, Inc. The 5.25% Convertible Seniotdd contain limited covenants which restrict adddl liens on assets of the Company.

In October 2008, the Company completedettehange of $15 million in aggregate principal antmf its 5.25% Convertible Senior No
for a total of 5 million shares of Level 3's commnsinck. The shares of the Company's common stsdedspursuant to this exchange were
exempt from registration pursuant to Section 3{a)(@er the Securities Act of 1933, as amendeds ffansaction was considered to be an
induced conversion in accordance with SFAS No.r8ftas a result, the Company recorded a non-cashrdbke fourth quarter of 2008 on the
exchange of the 5.25% Convertible Senior Notes3ahfilion, consisting of approximately $3 milliori debt conversion expense and less than
$1 million of previously capitalized debt issuamosts. The loss was recorded in gain (loss) omguishment of debt in the consolidated
statements of operations.

The remaining 5.25% Convertible Senior Natee convertible, at the option of the holders ghares of the Company's common stock at
a conversion rate of $3.98 per share, subjectrtaineadjustments. Upon conversion, the Companihaive the right to deliver cash in lieu of
shares of its common stock, or a combination offi sl shares of common stock. In addition, holdéthe 5.25% Convertible Senior Notes
will have the right to require the Company to refhase the notes upon the occurrence of a chargmirol, as defined, at a price of 100% of
the principal amount plus accrued interest and keméhole premium. As of December 31, 2008, the mvatkele premium privileges on the
5.25% Convertible Senior Notes had lapsed.

On or after December 15, 2008, Level 3tsabption, may redeem for cash all or a portiothef notes. The 5.25% Convertible Senior
Notes are subject to redemption at the option oEL8, in whole or in part, at any time or from &rto time, on not more than 60 nor less t
30 days' notice, on or after December 15, 200& pbocrued and unpaid interest thereon to the retimmgbate, if redeemed during the twelve
months beginning December 15, of the years indich&tow:

Redemption
Year Price
2008 102.25(%
2009 101.50(%
2010 and thereaftt 100.75%

Debt issuance costs of $11 million wergiodlly capitalized and are being amortized toriede expense over the term of the 5.25%
Convertible Senior Notes. As a result of amort@atind exchanges, the remaining unamortized detiice costs were $4 million at
December 31, 2008.
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10% Convertible Senior Notes due 2011

In April 2005, Level 3 Communications, Imeceived $877 million of net proceeds, after givéifect to offering expenses, from an
offering of $880 million aggregate principal amowiits 10% Convertible Senior Notes due 2011 ("10&hvertible Senior Notes") to
institutional investors. Interest on the notes aesrat 10% per year and will be payable semi-ahnaalMay 1 and November 1 beginning on
November 1, 2005. The 10% Convertible Senior Natesunsecured unsubordinated obligations of Lev@@munications, Inc., rankirpari
passuwith all existing and future unsecured unsubordidatebt of Level 3 Communications, Inc. The 10% \@otible Senior Notes contain
limited covenants which restrict additional liemsassets of the Company.

In January 2007, in two separate transasfibevel 3 completed the exchange of $605 mililioaggregate principal amount of its 10%
Convertible Senior Notes due 2011 for a total of rillion shares of Level 3's common stock. Thersbaf the Company's common stock
issued pursuant to these announced exchangesampeftom registration pursuant to Section 3(a)@er the Securities Act of 1933, as
amended. The Company recognized a $177 milliondassxtinguishment of debt for the exchanges. bhetlin the loss was approximately
$1 million of unamortized debt issuance costs.

In October 2008, the Company completedettehange of $47 million in aggregate principal antaf its 10% Convertible Senior Notes
for a total of 22 million shares of Level 3's cormrsiock. The shares of the Company's common ssstied pursuant to this exchange was
exempt from registration pursuant to Section 3{a)(@ler the Securities Act of 1933, as amendeds ffansaction was considered to be an
induced conversion in accordance with SFAS No.r8#las a result, the Company recorded a non-casliridee fourth quarter of 2008 on the
exchange of the 10% Convertible Senior Notes of$ilkon, consisting of approximately $15 milliori debt conversion expense and less than
$1 million of previously capitalized debt issuamwets. The loss was recorded in gain (loss) omguishment of debt in the consolidated
statements of operations.

The remaining 10% Convertible Senior Naesconvertible by holders at any time and fronetbmtime into shares of Level 3 common
stock at a conversion price of $3.60 per shargj¢stibo adjustment in certain events). This is eglaint to a conversion rate of approximately
277.77 shares per $1,000 principal amount of natesddition, holders of the 10% Convertible Semimtes will have the right to require the
Company to repurchase the notes upon the occurtdrecehange in control, as defined, at a pricé0tf% of the principal amount of the notes
plus accrued interest and a make whole premium.

On or after May 1, 2009, Level 3, at itdiop, may redeem for cash all or a portion of tbées. The 10% Convertible Senior Notes are
subject to redemption at the option of Level 3whmle or in part, at any time or from time to tineg, not more than sixty nor less than thirty
days' notice, on or after May 1, 2009, plus accrausd unpaid interest thereon to the redemption, datedeemed during the twelve months
beginning May 1, of the years indicated below:

Redemption
Year Price
2009 103.33(%
2010 and thereaft 101.67%%
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Debt issuance costs of $3 million were ioadly capitalized and are being amortized to iestiexpense over the term of the 10%
Convertible Senior Notes. As a result of amort@atnd exchanges, the capitalized debt issuante ltage been reduced to less than
$1 million at December 31, 2008.

3.5% Convertible Senior Notes due 2012

On June 13, 2006 Level 3 Communications, leceived $326 million of net proceeds, afteirgveffect to offering expenses, from a
public offering of $335 million aggregate princigahount of its 3.5% Convertible Senior Notes du&22(J3.5% Convertible Senior Notes").
The 3.5% Convertible Senior Notes were priced 824 @f the principal amount. The notes are senigeaured obligations of the Company,
ranking equal in right of payment with all the Caanp's existing and future unsubordinated indebteslnEhe 3.5% Convertible Senior Notes
will mature on June 15, 2012. Interest on the nist@ayable semi-annually in arrears on June 15ewkmber 15 of each year, beginning on
December 15, 2006. The 3.5% Convertible Senior Nobtatain limited covenants which restrict addiéibiiens on assets of the Company.

In October 2008, the Company completedettehange of $9 million in aggregate principal antaafrits 3.5% Convertible Senior Notes
for a total of 3 million shares of Level 3's commnsinck. The shares of the Company's common stsdedspursuant to this exchange was
exempt from registration pursuant to Section 3{a)(@er the Securities Act of 1933, as amendeds ffansaction was considered to be an
induced conversion in accordance with SFAS No.r8ftas a result, the Company recorded a non-cashrdbke fourth quarter of 2008 on the
exchange of the 3.5% Convertible Senior Notes ah$fton, consisting of approximately $2 million debt conversion expense and less than
$1 million of previously capitalized debt issuamosts. The loss was recorded in gain (loss) omguishment of debt in the consolidated
statements of operations.

The remaining 3.5% Convertible Senior Natdkbe convertible by holders at any time beftre close of business on June 15, 2012 into
shares of Level 3's common stock at a conversime pf $5.46 per share (subject to adjustment itaceevents). This is equivalent to a
conversion rate of approximately 183.1502 shareoofmon stock per $1,000 principal amount of threstes. Upon conversion, the Company
will have the right to deliver cash in lieu of sbaof its common stock, or a combination of cashsirares of common stock. In addition,
holders of the 3.5% Convertible Senior Notes walvé the right to require the Company to repurchiaseotes upon the occurrence of a ch
in control, as defined, at a price of 100% of thegpal amount of the notes plus accrued inteteshaddition, if a holder elects to convert its
notes in connection with certain changes in contreVel 3 could be required to pay a make wholeniwen by increasing the number of shares
deliverable upon conversion of the notes.

The 3.5% Convertible Senior Notes are suliieredemption at the option of Level 3, in whotdan part, at any time or from time to time,
on not more than 60 nor less than 30 days' natit®r after June 15, 2010, plus accrued and uripegckest thereon (if any) to the redemption
date, if redeemed during the twelve months begopdime 15, of the years indicated below:

Redemptior
Year Price
2010 101.1%
2011 100.59%
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Debt issuance costs of $9 million were ioadly capitalized and are being amortized to iestexpense over the term of the 3.5%
Convertible Senior Notes. As a result of amortatnd the exchange, the capitalized debt issuzosie have been reduced to approximately
$6 million at December 31, 2008.

15% Convertible Senior Notes Due 2013

On December 24, 2008 the Company receivessgoroceeds of $373.8 million and on DecembeBQ8 the Company received gross
proceeds of $26.2 million from the issuance o$460 million 15% Convertible Senior Notes due 2Q01%% Convertible Senior Notes").
Accrued but unpaid debt issuance costs are expetaelapproximately $3 million and are being amerd to interest expense over the term of
the 15% Convertible Senior Notes. The proceeds ftosissuance were primarily used to repurchdseugh tender offers, a portion of the
Company's 6% Convertible Subordinated Notes du®,28% Convertible Subordinated Notes due 2010 a8d526 Convertible Senior Notes
due 2010. The 15% Convertible Senior Notes weieedrat 100% of the principal amount. The 15% CadiblerSenior Notes are unsecured
and unsubordinated obligations and will rank equalth all the Company's existing and future unsedwand unsubordinated indebtedness.
The 15% Convertible Senior Notes will mature onudag 15, 2013. Interest on the notes will accroenfthe date of original issuance at a rate
of 15% per year and will be payable on JanuaryritbJuly 15 of each year, beginning on January @892The 15% Convertible Senior Notes
contain limited covenants which restrict additiolehs on assets of the Company.

The 15% Convertible Senior Notes are caiserby holders into shares of the Company's comstock at an initial conversion price of
$1.80 per share (which is equivalent to a convarsite of 555.5556 shares of common stock per $lpdidcipal amount of the 15%
Convertible Senior Notes), subject to adjustmemtnugertain events, at any time before the clodsieiness on January 15, 2013. If at any
following the date of original issuance of the 18¥%nvertible Senior Notes and prior to the closbudiness on January 15, 2013 the closing
per share sale price of the Company's common sxoieds 222.2% of the conversion price then ircefée at least 20 trading days within ¢
30 consecutive trading day period, the 15% Corblersenior Notes will automatically convert intaasés of Level 3 common stock, plus
accrued and unpaid interest (if any) to, but exicdgdhe automatic conversion date, which date bgldesignated by the Company following
such automatic conversion event.

Holders of the 15% Convertible Senior Notesy require the Company to repurchase all or amiygd their notes upon the occurrence
designated event at a price equal to 100% of timeipal amount of the notes, plus accrued and uhipéérest to, but excluding, the repurchase
date, if any.

In addition, if a holder elects to conviest15% Convertible Senior Notes in connection vedintain changes in control, the Company c
be required to pay a make-whole premium by increptiie number of shares deliverable upon convexsfisnch notes. Any make whole
premium will have the effect of increasing the nembf shares due to holders of the 15% ConverSleleior Notes upon conversion.

9% Convertible Senior Discount Notes due 2013

In October 2003, Level 3 Communications, issued $295 million aggregate principal amoaumbaturity of 9% Convertible Senior
Discount Notes due 2013. Interest on the 9% CoiblerSenior
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Discount Notes accretes at a rate of 9% per annampounded semiannually, to an aggregate prineipaiunt of $295 million by October 15,
2007. Cash interest did not accrue on the 9% CdibleSenior Discount Notes prior to October 15020Commencing October 15, 2007,
interest on the 9% Convertible Senior Discount Natecrues at the rate of 9% per annum and is payalhsh semiannually in arrears.
Accreted interest expense of $20 million for tharyended December 31, 2007 on the 9% Convertibl®EBiscount Notes due 2013 was
added to long-term debt.

The 9% Convertible Senior Discount Notesaonvertible into shares of the Company's comnaeksat a conversion rate of $9.99 per
share, subject to certain adjustments. On or &ftdober 15, 2008, the Company, at its option, neagem for cash all or a portion of the notes.
The Company may exercise this option only if theent market price for at least 20 trading daysimiany 30 consecutive trading day period
exceeds 140% of the conversion price on OctobeP@33. This amount will be decreased to 130% ariddan October 15, 2008 and 2010,
respectively, if the initial holders sell greatean 33.33% of the notes. The Company is also dbli pay the holders of the redeemed nc
cash amount equal to the present value of all neimgischeduled interest payments.

The 9% Convertible Senior Discount Notessrbject to conversion into common stock at th®omf the holder, in whole or in part, at
any time or from time to time at a conversion @t&€00.09 shares per $1,000 of face value of thé ples accrued and unpaid interest thereon
to the conversion date.

These notes are senior unsecured obligatibhevel 3 Communications, Inc., rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Communicatimes, |

6% Convertible Subordinated Notes due 2009

In September 1999, the Company receive® $Tiflion of proceeds, after transaction costspfran offering of $823 million aggregate
principal amount of its 6% Convertible Subordinaidamtes Due 2009 ("Subordinated Notes 2009"). Theo8linated Notes 2009 are unsect
and subordinated to all existing and future seimdebtedness of the Company. Interest on the Sutaiedi Notes 2009 accrues at 6% per year
and is payable each year in cash on March 15 apt&®éer 15. The principal amount of the Subordioh&tetes 2009 will be due on
September 15, 2009.

In September 2008, in various transactitms Company repurchased $39 million aggregateipahamount of its Subordinated
Notes 2009 at discounts to the principal amountrandgnized a net gain on extinguishment of dellamillion. Unamortized debt issuar
costs totaled less than $1 million and accruedeastepaid at the time of repurchase totaled lems $#1 million.

In October 2008, the Company completedettehange of $18 million in aggregate principal antmf its Subordinated Notes 2009 for a
total of 10 million shares of Level 3's common &tothe shares of the Company's common stock issuesiant to these exchanges were
exempt from registration pursuant to Section 3ja)(8ler the Securities Act of 1933, as amendeds& bransactions were considered to be
induced conversions in accordance with SFAS Nar8#as a result, the Company recorded a non-casliridhe fourth quarter of 2008 on the
exchange of the Subordinated Notes 2009 of $14amjltonsisting of approximately $14 million of delmnversion expense and less than
$1 million of previously capitalized debt issuamosts. The loss was recorded in gain (loss) omguishment of debt in the consolidated
statements of operations.
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In December 2008, the Company repurchased)$114 million in cash, through tender offers24 million aggregate principal amouni
Subordinated Notes 2009 at a price equal to $9281H600 principal amount of the notes and recaghiz gain on the extinguishment of debt
of approximately $9 million. The gain consistedad$10 million cash gain, which was partially offegt$1 million in unamortized debt
issuance costs. Accrued interest paid at the timeparchase totaled $2 million. The gain was réedrin gain (loss) on extinguishment of d
in the consolidated statements of operations.

The remaining Subordinated Notes 2009 neagdmverted into shares of common stock of the Gomat any time prior to maturity,
unless previously redeemed, repurchased or the @wyripas caused the conversion rights to expirecoheersion rate is 15.3401 shares per
each $1,000 principal amount of Subordinated N2@89, subject to adjustment in certain circumstan@a or after September 15, 2002, the
Company, at its option, may cause the conversghtsito expire. The Company may exercise this optigy if the current market price
exceeds approximately $91.27 (which represents 1df0e conversion price) for 20 trading days withiny period of 30 consecutive trading
days including the last day of that period.

Debt issuance costs of $25 million wergioally capitalized and are being amortized toregé expense over the term of the Subordin
Notes 2009. As a result of amortization, excharagesrepurchases the capitalized debt issuance ltgtsbeen reduced to $1 million
December 31, 2008.

6% Convertible Subordinated Notes due 2010

In February 2000, Level 3 Communicatioms, received $836 million of net proceeds, aftansaction costs, from a public offering of
$863 million aggregate principal amount of its 6%n@ertible Subordinated Notes due 2010 ("Subordohatotes 2010"). The Subordinated
Notes 2010 are unsecured and subordinated toiatirexand future senior indebtedness of the Complaterest on the Subordinat
Notes 2010 accrues at 6% per year and is payaini-annually in cash on March 15 and September 15nbégy September 15, 2000. The
principal amount of the Subordinated Notes 2010gdldue on March 15, 2010.

In December 2008, in connection with theeigmce of the $400 million of 15% Convertible Semotes due 2013, the Company
repurchased using $121 million in cash, througl¢emffers, $173 million aggregate principal amoaih$ubordinated Notes 2010 at a price
equal to $700 per $1,000 principal amount of thiesi@nd recognized a gain on the extinguishmedéebf of approximately $51 million. The
gain consisted of a $52 million cash gain, whiclsartially offset by $1 million in unamortized défsuance costs. Accrued interest paid at
the time of repurchase totaled $3 million. The ga#s recorded in gain (loss) on extinguishmentetiftdn the consolidated statements of
operations.

In September 2008, the Company repurch®32dnillion aggregate principal amount of SubortédaNotes 2010 at a discount to the
principal amount and recognized a net gain on gxishment of debt of $2 million. Unamortized dedstliance costs totaled less than $1 mi
and accrued interest paid at the time of repurctaated $1 million.

The remaining Subordinated Notes 2010 neagdmverted into shares of common stock of Lev@bBimunications, Inc. at any time prior
to the close of business on the business day inateddipreceding maturity, unless previously redesmepurchased or Level 3
Communications, Inc. has
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caused the conversion rights to expire. The coimerate is 7.416 shares per each $1,000 prineipalunt of Subordinated Notes 2010,
subject to adjustment in certain events.

On or after March 18, 2003, the Companytsatption, may cause the conversion rights tdrexghe Company may exercise this option
only if the current market price exceeds approxétya$188.78 (which represents 140% of the convarpiice) for at least 20 trading days
within any period of 30 consecutive trading daysjuding the last trading day of that period.

Debt issuance costs of $27 million wergiodlly capitalized and are being amortized toriege expense over the term of the Subordin
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverbéeced to $1 million at December !
2008.

Commercial Mortgage

In the third quarter of 2005, the HQ Realte., a wholly owned subsidiary of the Comparmgmpleted a refinancing of the mortgage on
the Company's corporate headquarters. On Septediib2005, HQ Realty, Inc. entered into a $70 millioan at an initial fixed rate of 6.86%
through 2010, the anticipated repayment date asetkin the loan agreement ("Commercial Mortgagéhe term of the Commercial Mortge
may be extended to a final maturity date of Octdhe2015 at the election of HQ Realty, Inc. If them is extended, after 2010 through
maturity in 2015, the interest rate will adjusthe greater of 9.86% or the five year U.S. Treasaty plus 300 basis points. HQ Realty, Inc.
received $66 million of net proceeds after transactosts and has deposited $1 million into retdcash accounts as of December 31, 2008,
for future facility improvements and property taxel€) Realty, Inc. was required to make interesy gralyments in the first year and began
making monthly principal payments in the second yeeed on a 30-year amortization schedule.

Debt issuance costs of $1 million were tdized and are being amortized as interest expevesethe term of the Commercial Mortgage.
As a result of amortization, the capitalized deBtiance costs have been reduced to less than Ifgihratl December 31, 2008.

The assets of HQ Realty, Inc. are not abéeél to satisfy any third party obligations othwart those of HQ Realty, Inc. In addition, the
assets of the Company and its subsidiaries otleritQ Realty, Inc. are not available to satisfydbkgations of HQ Realty, Inc.

Capital Leases

The Company leases certain dark fiberitesland metro fiber under noncancelable IRU agesgs that are accounted for as capital
leases. All of these capital leases were assuméaeb@ompany through its previous acquisitionseredt rates on capital leases approximate
8% on average as of December 31, 2008. Depreciatipense related to assets under capital leaseduged in depreciation and amortization
expense.

Covenant Compliance
At December 31, 2008 and 2007, the Compeas/in compliance with the covenants on all outditammdebt issuances.
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Long-Term Debt Maturities:

Aggregate future maturities of long-ternbbdand capital leases (excluding issue discoungsnjpms and fair value adjustments) were as
follows as of December 31, 2008 (in millions):

2009 $ 18¢€
2010 582
2011 56¢
2012 32¢
2013 1,243
Thereaftel 3,67

$6,58¢

(12) Employee Benefit Plans

The Company records non-cash compensatipense for its outperform stock appreciation right it refers to as Outperform Stock
Options ("OSQ"), restricted stock units and sha484,(k) matching contributions and discretionari @) contributions. Total non-cash
compensation expense related to these equity awarsl$78 million in 2008, $122 million in 2007 ad&4 million in 2006. Included in
discontinued operations for 2006 is non-cash corsgion of $2 million.

The following table summarizes non-cash pensation expense and capitalized non-cash compeEngar each of the three years ended
December 31, 2008 (in millions):

200¢ 2007  200¢

0SO $13 $ 35 $38
Restricted Stoc 36 42 20
401(k) Match Expens 30 30 18
401(k) Discretionary Grant Ple = 16 12

79 12¢ 88
Capitalized Noncash Compensat (8] o @

78 12z 86
Discontinued Operatior — — ﬁ)

§78 $12: $84

OSO units and restricted stock units arateshare granted under the Company's 1995 Stook #&amended, which term extends thrc
September 25, 2010. The Company's 1995 Stock &asmnended, provides for accelerated vesting ok stevards upon retirement if an
employee meets certain age and years of servicéreagents and certain other requirements. UnderSSRA. 123R, if an employee meets the
age and years of service requirements under tredemated vesting provision, the award would be agpd at grant or expensed over the pe
from the grant date to the date the employee niketsequirements, even if the employee has notHgtietired. The Company recognized
non-cash compensation expense for employees thahmage and years of service requirements faglaated vesting at retirement of
$7 million in 2008, $11 million in 2007 and zero2006.
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Outperform Stock Options

During the second quarter of 2006, the Bet@®005 and January 2006 grants of OutperformkSigtion ("OSQO") units were revalued
using May 15, 2006 as the grant date, as therebiableen stockholder approval of those awards poitinat date, which was deemed neces
for determination of the grant date for those awandder SFAS No. 123R, and resulted in an addit®®anillion in non-cash compensation
expense.

The Company's OSO program was designelagdite Company's stockholders would receive a ebaeturn on their investment before
OSO holders receive any return on their optiong Tbmpany believes that the OSO program direcigjalmanagement's and stockholders'
interests by basing stock option value on the Camwigaability to outperform the market in generaln@easured by the Standard & Poor's
("S&P") 500 Index. Participants in the OSO progr@donot realize any value from awards unless the fizmyls common stock price
outperforms the S&P 500® Index during the life loé grant. When the stock price gain is greater thartorresponding gain on the S&P 800
Index (or less than the corresponding loss on & S0®Index for grants awarded before September 30, 200&)alue received for awar
under the OSO plan is based on a formula involeimgultiplier related to the level by which the Cang's common stock outperforms the
S&P 500®Index. To the extent that Level 3's common stodpetdorms the S&P 500 Index, the value of OSO uwits holder may exceed 1
value of nonqualified stock options.

The initial strike price, as determinedtbe day prior to the OSO grant date, is adjustest e (the "Adjusted Strike Price"), until the
exercise date. The adjustment is an amount equlétpercentage appreciation or depreciation irvéthee of the S&P 500® Index from the
date of grant to the date of exercise. The valub@fOSO increases for increasing levels of outperdnce. OSO units have a multiplier range
from zero to four depending upon the performanceeskl 3 common stock relative to the S&P 500® bee shown in the following table.

If Level 3 Stock Outperforms the S&P 500® Index by: Then the Premultiplier Gain Is Multiplied by a Success Multiplier of:
0% or Less 0.00

More than 0% but Less than 11 Outperformance percentage multiplied%y1
11% or More 4.00

The Pre-multiplier gain is the Level 3 coomrstock price minus the Adjusted Strike Pricetundate of exercise.

Upon exercise of an OSO, the Company stadiler or pay to the grantee the difference betwbe Fair Market Value of a share of
Level 3 common stock as of the day prior to ther@ize date, less the Adjusted Strike Price (theetEise Consideration”). The Exercise
Consideration may be paid in cash, Level 3 comntocksor any combination of cash or Level 3 commimtls at the Company's discretion.
The number of shares of Level 3 common stock tdddiwered by the Company to the grantee is detexchby dividing the Exercise
Consideration to be paid in Level 3 common stockhgyFair Market Value of a share of Level 3 commatock as of the date prior to the
exercise date. Fair Market Value is defined in@®0 agreement, but is currently the closing prieseghare of Level 3 common stock on the
NASDAQ exchange. Exercise of the OSO units doesewptire any cash outlay by the employ
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Prior to March 31, 2007, OSO awards vestat 2 years and had a 4-year life. Fifty percérthe awards vested at the end of the first
year after grant, with the remaining 50% vested dive second year (12.5% per quarter). As partafraprehensive review of its lo-term
compensation program completed in the first quart@007, beginning with awards made on or afterilAlp 2007, OSO units are awarded
monthly to employees in mid-management level agtidni positions, have a three year life, vest 106&ofally settle on the third anniversary
of the date of the award and are valued as ofitbiedfay of each month. Recipients have no dismnetin the timing to exercise OSO units
granted on or after April 1, 2007, thus the expedife of all such OSO units is three years.

As of December 31, 2008, there was $2Ganilbf unamortized compensation expense relatggaoted OSO units. The weighted avel
period over which this cost will be recognized i84lyears.

The fair value of the OSO units grantedakulated by applying a modified Black-Scholes elatith the assumptions identified below.
The Company utilized a modified Bla@echoles model due to the additional variables reduio calculate the effect of the success mudtijf
the OSO program. The Company believes that givemdfative short life of the options and the othemiables used in the model, the modified
Black-Scholes model provides a reasonable estiofdatee fair value of the OSO units at the time rHrg.

Year Ended December 31

2008 2007 2006
S&P 500 Expected Dividend Yield Re 2.0(% 1.7¢% 1.7¢%
Expected Life 3yearr 3year 3.4year
S&P 500 Expected Volatility Ra: 13% 12% 12%
Level 3 Common Stock Expected Volatility R 56% 55% 55%
Expected S&P 500 Correlation Fac .32 .28 .28
Calculated Theoretical Valt 147% 14€% 15%%
Estimated Forfeiture Ra 11.8% 11.8t% 10.1%

The fair value of each OSO grant equalstieulated theoretical value multiplied by the &8 common stock price on the grant date.

The expected life data was stratified basetevels of responsibility within the Company €Ttheoretical value used in 2006 was
determined using the weighted average exercisevimgifar these groups of employees. As describexvaprecipients have no discretion on
the timing to exercise OSO units granted on or&fwil 1, 2007, thus the expected life of all sSU@BO units is three years. Volatility
assumptions were derived using historical dataelsag current market data.

The fair value for OSO units awarded taipgrants during the years ended December 31, 2208/ and 2006 was approximately
$18 million, $32 million and $50 million, respeatiy.
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Transactions involving OSO units awardezlsarmmarized in the table below. The Option PrigeUnit identified in the table below
represents the initial strike price, as determimedhe day prior to the OSO grant date for thosatgt

Weighted
Weighted Average
Initial Average Aggregate Remaining
Strike Price Initial Intrinsic Contractual
Units Per Unit Strike Price Value Term

(in millions)

Balance December 31, 20 14,245,97 $2.03-$6.6¢ $ 332 $ 9.3 2.34 year

Options grante: 8,092,91! 2.87-5.3¢ 4.4¢
Options cancelle (1,101,84)  2.03- 6.6¢€ 3.71
Options expire( (3,010,36) 2.03- 6.6€ 3.62
Options exercise (2,941,180 2.03-4.4¢ 2.91
Balance December 31, 20 15,285,49 $2.03- $6.6¢ 3.9¢ 82.7 2.54 year
Options grante! 4,818,06! 3.03- 6.1C 5.2¢
Options cancelle (631,60:) 2.03- 6.6€ 5.0¢
Options expiret (1,767,68)  2.03- 6.6€ 5.31
Options exercise (1,999,71) 2.03-5.3¢ 2.81
Balance December 31, 20 15,704,55 $2.03- $6.1( 4.21 2.4 2.04 year
Options grante: 4,592,80! 0.94- 3.4¢ 2.7C
Options cancelle (1,552,071 1.05- 6.1C 4.6
Options expiret (2,228,54) 2.03- 6.1( 3.91
Options exercise (709,48)  2.03- 3.3¢ 2.4%
Balance December 31, 20 15,807,26 $0.94-$6.1C $ 39C $ — 1.56 year
Options exercisable ("vested
December 31, 200 7,903,200 $2.03-$6.6€ $ 3.4¢
December 31, 200 9,821,82° $2.03-$5.7C $ 3.7Z
December 31, 200 7,962,060 $2.03-$53¢ $ 39t $ — 1.11 year
OSO units Outstanding OSO units Exercisable
at December 31, 2008 at December 31, 2008
Weighted
Average Weighed Weighted
Remaining Average Average
Number Initial Number Initial
Range of Exercise Price Outstanding Life (years)  Strike Price Exercisable  Strike Price
$0.94- $1.05 741,33! 287 $ 1.0C — 3 —
2.03-3.04 5,203,04. 1.4¢ 2.5¢ 2,836,84 2.47
3.36-4.65 4,216,08! 1.5¢ 3.88  2,200,79. 4.0¢
5.18-6.10 5,646,80. 1.4t 5.5%  2,924,42 5.2¢
15,807,26 15€¢€ $ 39C 7,962,060 $ 3.9t

In the table above, the weighted averagialistrike price represents the values used tkoutate the theoretical value of OSO units on the
grant date and the intrinsic value represents #heevof OSO units that have outperformed the S&B®bMdex as of December 31, 2008.
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The total realized value of OSO units ejsad was $2 million, $19 million and $20 millionrfihe years ended December 31, 2008, 2007
and 2006, respectively. The Company issued appiein 466,000, 3.2 million and 3.8 million sharés.evel 3 common stock upon the
exercise of OSO units for the years ended DeceBibhe2008, 2007 and 2006, respectively. The numbshares of Level 3 stock issued upon
exercise of an OSO unit varies based upon thevelperformance of Level 3's stock price and thdS®R0® Index between the initial grant
date and exercise date of the OSO unit.

As of December 31, 2008, based on the Le&wsimmon stock price and post-multiplier valubge, Company was not obligated to issue
any shares for vested and exercisable OSO unitea@ompany's common stock price did not outperfilrenS&P 500® Index.

Restricted Stock and Uni

Restricted stock units and shares are gdatat the recipients at no cost. Restrictions angfer lapse over one to four year periods. Thr
value of restricted stock units and shares awatateted $43 million, $68 million and $27 milliomrfthe years ended December 31, 2008,
and 2006, respectively. The fair value of theserdwavas calculated using the value of the LevadrBraon stock on the grant date and are
being amortized over the periods in which the retsbins lapse. As of December 31, 2008, unamortcedpensation cost related to nonvested
restricted stock and restricted stock units wasi#iBdon and the weighted average period over whidh cost will be recognized is 2.66 years.

The changes in restricted stock and resttistock units are shown in the following table:

Weighted Average

Grant Date

Number Fair Value
Nonvested at December 31, 2( 23,376,84 $ 2.0¢€
Stock and units grante 5,874,76! 4.6%
Lapse of restriction (7,225,74) 213
Stock and units forfeite (2,575,13) 2.4t
Nonvested at December 31, 2( 19,450,72 2.7€
Stock and units grante 11,992,522 5.67
Lapse of restriction (6,997,941 2.71
Stock and units forfeite (2,173,98) 4.2C
Nonvested at December 31, 2( 22,271,31 4.2C
Stock and units grante 17,627,90 2.4%
Lapse of restriction (9,701,47) 3.57
Stock and units forfeite (4,063,94) 4.0¢
Nonvested at December 31, 2( 26,133,79 $ 3.2¢€

The total fair value of restricted stockdaestricted stock units whose restrictions lapedatie years ended December 31, 2008, 2007 and
2006 was $35 million, $19 million and $15 millimespectively.
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Warrants

As of December 31, 2008, there were appraiely 15.3 million warrants outstanding rangingxercise price from $4.00 to $29.00, a
which were fully vested and for which compensagapense had been fully recognized in the conselitlstatements of operations. The
weighted average exercise price of these warraass$¥.22 as of December 31, 2008.

In connection with the acquisition of Breadg, approximately 4 million previously issued Rrwing warrants were converted into
warrants to purchase approximately 5 million shafdsevel 3 common stock at a weighted averageas@price of $5.76 per share of Leve
common stock. In 2007, approximately 3 million loé tBroadwing warrants were exercised to purchageapnately 4 million shares of
Level 3 common stock and resulted in proceedsdadCibmpany totaling approximately $23 million. Aslidécember 31, 2007 and 2008,
warrants to purchase approximately 1 million shafdsevel 3 common stock remained outstanding. Whighted average exercise price of
these warrants was $5.38 as of December 31, 2008.

401(k) Plan

The Company and its subsidiaries offerrthaalified employees the opportunity to particgat a defined contribution retirement plan
qualifying under the provisions of Section 401(k}le Internal Revenue Code ("401(k) Plan"). Eacipleyee is eligible to contribute, on a
deferred basis, a portion of annual earnings géigerat to exceed $15,500 in 2008. The Company e 00% of employee contributions up
to 7% of eligible earnings or applicable regulatimits. Effective March 6, 2009, the Company idweing its match to 100% of employee
contributions up to 3% of eligible earnings or apgible regulatory limits.

The Company's matching contributions areenaith Level 3 common stock based on the closiogksprice on each pay date. The
Company's matching contributions are made throumts in the Level 3 Stock Fund, which representaehaf Level 3 common stock. The
Level 3 Stock Fund is the mechanism that is usetlduel 3 to make employer matching and other ¢butions to employees through the
Level 3 401(k) plan. Employees are not able to pase units in the Level 3 Stock Fund. Employeesbleto diversify the Company's
matching contribution as soon as it is made, el/érey are not fully vested. The Company's matcluogtributions will vest ratably over the
first three years of service or over such shorégiog until the employee has completed three yebservice at such time the employee is then
100% vested in all Company matching contributiomsluding future contributions. The Company madé#) Plan matching contributions of
$30 million, $30 million and $18 million for the stes ended December 31, 2008, 2007 and 2006, resgdeciThe Company's matching
contributions are recorded as non-cash compensatidincluded in selling, general and administeagxpenses.

The Company made a discretionary contrilbuto the 401(k) plan in Level 3 common stock fe years ended December 31, 2007 and
2006 equal to three percent of eligible employeamings each year. The 2007 and 2006 depositsmame into the employees' 401(k)
accounts during the first quarter of the subseqyeat. Level 3 recorded an expense of $16 millilAA07 and $11 million in 2006 for the
discretionary contribution. The Company did not makdiscretionary contribution to the 401(k) planthe year ended December 31, 2008.
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An analysis of the income tax benefit (psdan) attributable to loss from continuing opevas before income taxes for each of the yee
the three year period ended December 31, 2008xfsilo

200¢ 2007  200¢
(dollars in millions)
Current:
United States feder. $1 $— $—
State ™ 3 —
Foreign — 2 2
® @O @
Deferred, net of changes in valuation allowan
United States feder:
State
Foreign

Income tax benefit (provisiot

23
$22

©#
—~
o)
=
©+
~~
N
~

The United States and foreign componenisazfme (loss) from continuing operations beformime taxes follows:

2008 2007 2006

(dollars in millions)
United State: $(188) $(1,01€) $(710)
Foreign (96) (120) (78)

$(284) $(1,136 $(789)

A reconciliation of the actual income taenkefit (provision) and the tax computed by applyimg U.S. federal rate (35%) to the loss from
continuing operations before income taxes for edche three years ended December 31, 2008 follows:

2008 2007 2006
(dollars in millions)

Computed tax benefit at statutory r $10C $397 $27¢€
State income tax bene 9 39 26
Stock option plan exercis 4 8 3
Disallowance of losses on extinguishments of 1 (15) (62 3
Other, ne 3 9 —
Change in valuation allowan: (93) (351)) (309
Income tax benefit (provisiot $® $ 22 % (2
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The components of the net deferred taxtagbabilities) as of December 31, 2008 and 20@renas follows:

2008 2007
(dollars in millions)

Deferred Tax Asset:

Fixed assets and intangible as: $ 171 $ 59
Accrued payroll and related benel 80 41
State tax credit carry forwart 23 23
Investment in securitie — 25
Investment in joint venture 82 94
Unutilized tax net operating loss carry forwa 1,79(C 3,69(
Accrued liabilities and deferred reven — 11
Other assets or liabilitie — 6
Total Deferred Tax Asse 2,14¢ 3,94¢
Deferred Tax Liabilities
Accrued liabilities and deferred reven (69) —
Total Deferred Tax Liabilitie (69) —
Net Deferred Tax Assets before valuation allowe 2,07 3,94¢
Valuation Allowance (2,059 (3,926

Net Nor-Current Deferred Tax Asset after Valuation Allowe $ 23 $ 23

As of December 31, 2008, the Company hadperating loss carry forwards of approximately7#dillion for federal income tax
purposes. Under the rules prescribed by U.S. laté&®evenue Code ("IRC") Section 382 and applicadxgilations, if certain transactions oc
with respect to an entity's capital stock that ltdgua cumulative ownership shift of more thanf@centage points by 5-percent stockholders
over a testing period, annual limitations are ingabith respect to the entity's ability to utilide net operating loss carry forwards and certain
current deductions against any taxable income ntigyeachieves in future periods. The Company hatéred into transactions over the testing
period resulting in significant cumulative shiftsthe ownership of its capital stock which alonaildanot have resulted in an ownership che
under IRC Section 382. However, when the Compaastisns are coupled with the trading activity ie Bompany's common stock through
2008 by third-party market participants, the Comphelieves that in 2008 the Company experiencashautative ownership change of more
than 50 percentage points by 5-percent stockhotilaiag the applicable testing period. Prior to denership change, the Company had net
operating loss carry forwards of $9.7 billion. Thempany believes that the limitation of its netrgpiag loss carry forwards will not have a
near term effect on its consolidated results ofafp@ns and financial position. Additional transans could cause the Company to incur a
subsequent 50 percentage point ownership changeplkycent stockholders and, if the Company trigtfeesabove-noted IRC imposed
limitations, could further limit it from fully utizing the remaining net operating loss carry forgaand certain current deductions to reduce
income taxes.

The ultimate realization of deferred tageds is dependent upon the generation of futubtexncome during the periods in which those
temporary differences become deductible. The Compansiders the scheduled reversal of deferretidbitities, projected future taxable
income and tax
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(13) Income Taxes (Continued)

planning strategies in making this assessment.ldatian allowance has been recorded against defésseassets, as the Company has
concluded that under relevant accounting standarsisiot more likely than not that the deferrex éssets are realizable.

The valuation allowance for deferred tazeds was approximately $2.0 billion as of Decen®igr2008 and approximately $3.9 billion as
of December 31, 2007. The net change in the vanailowance for the year ended December 31, 2G38approximately $1.9 billion. A
significant portion of the change in valuation albince is attributable to the IRC Section 382 litioia This limitation reduced the deferred tax
asset for unutilized net operating loss carry fodsaand associated valuation allowance, by appratdiy $2.1 billion during 2008. This
reduction in valuation allowance was partially effsy the valuation allowance recorded for addalateferred tax assets, for the portion of the
2008 net operating losses not subject to the IREI@e382 limitation, and other changes in defeteedassets.

The U.S. federal tax loss carry forwardgiexthrough 2028 and are subject to examinatiothbytax authorities until three years after the
carry forwards are utilized. The U.S. federal tassl carry forwards expire as follows (dollars irlions):

Expiring December 31 Amount
2024 $ 53¢
2025 1,17¢
2026 987
2027 1,53¢
2028 43¢

$4,67¢

The Company has approximately $95 millibtea loss carry forwards for controlled foreigrrporations at December 31, 2008, the
majority of which have no expiration period. In &utth, the Company has approximately $128 millidrstate tax loss carry forwards with
various expiration periods through 2028.

The majority of the Company's foreign assatd operations are owned by entities that haatezl to be treated for U.S. tax purposes as
unincorporated branches of a U.S. holding compaudy as a result, the taxable income or loss aner ¢éx attributes of such entities are
included in the Company's U.S. federal consolidatedme tax return. However, the Company has sareign subsidiaries that have not so
elected and therefore are treated for U.S. taxqgaapas controlled foreign corporations. With respesuch controlled foreign corporations
of December 31, 2008, the Company has no plareptatriate undistributed earnings of such contrdibedign corporations as any earnings
deemed necessary to fund ongoing European opesaimhplanned expansion. Undistributed earningsidf controlled foreign corporations
that are permanently invested and for which nordedetaxes have been provided are immaterial &eoémber 31, 2008 and 2007.

The Company adopted the provisions of FIN 48 on January 1, 2007. The adoption of FIN Nodidl not affect the Company's liability
for uncertain tax positions. The Company's liapifdr uncertain tax positions totaled $16 millianDecember 31, 2008 and $18 million at
December 31, 2007. These amounts also includestaed accrued interest and penalties associatadhé uncertain tax positions if
applicable. The Company does not expect the ltglddir uncertain tax
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(13) Income Taxes (Continued)

positions will change significantly during the twelmonths ended December 31, 2009; however, adgtaalges in the liability for uncertain t
positions could be different than currently expdct rollforward of the liability for uncertain tgpositions follows:

(dollars in millions) Amount
Balance as of December 31, 2( $ 18
Gross increas—tax positions prior to 200 3
Gross increas—during 200€ 1
Gross decreas—tax positions prior to 200 (6)
Balance as of December 31, 2( $ 16

The Company, or at least one of its subsiel, files income tax returns in the U.S. fedgrasdiction and various states and foreign
jurisdictions. With few exceptions, the Companydslonger subject to U.S. federal, state and lawahor-U.S. income tax examinations by
authorities for years before 2003. The Internald®ere Service and state and local taxing authorgigsrve the right to audit any period where
net operating loss carry forwards are availableimduthe third quarter of 2008, the Company andititernal Revenue Service settled an
income tax audit for years 1999 through 2001 initaaidto 1996 interest issues resulting in a refoh&1 million to the Company. In addition,
the Internal Revenue Service completed an exarimafi certain adjustments to the Company's U.Qinrectax returns for 2002 resulting fre
final resolution of the 1999 through 2001 auditeT@ompany is currently under audit by taxing auttesrin the United Kingdom for tax years
2002 through 2004 and in France for tax years 20@%1gh 2006.

The Company recognizes accrued interespandlties related to uncertain tax positions @oine tax expense in its consolidated
statements of operations. The Company's liabitityuincertain tax positions includes approximatel® #illion of accrued interest and penal
at December 31, 2008.

(14) Segment Information

SFAS No. 131 "Disclosures about SegmengndEnterprise and Related Information” definegatieg segments as components of an
enterprise for which separate financial informat®available and which is evaluated regularly tiy Company's chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesagiments are managed separatel
represent separate strategic business units teatdifferent products and serve different mark&tse Company's current reportable segments
include: communications and coal mining (see Not&ther primarily includes corporate assets aretload not attributable to a specific
segment. In the third quarter of 2006, the Compadited the information services business as atre$tie sale of Software Spectrum.

Adjusted EBITDA, as defined by the Compaisynet income (loss) from the consolidated statémef operations before (1) gain (loss)
from discontinued operations, (2) income taxestd8jl other income (expense), (4) non-cash impamtneharges included within restructuring
and impairment charges, (5) depreciation and amatitin and (6) non-cash stock compensation exgaokeled within selling, general and
administrative expenses on the consolidated stattsnoé operations.
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Adjusted EBITDA is not a measurement ur@@AP and may not be used in the same way by oth@panies. Management believes
Adjusted EBITDA is an important part of the Comparipternal reporting and is a key measure usetifrzyagement to evaluate profitability
and operating performance of the Company and teemedource allocation decisions. Management bedisueh measurement is especially
important in a capital-intensive industry sucheledommunications. Management also uses AdjustddilEBto compare the Company's
performance to that of its competitors and to eliaé certain non-cash and non-operating itemsdardo consistently measure from period to
period its ability to fund capital expendituresnéugrowth, service debt and determine bonuses.

Adjusted EBITDA excludes non-cash impairtngmarges and non-cash stock compensation expewsede of the non-cash nature of
these items. Adjusted EBITDA also excludes inteieggtme, interest expense, income taxes and gass)(bn extinguishment of debt because
these items are associated with the Company'satiaption and tax structures. Adjusted EBITDA at¢smludes depreciation and amortization
expense because these non-cash expenses refleffieitteof capital investments which managemenieles should be evaluated through cash
flow measures. Adjusted EBITDA excludes the gairsale of business groups and net other income fse)decause these items are not
related to the primary operations of the Company.

There are limitations to using non-GAAPafiitial measures, including the difficulty assodatéth comparing companies that use similar
performance measures whose calculations may diitfier the Company's calculations. Additionally, tfirancial measure does not include
certain significant items such as interest incoimeyest expense, income taxes, depreciation amdtiation, non-cash impairment charges,
non-cash stock compensation expense, gain (lossqudy extinguishment of debt, the gain on salbusfiness groups and net other income
(expense). Adjusted EBITDA should not be consideredbstitute for other measures of financial perémce reported in accordance with
GAAP.

The data presented in the following talimetudes information for the years ended Decembie2808, 2007 and 2006 for all statement of
operations and cash flow information presented,andf December 31, 2008 and 2007 for all balaheetsnformation presented. Information
related to the acquired businesses is included fhain respective acquisition dates. Revenue amddlated expenses are attributed to cour
based on where services are provided.
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Segment information for the Company's Comications and Coal Mining businesses is summarzefdllows (in millions):

Year Ended
December 31,
2008 2007 2006
Revenue from external custome
Communication: $4,22¢ $ 4,19¢ $3,311
Coal Mining 75 70 67

$4,301 $ 4,26¢ $3,37¢

Adjusted EBITDA

Communication: $1,03¢ $ 828 $ 677
Coal Mining $ 5 ¢ 5 % 8
Other $8 s Gs
Capital expenditures

Communication: $ 44 $ 631 $ 391
Coal Mining 3 2 1

$ 44¢ $ 638 $ 392

Depreciation and amortizatior
Communication: $ 92¢ $ 93t § 72¢
Coal Mining 2 7 1

$ 931 $ 94z $ 73C

Total assets

Communication $9,50¢ $10,12¢ $9,84¢
Coal Mining 121 11F 127
Other 8 11 18

$9,63¢  $10,25¢ $9,99¢

The following is a summary of geographicébrmation (in millions):

Year Ended
December 31,
2008 2007 2006
Revenue from external custome
North America $3,97¢ $4,011 $3,18¢
Europe 32€ 25¢ 19C

$4,301 $4,26¢ $3,37¢

Long-lived assets
North America $6,24¢ $6,79C $6,45(
Europe 71€ 81¢ 147

$6,96: $7,60¢ $7,197
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The majority of North American revenue detssof services delivered within the United Staldse majority of European revenue cons
of services delivered within the United Kingdomafce and Germany. Revenue from transoceanic sefigiedlocated to Europe.

The Company includes all non-current assatsept for goodwill, in its long-lived assets.
Communications revenue consists of:

1) Core Communications Services, which includes CareMirk Services and Wholesale Voice Servii

. Core Network Services includes revenue from trarispad infrastructure, IP and data services, laoal enterprise voice
services and Level 3 Vyvx broadcast services.

. Wholesale Voice Services includes revenue from ldistance voice services, including domestic vééceination,
international voice termination and toll free sees.

2) Other Communications Services includes revenue franaged modem and its related reciprocal com@denssgrvices and
SBC Contract Services, which includes revenue fitoenSBC Master Services Agreement, which was obdkiin the acquisition

of WilTel.
Core Other
Communications ~ Communications
Services Services Total
(in millions)
Communications Revenue
2008
North America $ 3532 $% 36€ $3,90(C
Europe 32€ — 32€
$ 386( % 36€ $4,22¢
2007
North America $ 3,366 % 575  $3,941
Europe 25€ 2 25¢&
$ 362: % 577 $4,19¢
2006
North America $ 1,787 $ 1,332 $3,121
Europe 18¢€ 4 19C

$ 197: $ 1,33¢ $3,311
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The following information provides a recdiation of Net Income (Loss) to Adjusted EBITDA lbgportable segment, as defined by the
Company, for the years ended December 31, 200§, 208 2006 (in millions):

2008
Coal
Communications  Mining  Other
Net Income (Loss $ 299 $ 3 $ 1
Income Tax Provision (Benefi 4 — 2
Total Other (Income) Expen: 32z — @)
Depreciation and Amortization Exper 92¢ 2 —
Non-Cash Compensation Exper 78 — —
Adjusted EBITDA $ 1,03¢ $ 5 $ (4
2007
Coal
Communications  Mining  Other
Net Income (Loss $ (1119 $ 3 $ 2
Income Tax Provision (Benefi a7 1 (6)
Total Other (Income) Expen: 89t — —
Non-Cash Impairment Char¢ 1 — —
Depreciation and Amortization Exper 93t 7 —
Non-Cash Compensation Exper 122 — —
Adjusted EBITDA $ 82: $ 5 $ (4
2006
Discontinuec
Coal Information
Communications  Mining  Other Services
Net Income (Loss $ (80C) $ 7 $ 3 % 46
Income from Discontinued Operatio — — — (46)
Income Tax Provision (Benefi 4 — 2 —
Total Other (Income) Expen: 652 — (4) —
Non-Cash Impairment Char 8 — — —
Depreciation and Amortization Expel 72¢ 1 — —
Non-Cash Compensation Exper 84 — — —
Adjusted EBITDA $ 677 $ 8 $(3) $ —
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In April 2002, Level 3 Communications, Inand two of its subsidiaries were named as defgsdaBauer, et. al. v. Level 3
Communications, LLC, et ala purported class action covering 22 states fih state court in Madison County, lllinois. byJ2001, Level 3
was hamed as a defendanKioyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action filed inth8. District
Court for the District of Idaho. In November of B)@he court granted class certification only tog state of Idaho. In September 2002, Leyv
Communications, LLC and Williams Communications @ lvere named as defendantsSimith et. al. v. Sprint Communications
Company, L.P., et aJ.a purported nationwide class action filed in th@ted States District Court for the Northern Dittof lllinois. In
April 2005, the Smith plaintiffs filed a Fourth Ameéed Complaint which did not include Level 3 or Ndihs Communications, Inc. as a party,
thus ending both companies' involvement in the Bredise. On February 17, 2005, Level 3 CommunicatibhC and Williams
Communications, LLC were named as defendankdabDaniel, et. al., v. Qwest Communications Corpioratet al., a purported class action
covering 10 states filed in the United States istCourt for the Northern District of Illinois. Abf these actions involve the companies' right
to install its fiber optic cable network in easetsesnd right-of-ways crossing the plaintiffs' lahtgeneral, the companies obtained the rights
to construct their networks from railroads, utdgtj and others, and have installed their netwddtgahe rights-of-way so granted. Plaintiffs in
the purported class actions assert that they arewimers of lands over which the companies' filpticacable networks pass, and that the
railroads, utilities, and others who granted thepanies the right to construct and maintain thetworks did not have the legal authority to do
so. The complaints seek damages on theories giatsesunjust enrichment and slander of title anggnty, as well as punitive damages. The
companies have also received, and may in the futweve, claims and demands related to rightsaf-issues similar to the issues in these
cases that may be based on similar or differerat legories.

The Company and its subsidiaries have netgota proposed nationwide class settlement affppersons who own or owned land nex
or near railroad rights of way. The United Statéstiizt Court for the District of MassachusettKiimgsborough v. Sprint
Communications Co. L.as granted preliminary approval of the proposditeseent which, if finally approved, will resolvdl af the pending
actions. The proposed settlement will provide gasyments to class members based on various fabetrinclude:

. the length of the right of way where the cablengtalled;
. the state where the property is located;
. how the railroad obtained its property rigt

The proposed settlement will also provide the Camynd its subsidiaries with a permanent telecomcations easement, which gives them
certain rights over the railroad right of way.

It is still too early for the Company taagh a conclusion as to the ultimate outcome optbposed settlement of these actions. However,
management believes that the Company and its sabisglhave substantial defenses to the claimstasgsia all of these actions (and any
similar claims which may be named in the future) atends to defend them vigorously if a satisiacform of settlement is not ultimately
approved. Additionally, management believes thgtrasulting liabilities for these actions, beyomdaunts reserved, will not materially affect
the Company's financial condition or future resolt®perations, but could affect future cash flows.
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In February 2009, Level 3 Communicatioms, | certain of its current officers and a form#icer were named as defendants in purported
class action lawsuits filed in the United Statestiit Court for the District of Colorado, whichvebeen consolidated asre Level 3
Communications, Inc. Securities Litigation (Civih§2 No. 09-cv-00200-PAB-CBSJhe Plaintiffs in each complaint allege, in gethethat
throughout the purported class period of FebruaB087 to October 23, 2007, the defendants fadedidclose material adverse facts about the
Company's business and operations. Specificalfgnd@ants failed to disclose or indicate the follogri(1) that the Company's efforts to
integrate the numerous acquired companies wergaiog well; (2) that, specifically, the Company wageriencing an increase in service
activation times, which was negatively impacting @ompany's service installation intervals andr#ite of its revenue growti3) that the
Company was also experiencing challenges in iticEmanagement processes that were resultingigeloresponse times to resolve
customer's network service issues; (4) that stgntby the Company to remedy the problems wergvadting and actually, further
complicating the issues and making them worseth@) as a result of the above, the Company dichae¢ adequate provisioning capability to
convert its increasing sales, or signed orders,rieenue generating service; (6) that the Comjraked adequate internal controls; and
(7) that, as a result of the above, the statenteatte by the defendants during the purported classeglacked a reasonable basis. The
complaints seek damages based on purported vietatibSection 10(b) of the Securities Exchangedhdi934, Securities and Exchange
Commission Rule 10b-5 promulgated thereunder awrtide20(a) of the Securities Exchange Act of 1934,

It is too early for the Company to reaatoaclusion as to the ultimate outcome of theseastiHowever, management believes that the
Company has substantial defenses to the claimst@dse all of these actions (and any similar cliwhich may be named in the future), and
intends to defend these actions vigorously.

The Company and its subsidiaries are mattienany other legal proceedings. Managementiadithat any resulting liabilities for these
legal proceedings, beyond amounts reserved, wiliraderially affect the Company's financial coratitior future results of operations, but
could affect future cash flows.

Letters of Credi

It is customary in Level 3's industrieaug® various financial instruments in the normalrsewf business. These instruments include
letters of credit. Letters of credit are conditiboemmitments issued on behalf of Level 3 in aceok with specified terms and conditions. As
of December 31, 2008 and 2007, Level 3 had outstgridtters of credit of approximately $30 milliand $36 million, respectively, which are
collateralized by cash, which is reflected on thesolidated balance sheet as restricted cash. dimp&ny does not believe it is practicable to
estimate the fair value of the letters of credi does not believe exposure to loss is likely natemal.

Operating Leases

The Company is leasing rights-of-way, fiéieis and other assets under various operating$eakich, in addition to rental payments, may
require payments for insurance, maintenance, ptyfeexes and other executory costs related toahgel. Certain leases provide for adjustn
in lease cost based upon adjustments in various prdexes and increases in the landlord's managesuosts.
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The right-of-way agreements have varioysration dates through 2060. Payments under thgbeaf-way agreements were $112 mill
in 2008, $106 million in 2007 and $75 million inGR

The Company has obligations under non-dabteoperating leases for certain colocation dfideofacilities, including lease obligations
for which facility related restructuring chargesvddeen recorded. The lease agreements have vasipiration dates through 2099. Rent
expense, including common area maintenance, urmfecancelable lease agreements was $193 milli@e08, $190 million in 2007 and
$132 million in 2006.

For those leases involving communicationisaation and right-of-way agreements, the Comparticipates that it will renew these leases
under option provisions contained in the leaseagents given the significant cost to relocate tbem@any's network and other facilities.

Future minimum payments for the next fieags under network and related right-of-way agredsand non-cancelable operating leases
for facilities consist of the following as of Decber 31, 2008 (in millions):

Right-of-Way

Agreements  Facilities Total
2009 $ 11C $ 15 $ 268
2010 91 13€ 22¢
2011 83 121 204
2012 80 112 192
2013 78 97 17¢
Thereaftel 733 261 994
Total $ 1,17t $ 88z $2,05i

Certain right of way agreements includevgions for increases in payments in future periogased on the rate of inflation as measured by
various price indexes. The Company has not includtichates for these increases in future periotiseémmounts included above.

Certain non-cancelable right of way agreets:i@rovide for automatic renewal on a periodiddd3ayments due under these agreements
with automatic renewal options have been includetthé table above for a period of 17 years fromudanl, 2009, which approximates the
economic remaining useful life of the Company'sdrdn In addition, certain other right of way agmnts are cancellable or can be termin
under certain conditions by the Company. The Comaeiudes the payments under such cancelable oighely agreements in the table
above for a period of 1 year from January 1, 2@0Be Company does not consider it likely thawili cancel the right of way agreement
within the next year.

(16) Condensed Consolidating Financial Information
As discussed in Note 11, Level 3 Finantiag issued senior notes as described below:

. In October 2003, Level 3 Financing issued $500iamibf 10.75% Senior Notes due 2011. The 10.75%o08&otes were
registered with the Securities and Exchange Comamse 2005. The Company repurchased $497 millibthe 10.75% notes
2006.
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. In March 2006, Level 3 Financing issued $150 millaf Floating Rate Senior Notes due 2011 and $28®mof 12.25%
Senior Notes due 2013. The Company repurchasediildadn of the Floating Rate Senior Notes due 2@12007.

. In April 2006, Level 3 Financing issued an additib300 million of 12.25% Senior Notes due 2013.

. In October 2006, Level 3 Financing issued $600iomIbf 9.25% Senior Notes due 2014 and in Decer2b86 issued a

additional $650 million of 9.25% Senior Notes did 2.

. In February 2007, Level 3 Financing issued $700ionilof 8.75% Senior Notes due 2017 and $300 nmilbd Floating Rate
Senior Notes due 2015.

The notes discussed above are unsecurigghtihs of Level 3 Financing; however, they aogbintly and severally and fully and
unconditionally guaranteed on an unsecured semisis by Level 3 Communications, Inc. and Level 3nGwnications, LLC.

In addition, Level 3 Financing's 12.25% iBeiNotes due 2013, Floating Rate Senior Notesaflid and 9.25% Senior Notes due 201«
jointly and severally and fully and unconditionafjyaranteed by Broadwing Financial Services, mevholly owned subsidiary of Level
Communications, Inc. As a result of this guarantiee Company has included Broadwing Financial $essilnc. in the condensed
consolidating financial information below for therds subsequent to the acquisition of Broadwimganuary 3, 2007.

In conjunction with the registration of th@.75% Senior Notes, Floating Rate Senior Notesail, 12.25% Senior Notes due 2013,
9.25% Senior Notes due 2014, 8.75% Senior Note2@L& and Floating Rate Senior Notes due 2015dbenapanying condensed
consolidating financial information has been prepaand presented pursuant to SEC Regulation S-X Rab "Financial statements of
guarantors and affiliates whose securities colddites an issue registered or being registered."offggating activities of the separate legal
entities included in the Company's consolidatedrigial statements are interdependent. The acconmgaogndensed consolidating financial
information presents the results of operationsrfiial position and cash flows of each legal ergtitg, on an aggregate basis, the other non-
guarantor subsidiaries based on amounts incurrestitly entities, and are not intended to presertpkeating results of those legal entities
stand-alone basis.

Level 3 Communications, LLC leases equiphaer certain facilities from other wholly ownedsidiaries of Level 3
Communications, Inc. These transactions are elitathin the consolidated results of the Company.

The Condensed Consolidating Balance Stseet Becember 31, 2007 has been reclassified wittgrLevel 3 Financing Inc. entity and
Other Subsidiaries, to reflect the transfer betwegities of the $37 million interest rate swaybildly and to reclassify the liability from Other
Assets, net to Other Liabilities. These changesidichave any effect on the Level 3 ConsolidatedBze Sheet as of December 31, 2007 or
affect the financial results for the year endedéddeloer 31, 2007.
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Condensed Consolidating Statements of Operations
For the year ended December 31, 2008

Broadwing
Level 3 Level 3 Level 3
Communications Financing, Communications Financial
Services, Other
Inc. Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)
Revenue $ — $ — 3 1,72C $ — $ 2,798 $ (214) $4,301
Costs and Expense
Cost of Revenu — — 684 — 1,32¢ (20%) 1,80¢
Depreciation and Amortizatic — — 362 — 56¢ — 931
Selling, General and Administrati 1 — 1,24: 272 (1) 1,50¢
Restructuring and Impairment Charg — — 25 — — — 25
Total Costs and Expens 1 — 2,31« — 2,16¢ (214) 4,27
Operating Income (Los: 1) — (594) — 62€ — 31
Other Income (Expense
Interest Incom« — 1 1C — 4 — 15
Interest Expens (155) (369) — ) 8) — (539
Interest Income (Expense) Affiliates, 1 787 1,10:¢ (1,957) — 61 — —
Equity in Net Earnings (Losses) of Subsidie (99¢) (1,739 527 — — 2,20¢ —
Other Income (Expense), r 77 — 7 — (120) — 204
Other Income (Expens: (289) (99¢) (1,407) 2 @7 2,20¢  (31%)
Income (Loss) from Operatiol (290 (99¢) (2,007 2 802 2,20¢ (284
Income Tax Benefit (Expens — — (5) = (1) — (6)
Net Income (Loss $ (290) $ (99¢) $ (2,006) $ 2 % 80z $ 2,20¢ $ (290)
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Condensed Consolidating Statements of Operations
For the year ended December 31, 2007

Broadwing
Level 3 Level 3 Level 3
Communications Financing, Communications Financial
Services, Other
Inc. Inc. LLC Inc. Subsidiaries Eliminations Total

(dollars in millions)

Revenue 1,43¢ $ 27 $ 299 $ (191) $ 4,26¢

©
I

©
|

©

Costs and Expense
Cost of Revenu — — 552 — 1,43¢ (154) 1,83:

Depreciation and Amortizatic — — 34t — 597 — 942
Selling, General and Administrati 3 — 1,251 27 47¢ (37 1,72¢
Restructuring and Impairment Charg — — 12 — — — 12
Total Costs and Expens 3 — 2,161 27 2,51( (191) 4,51C
Operating Income (Los: ) — (722) — 484 — (241)
Other Income (Expense
Interest Incom 2 1 43 — 8 — 54
Interest Expens (202) (365) Q) Q) (8) — (577)
Interest Income (Expense) Affiliates, 1 781 97€ (1,81¢) — 61 — —
Equity in Net Earnings (Losses) of Subsidic (1,329 (1,934 444 — — 2,81¢ —
Other Income (Expens: (369) (29) 7 — 13 — 372)
Other Income (Expens: (1,117) (1,357) (1,325) Q) 74 2,81¢ (895)
Income (Loss) from Operatiol (1,114 (1,35)) (2,047 1) 55¢ 2,81¢ (1,13¢)
Income Tax Benefi — 22 — — — — 22
Net Income (Loss $ 11198 (1,329 $ (2,047) $ 1 $ 55€ $ 2,81¢ $(1,119)
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Condensed Consolidating Statements of Operations
For the year ended December 31, 2006

Level 3 Level 3 Level 3
Communications Financing, Communications
Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
Revenue $ — $ — $ 1,30¢ $ 227C $ (19€) $3,37¢
Costs and Expense
Cost of Revenu — — 52& 1,17¢ (187 1,517
Depreciation and Amortizatic — — 35€ 37z — 73C
Selling, General and Administrati 6 — 81€ 44t (9) 1,25¢
Restructuring and Impairment Charg — — 9 4 — 13
Total Costs and Expens 6 — 1,70¢ 2,00( (19€) 3,51¢
Operating Income (Los: (6) — (404) 27C — (140
Other Income (Expense
Interest Incom 16 1 40 7 — 64
Interest Expens (432) (207) — 9) — (649
Interest Income (Expense) Affiliates, 1 86C 66€ (1,572 46 — —
Equity in Net Earnings (Losses) of Subsidia (1,209 (1,567) 141 — 2,62¢ —
Other Income (Expens: 27 (10¢) 7 10 — (64)
Other Income (Expens: (73¢) (2,209 (1,389 54 2,62¢ (64¢)
Income (Loss) from Continuing Operations Beforeoime Taxe (744) (1,209 (1,78¢) 324 2,62¢ (78¢)
Income Tax (Expense) Bene = = = (2 — (2
Income (Loss) from Continuing Operatic (744) (1,209 (1,78%) 32z 2,62¢ (790
Income from Discontinued Operatio — — — 46 — 46
Net Income (Loss $ (744 $ (1,209 $ (1,78¢) $ 36E $ 2,62¢ $ (749
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(16) Condensed Consolidating Financial Information(Continued)

Condensed Consolidating Balance Sheets
December 31, 2008

Broadwing
Level 3 Level 3 Level 3
Communications Financing, Communications Financial
Services, Other
Inc. Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)

Assets

Current Assets

Cash and cash equivalel $ 67 $ 10 $ 558 $ — 3 13¢ $ — $ 76¢

Restricted cash and securit — — 1 — 2 — 3

Accounts Receivable, n — — 73 — 317 — 39C

Due from (to) affiliates 11,14¢ 9,30¢ (22,127 17 1,651 — —

Other 6 9 36 — 32 — 83
Total Current Asset 11,22: 9,32¢ (21,45 17 2,13¢ — 1,24¢
Property, Plant and Equipment,

net — — 3,15( — 3,00¢ — 6,15¢
Restricted Cash and Securit 18 — 25 — 84 — 127
Goodwill and Other Intangibles,

net — — 54C — 1,451 — 1,991
Investment in Subsidiarie (8,043) (13,04)) 3,48¢ — — 17,60( —
Other Assets, n¢ 11 76 15 — 15 — 117
Total Asset: $ 3207 $ (3,640 $ (14,249 $ 17 $ 6,697 $ 17,600 $9,63¢
Liabilities and Stockholders' Equity (Deficit)
Current Liabilities:

Accounts payabl $ 3 s =03 147 $ — $ 21t $ — $ 36t

Current portion of lon-term debt 181 — 1 1 3 — 18€

Accrued payroll and employee bene — — 97 — 8 — 10E

Accrued interes 24 93 — — — — 117

Current portion of deferred reven — — 96 — 72 — 16¢€

Other — 1 59 — 51 — 111
Total Current Liabilities 20¢ 94 40C 1 34¢ — 1,052
Long-Term Debt, less current portit 2,07¢ 4,21¢ 7 1¢ 73 — 6,39¢
Deferred Revenue, less current port — — 63C — 89 — 71¢
Other Liabilities 44 97 284 — 172 — 597
Stockholders' Equity (Deficit 87¢ (8,047) (15,569 3) 6,01« 17,60C  87¢
Total Liabilities and Stockholders' Equity (Defy $ 3207 $ (3,640 $ (14,249 $ 17 $ 6,697 $ 17,600 $9,63¢
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(16) Condensed Consolidating Financial Information(Continued)

Condensed Consolidating Balance Sheets
December 31, 2007

Broadwing
Level 3 Level 3 Level 3
Communications Financing, Communications Financial
Services, Other
Inc. Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)

Assets
Current Assets

Cash and cash equivale $ — $ 27 $ 58¢ $ — % 99 $ — $ 714

Marketable securitie 8 — — — 1 — 9

Restricted cash and securit — — 7 — 3 — 10

Accounts receivable, n — — 80 — 324 — 404

Due from (to) affiliates 10,57¢ 8,54¢ (20,897) 20 1,752 — —

Other 7 8 32 — 41 — 88
Total Current Asset 10,59( 8,58¢ (20,190 20 2,221 — 1,22t
Property, Plant and Equipment, | — — 3,25¢ — 3,41: —  6,66¢
Restricted Cash and Securit 18 — 24 — 75 — 117
Goodwill and Other Intangibles, n — — 151 — 1,95( — 2,101
Investment in Subsidiarie (6,957) (11,27() 4,481 — — 13,74( —
Other Assets, nt 16 84 17 — 25 — 142
Total Asset: $ 367 $ (2,607 $ (12,267 $ 20 $ 7,68¢ $ 13,74( $10,25¢
Liabilities and Stockholders' Equity (Deficit)
Current Liabilities:

Accounts payabl $ — $ — $ 17C $ — % 22¢€ $ — $ 39€

Current portion of lon-term debt 25 — — 1 6 — 32

Accrued payroll and employee bene — — 88 — 9 — 97

Accrued interes 33 95 — — — 12¢

Deferred revenu — — 91 84 — 17¢

Other — — 47 — 97 — 144
Total Current Liabilities 58 95 39¢€ 1 422 — 972
Long-Term Debt, less current porti 2,511 4,217 — 20 84 —  6,83¢
Deferred Revenu — — 644 — 11¢ — 762
Other Liabilities 34 37 20€ — 33¢ — 617
Stockholders' Equity (Defici 1,07( (6,957) (13,509 1) 6,721 13,74C  1,07C
Total Liabilities and Stockholders' Equity (Defy $ 367 $ (2,607 $ (12,267 $ 20 $ 7,682 $ 13,74( $10,25¢
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(16) Condensed Consolidating Financial Information(Continued)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2008

Broadwing
Level 3 Level 3 Level 3
Communications Financing, Communications Financial
Services, Other
Inc. Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)

Net Cash Provided by (Used in) Operating Activi $ (149 ¢ (377 $ (159 $ 1) $ 1,09¢ $ — $412
Cash Flows from Investing Activitie

Capital expenditure — — (160) — (289) (44¢

Proceeds from sale of business group — — — — 124 124

(Increase) decrease in restricted cash and sesunite — — 3 — 8) (5)

Proceeds from sale of property, plant and equipraedtother asse — — 1 — 2 3

Other — — 2 — 4 6
Net Cash Used in Investing Activiti — — (154) — (167) (321)
Cash Flows from Financing Activitie

Long-term debt borrowing 40C — — — — 40C

Payments on and repurchases of -term debt (431) — — 1) (4) (43€)

Increase (decrease) due from affiliates, 24t 36( 282 2 (889) —

Other 2 — — — — 2
Net Cash Provided by (Used in) Financing Activit 21€ 36( 282 1 (899) (34)
Effect of Exchange Rates on Cash and Cash Equis — — 2 — ) (4)
Net Change in Cash and Cash Equival 67 a7 (33) — 37 54
Cash and Cash Equivalents at Beginning of Pe¢ — 27 58¢ — 99 714
Cash and Cash Equivalents at End of Pe 67 $ 1c 8 558 § — $ 13¢ $ $ 76€
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(16) Condensed Consolidating Financial Information(Continued)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2007

Broadwing
Level 3 Level 3 Level 3
Communications Financing, Communications Financial
Services, Other
Inc. Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)
Net Cash Provided by (Used in) Operating Activi $ (229) $ (306) $ (14€) $ (15 $ 927 $ — $ 231
Cash Flows from Investing Activitie
Proceeds from sale and maturity of marketable #ézs 28C — — — 53 — 332
Decrease in restricted cash and securities — — 1 — 11 — 12
Capital expenditure — — (271) — (362) — (633)
Acquisitions, net of cash acquired and investm — — (893 — 217 — (67€)
Proceeds from sale of discontinued operat — ) — — — — 2)
Proceeds from sale of property, plant and equipraedtother asse — — 2 — 3 — 5
Net Cash Provided by (Used in) Investing Activil 28C 2 (1,167) — (78) — (961)
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance c — 2,34¢ — — — 2,34¢
Payments on and repurchases of long-term debtidimgj current portion and
refinancing cost (1,619 (887) — 1) (111 — (2,619
Proceeds from warrants and st-based equity plar 26 — — — — 6
Increase (decrease) due from affiliates, 1,527 (1,139 30C 1€ (704) — —
Net Cash Provided by (Used in) Financing Activii (66) 328 30C 15 (81%) — (24%)
Effect of Exchange Rates on Cash and Cash Equis — — 3 — 3 — 6
Net Change in Cash and Cash Equival (15) 15 (1,009 — 37 — (967)
Cash and Cash Equivalents at Beginning of the 15 12 1,592 — 62 — 1,681
Cash and Cash Equivalents at End of the $ — % 27 % 58¢ $ — $ 9¢ $ —$ 714
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(16) Condensed Consolidating Financial Information(Continued)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2006

Net Cash Provided by (Used in) Operating Activitié<Continuing Operation

Cash Flows from Investing Activitie
Proceeds from sale and maturity of marketable sézsi
Purchases of marketable securi
Decrease (increase) in restricted cash and ses
Capital expenditure
Investments and acquisitio
Proceeds from sale of discontinued operationspheash solc
Advances from discontinued operations,
Proceeds from sale of property, plant and equiprardtother asse

Net Cash Provided by (Used in) Investing Activit

Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance ct
Payments on lor-term debt, including current portion (net of reded cash
Equity offering
Increase (decrease) due from affiliates,
Net Cash Provided by (Used in) Financing Activit
Net Cash Used in Discontinued Operati
Effect of Exchange Rates on Cash and Cash Equis

Net Change in Cash and Cash Equival
Cash and Cash Equivalents at Beginning of Yeaiuites cash of discontinued operatic

Cash and Cash Equivalents at End of \

Level 3

Level 3

Level 3

Communications Financing, Communications

Inc.

Inc.

LLC

Other

Subsidiaries Eliminations Total

(dollars in millions)

$ (380 $ (189 $ 62 $ 722 $ $ 221
178 5 10C — 280

— — (98) — (98)

1 2 (10) (14) (21)

— — (16€) (226) (399)

— — (761) 12 (749

— — — 307 307

— — — 18 18

— — 6 1 7

17€ 7 (929 98 (649)

32€ 1,93( — — 2,25¢

(519 (596) — @) (1,110

542 — 542

(174 (1,159 2,17C (842) —

182 18C 2,17C (849 1,68¢

— — — (43) (43

— — 14 @ 1c

(22) 4 1,317 (70) 1,22¢

37 8 275 132 452

$ 15 $ 12 °$ 159: $ 62 $ $ 1,681

F-74




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(22) Unaudited Quarterly Financial Data

Three Months Ended
March 31, June 30, September 30 December 31
2008 2007 2008 2007 2008 2007 2008 2007
(dollars in millions except per share data)

Revenue $1,092 $1,05€ $1,09C $1,052 $1,07C $1,061 $1,04¢ $1,10C
Operating Income (Los! (52) (75 3 (79 4 (58) 82 (29)
Net Income (Loss (181) (647 (33) (202) (1200 (@A79 44 (92)
Earnings (Loss) per Shai
Basic $(0.12)$(0.44) $(0.02) $(0.19) $(0.08) $(0.11)$ 0.0% $(0.06)
Diluted $(0.12)$(0.44)$(0.02) $(0.15)$(0.0¢) $(0.11) $(0.03) $(0.0¢)

Earnings (loss) per share for each quésteomputed using the weighted-average numberarestoutstanding during that quarter, while
earnings (loss) per share for the year is compuséty the weighte@verage number of shares outstanding during the Yhas, the sum of tf
earnings (loss) per share for each of the fourtgetmmay not equal the earnings (loss) per sharéoyear.

In the second quarter of 2008, the Compamgpleted the sale of its Vyvx advertising disttibn business to DG FastChannel, Inc. and a
recognized a gain of $96 million.

In the fourth quarter of 2008, the Compeegognized a $12 million restructuring charge, 8d#ion of induced debt conversion expenses
attributable to the exchange of certain of the Camnyfs convertible debt securities, and a gain eretirly extinguishment of debt of
$125 million as a result of certain debt repurcha3&ie Company also revised its estimates of thmuats and timing of its original estimate of
undiscounted cash flows related to certain futssetiretirement obligations and reduced sellingegd and administrative expenses by
$86 million and depreciation and amortization by $dillion.

In the first quarter of 2007, the Companyghased Broadwing and the CDN Business. The Coyglan recognized a $427 million net
loss on the extinguishment of various debt instnuisién several transactions.

In the third quarter of 2007, the Companychased Servecast Limited.

In the fourth quarter of 2007, the Compeegognized a $37 million gain related to the phsidde of its investment in Infinera stock and
recognized a tax benefit of $23 million relatedéstain changes in state income tax law that pilynaccurred in the second quarter of 2007.
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Exhibit 10.33
SEPARATION AGREEMENT AND GENERAL RELEASE

This Separation Agreement and General Rel@®greement") is entered into by and betweem MhHobbs ("EMPLOYEE") and
LEVEL 3 COMMUNICATIONS, LLC, its parent and affiltad companies ("COMPANY"). In the event that the EMDYEE signs and does
not revoke this Agreement, the Agreement shall beceffective and enforceable on the expiration déatee seven day revocation period
referenced in paragraph 14 (the "Effective Date").

In connection with certain organizationbdnges, COMPANY and EMPLOYEE have determined thiatin their mutual best interests to
end their employment relationship. Because COMPAits to recognize the service of EMPLOYEE and bee&MPLOYEE and
COMPANY wish to end the relationship without angplites or differences following execution of thigréement, and in consideration for the
mutual promises contained herein, EMPLOYEE and C@AMP agree as follows:

1. EMPLOYEE'S employment with and position as an effiof the COMPANY will be terminated effective Dateer 31, 2008.
EMPLOYEE shall execute the Resignation attachedthexs Exhibit "A".

2. If EMPLOYEE signs and does not revoke this Agreetnsubject to the terms of this Agreement, on tfiediive Date, COMPANY
will pay to EMPLOYEE, in all cases less withholdifay federal and state taxes and less appropratep deductions: the amount of
Five Hundred Thousand Dollars ($500,000.00). Swent shall be made in a lump sum distributiosa@m® as administratively
feasible after the effective date of this Agreem(@stset forth in Paragraph 14(d)) but in no eleer than April 1, 2009. In addition, if
EMPLOYEE elects such coverage, COMPANY will provideEMPLOYEE COBRA benefit continuation coveragedoae month. The
costs associated with these additional benefith Bbaleemed separation pay that COMPANY has affeteeEMPLOYEE freely and
without obligation and in consideration for thisr&gment.

3. As additional consideration for this Agreement,jsabto the terms of this Agreement, if EMPLOYEBrs and does not revoke tl
Agreement, upon the Effective Date, EMPLOYEE waél éntitled to the following:

3.1  Outperform Stock Options ("OSOs"). EMPLOYEE &@@MPANY are parties to an Outperform Stock Optioastér Award
Agreement ("OSO Master Award Agreement"), whichoiporates and is governed by the Level 3 Commuinigsit Inc. 1995
Stock Plan, as amended and restated (the "StooK)PNotwithstanding the terms of the OSO MasterafvAgreement,
EMPLOYEE'S fully vested OSO's shall, consistentwtite terms of the OSO Master Award Agreement Xeectsable for a
period of one year following EMPLOYEE'S terminatidate. No OSOs shall be exercisable beyond theugete which they
expire under the terms of the applicable OSO Ma&teard Agreement. In addition, EMPLOYEE expressgagnizes and
agrees, notwithstanding the terms of the OSO Masterd Agreement, that with respect to any OSO dwdrere the period in
which to exercise has been modified herein, theugted Initial Price may never be below the IniRaice as set forth in the
Outperform Stock Option Award Letter of the corrasging OSO(s). Any OSO awards that are not vestied {o the
termination date shall be forfeited.

3.2  Restricted Stock Units ("RSUs"). EMPLOYEE andMRANY are parties to an Amended Master Deferreddase Stocl
Agreement, which incorporates and is governed byStock Plan. Consistent with the above-referedeadnded Master
Deferred Issuance Stock Agreement, EMPLOYEE has bearded RSUs, and as of December 31, 2008, 6R8%s have
restrictions that have not lapsed. Notwithstandivggterms of the Amended
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Master Deferred Issuance Stock Agreement, theicstrs on 477,898 RSUs shall all lapse on Decerthe2008.

3.3 EMPLOYEE shall receive the full amount of any det@nary bonus awarded to EMPLOYEE for calendar 2888, as such
bonus amount is determined in the sole discretidheoLevel 3 Communications, Inc.'s Compensatiom@ittee, taking into
account the COMPANY'S performance, the EMPLOYEE<grmance, and other such factors as the Compensabmmittee
deems appropriate. EMPLOYEE agrees that any disaagaly bonus amount determined by the Compens@&wnmittee for
calendar year 2008 shall only be paid to EMPLOYER geverance benefit. Such bonus payment, ifstray, be made in a
lump sum distribution as soon as administrativesible, but in no event later than May 1, 2009.

3.4. COMPANY reserves the right to make, and the EMPL@&Ytereby consents to, any amendments to the PlafENIPLOYEE'S
Amended Master Issuance Deferred Stock Agreeméit, Rward Letters, OSO Master Award Agreements, @atperform
Stock Option Award letters, as COMPANY deems neagst® comply with the provisions of Section 409#the Internal
Revenue Code of 1986, and the applicable rulesegdations thereunder.

3.5  Except as provided here in, EMPLOYEE will not beitted to any additional awards or vesting in afiyhe COMPANY'S stoc
plans, stock option plans, or other benefit plamsddition, nothing in the Agreement is intendedor shall modify the actual
expiration date of any award of OSOs.

Notwithstanding any provision in this Agreementhie contrary, any payment or delivery of securitieerwise required to be made
hereunder to EMPLOYEE, at any date as a resulieférmination of EMPLOYEE'S employment (other thay payment made in
reliance upon Treas. Reg. Section 1.409A-1(b)(8p&Bation Pay Plans) or Treas. Reg. Section 408N4)((Short-Term Deferrals))
shall be delayed for such period of time as mapdmessary to meet the requirements of Section 40828(B)(i) of the Internal
Revenue Code of 1986, as amended (the "Code"h©eadrliest date on which such payments or deliseran be made without
violating the requirements of Section 409A(a) (3](Bof the Code, there shall be paid or deliveit@&EMPLOYEE, in a single cash
lump sum or delivery, as the case may be, an ameaurdl to the aggregate amount of all paymentelivaties delayed pursuant to the
preceding sentence.

Except as provided herein, this Agreement shaltesgly and unconditionally supersede and render aoy and all claims, rights, tit
or interest in or with respect to any employee cengation, commission payments, or benefit to waEBHPLOYEE may have been
entitled by virtue of his employment with COMPAN#&xcluding claims relating to social security, woske&ompensation or
unemployment insurance benefits.

Release and Covenant Not To Sue. In exchangeddrenefits offered herein, EMPLOYEE hereby redsaand discharges
COMPANLY, its directors, officers, employees, agastsuccessors and assigns, of and from any denwaraiisims, of whatever kind «
nature, whether known or unknown, arising out sfémployment or separation from employment with GG, except for the
unwaivable claims referred to above and any ind&oation rights available in the Certificate of brporation or by-laws at the time of
an indemnification claim, if any. EMPLOYEE waivédese claims on behalf of himself and on behalfi@hkeirs, assigns, and anyone
who may or does make a claim in his behalf. Therdavaived and discharged include, but are notdichto: claims of breach of
express or implied contract, promissory estoppsttimiental reliance, wrongful discharge, inflictiohemotional distress, claims under
the Employee Retirement Income Security Act of 187the Family and Medical Leave Act of 1993, th&RN Act, or claims of
discrimination under the Title VII of the Civil Riigs Act of 1964, as
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amended, the Age Discrimination in Employment Aict®67, as amended, the Americans with Disabilifiesof 1990, the Sarbanes
Oxley Act of 2002, the Internal Revenue Code, or ater local, state or federal law or regulatias of the date of this Agreement.
EMPLOYEE specifically agrees and covenants noussGOMPANY, its predecessors, successors and assigimvell as past and
present officers, directors, and employees forafrthe above mentioned claims, or any other claitated to his employment and
EMPLOYEE represents and warrants that he has leotdiny such claim to date.

Non Disparagement; Cooperation. EMPLOYEE wiljage in no conduct and make no statements thateaogatory about ¢
detrimental to COMPANY or any of its officers or ployees. COMPANY, through any of its leadershiphatlevel of Group Vice
President and above, will engage in no conductnaakie no statements that are derogatory about omgeital to EMPLOYEE.
EMPLOYEE further agrees to continue to cooperath thie COMPANY and its representatives in all pagdind future claims and
litigation against the COMPANY for which he may leawnformation and knowledge, and further agreestiperate with COMPANY
with respect to wrapping up matters where he waslvwed, including necessary debriefings.

Company Information, Property and Intellectual Fmby.
EMPLOYEE affirms that

€) s/he has turned over to his/lher manager any infdioman his/her custody that is (i) considered aNIANY record; (ii) subject
to a legal hold; or (iii) otherwise critical to tlkenduct of Level 3 business; and that he/she badeieted, removed or altered
and will not delete or otherwise remove or altey data or configuration from any COMPANY equipmensystem without
prior written approval from his/her direct supeorisand

(b)  with the exception of the COMPANY issued persomahputer ("COMPANY Computer") s/he has returned ok promptly
return to COMPANY all COMPANY equipment, Confideadtinformation, and other materials and that s/fienet at any time,
except as authorized by the Chief Executive OffafeOMPANY, for his/her own benefit or the benefftany other person or
entity, disclose or cause to be disclosed any inédion, materials, systems, procedures, processayjals, forms, customer or
employee lists, business plans or other trade segreonfidential information regarding COMPANYrid¢t to his Termination
Date, EMPLOYEE will make the COMPANY Computer aaille to allow COMPANY to remove all COMPANY infortian it
deems necessary. EMPLOYEE shall not be allowedke bwnership of the COMPANY Computer unless arnd bea has
allowed COMPANY access as set forth herein. EMPL@&Y&ther acknowledges and agrees that s/he catitaube bound by
the COMPANY'S Intellectual Property and Confidehtidormation policies, previously acknowledged BMPLOYEE, copies
of which are attached hereto as Exhibit "B".

No Solicitation/No Competition. EMPLOYEE agreés, a period of 12 months beyond EMPLOYEE'S temation date set forth i
paragraph 1 above, that he will not: (a) directlynalirectly solicit the services of, induce awagrh employment with, or hire any
employee of COMPANY or its affiliates during theimployment with COMPANY; (b) solicit from any congdion, firm, or
organization that is a customer of COMPANY any hasg, service, or product that the COMPANY is piimg said customer;

(c) induce or attempt to induce any customer, sapgicensee or other business relation of the GAMY to cease doing business v
the COMPANY or interfere with the relationship besn any such customer, supplier, licensee or bssirgation and COMPANY:; or
(d) directly or indirectly engage in, own, manalge ,employed by, assist, loan money to, or promosginiess for any person or entity
who or which is engaged in the same business asANY, offers for sale the same products or servicethe COMPANY, or
otherwise is a competitor of COMPANY, without thepeess written consent of
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10.

11.

12.

13.

the Chief Executive Officer of the COMPANY. Sectig(d) shall be limited to: (i) companies that irdduwithin their corporate
structure competitive local exchange carrier(syanithcumbent local exchange carrier(s), which vaitfiliates have, for their most
recent fiscal year, annual consolidated total comigations revenue equal to or greater than $1dijlor (ii) providers of content
delivery network services which with affiliates leaor their most recent fiscal year, consoliddtael content delivery network
revenues greater than $50 million; or (iii) inteforal communication services providers which véffiliates have a presence in the
United States and, with affiliates, have, for thaost recent fiscal year, annual consolidated teta&¢nue equal to or greater than
$1Billion; or (iv) XO Holdings, Inc., Global Crossj Ltd., Qwest Communications International InCT&A Inc., Sprint Nextel
Corporation, Time Warner Telecom Inc., Verizon Commications Inc., Limelight Networks, Inc., Akamaedhnologies Inc., PAETEC
Holding Corp., Reliance Communications Venture ltédj including in each case their affiliates, sssoes and assigns.

Remedies. EMPLOYEE agrees further that if hetihes or otherwise acts inconsistent with the gions of Paragraphs 6, 7, 8 or 9,
COMPANY'S obligations under the provisions of Pasgis 2 and 3 are terminated, and COMPANY may kaimgction in a court of
competent jurisdiction and recover as liquidatechages pursuant to the terms of Paragraph 2 andhésoAgreement, its costs and
attorney's fees and any other available remedy. IEDMEE also expressly acknowledges that any breathreatened breach of
Paragraphs 8 or 9 might cause irreparable injutiigcdCOMPANY and that money damages may not proaidadequate remedy at law
for such injury. To the extent there is litigatimvolving this Agreement, the party who substahtigkevails shall be entitled to their
fees and expenses.

Non-Admission. This Agreement will not in any way é@nstrued as an admission by COMPANY of a viotatib any federal, stai
or local law or ordinance, or any enforceable righEMPLOYEE, and COMPANY specifically denies anyowgdoing on its part, or
on the part of its directors, employees or agents.

Headings. The headings of the sections hereiimatuded solely for convenience of reference awitsther included or not, shall r
control the meaning or interpretation of any of pinevisions of this Agreement.

Review and Acknowledgment. This Separation Agrexet and General Release sets forth the entiremgmrt between EMPLOYEE
and COMPANY and may not be modified or canceledrip manner except in writing and signed by bothigarEMPLOYEE hereby
acknowledges that COMPANY has made no representatio promises to me other than those containddsmAgreement. If any
provision of this Agreement is found to be unenéatale, that provision will be enforced to the gesaextent permitted by law and all
other provisions will remain fully enforceable.

This Agreement will be governed by Colordae. Any action to enforce the terms of this Sefian Agreement and General Release will

be brought exclusively in state or federal coucated in the City and County of Denver, Coloradd BMPLOYEE and COMPANY consent
personal jurisdiction and venue in those courts.

14.

EMPLOYEE acknowledges that he has read and under stands the following notifications:

€)) EMPLOYEE is advised to and understands his opportunity to consult with an attorney regarding the Agreement before
executing it;

(b) EMPLOYEE acknowledges that he executes this Agreement having been advised and understands that it releases any and all
claims under the Age Discrimination in Employment Act of 1967,
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(c) EMPLOYEE acknowledges that he was provided this Agreement on December 31, 2008 and that he has up to forty-five
(45) daysin which to consider and accept this Agreement;

(d) EMPLOYEE may revoke this Agreement at any time within seven (7) days following execution of this Agreement by delivering
written notice of such revocation to Thomas C. Stortz, Executive Vice President, 1025 Eldorado Boulevard, Broomfield,

Colorado 80021, and that this Agreement will not become effective or enforceable until the expiration of this seven (7) day
revocation period;

(e) by entering into this Agreement, EMPLOYEE hasread and understands the terms of this Agreement, that his signature below
istruly voluntary, and that he has entered into this Agreement knowingly and willfully.

DATED this 31st day of December, 2008

EMPLOYEE

/s/ John N. Hobbs

John N. Hobb:

COMPANY

/s/ Thomas C. Stortz

By: Thomas C. Stortz
Title: EVP
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Exhibit 10.34

CONSULTING AGREEMENT

This CONSULTING AGREEMENT (Agreement) is made as of the 31st day of December, 2008'(Effective Date") by and between

LEVEL 3 COMMUNICATIONS, LLC , a Delaware limited liability company Company'), whose address is 1025 Eldorado Boulevard,
Broomfield, CO 80021 andOBBS MANAGEMENT, LLC , a limited liability company (Consultant’), whose address is 1845 Sugarloaf
Club Drive, Duluth, GA, 30097. Company and Consultzereby agree as follows:

1.

Services. During the term of this Agreement, Consultagreas to perform the following work and servicggemtions analysis and
support, capital raising support, regulatory andegoment affairs support, market positioning amdtsgyy, customer targeting, sales,
mergers and acquisitions support, and any otherités related to his prior responsibilities witompany, requested by a President,
Chief Operating Officer, or Chief Executive Officéo be performed at such locations as are desdriat Company ("Services"). The
Services to be provided by Consultant to Compamayl ble performed by John N. Hobbs. Consultant dhathvailable to provide
Company the Services under this Agreement for §uwh as reasonably requested by Company. As usthisidgreement, references
to Consultant shall include all of Consultant's agers, officers, members and employees.

Representations.  Consultant represents and warrants that theudiea of this Agreement and the performance ofsitant's
obligations hereunder shall not violate the terfnany other agreement or any rule, law, order msent decree by which Consultant or
John N. Hobbs is bound.

Term. Unless earlier terminated, the term of thisegnent shall be from the Effective Date to June2B09, unless earlit
terminated as provided herein.

Consideration . In consideration for Consultant's full and tlynperformance of the Services, Company shall pagddltant the sur
of Fifty Thousand Dollars ($50,000.00) per montayable in arrears on the?lday following each month of this Agreement.

Expenses and Administrative Support . Subject to the Company's travel and expenseb@isement policies, the Company sl
reimburse Consultant for Consultant's reasonalpereses incurred in performing the Services. Compélhyprovide Consultant with
administrative support, to the extent it is necesgar the performance of Services. In additionn8altant shall be allowed to continue
the use of Company's computer during the termisfAlgreement, but will not have access to Compargrsputer network. All
expenses to be reimbursed shall be submitted HitecThomas C. Stortz for payment.

Independent Contractor . Consultant and Company, expressly intendingrib@mployment, partnership, or joint venture tieteship
is created by this Agreement, hereby agree aswsllo

A. Consultant shall act at all times as an independemtractor hereunder and is not an employee, @arbn co-venturer of, or in
any other relationship with Company. The mannewlinch Consultant's services are rendered shallittenraConsultant's sole
control and discretion.

B. Neither Consultant nor anyone employed by or adtimgr on behalf of Consultant shall ever be carest as an employee of
Company and Company shall not be liable for emplaynor withholding taxes or any benefits respec@ogsultant or any
employee of Consultant.

C. Consultant shall determine when, where and how @targ shall perform the Services.

1




10.

11.

12.

D. Consultant shall take all steps to ensure that @targ and Consultant's employees (if any) aredgbas independent contract
of Company.

E. Consultant expressly acknowledges and agreesxbapeto the extent expressly provided in Sectbasd 6 above, neither
Consultant nor anyone employed by or acting fasrobehalf of Consultant shall receive or be emtitteany consideration,
compensation or benefits of any kind from Compamgiuding without limitation, pension, stock optmrprofit sharing or
similar plans or benefits, or accident, health, im&dlife or disability insurance benefits or coages.

F. To the extent permitted by law, Consultant, for 8idtant and for anyone claiming through Consultasatives any and all righ
to any consideration, compensation or benefitsepixas expressly provided for herein.

Indemnity. Consultant shall indemnify and hold harmlessn@any and its officers, directors, agents and eygas, from and agair
any and all claims, demands, causes of actione$osamages, costs and expenses (including redsattneys' fees) arising out of
relating to Consultant's execution of this Agreem@onsultant's performance of the Services, adreéthe Consultant's
representations contained in this Agreement orcaiyn for withholding or other taxes that mightsarior be imposed due to this
Agreement or the performance of the Services, axogbe extent such claim, demand, cause of adiiss, damage, cost and expense
is caused solely by the negligent acts or failtwesct of Company, its officers, directors, ageartd employees, in which case Company
shall indemnify and hold Consultant harmless fram and all claims, demands, causes of action, $pskenages, costs and expenses
(including reasonable attorney fees) to the exdandtin the same proportion as said loss or damagecaused by Company's (or its
officers, directors, agents and employees') negligets or failures to act.

Confidential Information.  All information and materials disclosed durthg performance of this Agreement shall be suligette
Non-Disclosure Agreement dated December 15, 20aR®wged by John N. Hobbs and the Company, whialcrporated herein and is
considered a material part of this Agreement.

Confidentiality of Agreement.  The terms of this Agreement, and the propokahd discussions relating to this Agreement, aik
shall remain confidential as between the partiakas, and to the extent, disclosure is requirethiyyor to secure advice from a lega
tax advisor.

Standard of Conduct.  In rendering Services under this Agreement,s0tiant shall conform to high professional standardwork
and business ethics.

Public Relations.  This Agreement shall not be construed as grgrit Consultant any right to use any of Companiysaaffiliates'
trademarks, service marks or trade names, or otbemgfer to Company in any marketing, promotimrehdvertising materials or
activities. Without limiting the generality of tiiergoing, Consultant shall not disclose (i) therterand conditions of this Agreement, or
(ii) the existence of the project or any contrattetationship between Company and Consultant, gxae is reasonably necessary to
perform the Services, or (iii) issue any publicatar press release relating directly or indirettlyi) or (ii) above; without Company's
prior written consent.

No-Solicitation / No Competition.  Consultant agrees, that for a period of 12 imofitom the Effective Date, it, or any of its
employees, including John N. Hobbs as well as thiesGltant's officers, directors, and managers,vatl (a) directly or indirectly,
solicit the services of, induce away from employimeith, or hire any employee of Company or itslaffes during their employment
with Company and for a period of six months aftenytare no longer employed by Company, without Camyfs prior written consent;
(b) solicit, directly or indirectly, for himself ayn behalf of a third party any corporation, firon,organization that is a customer of
Company




13.

14.

any business, service or product that the Compapyoviding said customer; (c) without the expnessten consent of the Chief
Executive Officer of the Company, which consent wilt be unreasonably withheld, directly or indthe@ngage in, own, manage, be
employed by, assist, loan money to, or promotelarginess, for any person or entity; or (d) direotlyndirectly engage in, own,
manage, be employed by, assist, loan money taoongte any business, for any person or entity whetich is engaged in the same
business of Company, offers for sale the same ptedir services of the Company, or otherwise ima@etitor of Company.

Section 12(d) shall be limited to: (i) companieattimclude within their corporate structure comipegilocal exchange carrier(s) and/or
incumbent local exchange carrier(s), which withliates have, for their most recent fiscal yeanwal consolidated total
communications revenue equal to or greater thaBii@n; or (i) providers of content delivery netwk services which with affiliates
have, for their most recent fiscal year, consoéidabtal content delivery network revenues greg@n $50 million; or (iii) international
communication services providers which with afféishave a presence in the United States andaffiliates, have, for their most
recent fiscal year, annual consolidated total reeeggual to or greater than $1Billion; or (iv) X@IHings, Inc., Global Crossing Ltd.,
Qwest Communications International Inc., AT&T In8print Nextel Corporation, Time Warner Telecom. iwerizon
Communications Inc., Limelight Networks, Inc., AkanTechnologies Inc., PAETEC Holding Corp., Reli@a@ommunications Ventu
Limited, including in each case their affiliatescsessors and assigns.

Conceptions.  Consultant acknowledges that Company is engegadontinuous program of research, developmeshinaarketing in
connection with its business and that, in the parémce of the Services, Consultant may participagand support such activities. To
the extent that Consultant participates in or sujgguch activities on behalf of Company, Constltereby agrees to promptly disclt
exclusively to Company all improvements, originaris of authorship, process, computer programssiddiscoveries, techniques, ¢
bases and trade secret€@nceptions’), whether or not patentable or copyrightable, #ratmade, conceived, first reduced to practice
or created by Consultant, either alone or jointl{hwathers. Consultant further agrees that all @ptions that (a) are developed using
equipment, supplies, facilities or trade secret€afpany, or (b) result from or are any way cone@etith the Services performed by
Consultant, or (c) relate to the business or theshor anticipated research or development of Gomgpincluding any "moral” rights
under any copyright or other similar law, shallthe sole and exclusive property of, and are heaeltgmatically assigned to, Compa
Consultant agrees to assist Company in obtainidgeaforcing all rights and other legal protectiémsthe Proprietary Information and
the Conceptions and to execute any and all docuntkeat Company may reasonably request in connettignewith. Consultant's
agreement set forth in the preceding sentence abiatinue throughout the period of five (5) yeakoiwing the termination or
expiration of this Agreement; however, Company agt® pay Consultant reasonable consideratiorinfa actually spent and
sufficiently documented by Consultant for such stssice during such five (5) year period.

Termination.  To the extent the Company, through its Comp@Ems&ommittee Chairman, provides a consent putstoaBection 12
(c), the Company's payment obligations under tlyseAment shall cease as of the date of such consent

Company may terminate this Agreement for "causef.gerposes of this Agreement "cause" shall mearCitmpany's good faith
determination that the Consultant or Consultamtipleyees has committed any of the following in oteaf this Agreement: (1) failure
to provide Services; (2) conduct that is materialjyrious to Company or any of its affiliates; f8ud, theft or embezzlement or any
other material act of dishonesty with respect tonBany or its affiliates; (4) willful use or impant of any confidential or proprietary
information of Company or an affiliate; (5) a feloar crime involving moral turpitude; or (6) Contuit's employment with or

3




15.

16.

performance of any work or services on behalf gf @iher company, person, or other entity, including self-employment.. In the
event that Company reasonably believes, in godl, fdiat Consultant has breached the Agreementp@oynshall provide Consultant
prior written notice of such alleged breach (thdiéged Breach Notice"), which notice shall identifith reasonable particularity the
basis for such belief, along with the provisiorttoé Agreement that Company alleges has been brealli@onsultant disagrees with
Company's belief as set forth in the Alleged Breldokice, Consultant and the Chairman of the Comgigms Committee, on
Company's behalf, shall attempt in good faith g&phee the dispute within fourteen (14) businesssd#yConsultant's receipt of the
Alleged Breach Notice. If Consultant and Compareyamable to definitively resolve the dispute andn@any, in good faith, maintains
its position that Consultant has breached the Agess#, Company shall promptly send a second nati€gonsultant (the "Notice of
Breach"). If Consultant does not cure such alldgeach within five (5) business days of receipthef Notice of Breach, Company may
take any action at law or in equity that it mayesthise have against Consultant, including termingathe Agreement, and paying to
Consultant the pro-rata amount due for Servicepred as of the date of termination. Except fatspayment, Company's payment
obligations under this Agreement shall cease.

If this Agreement is terminated, the provisionsSeftions 2, 6, 7, 8, 9, 11, 12 (but not Sectior213, 17, 18, 19, 20, and 21 shall
survive and be enforceable by either party to Ageeement.

Assignment.  Neither this Agreement nor any rights or obtiigias created hereby may be assigned by eithey pad any attempt t
do so shall be void, provided, however, Company fresly assign this Agreement to Company affilisdad subsidiaries and in
connection with a change in control of Company.

Notice.

A. Whenever under the provisions of this Agreemeshll be necessary or desirable for one partyrieeszny notice, request,
demand, report or other communication on anothgy pne same shall be in writing and shall be sér{i) personally; (ii) by
independent, reputable, overnight commercial caroie(iii) by electronic transmission where thader is able to obtain
verification of receipt and review, and where thec&onic transmission is immediately followed Bndce of the original of the
subject item in the manner provided in clauseofi)jii) hereof; addressed as follows:

If to Company: Level 3 Communications, LL!
Attn: Chief Legal Officer
1025 Eldorado Blvd.
Broomfield, CO 80021
Facsimile (720) 8&-5127

If to Consultant: Hobbs Management, LLC
Attn: John N. Hobbs
1845 Sugarloaf Club Drive
Duluth, GA 30097

B. Any party may, from time to time, by notice in vimg served upon the other party as aforesaid, datégan additional and/ol
different mailing address or an additional and/difeerent person to whom all such notices, reqgietmands, reports and
communications are thereafter to be addressednétige, request, demand, report or other communitaerved personally
shall be deemed delivered upon receipt, if recebyethdependent courier shall be deemed delivereithe date of receipt as
shown by the addressee's registry or




17.

18.

19.

20.

21.

certification receipt or on the date receipt atdperopriate address, as shown on the records mifestof the independent
courier, and if served by facsimile transmissioallshe deemed delivered on the date of receiphaw/is on the received
facsimile (provided the original is thereafter gelied as aforesaid).

Affiliates.  All representations, covenants and agreemér@®osultant and/or John N. Hobbs set forth in kdgseement made to or
for the benefit or protection of Company shall alemefit and protect, with equal force and effalitaffiliates of Company.

Authority.  Consultant shall have no authority to legailydoCompany or its affiliates to any liability obligation whatsoevel
Consultant shall advise all persons and entitiés whom he communicates on behalf of Company tleaisGltant is only a consultant
and has no authority to bind Company or its affita

Entire Agreement.  The foregoing constitutes the entire agreerhetween the parties relating to the subject matesof, anc
supersedes all prior understandings, agreementdananentation relating to the subject matter HefEus Agreement may be
amended only by an instrument executed by CompadyCansultant.

Severability. If any provision of this Agreement is held ® bnenforceable for any reason, it shall be madlifegher than voided,
possible, in order to achieve the intent of thdiparto the extent possible. In any event, all ogrevisions of this Agreement shall be
deemed valid and enforceable to the fullest extessible.

Governing Law.  This Agreement and the rights and obligatioihthe parties hereto shall be governed by, andtoeed and enforce
in accordance with, the laws of the State of Calora

LEVEL 3 COMMUNICATIONS, LLC

By: /sl Thomas C. Stortz

Name Thomas C. Stort
Title:  Executive Vice Presidel

HOBBS MANAGEMENT, LLC

By: /s/ John N. Hobbs

Name John N. Hobb:
Title:  Partner
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Exhibit 12

LEVEL 3 COMMUNICATIONS, INC.
STATEMENT REGARDING COMPUTATION OF RATIO OF EARNING S TO FIXED CHARGES AND
PREFERRED STOCK DIVIDENDS

Fiscal Year Ended

2008 2007 2006 2005 2004
Loss from Continuing Operations Before Income T $(284) $(1,13€) $(78€) $(702) $(477)
Interest on Debt, Net of Capitalized Inter 534 577 64¢ 53C 48~
Amortization of Capitalized Intere 48 68 68 68 68
Interest Expense Portion of Rental Expe 68 63 44 25 29
Earnings (Losses) Available for Fixed Char $36€ $ (42¢) $ (28) $ (79 $ 10t
Interest on Dek $534 $ 577 $64¢ $53C $48t
Preferred Dividend — — — — —
Interest Expense Portion of Rental Expe 68 63 44 25 29
Total Fixed Charge $60z $ 64C $69z $558 $514

Ratio of Earnings to Fixed Charg — — — — —
Deficiency $(23€) $(1,06¢) $(72C) $(634) $(409)
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Significant Subsidiaries As of and for the Fiscal ¥ar ending December 31, 2008

Level 3 Communications, In
Level 3 Financing, Inc
Level 3 Communications, LL!
Broadwing, LLC
Broadwing Communications Holdings, LL
Broadwing Communications, LL
TelCove Operations, LL¢
WilTel Communications Group, LL!
WilTel Communications, LL(C
Vyvx, LLC
BTE Equipment, LLC
Level 3 International, Inc
Level 3 Holdings, B.V
Level 3 Communications Limited (Uk
Level 3 Communications GmbH (Germar
Level 3 Holdings, Inc
KCP, Inc.

Exhibit 21
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Exhibit 23

Consent of Independent Registered Public Accountingirm

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by refeecincthe registration statements (Nos. 333-53933;®1899, 333-68887, 333-71713, 333-
115062, 333-125262, 333-130710, 333-132695, 338434333-136413, 333-139836, 333-139838, 333-153833-154976, and 333-
156709) on Form S-3 and the registration statem@tds. 333-79533, 333-42465, 333-68447, 333-58893,52697, 333-115472, and 333-
115751) on Form 8-of Level 3 Communications, Inc. of our reportsediaFebruary 27, 2009, with respect to the conateidl balance sheets
Level 3 Communications, Inc. and subsidiaries a3efember 31, 2008 and 2007, and the related ddased statements of operations, cash
flows, changes in stockholders' equity (deficitil momprehensive loss for each of the years inhiextyear period ended December 31, 2008,
and the effectiveness of internal control overiiicial reporting as of December 31, 2008, which respappear in the December 31, 2008
annual report on Form 10-K of Level 3 Communicagidmc.

/sl KPMG LLP

Denver, Colorado
February 27, 2009
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Exhibit 31.1
CERTIFICATIONS*
[, James Q. Crowe, certify that:
1. I have reviewed this annual report on Forr-K of Level 3 Communications, Inc
2. Based on my knowledge, this annual report doesaomtiain any untrue statement of a material factoit to state a material fg

necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statement$,adimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented
in this report;

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainirsgldsure controls and
procedures (as defined in Exchange Act Rules 13a)Hnd 15d-15(e)) and internal control over finaheporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tf@ registrant and have:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned und
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is
made known to us by others within those entitiestipularly during the period in which this rep@tbeing prepared;

b. Designed such internal control over financial reéijpgr, or caused such internal control over finah@gorting to be
designed under our supervision, to provide readersdsurance regarding the reliability of finanecégorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimgiport our
conclusions about the effectiveness of the dise®santrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

d. Disclosed in this report any change in the regmtsanternal control over financial reporting tloatcurred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has
materially affected, or is reasonably likely to evally affect, the registrant's internal contrgko financial reporting; ar

5. The registrant's other certifying officer(s) anlblve disclosed, based on our most recent evaluatiorternal control ove
financial reporting, to the registrant's auditongl #he audit committee of the registrant's boardikgctors (or persons performi
the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contraéiofimancial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financial
information; and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant's internal control over financial rejagt

Date: February 27, 20(

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Office

*

Provide a separate certification for each princgadcutive officer and principal financial officef the registrant. See Rules 13a-14(a)
and 15d-14(a).
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Exhibit 31.2
CERTIFICATIONS*
[, Sunit S. Patel, certify that:
1. I have reviewed this annual report on Forr-K of Level 3 Communications, Inc
2. Based on my knowledge, this annual report doesaomtiain any untrue statement of a material factoit to state a material fg

necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statement$,adimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented
in this report;

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainirsgldsure controls and
procedures (as defined in Exchange Act Rules 13a)Hnd 15d-15(e)) and internal control over finaheporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tf@ registrant and have:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned und
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is
made known to us by others within those entitiestipularly during the period in which this rep@tbeing prepared;

b. Designed such internal control over financial reéijpgr, or caused such internal control over finah@gorting to be
designed under our supervision, to provide readersdsurance regarding the reliability of finanecégorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimgiport our
conclusions about the effectiveness of the dise®santrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

d. Disclosed in this report any change in the regmtsanternal control over financial reporting tloatcurred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has
materially affected, or is reasonably likely to evally affect, the registrant's internal contrgko financial reporting; ar

5. The registrant's other certifying officer(s) anlblve disclosed, based on our most recent evaluatiorternal control ove
financial reporting, to the registrant's auditongl #he audit committee of the registrant's boardikgctors (or persons performi
the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contraéiofimancial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financial
information; and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant's internal control over financial rejagt

Date: February 27, 20(

/s/ SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officel

*

Provide a separate certification for each princgadcutive officer and principal financial officef the registrant. See Rules 13a-14(a)
and 15d-14(a).
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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 Form 10-K of LeveC8mmunications, Inc. (the "Company") for the yeaded December 31, 2008 as filed with
the Securities and Exchange Commission on thetdasof (the "Report”), I, James Q. Crowe, Chiefdttiwe Officer of the Company, certi
pursuant to 18 U.S.C. § 1350, as adopted pursa&h906 of the Sarbanes-Oxley Act of 2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeof 1934; and

2) The information contained in the Report fairly gets, in all material respects, the financial ctadiand results of operations
of the Company.

/sl JAMES Q. CROWHI

James Q. Crowe
Chief Executive Officer
February 27, 200
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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

In connection with the Form 10-K of LeveC8mmunications, Inc. (the "Company") for the yeaded December 31, 2008 as filed with
the Securities and Exchange Commission on thehdaeof (the "Report”), I, Sunit S. Patel, Chiefdnnial Officer of the Company, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursa&h906 of the Sarbanes-Oxley Act of 2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeof 1934; and

2) The information contained in the Report fairly gets, in all material respects, the financial ctadiand results of operations
of the Company.

/s/ SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officer
February 27, 200
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Unless the context otherwise requires, when weheseords "Level 3," "we," "us" or "our company"tins Form 10-K, we are referring
to Level 3 Communications, Inc., a Delaware corpiorg and its subsidiaries, unless it is clear frime context or expressly stated that these
references are only to Level 3 Communications, Iimthis Form 10-K, we may refer to our former sdizy Software Spectrum, Inc. and its
subsidiaries as "Software Spectrum."

The Level 3 logo and Level 3 are registered semriaeks of our wholly owned subsidiary, Level 3 Camications, LLC, in the United
States and other countries. All rights are reservidds Form 10-K refers to trade names and tradéeeaf other companies. The mention of
these trade names and trademarks in this Form 19+Kade with due recognition of the rights of thesmpanies and without any intent to
misappropriate those names or marks. All otheréradmes and trademarks appearing in this Form Jdréthe property of their respective
owners.

Cautionary Factors That May Affect Future Results
(Cautionary Statements Under the Private Securitietitigation Reform Act of 1995)

This Form 10-K contains forward-lookingtstaents and information that are based on thefbalfeour management as well as
assumptions made by and information currently atégl to us. When we use the words "anticipate'jéte”, "plan”, "estimate” and "expect
and similar expressions in this Form 10-K, as tledgte to us or our management, we are intendindetatify forward-looking statements.

These statements reflect our current views witpeesto future events and are subject to certaksriuncertainties and assumptions.

Should one or more of these risks or uadsies materialize, or should underlying assunmiprove incorrect, our actual results may
vary materially from those described in this docam&hese forward-looking statements include, ammthgrs, statements concerning:

. our communications business, its advantages anst@iegy for continuing to pursue our busin
. anticipated development and launch of new servitesir business
. anticipated dates on which we will begin providoeytain services or reach specific milestones éndsvelopment and

implementation of our business strategy;

. growth of the communications indust
. expectations as to our future revenue, margingresgs, cash flows and capital requirements; and
. other statements of expectations, beliefs, futlaegpand strategies, anticipated developments #red matters that are not

historical facts.

These forward-looking statements are stiltjedsks and uncertainties, including financralgulatory, environmental, industry growth and
trend projections, that could cause actual eventesullts to differ materially from those expressedmplied by the statements. The most
important factors that could prevent us from acinigwur stated goals include, but are not limigdour failure to:

. integrate strategic acquisitior

. increase the volume of traffic on our network;

. defend our intellectual property and proprietaghts;

. successfully complete commercial testing of newatetogy and information systems to support newisesy
. develop new services that meet customer demandgearatate acceptable margi

. attract and retain qualified management and otbesgmnel; and




. meet all of the terms and conditions of our debigalions.

Except as required by applicable law amgileions, we undertake no obligation to publighdate any forward-looking statements,
whether as a result of new information, future esem otherwise. Further disclosures that we makeetated subjects in our additional filings
with the SEC or Securities and Exchange Commissimuld be consulted. For further information regagdhe risks and uncertainties that
may affect our future results, please review tlierination set forth below under "ITEM 1A. RISK FAORS."

Part |

ITEM 1. BUSINESS

Unless the context otherwise requires, when weheswords "Level 3," "we," "us" or "our company"tims Form 10-K, we are referring
to Level 3 Communications, Inc., a Delaware corpiora and its subsidiaries, unless it is clear frime context or expressly stated that these
references are only to Level 3 Communications, Ticoughout this Form 10-K we use various indugtryns and abbreviations, which we
have defined in the Glossary of Terms at the enbisfdescription of our business.

Through our operating subsidiaries, we gegarimarily in the communications business.

We are a facilities based provider (thatiprovider that owns or leases a substantialggodf the plant, property and equipment nece:
to provide its services) of a broad range of iniégst communications services. We have createdayomzinications network generally by
constructing our own assets, but also through abawetion of purchasing and leasing other compaaigsfacilities. Our network is an
advanced, international, facilities based commuitoa network. We designed our network to providenmunications services, which employ
and take advantage of rapidly improving underlyapgical, Internet Protocol, computing and storagghhologies.

Market and Technology Opportunity.We believe that ongoing technology advancésoth optical and Internet Protocol technologies
have been revolutionizing the communications ingust/e also believe that these advances have, dhdontinue to, facilitate decreases in
unit costs for communications service providers #ra able to most effectively take advantage e$é¢htechnology advances. Service providers
that can effectively take advantage of technolaggrovements and reduce unit costs will be abldfer tower prices, which, we believe, will
stimulate substantial increases in the demanddiomeunications services. We believe there are twoawy factors that are continuing to drive
this market dynamic:

. Rapidly Improving TechnologiesOver the past few years, both Internet Protoc®P@nd optical based networking
technologies have undergone extremely rapid inn@vatue, in large part, to market based developmianderlying
technologies. This rapid technology innovation resulted in both an improvement in price-perforneafur optical and Internet
Protocol systems, as well as rapid improvemerténftinctionality and applications supported by ¢heeshnologies. For
example, these improvements are enabling voice IBvservices or VoIP that are challenging tradiictelephone network or
PSTN services. We believe that this rapid innovatidll continue well into the future across a numbegdifferent aspects of the
communications marketplace.

. High Demand Elasticity We believe decreases in communications servizets @and prices cause the development of
bandwidth-intensive applications, which, over timesult in even more significant increases in badttwdemand. In addition,
we believe that communications services are dsebstitutes for other, existing modes of informatilistribution from sources
such as traditional broadcast entertainment asagdliistribution of software, audio and video cahtesing physical media
delivered using motor transportation systems. Aangxe of this dynamic is the use of the Internetfie distribution of video
entertainment.




We believe that as communications services impmoee rapidly than these alternative content distiim systems, significant
demand will be generated from these sources ofrirdtion. We also believe that high elasticity ofrded from both these new
applications and the substitution for existing rilisttion systems will continue for the foreseeduoleire. We believe that while
high demand elasticity will be manifested over tigevernment regulation and communications suppéjrcinefficiencies may
cause realization of demand to be delayed.

We also believe that there are significant impiarad that result from this market dynamic. Thesplications include the following:

. Incorporating Technology Change Given the rapid rate of improvement in opticall &mternet Protocol technologie
communications service providers that are mostcaffe at rapidly deploying new services that talleamtage of these
technologies will have an inherent cost and seratheantage over companies that are less effedtidge@oying new services
that use these technologies.

. Capital Intensity. The rapid improvements in these technologiesth@deed to move to new technologies more quiadylts
in shortened economic lives of underlying assetsadhieve improvements in service capabilities amiticost reductions,
service providers will need to deploy new generatiof technology sooner, resulting in a more cépitansive business model.
Those providers with the technical, operational famancial ability to take advantage of the rapitvancements in these
technologies are expected to have higher abscoduytiéat requirements, shortened asset lives, rapietyeasing unit costs and
prices, rapidly increasing unit demand and higlashdlows and profits.

Our Communications Business Strategy

We are seeking to capitalize on the opputies presented by the expanded coverage of ourmumications network as well as the
significant and rapid advancements in optical aridrhet Protocol technologies. Key elements ofsttategy include:

. Offer a Comprehensive Range of Communications &e@ver Our Ern-to-End Networl. We provide a comprehensive rar
of communications services designed to meet thdsekour customers over our network. Beginning0da6, we expanded our
targeted customer base to include enterprise andss customers through the acquisitions we comxblétiring 2006 and early
2007.

Our communications service offerings include:

. Internet Protocol and data servi—including (1) Internet access and IP and Etherngt® Private Networks an
(2) broadband transport services such as wavelgnddnk fiber and private line services (transotedrackhaul, intercity, met
and unprotected private line services);

. content distribution services including caching aitko broadcast service
. colocation services; ar
. Softswitch and voice services—including wholesat@R/component services, enterprise or busines&\sgtvices, wholesale

voice origination and termination services and ngaaamodem for the dial-up access business.
The availability of these services varies by lomati

For several years we have been developing serthie¢$ake advantage of the investment that we heage in our network and
that generally target large, existing markets fanmunications services. We have also expandedxistirgy markets for
communications




services through the acquisitions we completedid62and early 2007 that enabled us to offer seswidectly to enterprise or
business customers. Through these efforts we mavedsed significantly our addressable market lyngchew targeted
customers as well as new voice and data serviets$ake advantage of the geographic coverage sstchdwantages of our
network.

With respect to our wholesale customers, we prothidse customers with several options for accessingntercity network—
including our metropolitan networks and colocatiadilities. Our metropolitan networks enable usanonect directly to points
of high traffic aggregation. These traffic aggreégafacilities are typically locations where ourstomers wish to interconnect
with our intercity network. Our metropolitan netwerallow us to extend our network services to ttaggegation points at low
costs. With respect to our enterprise customergraeide these customers with access to our netwitiker by directly
connecting to their location or by serving thatdtion with a connection from another communicatisesvices provider. As of
December 31, 2007, we have:

approximately 77,000 intercity route miles in NoAmerica and Europe, which we expect to reducepaimately 48,000
intercity route miles after we complete the intéigraof acquired companies, connecting 20 countries

approximately 125 markets having metropolitan fibetworks containing approximately 27,000 routeesiih the United Statt
and Europe; and

approximately 7,300 traffic aggregation points &oddings in the aggregat

We believe that providing colocation services icdilfaes directly connected to our network attractgnmunications intensive
customers by allowing us to offer those customedsiced bandwidth costs, rapid provisioning of add#l bandwidth,
interconnection with other third party networks amgroved network performance.

Additionally, our metropolitan networks allow usd¢ompete for certain local communications traffitiich constitutes a
significant percentage of the communications markstof December 31, 2007, we had secured apprd&lyné.9 million
square feet of space for our Gateway and transonigactilities and other technical space and hadpteted the build-out of
approximately 4.6 million square feet of this space

Provide Low Cost Backbone Services Through An Upgahkle Backbone Networ Many portions of our originally construct
intercity and metropolitan networks were desigregdrovide high quality communications services ktveer cost. As we
continue to integrate our acquired operations,n@twork and business processes will seek to ensttie cost effectively deploy
future generations of optical and IP networking poments (both fiber and transmission electronicsaptronics) and thereby
expand capacity and reduce unit costs. In additanstrategy is to maximize the use of open, napipetary interfaces in the
design of our network software and hardware. Thigr@ach is intended to provide us with the abiiitypurchase the most cost
effective network equipment from multiple vendomslallow us to deploy new technology more rapidig affectively.

Target Top Global Bandwidth CustomeryVith respect to our wholesale service offerirms, primary distribution strategy is
use a national, direct sales force focused on bégtdwidth usage businesses. These businessesdrictuanbent local exchan
carriers, international carriers also known as RTiajor internet service providers or ISPs, broadbzable television operato
wireless providers, major interexchange carridrs,u.S. government and enhanced service proviBeosiding communicatior
services to many of these businesses is at theo€ang market enabling strategy. We identify aolgbale customers those
customers that purchase significant amounts ofaigpi® serve the needs of their customers.
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Further Develop Existing Enterprise Customer Busin With respect to our business markets customerspramary
distribution strategy is to use a locally basee@dclisales force to target business customers,ga@nments, higher education
institutions and academic consortia with high dedsaior mission critical communications servicesthis category we also
target regional carriers that make communicati@ngises buying decisions locally.

Develop Market Leading Content Distribution Serv@igerings. At December 31, 2007, we operated one of theekrimterne
Protocol backbones in the world. In other words,operate one of the largest networks over whicérh@t content is transport
from content sources to third party owned accetsorks connected directly to end users. As a redltiis network scale, in
early 2007 we embarked on a strategy to refinecapabilities to address the communications neetlsosE organizations that
produce the content that individuals want to viexgrahe Internet. This service offering includeghhspeed IP services,
colocation services and services that cost effelstigistribute the content that is produced forstanption over the Internet. We
believe that one of the largest sources of futnceemental demand for communications servicesheillerived from customers
that are seeking to distribute their feature richtent or video over the Internet. Furthermore pekeve that we are the only
services provider with a single source, full pditf@f end-to-end content distribution solutionedahat we are in a unique
position to offer a range of building blocks to mdese customers' needs.

Expand Metropolitan Network Coveraga/Ne expect to selectively extend the current redadur existing metropolitan
networks by opportunistically adding additional nentions to buildings and other traffic aggregafoints from these
networks. These connections will enable us to reattitional potential customers and reduce ourscfostthe termination of ot
customers' communications traffic on other carriegsworks.

Pursue Acquisition Opportunitie For a number of years, we have engaged in sigmifiacquisition activities. In evaluati
potential acquisition opportunities, among othélecia, we evaluate the potential acquisition adoay to the transaction's abil
to generate positive cash flow from high creditlgp&ustomers. For these opportunities, we gehelabk for companies with
recurring revenue that comes predominantly frormises we already provide, in geographic areasdtetlready served, with
customers that are consistent with our existingocusr base. It is this group of acquisitions tretteyally also provide
significant synergy opportunities as a result aérbepping network and service offerings.

As we seek to expand the addressable market fasesuices, we also evaluate opportunities that dvenpand our service
capabilities. Transactions that would be includethis category would expand the geographic scéperonetwork or would
provide capabilities for additional services ottdlmition channels. For these opportunities, weegalty consider whether the
targeted company's distribution strategy is coaeststith our strategy and whether management lesdi#hvat the target's current
and/or future revenues can be significantly inaedaand/or expenses can be significantly reducedrasult of a combination
with our operations. Generally these acquisitioparfunities will not provide the same level of sggeopportunity that the
category of acquisitions describe above providesto

Develop Advanced Operational Processes and BusBaggort SystemsWe have developed and continue to develop
substantial and scalable operational processebusidess support systems specifically designedable us to offer services
efficiently to our targeted customers. We beligva bver time these systems will reduce our opsgatosts, give our customers
direct control over some of the services they oynfus and allow us to grow rapidly while minimigiredesign of our business
support systems.




. Attract and Motivate High Quality Employer We have developed programs designed to attractedain employees with tt
technical and business skills necessary for ouinbas. The programs include our long term incengingrams.

Our Strengths
We believe that the following strengthslagsist us in implementing our strategy:

. Experienced Management Te¢ We have assembled a management team that weebiiwell suited for our busine
objectives and strategy. Our senior managemersutzstantial experience in leading the developmmeatketing and sale of
communications services and in managing, desigaimconstructing metropolitan, intercity and intgronal networks.

. A Comprehensive Range of Communications Sen We provide a comprehensive range of communicatiemvices designe
to meet the needs of our customers over our netviBeginning in 2006, we expanded our targeted custdase to include
enterprise or business customers.

Our communications service offerings include:

. Internet Protocol and data servi—including (1) Internet access and IP and Etherneti® Private Networks an
(2) broadband transport services such as wavelengdgnk fiber and private line services (transoegdrackhaul, intercity, meti
and unprotected private line services);

. content distribution services including caching &iteo broadcast service
. colocation services; and
. Softswitch and voice services—including wholesatdR/component services, enterprise or busines® \sgitvices, wholesale

voice origination and termination services and ngadamodem for the dial-up access business.

The availability of these services varies by lomati

For several years we have been developing serthie¢$ake advantage of the investment that we heage in our network and
that generally target large, existing markets fanmunications services. We have also expandedxistirey markets for
communications services through our acquisitioas ¢mabled us to offer services directly to enteepor business customers.
Through these efforts we have increased signifigamtr addressable market by adding new targetstbmers as well as new
voice and data services that take advantage afe¢bgraphic coverage and cost advantages of ouoretw

. Significant metropolitan network platfort As of December 31, 2007, we have metropolitaerfitetworks in approximate
125 markets in North America and Europe, which amnmapproximately 26,000 route miles and connetiiénaggregate
approximately 7,300 traffic aggregation points aoddings. Our metropolitan networks enable usdorect directly to points
high traffic aggregation and customer locations matllice our costs for the termination of our cusi@ncommunications traffic
on other carriers' networks.

. Endto-End Network Platforr Our strategy has been and continues to be t@d@gtwork infrastructure in major metropolit
areas and to link these networks with significateiicity and trans-oceanic networks in North Ameeaad Europe. We believe
that the integration of our metropolitan and iniigraetworks with our colocation facilities will @and the scope and reach of
our on-net customer coverage, facilitate the unifdeployment of technological innovations as we aganour future upgrade
paths and allow us to grow or scale our service




offerings rapidly. We believe that we are the dnlgrnational communications service provider with unique combination of:

a substantial intercity network;

large fiber count metropolitan networl

substantial colocation facilities; and

significant content distribution technology andviegs.

Advanced IP Backbon We operate one of the largest international ifvaeks or backbones. Our IP services deliver adh
range of IP transit and network interconnectiomsohs tailored to meet the varied needs of highdbadth companies.

Extensive Patent Portfolid.hrough acquisitions and through our own reseanchdevelopment, we have created an extensive
patent portfolio, consisting of approximately 8&qnts and patent applications filed in the Unf¢ates and around the world.
Our patent portfolio includes patents filed in ea€lthe last three decades covering technologiegimg from data and voice
services to content distribution to transmissiod aatworking equipment. Most of our issued patantésnot scheduled to expire
for more than ten years. We have used our patetfopo in a number of ways. First, developing agairing technologies and
receiving the legal right to preclude others frosing them may give us a competitive advantage.r8kdbe breadth and depth
of our patent portfolio may deter others, partidyléelecommunications operators, from bringinggpatinfringement claims
against us for fear of counter-claim by us. We wilhtinue to file new patent applications as weamale and develop products
and services, we will continue to seek opportusiteexpand our patent portfolio through strategiguisitions and licensing,
and we will continue to enforce our patents agdifsingement by others.

Softswitch based (-Carrier Network. Our experience in operating our Softswitch bai-carrier network is combined with
set of infrastructure and other management expegigrwhich include extensive local interconnectidgtih local exchange
carriers, experience in scaling a Softswitch bagdatiorm, and an ability to provide seamless irdarection to the traditional
telephone network or PSTN. We believe that ourresite co-carrier network and Softswitch infrastuwetprovides us with a
competitive advantage in the emerging voice ovesrlFolP marketplace.

A More Readily Upgradeable Network InfrastructuriVith respect to a substantial portion of our ratwy the network was
designed to take advantage of technological inionstincorporating many of the features that arepnesent in older
communication networks, and provide us flexibitilytake advantage of future developments and inifansa We designed the
transmission network to optimize all aspects oéffiand optronics simultaneously as a system toafetihe lowest unit cost to
our customers. As fiber and optical transmissichmelogy changes, we expect to realize new unitioggrovements by
deploying the most cost efficient technologies um network. We believe that our network design eilable us to lower costs
and prices while enjoying higher margins than ampetitors.
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Our Communications Services
Customer Focused Organization

Beginning in August 2006, we realigned ¢histomer interacting or customer facing aspectsiotommunications business into four
groups to focus more effectively on the needs ofooistomers. These four groups are:

. Wholesale Markets Grot

. Business Markets Group

. Content Markets Group; and
. Europe

This realignment was implemented to en#idse employees in these customer facing rolesweldp and deliver high quality
communications services that are based on the rmééks customers that the group is seeking toesétach of these groups is supported by
dedicated employees in sales and segment marké&aat). of the groups is also supported by centdkssvice or product management and
development, general marketing, global networkises; engineering, information technology, and ooafe functions including legal, finance,
strategy and human resources. It is through thel¥ghte Markets, Business Markets, Content MarkedsEaurope groups that we offer a
comprehensive range of communications services.

Wholesale Markets Group. The Wholesale Markets Group is focused on dedlig communications services to meet the high waitt
needs of many of the largest global communicatgmsices providers on a wholesale basis. The Waldédarkets Group's customers
integrate or package our services into their ovadpcts and services to offer voice, video and datgices to their end-user customers.

The market segments that the Wholesale #ai®&roup addresses include:

. domestic and international carriers;

. voice service providers, which include calling cacinpanies, conferencing providers, and contadecgthat use Voll
technology to better manage costs and enable addapplications;

. wireless providers;

. broadband cable television operatc
. system integrators; ar

. the U.S. government.

Business Markets Group.The Business Markets Group is focused on defiggcommunications services to meet the
telecommunications needs of: small, medium andelargerprises; regional carriers; higher educatistitutions and academic consortia; and
state and local governments. Local and regionailerarinclude ISPs, enhanced service providerdjagtipn service providers, wireless
providers, mobile virtual network operators, Vol®yiders as well as datacenters and hosting fiésiliThe Business Markets Group focuses
on providing its targeted customers with the fults of data, Internet, transport and voice sestice

Content Markets Group. As we believe that one of the largest sourédstare incremental demand for communications ises/will be
derived from customers that are seeking to disteileir feature rich content or video over thetnet, the Content Markets Group focuses on
offering a range




of end-to-end communications services building kdoiw meet the content distribution needs of ig@mers. Customers that the Content
Markets Group serves include:

. video distribution companies;

. providers of online gaming and m¢portals;

. software service provider

. social networking providers; and

. traditional media distribution companies includbrgadcasters, television networks and sports lea

Europe. The Europe group focuses on the communicatiersls of European customers and the European sgfectstomers located
outside of Europe. The Europe group target custerer similar to the target customers of the WiaddéeMlarkets Group and the Content
Markets Group.

Service Offerings

We offer a comprehensive range of commuiuina services, which currently include the follogiservices. All of these services are
available to customers of each of the customengpgroups, however their availability varies bydtion. The following is an overview
description of some of the services that we offer.

. Network and Internet ServicesWe offer both wholesale-oriented communicatiogrsises to enable large scale networks and
high speed access to the Internet as well as sisglzices designed for the enterprise marketplteoffer a portfolio of data
communications services ranging from basic netvirfilastructure components such as dark fiber, vemgth, and private line
services to higher level routed data services sgdithernet, Internet Transit and IP VPN. Our Nekvand Internet Services
include the following.

. Transport Services.Transport services include wavelengths (Leveit8rtity Wavelength Services and Level 3 Metro
Wavelength Services) and private lines (Level &deity Private Line Services and Level 3 Metro $=9). These services are
available across our metropolitan and intercitgfihetwork. Wavelength services provide unproteptadt-topoint connectior
of a fixed amount of bandwidth with Ethernet or S&Ninterfaces. Wavelength services are availabB5Gbps and 10 Gbps
speeds, which represent the largest capacity o€aled transport services. This service offerimgets customers that require
significant amounts of bandwidth, desire more dicemtrol and provide their own network managemenitzate line services ¢
also point-to-point connections of dedicated baunitlwbut usually include SONET or SDH protectiorptovide resiliency to
fiber or equipment outages. Private line servicesaaailable in a range of speeds. Level 3 alsereffletro and Intercity
Ethernet Private Line Services with Fast-E and Bigterfaces. Customers generally use our tranggovices to create their
own SONET/SDH, ATM and IP networks. We typicallfarftransport services in annual contracts with thigrpayments or
long-term pre-paid agreements.

Level 3 also provides transport services within wansatlantic cable system connecting North Anagegicd Europe as well as
leased bulk capacity on other transoceanic systédmntsrnational Backhaul" transport services, intemecting cable landing
stations and the terrestrial North American andopaan networks, are also available.

. High Speed Internet Protocol (IP) Servii Level 3 operates one of the largest internatitmaknet backbones providir
connectivity among customer IP, content and apgtinanetworks. Built on our own intercity and metaditan networks in Nori
America and




Europe, we provide customers with high performaneigbility and scalability. Access to the Interigenabled through
interconnection among our customers across ourarktas well as interconnections with other Intei®etvice provider "peers."”

Dedicated Internet Acces Dedicated Internet Access, or DIA, is Level 3gefprise focused Internet access product leveg
the same core Internet backbone as our other kttServices. Level 3 operates one of the largéstriational Internet
backbones in the world and is regularly considensel of the most connected Internet networks. L8\seDedicated Internet
Access service provides Internet connectivity av@ier One Internet backbone through a wide vaoétgccess methods and
speeds. The service also includes Domain Namecssiyprimary, secondary and caching and is avail@blkither a stand-alone
service or as a complement to our other commumwicatservices.

VPN Services Built on our optical transport and MPLS netwonkg offer customers the ability to create privadnt-to-point,
point-to-multipoint, and full-mesh networks basedIB VPN, Virtual Private LAN Service, or VPLS, ATlkhd Frame Relay
technologies. These services allow service prosidmrporations, government entities, and distidiubusinesses to replace
multiple networks with a single, cost-effectivewgan that simplifies the transmission of voiceje®, and data over a single or
converged network. The service allows the custdmeachieve this convergence without sacrificingdbelity of service or
security levels of traditional dedicated transmdférings. These solutions are used for serviceiges and corporate data and
voice networks, data center networking, disasteovery and out-of-region or redundant customer eotiwity for other service
providers.

Colocation Service We offer high quality, data center space whergamers can locate servers, content storage deaixt
communications network equipment in a safe andregechnical operating environment. At our colomatites, we offer high-
speed, reliable connectivity to our network andtteer networks, including metro and intercity netks) the traditional
telephone network and the Internet.

Dark Fiber Service. Level 3 Intercity Dark Fiber and Level 3 MetrodRé&iber provide carriers, service providers, goveent
entities and large enterprises a complete infragira when a fiber solution is required based dquamapplications, control or
scale requirements. The services include fibepaailon space in our Gateway and in our networlities, power and physical
operations and maintenance of the fiber and adsaciafrastructure.

Content Distribution. Our primary Content Distribution products andveegs include the following.

Content Delivery Networl Our content delivery network services combinel®unetwork, gateway facilities and paten
technology that directs a requestor or end ustredest location or server cluster in our networketrieve the requested
content based on location and network conditions. @DN services provide customers with improved pasformance,
scalability, reliability and reach for their webgdipations. Our Caching and Download Services mte\dfficient delivery of
large files such as video, software, security pegcludio and graphics to mass audiences. Oum8tg&ervices can be usec
deliver high performance streams, either live oxdemand, to end users using leading proprietariopats. We also offer
storage solutions enabling customers to uploadstoreé content to our network as part of an optichizelivery platform. In
addition to our delivery services, our Intelligdmaffic Management software continuously monitgrstems and Internet
conditions and enables customers to set rulesrtardically route traffic to meet failover or dualnglor objectives.
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Media Delivery Service: Since the acquisition of Servecast in July 200F pffer media delivery services to customers seg
to manage, protect and monetize content deliveved the internet. Media Delivery Services providstomers with means to
ingest and digitize live video content and to mantge organization and presentation of both live @m demand video to end
users via a content management system. Contenbeagcured to prevent unauthorized access, rédistmn or syndication.
Additionally, support for content monetization yiaid and advertising supported models is provitiéetlia Delivery Services
leverage our Content Delivery Network for the deliwof managed content to end users.

Fiber Optic and Satellite Video Transport Servic We offer various products to provide audio ardeei feeds over fiber ¢
satellite for broadcast and production customengs€ products vary in capacity provided, frequenfayse (that is, may be
provided on an occasional or dedicated basis) @nd.gn 2004, Super Bowl® XXXVIII was the firstvié broadcast event ever
carried using our new high definition (HD) transpmmoduct.

Advertising Distribution ServicesThese services include Audio Distribution andatidistribution. Our Audio Distribution
services distribute radio spots to stations viated@ic and physical distribution. Spots are dtted to over 10,500 stations in
North America via the Internet using no proprietaardware. Our Video Distribution services offestmmers the capability to
deliver video content electronically and physicatiytelevision stations, broadcast networks andecagtworks across the Unit
States.

On December 19, 2007, we announced that our wbellyed subsidiaries, WilTel Communications, LLC, eES
Communications, LLC and Vyvx, LLC, as the sellérad entered into an Asset Purchase Agreement v@th-&stChannel, Inc.
Pursuant to the terms of the Purchase Agreemensedifers will sell to DG FastChannel for cashaiarassets relating to the
Advertising Distribution Services business. Under terms of the Purchase Agreement, we will recgi29 million in cash
upon the closing of the transaction. The purchaiee |is subject to certain post closing workingita@mdjustments.
Consummation of the transaction is subject to enaty closing conditions, including receipt of applble federal regulatory
approvals.

Switched ServicesWe pioneered and developed the Softswitch—ailligd computer system that emulates the functions
performed by traditional circuit switches—which bfes us to control and process voice and data @adlsan Internet Protocol
network. We also offer several traditional circaititch-based voice services. Our Switched Servidade the following.

Level 3 VolP Enhanced LocalLevel 3 VolP Enhanced Local is a VolP solutioattBnables broadband cable operators, IXCs,
voice over IP providers, and other companies operdlheir own switching infrastructure to launchbBsed local and long-
distance voice to residential and business custoriarany broadband connection. With the purchéasewel 3 VolP Enhanced
Local service, a customer obtains the essentiddibgiblocks required to offer residential or biesis voice over IP phone
service such as local phone numbers, local numix¢alglity, local and long distance calling, E-9bperator assistance,
directory listings, and directory assistance.

Level 3 Local Inbound.Level 3 Local Inbound service terminates tradisibtelephone network originated calls to Internet
Protocol termination points. Customers, such dscealters, conferencing providers, and voice olPesdrvice providers, can
obtain telephone numbers from us or partacal telephone numbers that the customer ajreadtrols. These local calls are tl
converted to IP and transported over our backbor@ecustomer's IP voice application at a custoraketed IP voice end point.
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Level 3 £-911 Direct. Level 3 E-911 Direct is a portfolio of -911, or Enhanced 911, solutions, including a f-location
solution with network connections to public safabyswering points or PSAPs that serve approxim&@lgercent of all U.S.
households, and a solution for nomadic voice oRaurbviders that takes advantage of the same nletvaomections as the
fixed-location solution. Enhanced 911 service aiam emergency services operator to automaticatiyive information related
to a 911 caller's registered address and callbhokeonumber. A nomadic voice over IP provider é@mpany that permits its
end user customer to use VoIP services from mane ¢ime location. Level 3 E-911 Direct providesrnkévork capabilities that
route and complete 911 calls to appropriate sekectuters and PSAPs on the traditional telephdrden@twork. When used
with the services provided by a third party VolPsRioning Center, or VPC, to collect, update angbré subscriber location
information, our Level 3 E-911 Direct service erV/olP service providers to supply 911 servicabedr subscribers.

Level 3 One Plus Level 3 One Plus service provides -facilities-based resellers, or carriers with regional netwafes ability
to originate PSTN calls from anywhere in the comtital US. Level 3 then terminates the domestieriational and Operator
Services calls over our nationwide network, or costrs may choose to have calls handed back to dhema dedicated facility.
This service suite features Automatic Number Ideatiion (ANI)-based and Carrier Identification Go(CIC)-based services as
well as a dedicated end-user service.

Level 3 Enterprise Local and Long Distance Voicerises. Level 3 Enterprise Local Voice Services providElR

connectivity for customer telephone equipment;pietse numbers, which include associated direcistindis; standard servic
which include operator services, directory assistaand 911 services; and long-distance accesshwhovides equal access to
all long-distance carriers, including Level 3. Level 3 Eptexe Long Distance services offer intrastate aerstate voice servi
at simple, cost-effective rates as well as acaessé¢r 290 international locations.

Level 3 Enterprise Toll-Free Serviced.evel 3 Enterprise Toll-Free Services offer castos the ability to receive and pay for
inbound calls, rather than those calls being paid¥ the call originator. Additionally, a numbefrrouting and call information
features are available.

Level 3 Voice TerminationLevel 3 Voice Termination consists of long distanransport and termination services, offered over
circuit switch or Softswitch technologies. Thesevges are offered primarily to inter-exchange ieas, or IXCs, wireless
providers, local phone companies, cable compamids/aice over IP providers. We also offer the teraion of international

voice traffic over circuit switch or Softswitch tawologies. Customers for these services includal jolcone companies, wireless
providers, cable companies and voice over IP pergid

Level 3 Toll Free Level 3 Toll Free consists of services that teate toll free calls that are originated or placadhe
traditional telephone network. These toll freegalle carried over either a circuit switch or Seiftsh network and delivered to
customers in Internet Protocol or traditional TDdrhat. Customers for these services include callecs, conferencing
providers, and voice over IP providers.

Level 3 Managed ModemLevel 3 Managed Modem is an outsourced, turnikfrgstructure solution for the management of
dial up access to the public Internet. ISPs coremisajority of the customer base for Level 3 Maublodem and are
provided a fully managed dial up network infrastase. As part of this service, Level 3 arrangestiier provision of local
network coverage, dedicated local telephone numbacks and modems as well as dedicated conngctivin the customer's
location to the Level 3 Gateway facility.
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For a discussion of certain geographicrimfation regarding our revenue from external custsraad long-lived assets, please see the
notes to our Consolidated Financial Statementsappgelsewhere in this Form 10-K. For a discussibour communications revenue, please
also see Management's Discussion and Analysisnain€ial Condition and Results of Operations appgdeiter in this Form 10-K. Our
management continues to review our existing lirffdsuginess and service offerings to determine Hoysé lines of business and service
offerings assist with our focus on the deliverycommunications services and meeting our finand@daiives. This exercise takes place both
with respect to integration activities and in thidinary course of our business. To the extentdhetain lines of business or service offerings
not considered to be compatible with the delivérgammunications or with obtaining our financialjettives, we may exit those lines of
business or stop offering those services.

Our communications network

Our network is an advanced, internatiofailities based communications network. Today prigarily provide services over our own
facilities. At December 31, 2007, our network enpasses:

. approximately 67,000 intercity route miles in NoAmerica, which we expect to reduce to approxinyad&,000 intercity route
miles after we complete the integration of acquirethpanies;

. approximately 125 markets having metropolitan fibetworks containing approximately 27,000 routeesiih the United Statt
and Europe, connecting approximately 7,300 traffjgregation points and buildings in the aggregate;

. local networks in approximately 116 North Americaarkets;

. an intercity network covering approximately 10,080es across Europ

. local networks in approximately 9 European markets;

. approximately 6.9 million square feet of Gatewag &nansmission facilities in North America and Euepand

. a 1.28 Tbps capable transatlantic cable systenemtlyrequipped at 640 Gby.

Intercity Networks. Our approximately 67,000 mile fiber optic irdigy network in North America, which we expect wik
approximately 38,000 miles after we complete otedgration of acquired companies, consists of theviing:

. Multiple conduits. In approximately 30,000 milesaafr intercity network, we have installed groupsmfitiple conduits. We
believe that the availability of spare conduit vaillow us to deploy future technological innovagan optical networking
components as well as providing us with the flditibto offer conduit to other entities.

. Initial installation of optical fiber strands des&p to accommodate dense wave division multiplekiamgsmission technology.
addition, we believe that the installation of newptical fibers will allow a combination of greateavelengths of light per
strand, higher transmission speeds and longer gdilygbacing between network electronics. We aléieveethat each new
generation of optical fiber will allow increasestire performance of these network design aspedtsvdhtherefore enable low:
unit costs.

. High speed Intercity Dense Wave Division Multiplegj or DWDM, equipment providing high quality, e and cost
effective transmission across our fiber backbone.ané continually evaluating advancements in teldgyahat will enable us 1
scale, lower our cost and provide higher speeda@Esover our intercity network. We believe tha tharket will continue to
move toward Ethernet based services and highedspt=faces. Through our technology

13




evaluations we believe that we have positionededues to be able to deliver these capabilitiedbfiih our own IP network
needs as well as those of our customers.

. A design that maximizes the use of open,-proprietary hardware and software interfaces mnaless costly upgrades
hardware and software technology improves.

During the first quarter of 2001, we cometeour construction activities relating to our MoAmerican intercity network. Also during
2001, we completed the migration of customer tcdfiom our original leased capacity network to completed North America intercity
network. Deployment of the North American interaigtwork was accomplished through simultaneoustoacton efforts in multiple
locations, with different portions being completgdifferent times. In 2003, we added approximage885 miles to our North America
intercity network as part of the Genuity transattiand in 2005, we added approximately 30,000 nfitesuding IRUS) to our intercity netwao
as part of the WilTel Communications transaction2006 and January 2007, we added approximatefp@eéniles (including IRUs) to our
North America intercity network as part of the was acquisitions during that peric

In Europe, we have completed constructioouo fiber optic intercity network with charactstics similar to those of the North American
intercity network in a multiple ring architectu®uring 2000, we completed the construction of Rirgnd Ring 2 of our European network.
Ring 1, which is approximately 1,900 miles, consgbe major European cities of Paris, Frankfurt,sferdam, Brussels and London and was
operational at December 31, 2000. Ring 2, whicpjsroximately 1,650 miles, connects the major Geruoitkes of Berlin, Cologne,
Dusseldorf, Frankfurt, Hamburg, and Munich. Ringezame operational during the first quarter of 2@ibsequently, we created two
additional rings generally through IRU acquisitidaonnect to our expanded operations in Eurogeate described below. The first ring is
approximately 2,150 miles and connects Copenhditeckholm and Oslo and the second ring is appraeind,700 miles and connects
Milan, Zurich and Geneva.

During 2002, we completed an expansionusfiEuropean operations to seven additional ci@es.expansion to these additional locations
was facilitated through the acquisition of avaitabhpacity from other carriers in the region. Dgr2®03, we completed an expansion of our
European operations to four additional cities.ddition, during 2004, we completed an expansioouwfEuropean operations to two cities.
During 2005, we completed an expansion of our Eemopoperations to one city. During 2006, we obthiterk fiber primarily in those cities
currently served by leased wavelength capacityaatditionally in 2006 we completed an expansionwfBuropean operations to 9 additional
cities. During 2007, we obtained dark fiber in thties that had been served by leased waveleagtacity and additionally in 2007 we
completed an expansion of our European operatmA@satlditional cities. In 2008, we expect to comtiour European expansion to one
additional city using leased wavelength capacitg. &pect to use the dark fiber with appropriategmaission equipment to sell a full suite of
transport and IP services.

Our European network is linked to our Noktherican intercity network by the Level 3 tranaatic 1.28 Thps capable cable system,
which was also completed and placed into servieaend2000. The transatlantic cable system—whictrefer to as the Yellow system—has a
current capacity of 640 Gbps and was upgradealde?® Thps when brought into service. The deployoéthe Yellow system was
completed pursuant to a co-build agreement annabimcEebruary 2000, whereby Global Crossing Ltdtip@ated in the construction of, and
obtained a 50% ownership interest in, the Yelloatesyn. Under the co-build agreement, Level 3 and&l|Grossing Ltd. each now separately
own and operate two of the four fiber pairs onYedow system. We also acquired additional capaeityGlobal Crossing Ltd.'s transatlantic
cable, Atlantic Crossing 1, during 2000 to serveeaitindant capacity for our fiber pairs on the ¥elkystem. We also own capacity in the
TAT14 cable system. In connection with the WilTedjaisition, we have secured additional capacitystwbal Crossing's transatlantic cable,
Atlantic Crossing 1, and TAT-14. In 2006, we purebe 300 Gigabits of transatlantic
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capacity with the right to purchase 300 Gigabitadditional capacity from Apollo Submarine Cabletgyn Ltd. In January 2007 we purcha
150 Gigabits of the additional capacity availaltarf Apollo Submarine Cable System Ltd, 300 Gigaibitslay 2007 and an additional 100
Gigabits in November 2007. We are also an ownaherapan-US, and China-US cable systems, an IRl¢ihon Southern Cross cable
system as well as an owner on the Americas Il cabtban IRU holder on the Arcos system.

Local Market Infrastructure. Our local facilities include fiber optic metmajgan networks connecting our intercity networldan
Gateways to buildings housing communications-intensnd users and traffic aggregation points—inicigdLEC and CLEC central offices,
long distance carrier points-of-presence or PO&lslechead-ends, wireless providers' facilities laernet peering and transit facilities. As of
December 31, 2007, we had in the aggregate appabdaiyn7,300 traffic aggregation points and buildimgpnnected to our metropolitan
networks. Our high fiber count metropolitan netwsoatlow us to extend our services directly to austomers' locations at low costs, because
the availability of this network infrastructure doeot require extensive multiplexing equipmentdach a customer location, which is required
in ordinary fiber constrained metropolitan networks

We had secured approximately 6.9 millionasg feet of space for our Gateway and transmidaiglities as of December 31, 2007, and
had completed the buildout of approximately 4.dionl square feet of this space. Our initial Gateviajlities were designed to house local
sales staff, operational staff, our transmissiosh lawernet Protocol routing and Softswitch faddtiand technical space to accommodate
colocation services—that is, the colocation of pquent by high-volume Level 3 customers, in an emvinentally controlled, secure site with
direct access to Level 3's network generally thihodigal, fault tolerant connections. Some of ouilifeas are larger than our initial facilities a
were designed to include a smaller percentagetalf square feet for our transmission and Intermetdeol routing/Softswitch facilities and a
larger percentage of total square feet to suppersale of colocation services. Availability of skeservices varies by location.

As of December 31, 2007, we had operatidaallities-based, local metropolitan networksl 6 U.S. markets and 9 European markets.

As of December 31, 2007, we had approxitydté5 markets in service in North America and appmately 42 markets in service in
Europe.

Our Patent Portfolio

Through acquisitions and through our owseegch and development, we have created an exaguaignt portfolio, consisting of
approximately 880 patents and patent applicatided in the United States and around the world. gatent portfolio includes patents filed in
each of the last three decades covering techn@ogigging from data and voice services to contistiloution to transmission and networking
equipment. Most of our issued patents are not sgbddo expire for more than ten years.

In addition to the patents and patent agfitbns we own, we have received licenses to patexitl by others, including through a recently-
announced cross-license with IBM, giving us actéeshat company's more than 40,000 patents covenagy technologies relevant to our
business. While patents give us the right to pregtrers, particularly competitors, from using puoprietary technologies, patent licenses 1
us the freedom to operate our business withoutiskeof interruption from the holder of the patémat has been licensed to us.
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We have used our patent portfolio in a nends ways. First, developing or acquiring techigids and receiving the legal right to preclude
others from using them may give us a competitiveaathge. By way of example, at the end of 2007initeted a lawsuit against competitor
Limelight Networks, Inc., alleging that that companfringes three of our patents relating to thetrihution of content. That lawsuit is expec
to go to trial before the end of 2008 and, if swséel, could result in a court order prohibitingriglight from using our patented technology in
relevant service offerings. Second, the breadthdapdh of our patent portfolio may deter otherstipalarly telecommunications operators,
from bringing patent infringement claims againsfarsfear of counteclaim by us. There have been relatively few paitgfiningements brougt
against us to date. Most of those have been iedtiby patent-holding companies who do not opes¢edmmunications businesses and who
are less likely to be subject to a counter-clainméringement by us. Finally, the extensivenesewf patent portfolio allows us to cross-license
with others having similarly broad portfolios omrtes acceptable to us, mitigating the risk that ithvéll be able to assert patent infringement
claims against us.

We will continue to file new patent applioas as we enhance and develop products and ssrvie will continue to seek opportunities
expand our patent portfolio through strategic asitjons and licensing, and we will continue to enéoour patents against infringement by
others.

Our Content Delivery Network

Content Delivery Network, or CDN, descrilzesystem of computers networked together acreskitbrnet to provide content to users in
the most efficient manner to enable an optimal egperience. In a CDN, nodes or groups of compatersieployed in multiple locations
closer to the end user, also known as the "edgfeeafietwork” and cooperate with each other tofyatixjuests for content by end users,
transparently moving content behind the scenegptilne the delivery process. Requests for coraemtirected intelligently through
sophisticated software applications to nodes thatige optimal performance for end users.

Our content delivery network is a uniquefiguration of our hosting and network assets ledah approximately 17 countries, which is
designed to improve the performance, reliabilityd aeach of web applications.

We believe that as a result of the comipinadf our CDN assets and our other network infragtire, we are strongly positioned to grow
our market share in the CDN business. This badigkised on several factors.

. Network Scale. Because we own our own network, our ability tor@ase capacity to meet the needs of content prvid
greater than other CDN providers who do not haedfl#xibility to quickly increase their availabletwork capacity.

. Network React Our customers reach global Internet destinatitsirsg an average number of "hops" that are fewaar tith
most any other provider, enabling our customeesagily reach their audiences and provide bettdopeance. The fewer
number of hops required by our customers to relaein Internet destinations serves to reduce latandyjitter.

. Low Cost Position Because we own the underlying network infrastriestwe believe that we are positioned to offet

advantages to our customers. By moving conterdadé sour customers can take advantage of lowercosts for bandwidth,
colocation, servers and disk space.

CDN Applications

There are an increasing number of appboatfor CDN, across many types of customers, pdatity Internet-centric businesses and
businesses that desire to accommodate increasargigr
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file sizes for transmission over the Internet. Tiledia and entertainment industries use CDN serticpsovide on-demand streaming and live
streaming. Social Networking businesses require @plovide their customers with fast reliable ncusid video downloads. Likewise,
through the use of CDN, software companies aretaljeovide software downloads for their custom@nsline retailers and advertisers use
CDN services to provide images and flash files @ndownload advertisements. Online gaming compamiegide for game downloads,
applications updates and delivery of demos antétsaihrough CDN.

Content Distribution Services Architecture

The CDN platform uses our existing physitatwork and infrastructure, and is composed ofgtige server or computer, which provides
caching and streaming functions and the Globalesewnhich provides load balancing—that is, a corapttiat directs the traffic to the most
efficient server to meet the end users request Ellge server enables the storage of popular comtentocation that is closer to the end user
and thereby reduces bandwidth requirements ancoieprclient response times for content storedercttthe. The Global server or computer
load balancing components of the CDN directs ermd texjuests to the content source that is bestalslerve the request of the particular end
user, such as routing to the service noted thabg&est to the end user or to the one with enoagladity to service the request of the end user.

We also transmit audio and video prograngniar our customers over our fiber-optic networkl aie satellite. We use our network to
carry many live traditional broadcast and cablevision events from the site of the event to thigvnek control centers of the broadcasters of
the event. These events include live sporting evehthe major professional sports leagues. Ferdivents where the location is not known in
advance, such as breaking news stories in remcgégidms, we provide an integrated satellite andrfitptic network based service to transmit
the content to our customers. Most of our custorfeerthese services contract for the service oawamt-by-event basis; however, we have
some customers who have purchased a dedicatedtpgioint service, which enables these custometatsmit programming at any time.

We also distribute advertising spots tdoahd television stations throughout the Uniteat&t, both electronically and in physical form.
Customers for these services can utilize a netwaded method for aggregating, managing, storingdastdbuting content for content owners
and rights holders. On December 19, 2007, we argemlthat our wholly owned subsidiaries, WilTel Coomitations, LLC, Level 3
Communications, LLC and Vyvx, LLC, as the selldrad entered into an Asset Purchase Agreement v@t-8stChannel, Inc. Pursuant to the
terms of the Purchase Agreement, the sellers alllkg DG FastChannel for cash certain assetsimgl&b the Advertising Distribution Services
business. Under the terms of the Purchase Agreemvenwill receive $129 million in cash upon thegitg of the transaction. The purchase
price is subject to certain post closing workingital adjustments. Consummation of the transadi®ubject to customary closing conditions,
including receipt of applicable federal regulatapprovals.

Distribution Strategy

Our communications services sales stratgtfyrespect to our Wholesale Markets Group andpgeiis to utilize a direct sales force
focused on companies with high bandwidth and/oceoequirements. These businesses include incundititexchange carriers, established
next generation carriers, international carries® &nown as PTTs, major ISPs, broadband cableis@ewperators, major interexchange
carriers, wireless carriers, systems integratargegiments, emerging VolP service providers, cgltiard providers, conferencing providers
and call centers.

With respect to our Business Markets Grangdium to large enterprises will be serviced Ifigld based direct sales force. Smaller
business opportunities are serviced by an insités $arce
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generally selling pre-defined bundles of servid¥e.also compliment our direct sales force withradirect sales channel of agent partners.

Our communications services sales stratdtiyrespect to the Content Markets Group is atsotilize a direct sales force. Targeted
customers include video distribution companiesyjters of online gaming and mega-portals; softveeice providers; social networking
providers; and traditional media distribution comiea including broadcasters, television networks sports leagues.

We have in place policies and proceduresyew the financial condition of potential andstig customers. We apply these procedures
to determine whether collectability of servicesdallis probable prior to the time that we begirvilng services to a customer. If the financial
condition of an existing customer deteriorates pmiat where payment for services is in doubt, vilenvet recognize revenue attributable to
that customer until we receive cash. Based on thelgies and procedures, we believe our exposuoelection risk within the
communications business and the possible effecuofinancial statements is limited. We may alspagience the effects of possible
downturns in the economy and specifically the tatemunications industry; however, we believe thecemration of credit risk with respect to
receivables is mitigated due to the dispersionufaustomer base among geographic areas and resypedidded by terms of contracts and
statutes.

For the year ended December 31, 2007 ,aputein customers represented approximately 34%odéa@nsolidated total revenue. Revenue
from our largest customer, AT&T Inc. and its sulsids, including SBC Communications, BellSouth &idgular, (assuming those
subsidiaries were wholly owned by AT&T for all 00@7), represented approximately 15% of our conatdidi total revenue for 2007. The next
largest customer accounted for approximately 5%uofconsolidated total revenue and the remainipgen customers each account for 3% or
less of our consolidated total revenue.

In connection with the acquisition of WilTie December 2005, we acquired a large custometraot between WilTel and SBC
Communications, a subsidiary of AT&T. We expect tie revenue generated under this contract wiltinae to decline over time as SBC
Communications migrates its traffic from our netiwtow the merged SBC and AT&T Communications netwbet SBC Communications
acquired from the former AT&T.

Business Support Systems

In order to pursue our sales and distridyutitrategies, we have developed and are contirtaidgvelop and implement a set of integrated
software applications designed to automate ouratjperal processes. These development activitiesralate to the integration of the systems
that were used by the companies that we have actjuihrough the development of a robust, scalaldkess support system, we believe that
we have the opportunity to develop a competitiveaatage relative to traditional telecommunicatioampanies. In addition, we recognize 1
for the success of certain of our services thatesofrour business support systems will need toalséyeaccessible and usable directly by our
customers.

We are currently deploying a unified sesiofiplified processes and systems that are streangland synchronizing our service, sales, and
operational functions through our "Unity" platforivnity has been designed to provide improved cdipabi service catalog management,
sales opportunity management, customer managemeting, order entry, order workflow, physical dodical network inventory
management, service management, and financial rearexg.

Key design aspects of the business suggstém development program are:
. integrated modular applications to allow us to @olgr specific applications as new services areablail
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. a scalable architecture that allows our customegisdsstributors direct access to certain functithagt would otherwise have to
performed by our employees;

. phased completion of software releases designaliiow us to test functionality on an incrementadiba

. "web-enabled" applications so that on-line acceszder entry, network operations, billing, andtouger care functions is
available to all authorized users, including oustomers;

. use of a tiered, client/server architecture thakisigned to separate data and applications, aexpéected to enable continued
improvement of software functionality at minimumstcand

. use of pr-developed or commercial "ethe-shelf" applications, where applicable, which wiltérface to our internall
developed applications.

Our Employees

As of December 31, 2007, we had approxim#&®80 employees. We believe that our successrdipin large part on our ability to
attract and retain substantial numbers of qualiéiegbloyees.

Competition

The communications industry is highly cotitpee. A number of factors in recent years haweréased the number of competitors in the
market. First, the Telecommunications Act of 198€ated opportunities for non-incumbent providersrter the marketplace. Second, the
capital markets responded by making funding moeglalvle to new and existing competitors. Third heisiasm over the opportunities created
by the rapid developments of the Internet led itmssand market participants in general to overesti the rate at which demand for
communications services would grow. Finally, theeegence of new IP-based services has created ptsdpe new entrants with non-
traditional business models to compete with legaroyiders.

We believe that a confluence of these faatoeated an unsustainable level of competitidchénmarket. We believe that this was
evidenced by both the number of competitors vymgsfmilar business and by the amount of inventwrgapacity each brought to the market
for many services. The result of these actionsavasversupply of capacity and an intensely conipeténvironment.

While we believe the current industry stane has improved significantly, we believe thatHher restructuring is likely. With the growth
of communications demand, excess capacity is isorgly being absorbed. Similarly, some form of istiy consolidation will continue to
occur based on underlying economics. Given theslargyoing fixed costs associated with operatingakibone network, we believe that the
natural industry structure will continue to evoteea more limited number of competitors with eaelihg high traffic scale across their
networks.

While we believe that the long-run industtsucture will evolve toward that described abawgcertainty surrounds how the existing
competitive landscape will evolve toward this namcture. For example, while a number of next-gatien and incumbent providers have
been consolidated, we believe there are still abarof competitors operating fundamentally poorlifess models, are resource constrained,
and are unlikely to be long-term survivors in thairrent forms. In addition, the ultimate effecttoé completed acquisition transactions by
AT&T and Verizon is yet to be known.

We believe that each competitor's lsng-success in the market will be driven by itsilade resources (for example, financial, persoy
marketing, customers) and the effectiveness dftisness model (for example, service focus and coigt effectiveness, ability to adapt to new
technologies, channel effectiveness). We recoghiaemany of our existing and potential competifarthe communications industry have
resources significantly greater than ours.
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Our primary competitors are long distanagiers, incumbent local exchange carriers, cortipetiocal exchange carriers, PTTs, Content
Delivery Network companies, and other companiesghavide communications services. The followinfpimation identifies key competitors
for each of our product offerings.

Our key competitors for our voice serviéengs are other providers of wholesale commuinee services including AT&T, Verizon,
Sprint and competitive local exchange carriers. Kayrcompetitors for managed modem services aer gtioviders of dial up Internet access
including Verizon and Qwest Communications.

For our IP and Data services, we competle @mpanies that include Verizon, Sprint, AT&T, €t Communications, Global Crossing,
Cogent and XO in North America, and Sprint, VerizBrance Telecom, Deutsche Telecom, Global CrossingCogent in Europe.

For transport services, our key competitoithe United States are other facilities basedroanications companies including AT&T,
Verizon, Sprint, Qwest Communications and XO. Imdpe, our key competitors are other carriers sscR&l's, Telia International, Colt
Telecom Group plc, Verizon, and Global Crossing.

Our key competitors for our colocation $eeg are other facilities based communications @migs, and other colocation providers such
as web hosting companies and third party colocat@mnpanies. In the United States, these compamifisdie AT&T, Savvis, Equinix,
Switch & Data and Qwest Communications. In Euraaanpetitors include Global Switch, InterXion, Redbuielecity and Telehouse Europe.

For enterprise services, our key competiboclude incumbent local exchange carriers (sscAT& T, Verizon and Qwest), long distance
services providers (such as Sprint), and competiteal exchange carriers (such as Time Warnercdaieand XO).

For content distribution network or CDN\sees, our key competitors include Akamai Techn@egnd Limelight Networks.

The communications industry is subjectapid and significant changes in technology. Fotainse, recent technological advances permit
substantial increases in transmission capacitytf hew and existing fiber, and the introductiomefv products or emergence of new
technologies may reduce the cost or increase fhyglysof certain services similar to those whichpl@n on providing. Accordingly, in the
future our most significant competitors may be rtrants to the communications industry, which—kenthe traditional incumbent carriers
we also compete with—are not burdened by an irstdlbse of outmoded or legacy equipment.

Regulation
Federal Regulation

The Federal Communications Commission e C has jurisdiction over interstate and intéomat communications services, among
other things. The FCC's regulation of common cesnethout market power, such as us, is less srihthan its regulation of dominant
incumbent local exchange carriers. We have obtai@&d approval to land our transatlantic cable anltinited States. We have obtained FCC
authorization to provide international servicesadiacilities and resale basis. Under the Teleconications Act of 1996 (the "1996 Act"), any
entity, including cable television companies, eie@nd gas utilities, may enter any telecommuincet market, subject to reasonable state
regulation of safety, quality and consumer protecti

The FCC has pending a Notice of ProposddiRaking ("NPRM") to initiate a comprehensive ravief rules governing the pricing of
special access service offered by ILECs subjeptite cap regulation. Special access pricing bgalwrriers currently is subject to price cap
rules, as well as
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pricing flexibility rules which permit these canrieto offer volume and term discounts and contiadffs (Phase | pricing flexibility) and/or
remove from price caps regulation special accasécgein a defined geographic area (Phase Il pgiiexibility) based on showings of
competition. In the NPRM the FCC tentatively comiga to continue to permit pricing flexibility whecempetitive market forces are sufficient
to constrain special access prices, but undert@ke&xamination of whether the current triggerspiicing flexibility accurately assess
competition and have worked as intended. The NPRM asks for comment on whether certain aspedis€ special access tariff offerings
(e.g., basing discounts on previous volumes ofisertying nonrecurring charges and terminationgttés to term commitments; and impos
use restrictions in connection with discounts), areeasonable. At this time, we cannot predictitiqgact, if any, that a ruling on the NPRM
will have on our network cost structure.

Both AT&T and Verizon, in connection withre acquisitions, have agreed to abide by cectaiditions that are enforceable by the FCC
in connection with special access prices, termscanditions. In December 2007, we filed a complaigainst AT&T alleging, among other
things, that AT&T had violated those commitmentsttfis stage, the proceeding is continuing andntenid to vigorously pursue our claims.
We cannot at this time predict the outcome of grateeding.

As of August 1, 2001, our tariffs for irdéate end user services were eliminated and affstéor international interexchange services
were eliminated on January 28, 2002. Our rates stilisbe just and reasonable and nondiscriminatOwyr state tariffs remain in place. We
have historically relied primarily on our salesderand marketing activities to provide informattorour customers regarding these matters and
expect to continue to do so. Further, in accordavitethe FCC's orders we maintain a schedule ofates, terms and conditions for our
domestic and international private line service®onweb site.

Intercarrier compensation. Telecommunications carriers compensate onénanéar traffic carried on each other's networks.
Interexchange carriers pay access charges totile@hone companies for long distance calls thigtrate and terminate on local networks.
Local telephone companies typically charge onetardor local and Internet-bound traffic termingtion each other's networks. The entire
methodology by which carriers compensate one anéthexchanged traffic, whether it be for localtrastate or interstate traffic, is under
review at the FCC.

Apart from this comprehensive review oeittarrier compensation, individual compensationgsshave been the subject of FCC and state
commission rulings. Since 1997 the issue of comg@ms to be paid for calls dialed to Internet seevproviders or ISPs has been heavily
litigated. Since 2004, the issue of compensatidretpaid in connection with the exchange of Voieerdnternet Protocol or VoIP calls has
been also been the subject of much debate.

While the FCC has released a number ofreragserting its jurisdiction over intercarrier gensation for ISP traffic, states such as
California and Massachusetts have increasinglyrasdiuthe role of determining the compensation olibiga as between the carrier serving the
customer dialing the ISP and the carrier servirgl8P. RBOCs and other incumbent local exchangeecatypically assert that either they
owe no compensation to the carrier serving thedS&lternatively that they are owed compensatiosumh carrier.

There is also uncertainty in respect tericdrrier compensation for VolP traffic. As in 18P intercarrier compensation situation, the FCC
has issued a number of rulings asserting its jiotigsh over such traffic, but to date it has natied any rulings on the scope and rate of
intercarrier compensation to be paid by carrieharging VolP traffic. While carriers that servelN@roviders such as Level 3 have typically
asserted that VolP traffic is local in nature ameréby subject to local compensation rates, the B8@nd other incumbents have taken the
position that some or all of this traffic shoulddabject to higher intrastate or interstate ra@esrently the FCC has two forbearance petitions
before it requesting that the FCC either forbeamfisubjecting VolIP to the higher interstate
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or intrastate rates, or alternatively to forbeanfrimposing rules that might be construed to rexgthie payment of access charges on VolP
traffic terminated to the PSTN.

Until such time as the FCC acts in suchag &s to either clarify its rulings on ISP compdiasa VolP compensation or rules on
intercarrier compensation in its entirety, and sudbs are final and non-appealable, the scopetefdarrier compensation obligations between
carriers exchanging ISP or VolP traffic is uncertai

Prior to 2004, we entered into agreemeruasiging for payment of compensation for termingti§P-bound traffic with Verizon, in its
former Bell Atlantic operating territory, with SBCorporation for the 13-state operating territorgttimcludes its affiliates Pacific Bell,
Southwestern Bell, Ameritech and Southern New ErdjiEelephone, and with BellSouth in its nine-staterating territory. We also entered
into interconnection agreements with Qwest, CinatnBell Telephone, and Sprint that reflect theiarrier compensation rates adopted b
FCC in its ISP Remand Order.

In late 2003, we reached an agreement 386, now AT&T, continuing payment for the exchamgéSP-bound traffic. In February 20C
we and SBC agreed to successor interconnectioegrs which cover the payment for the exchang8mtraffic and treating VolIP traffic
subject to dispute. The SBC agreement expired aelber 31, 2006. Level 3 and SBC continue to pesitvices and exchange payments
under that agreement until a successor agreemegadhed.

In May 2004, we reached a new interconnectigreement with Bell South, now AT&T, that incorgted terms contained in FCC orders
relating to ISP-bound traffic. Level 3 and BellSvagreed that compensation for VolIP traffic wapdiied. BellSouth requested renegotiation
of this agreement in early October 2006; the psutntinue to provide services and exchange payertter the agreement until a successor
agreement is reached.

As a result of representations regardimgetktension of interconnection agreements madeT&TAo the FCC in connection with its
merger with BellSouth, we have requested that AT&Tend the BellSouth and SBC (now AT&T) intercortigat agreements for a three-year
period with an effective termination date of Jayukd, 2011. We are awaiting a response from AT&T.

In September 2004, Level 3 and Verizon atedrour existing interconnection agreements tdéstaintercarrier compensation terms.
The compensation section of amendments to thoseagmts expired in August 2007. Level 3 and Verizdihcontinue to provide services
under these agreements until successor agreenterggecuted.

We are negotiating new agreements with edthese carriers but at this time cannot predtwat the final terms will be, including
compensation for ISP-bound traffic or VolIP traff@given the general uncertainty surrounding thectféé the FCC and state decisions and
appeals, we may have to change (1) how we treatdimpensation we receive for terminating calls abiam ISPs if the agreements under
which compensation is paid provided for the incoation of changes in FCC rules and regulationst{@manner in which we account for the
compensation and costs of intercarrier compens&ioOIP.

Universal Service. Level 3 is subject to federal and state regutatthat implement universal service support faress to
communications services in rural, high-cost and-logome markets at reasonable rates; and acceslvémced communications services by
schools, libraries and rural health care provid€rgrently, the FCC assesses Level 3 a percenfdgeeostate revenue it receives from retail
customers as its contribution to the federal UrsaeBervice Fund. The FCC is currently considecimgnging the method by which our
contributions are assessed to a flat-fee chargh, @s1a per-line or per-number charge. Any chamgee assessment methodology may affect
Level 3's revenues but at this time, it is not gdego predict the extent we would be affectedtigll.
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State Regulation

The 1996 Act is intended to increase coitipatin the telecommunications industry, espegiallthe local exchange market. With respect
to local services, ILECs are required to allow iotanection to their networks and to provide unbeddccess to network facilities, as well as
a number of other pro-competitive measures. Bectugsiemplementation of the 1996 Act is subject tionerous state rulemaking proceedings
on these issues, it is currently difficult to prdiow quickly full competition for local servicesll be realized.

State regulatory agencies have jurisdictitnen our facilities and services are used to pi®imtrastate telecommunications services. A
portion of our traffic may be classified as integsttelecommunications and therefore subject te stgulation. We expect that we will offer
more intrastate telecommunications services (irioythtrastate switched services) as our businedgpeoduct lines expand. To provide
intrastate services, we generally must obtain #ficate of public convenience and necessity frowm $tate regulatory agency and comply with
state requirements for telecommunications utiljtiesluding state tariffing requirements. We cuthgmare authorized to provide
telecommunications services in all fifty states #mel District of Columbia. In addition, we will bequired to obtain and maintain
interconnection agreements with ILECs where we wasprovide service. We expect that we should be etbnegotiate or otherwise obtain
renewals or successor agreements through adogtmthers' contracts or arbitration proceeding$algh the rates, terms, and conditions
applicable to interconnection and the exchangeaffi¢ with certain ILECs could change significanth certain cases. The degree to which the
rates, terms, and conditions may change will depertiebnly upon the negotiation and arbitration pscand availability of other
interconnection agreements, but will also deperglgnificant part upon state commission proceedthgseither uphold or modify the current
regimes governing interconnection and the exchamhgertain kinds of traffic between carriers. In\2004, we reached agreement on new
interconnection agreements with BellSouth in atlendf the BellSouth states. In September 2004 eaelred new interconnection agreements
with Verizon, and with SBC in February 2005.

States also often require prior approvalsatifications for certain transfers of assetstomers or ownership of certificated carriers and
for issuances by certified carriers of equity obtde

Local Regulation

Our networks are subject to numerous loegililations such as building codes and licensingh®egulations vary on a city-by-city,
county-by-county and state-by-state basis. To linstat own fiber optic transmission facilities, weed to obtain rights-of-way over privately
and publicly owned land. Rights-of-way that are alotady secured may not be available to us oncnmally reasonable or advantageous
terms.

Regulation of Voice over Internet Protocol (VolP)
Federal and State

Due to the growing acceptance and deploymiYiolP services, the FCC and state public ytitibmmissions are conducting regulatory
proceedings that could affect the regulatory dwias rights of entities such as us or our affibateat provide IP-based voice applications.
There is regulatory uncertainty as to the impositibaccess charges and other taxes, fees andasgeshon VolP services that use the public
switched telephone network. There is regulatoryeutainty as to the imposition of traditional ret@ibmmon carrier regulation on VolP
products and services.

The rules respecting the payments madebyecs for the exchange of VolIP traffic have beehject to much debate. The FCC has not
clarified whether VolP traffic is to be subjectedthe access charges regime that is applicablad@ional telecom service, or whether VolP
traffic is to be treated as an "information serVioe"enhanced" and not subject to access chalgese are a number of
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petitions and proceedings pending before the FCE&evthis issue could be resolved. At this timés difficult to predict the outcome of any of
these proceedings or the timing for their eventeablution. As a result, we cannot predict theaffieat any such rulings could have on our
provision of VoIP services.

The FCC has classified VoIP services aefgtate” services subject to FCC regulations,hesdstated that states have limited authority to
regulate the offering of VolP services. On Septen22 2003, Vonage Holdings Corporation ("Vonad#&d a petition with the FCC
requesting a declaration that its offerings, wtocdlginate on a broadband network in IP format atchtnate on the PSTN, are interstate
information services not subject to state regutatinder the 1996 Act and existing FCC rules. Onéyaler 10, 2004, the FCC adopted an
order (which was subsequently upheld on appedhgthat Vonage's service was an interstate sendtsubject to state regulation.

On June 3, 2005, the FCC issued an ordeicfimvas subsequently upheld on appeal) requitdingtarconnected VolP providers to deli
enhanced 911 capabilities to their subscriberscolater than November 28, 2005. We have modifiadseuwvice offerings to VoIP providers in
order to assist them in complying with the FCC naad

In 2007, the FCC imposed some regulatoguirements on VolP providers that had previouskrbapplicable only to traditional
telecommunications providers. Specifically, the FH@imposed obligations on VolP providers to citmtte to the federal universal service
fund, and (b) required VolIP carriers to comply wigigulations relating to local number portabilitycfuding contributing to the costs of
managing number portability requirements). In dddita number of state public utility commissioms eonducting regulatory proceedings 1
could impact our rights and obligations with redgedP-based voice applications. Specifically, sostates have taken the position that the
"local" component of VoIP service is subject taitimnal regulations applicable to local telecomieations services, such as the obligation to
pay intrastate universal service fees.

We cannot predict the outcome of any of¢hpetitions and regulatory proceedings or anylairpetitions and regulatory proceedings
pending before the FCC or state public utility coissions. Moreover, we cannot predict how their oaotes may affect our operations or
whether the FCC or state public utility commissiank impose additional requirements, regulatiomslbarges upon our provision of services
related to IP communications.

European Regulation

Unlike the United States which has a freeduregulatory scheme with respect to VolP seryitesEuropean Union has adopted a more
systematic approach to the convergence of netwatds/olP regulation specifically. The European Cassion will oversee the
implementation by its membetates of six new directives developed to regudéetronic communications in a technology and platf neutra
manner. Implementation of the directives has nenhaiform across the Member States of the Europksan and it is difficult to predict
when they will be implemented at the national le#len with harmonization, the national regulataggncies will continue to be responsible
for issuing general authorizations and specifieriges.

The European Union's approach to the réigul®f VVolP turns on whether VolP is voice telepioThe European Commission has
defined voice telephony to have four elementsc@hmercial offering as voice telephony; (2) promisto the public; (3) provision to and from
the public switched telephone network terminatiomts; and (4) direct speech transport and switthbinspeech in real time, particularly at the
same level of reliability and speech quality asvjited by the PSTN. In its "Communication from then@nission, Consultation on Voice on
the Internet” in June 2000, the European Commisdil@tted that "Member States should continueltmalnternet access providers to offer
voice over Internet protocol under data transmisgieneral authorizations, and that specific licegsionditions are not justified."
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The European Commission has subsequemtsfined its definitions to suggest that some Vdifierings are voice telephony. In its
December 2000 communication, the European Commissited that increasing quality and reliabilityasl as marketing of voice capabiliti
with bundled services, made certain kinds of "vaieer Internet" much more like voice services. While current European Commission
directives do not mandate the treatment of VolRaise telephony, the commission will continue tewaluate the regulation of VoIP as sen
quality becomes the equivalent of traditional vdiglephony.

In February 2003, the European Union adbptaew regulatory framework for electronic comneatibns that is designed to address in a
technologically neutral manner the convergenceoairaunications across telecommunications, compungbaoadcasting networks. The
directives address: (1) framework (2) interconrattind access, (3) authorization and licensinguigdjersal service and (5) privacy. These
directives and an additional decision on radio spet replace the existing 20 directives on eledr@ommunications. Under the framework,
voice telephony providers will face additional gfaiions, including specific licensing and universaivice obligations. Others will likely face
new regulation. One example could be VoIP. If klasssified as an electronic communications servether than voice telephony, it would ¢
be subject to additional regulations to achievellagry parity with other electronic communications

The United Kingdom was one of the first oies to fully implement the European Union's Hemmework for electronic
communications, which it did by July 25, 2003. A&t time, certain provisions of the United Kingdsmielecommunications Act of 1984 were
repealed. Pursuant to that framework, the licenségime was replaced with a general authorizatiur. existing licenses were canceled and
replaced with a general authorization.

Under the regime, the United Kingdom retpga/olP as an electronic communication service dégree of regulation imposed on the
service depends upon whether the service is caeside be a Publicly Available Telephone ServicATB). A service is considered to be a
PATS if the following conditions are met: it is rkated as a substitute for the traditional telephsmrgice; the service appears to the customer
to be a substitute for the traditional public télepe service over which they expect access to emeygservices; or the service provides the
customers sole means of access to the traditiamralitcswitched public telephone network.

While the Ofcom, the United Kingdom regolathas established technical standards and imeemtion rights for VolP service providers,
it has recently opened a consultation to assesapbpriate allocation of phone numbers to Volvjaters. We cannot predict the result of
this proceeding and how it will affect our ability provide services.

As we expand the deployment of our VolPligpfions in Europe, we will have to consider tippropriate regulatory requirements for
each nation before deploying services.

Canadian Regulation

The Canadian Radio-television and Telecomipations Commission, or the CRTC, has jurisdictmmegulate long distance
telecommunications services in Canada. Regulatevgldpments over the past several years have tatedinthe historic monopolies of the
regional telephone companies, bringing signifigarhpetition to this industry for both domestic anigérnational long distance services, but
also lessening regulation of domestic long distasmapanies. Resellers, which, as well as facilib@sed carriers, now have interconnection
rights, but which are not obligated to file tarjffaay not only provide transborder services toUtfe. by reselling the services provided by the
regional companies and other entities but also resgll the services of the former monopoly intdoredl carrier, Teleglobe Canada or
Teleglobe, including offering international switchgervices provisioned over leased lines. AlthotnghCRTC formerly restricted the practice
of "switched hubbing" over leased lines througleiintediate countries to or from a third country, @RTC lifted this restriction. The Teleglc
monopoly on international services and undersekedabding rights
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terminated as of October 1, 1998, although theipimv of Canadian international transmission ftielli based services remains restricted to
"Canadian carriers" with majority ownership by Cdiaas. Ownership of non-international transmisgaailities are limited to Canadian
carriers but we can own international underseaesdlahding in Canada. We cannot, under currentdater the Canadian market as a provider
of transmission facilities based domestic servite2003, two committees of the Canadian Houseah@ons issued conflicting
recommendations on whether to lift the foreign omhe restrictions that prohibit carriers like usrfi owning intra-Canadian transmission
facilities. If the ownership restrictions are releela we anticipate that we will be able to expand @perations and service offerings in Canada.
Recent CRTC rulings address issues such as theirark for international contribution charges paygstiol the local exchange carriers to offset
some of the capital and operating costs of theipimv of switched local access services of thenmgent regional telephone companies, in
capacity as ILECs, and the new entrant CLECs.

While competition is permitted in virtualyl other Canadian telecommunications market se¢gneve believe that the regional compa
continue to retain a substantial majority of thealoand calling card markets. Beginning in May 1938@ CRTC released a number of decisions
opening to competition the Canadian local telecomications services market, which decisions wereevegaplicable in the territories of all of
the regional telephone companies. As a result, or&svoperated by CLECs may now be interconnectéd tve networks of the ILECs.
Transmission facilities based CLECs are subjetihiécsame majority Canadian ownership "Canadianetarequirements as transmission
facilities based long distance carriers. CLECs htheesame status as ILECs, but they do not hawestsal service or customer tariff-filing
obligations. CLECs are subject to certain consumetection safeguards and other CRTC regulatorysigiet requirements. CLECs must file
interconnection tariffs for services to interexcharservice providers and wireless service provideestain ILEC services must be provided to
CLECs on an unbundled basis and subject to mandpatiming, including central office codes, subserilistings, and local loops in small url
and rural areas. For a five-year period, certdireoimportant CLEC services must be provided oordyundled basis at mandated prices,
notably unbundled local loops in large, urban arddsCs, which, unlike CLECs, remained fully regigld, are subject to price cap regulatio
respect of their utility services and these sewimeist not be priced below cost. Interexchangeritniton payments are now pooled and
distributed among ILECs and CLECs according torenfda based on their respective proportions oflerstial lines, with no explicit
contribution payable from local business exchanggirectory revenue. CLECs must pay an annual e@ecunications fee based on their
proportion of total CLEC operating revenue. All biled and unbundled local services (including resiiéélines and other bulk services) may
now be resold, but ILECs need not provide theseices to resellers at wholesale prices. Transmidsicilities based local and long distance
carriers (but not resellers) are entitled to caleeaguipment in ILEC central offices pursuant torte and conditions of tariffs and intercarrier
agreements. Certain local competition issues dte¢osbe resolved. The CRTC has ruled that reselt@nnot be classified as CLECs, and thus
are not entitled to CLEC interconnection terms aoditions. The CRTC conducted a proceeding in 2004view issues relating to the
introduction of VoIP technology. The CRTC has esgel a number of preliminary views about how ippses to regulate VolP services
including the view that VolP services (and senpeeviders) should be regulated according to the CRExisting rules. If the preliminary
views are confirmed, then the rules for VolP-basedices will depend on the category of serviceviger (ie., ILEC, CLEC or reseller), the
nature of the service and the geographic area iohathe service is provided.

Our Other Business

Our company was incorporated as Peter Ki8ams', Inc. in Delaware in 1941 to continue astarttion business founded in Omabha,
Nebraska in 1884. In subsequent years, we invesfegtion of the cash flow generated by our cowmsitva activities in a variety of othu
businesses. We entered the coal mining busines®4ig, the telecommunications business in 1988nfleemation services
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business in 1990 and the alternative energy businek991. We have also made investments in seslexalopment-stage ventures.

In December 1997, our stockholders ratifleeldecision of the Board to effect the splits#parating our historical construction business
from the remainder of our operations. As a resithe split-off, which was completed on March 3298, we no longer own any interest in the
prior construction business. In conjunction witk #plit-off, we changed our name to "Level 3 Comitaitions, Inc.," and the entity that held
the prior construction business changed its naniBeter Kiewit Sons', Inc."

On November 30, 2005, we completed the afadeir (i )Structure, LLC subsidiary to Infocrossing, IncidPto the sale, {)Structure
provided computer operations outsourcing to custerieeated primarily in the United States.

On September 7, 2006, we completed theasdl®0% of the capital stock of our indirect, Wgawned subsidiary, Software
Spectrum, Inc., to Insight Enterprises, Inc. Inrection with the transaction, we received totakpeals of approximately $351 million in cash.
Prior to the sale, Software Spectrum was a leadiiregt marketer of software and provider of softwhcensing services to corporations. With
the completion of the sale of Software Spectrumewiged the information services business.

Coal Mining

We are engaged in coal mining through aipsgliary, KCP, Inc. or KCP. KCP has a 50% intene$tvo mines, which are operated by a
subsidiary of Peter Kiewit Sons', Inc. or PKS. Dackoal Company or Decker is a joint venture witestérn Minerals, Inc., which is a
subsidiary of Rio Tinto Energy America Inc. BlackitBe Coal Company or Black Butte is a joint ventwith Bitter Creek Coal Company, a
subsidiary of Anadarko Petroleum Corporation. Tteekzr mine is located in southeastern Montana lsa@lack Butte mine is in
southwestern Wyoming. The coal mines use the seirfdining method.

The coal produced from the KCP mines igl goimarily to electric utilities, which burn cotd produce steam to generate electricity.
Essentially all of the sales were made under lemgrtcontracts. Approximately 36%, 37% and 44% oP¥&Zevenue in 2007, 2006 and 2005,
respectively, were derived from long-term contragith Commonwealth Edison Company (with Decker) ahe Detroit Edison Company
(with Decker). KCP has commitments to deliver apprately 9.0 million tons of coal through 2012 undentracts with Commonwealth
Edison and Detroit Edison. KCP also has other salasmitments, including those with Sierra Pacifigho Power, PacifiCorp, and Minnesota
Power that provide for the delivery of approximgtel8 million tons through 2011. Under a mine mamagnt agreement, KCP pays a
subsidiary of PKS an annual fee equal to 30% of K@Hjusted operating income. The fee for 2007 apgpsoximately $1 million.

The coal industry is highly competitive. R€Gompetes not only with other domestic and foreigal suppliers, some of whom are larger
and have greater capital resources than KCP, baotveith alternative methods of generating eledyriand alternative energy sources. In 2006,
the most recent year for which information is aafalié, KCP's production represented less than 18taifU.S. coal production. Demand for
KCP's coal is affected by economic, political aadulatory factors. For example, recent "cleanlaiw's may stimulate demand for low sulfur
coal. KCP's western coal reserves generally hdoe gulfur content (less than one percent) andcareently useful principally as fuel for coal-
fired, steam-electric generating units.

KCP's sales of its coal, like sales by pthestern coal producers, typically provide foridedy to customers at the mine. A significant
portion of the customer's delivered cost of coaltisbutable to transportation costs. Most of¢bal sold from KCP's western mines is
currently shipped by rail to utilities outside Mant and Wyoming. The Decker and Black Butte mimesach served by a single
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railroad. Many of their western coal competitors served by two railroads and such competitorsbousrs often benefit from lower
transportation costs because of competition betwaitnoads for coal hauling business. Other westead producers, particularly those in the
Powder River Basin of Wyoming, have lower strippragjos (that is, the amount of overburden thattrbesremoved in proportion to the
amount of minable coal) than the Black Butte andk&e mines, often resulting in lower comparativetsf production. As a result, KCP's
production costs per ton of coal at the Black Batid Decker mines can be as much as four andifiestgreater than production costs of
certain competitors. Because of these cost disadgas, there is no assurance that KCP will be taldater into additional long-term coal
purchase contracts for Black Butte and Decker prtidn. In addition, these cost disadvantages magaely affect KCP's ability to compete
for sales in the future.

We are required to comply with various fedestate and local laws and regulations concgrpiotection of the environment. KCP's share
of land reclamation expenses for the year endeémber 31, 2007 was approximately $7 million. KCGfPiare of accrued estimated
reclamation costs was $98 million at December 8072We did not make significant capital expendituior environmental compliance with
respect to the coal business in 2007. We believe@upliance with environmental protection and lagstoration laws will not affect our
competitive position since our competitors in thi@img industry are similarly affected by such lawawever, failure to comply with
environmental protection and land restoration lawsgctual reclamation costs in excess of our adsreould have an adverse effect on our
business, results of operations, and financial itimmd

Glossary of Terms

access Telecommunications services that permit long distacarriers t(
use local exchange facilities to originate andéominate long
distance service

access charges The fees paid by long distance carriers to LEC®figinating
and terminating long distance calls on the LEGsalmetworks
backbone A high-speed network that interconnects smaller, indepmatr

networks. It is the through- portion of a transngasetwork, as
opposed to spurs which branch off the thrc¢- portions.

ATM (asynchronous transfer mode) An information transfer standard that is one otaeyal class of
packet technologies that relay traffic by way ofaalress
contained within the first five bytes of a standfifty-three byte
long packet or cell. The ATM format can be usedigny
different information systems, including LANS, telier traffic
at varying rates, permitting a mix of data, voiog aideo.

CAP Competitive Access Provider. A company that prosite
customers with an alternative to the local exchazayepany for
local transport of private line and special access
telecommunications service

caching A process by which a Web storage device or cacloeaed
between Web servers (or origin servers) and a asérwatches
requests for HTML pages and objects such as imageso, and
video, then saves a copy for itself. If there isther request for
the same object, the cache will use its copy, atstef asking the
origin server for it agair
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capacity The information carrying ability of a telecommurtioas facility.
carrier A provider of communications transmission serviogdiber,
wire or radio.
CDN Content Distribution Network or CDN describes atsys of

computers networked together across the Intera¢tctioperate
transparently to deliver various types of contergnd users. The
delivery process is optimized generally for eitherformance or
cost. When optimizing for performance, locatiorst tban serve
content quickly to the user are chosen. When opiimgifor cost,
locations that are less expensive to serve from Ineaghosen
instead.

central office Telephone company facility where subscribers' lauesjoined tc
switching equipment for connecting other subsceliereach
other, locally and long distanc

CLEC Competitive Local Exchange Carrier. A company tf@hpete:
with LECs in the local services mark

ce-carrier
A relationship between a CLEC and an ILEC thatraf§ceact



common carrie

conduit

DS-3

dark fiber
dedicated lines

dialing parity

equal acces

facilities based carriel

company the same access to and right on the ottevi®rk and
provides access and services on an equal |

A governmer-defined group of private companies offer
telecommunications services or facilities to theegal public on
a nor-discriminatory basis

A pipe, usually made of metal, ceramic or plaghiet protect:
buried cables

A data communications circuit capable of transmgttilata at 4!
Mbps.

Fiber optic strands that are not connected to tnéswon
equipment

Telecommunications lines reserved for use by pagic
customers

The ability of a competing local or toll serviceogider to provid
telecommunications services in such a manner tisitbmers
have the ability to route automatically, withou¢ tinse of any
access code, their telecommunications to the sepriovider of
the customers' designatic

The basis upon which customers of interexchanggecaiare
able to obtain access to their Primary Interexckang
Carriers' (PIC) long distance telephone networkliajing "1",
thus eliminating the need to dial additional digitsl an
authorization code to obtain such acc

Carriers that own and operate their own networkemdpment
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fiber optics

Gbps

ILEC

Interconnectior

InterLATA
Internet
IntraLATA

ISDN

ISPs

IXC

Kbps

LATA

A technology in which light is used to transpoffoirmation from
one point to another. Fiber optic cables are titamfents of glass
through which light beams are transmitted over ldistances
carrying enormous amounts of data. Modulating lighthin
strands of glass produces major benefits inclutiigh
bandwidth, relatively low cost, low power consuroptismall
space needs and total insensitivity to electromtigne
interference

Gigabits per second. A transmission rate. One dgigajoals
1.024 billion bits of information

Incumbent Local Exchange Carrier. A company histily
providing local telephone service. Often referstie of the
Regional Bell Operating Companies (RBOCs). Oftdarred to
as "LEC" (Local Exchange Carrie

Interconnection of facilities between or amongleévorks ol
carriers, including potential physical colocatidroae carrier's
equipment in the other carrier's premises to fatdisuch
interconnection

Telecommunications services originating in a LAT#da
terminating outside of that LAT/

A global collection of interconnected computer natks which
use a specific communications protoc

Telecommunications services originating and tertimigain the
same LATA.

Integrated Services Digital Network. An informatitvansfer
standard for transmitting digital voice and datarmtelephone
lines at speeds up to 128 Kb

Internet Service Providers. Companies formed teigeacces
to the Internet to consumers and business custoreehscal
networks.

Interexchange Carrier. A telecommunications comghay,
provides telecommunications services between kexehhanges
on an interstate or intrastate ba

Kilobits per second. A transmission rate. One Kkilequals 1,02
bits of information

Local Access and Transport Area. A geographic eoaapose(
of contiguous local exchanges, usually but not ghwaithin a
single state. There are approximately 200 LATAghm United



leased line

LEC

States

An amount of telecommunications capacity dedicébeal
particular customer along predetermined rot

Local Exchange Carrier. A telecommunications conythat
provides telecommunications services in a geogcagptda. LEC.
include both ILECs and CLEC
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local exchange

local loop

long distance carriel

Mbps

MPLS

multiplexing

NAP
0C-3
0C-12
0C-48

PBX

A geographic area determined by the appropriate s¢égulatory
authority in which calls generally are transmitteithout toll
charges to the calling or called pai

A circuit that connects an end user to the LEC re¢iofffice
within a LATA.

Long distance carriers provide services betweeal lexchange
on an interstate or intrastate basis. A long dcstararrier may
offer services over its own or another carrierslitzes.
Megabits per second. A transmission rate. One niegqbals
1.024 million bits of information

MultiProtocol Label Switching. A standar-approved technolog
for speeding up network traffic flow and making#sier to
manage. MPLS involves setting up a specific patlafgiven
sequence of packets, identified by a label puttchepacket, thus
saving the time needed for a router or switch tklop the
address to the next node to forward the packe

An electronic or optical process that combinesgdaumber o
lower speed transmission lines into one high sfieedy
splitting the total available bandwidth into narevbands
(frequency division), or by allotting a common chahto several
different transmitting devices, one at a time igusnce (time
division).

Network Access Point. A location at which ISPs exude traffic
with each other

A data communications circuit capable of transmittiata at 15
bps.

A data communications circuit capable of transmgttilata at 62
Mbps.

A data communications circuit capable of transmgttilata at
approximately 2.45 Gbp

Private Branch eXchange. A PBX, sometimes knowa plsone
switch or phone switching device, is a device ttatnects office
telephones in a business with the PSTN. The funstad a PBX
include routing incoming calls to the appropriatéeasion in an
office, sharing phone lines between extensiongraated
greetings for callers using recorded messagesndiaienus,
connections to voicemail, automatic call distribatand
teleconferencing
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peering

POP

private line

PSTN

Public Safety Answering Point

RBOCs

The commercial practice under which ISPs excharaféic with
each other. Although ISPs are free to make a grigammercial
arrangement, there are generally two types of pgewith a
settlement free peering arrangement the ISPs doewat to pay
each other for the exchange of traffic. With pageipng, the
larger ISP receives payment from the smaller ISEatoy the
traffic of that smaller ISP. Peering occurs at mtblic and
private exchange point

Point of Presence. Telecommunications facility veh&
communications provider locates network equipmeetiito
connect customers to its network backbc

A dedicated telecommunications connection betweenusel
locations.

Public Switched Telephone Network. That portioradécal
exchange company's network available to all useneiglly on a
shared basis (i.e., not dedicated to a particidar)uTraffic along
the public switched network is generally switchéthe local
exchange company's central offic

An answering location for 911 calls originatingargiven area.
PSAPs are typically a common bureau used to ansmergency
calls and dispatch safety agencies such as pfilieeemergency
medical, etc

Regional Bell Operating Companies. Originally, #een local
telephone companies established as a result T8



reciprocal compensation

resale

router

selective router

SONET

Divestiture.

The compensation of a CLEC for termination of aalazll by
the ILEC on the CLEC's network, which is the saméha
compensation that the CLEC pays the ILEC for teatiam of
local calls on the ILEC's networ

Resale by a provider of telecommunications servisesh as
LEC) of such services to other providers or casrian a
wholesale or a retail bas

Equipment placed between networks that relays tdatzose
networks based upon a destination address contairthd data
packets being route

Telephone switch or functional equivalent, congdlby the
relevant local exchange carrier (LEC), which defass the
PSAP to which a 911 call should be delivered basethe
location of the 911 calle

Synchronous Optical Network. An electronics andvoek
architecture for variable bandwidth products wheckables
transmission of voice, data and video (multimediayery high
speeds. SONET ring architecture provides for vilyua
instantaneous restoration of service in the eveatfibber cut or
equipment failure by automatically rerouting trefiin the
opposite direction around the rir
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special access services

streaming

switch

Tbps
T-1
unbundlec

unbundled access

VolP
VPC

web site
wireless

world wide web or web

xDSL

The lease of private, dedicated telecommunicatioes or
“circuits" along the network of a local exchangenpany or a
CAP, which lines or circuits run to or from the tpdistance
carrier POPs. Examples of special access serviees a
telecommunications lines running between POPssirigle long
distance carrier, from one long distance carriePR®the POP (
another long distance carrier or from an end uwserlong
distance carrier POI

Streaming is the delivery of media, such as moaietlive
presentations, over a network in real time. A cotap(a
streaming server) sends the media to another camfautlient
computer), which plays the media as it is delive

A device that selects the paths or circuits to sedufor
transmission of information and establishes a cctime
Switching is the process of interconnecting cistit form a
transmission path between users and it also capiufi@mation
for billing purposes

Terabits per second. A transmission rate. One itezgbals 1.02
trillion bits of information.

A data communications circuit capable of transmittilata a
1.544 Mbps

Services, programs, software and training sold reeplg from
the hardware

Access to unbundled elements of a telecommunicatenvices
provider's network including network facilities,.@gment,
features, functions and capabilities, at any tezilyi feasible
point within such network

Voice over Internet Protoct

VoIP Positioning Center. An entity that maintaimseand user
location database and manages the technology inglugiery
keys and routing number pools used to deliver &l ¢o the
correct PSAP for emergency handlil

A server connected to the Internet from which Inétusers ca
obtain information

A communications system that operates without wigsdlular
service is an exampl

A collection of computer systems supporting a comitations
protocol that permits multimedia presentation dbimation ovel
the Internet

A term referring to a variety of new Digital Subibar Line



technologies. Some of these new varieties are agyriomwvith
different data rates in the downstream and upstidiegstions.
Others are symmetric. Downstream speeds range38ahkKbps
(or "SDSL") to 1.5 to 8 Mbps ("ADSL"
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Directors and Executive Officers

Set forth below is information as of Felyua8, 2008, about our directors and our execuifiieers. Our executive officers have been
determined in accordance with the rules of the SEC.

Name Age Position

Walter Scott, Jr. 76 Chairman of the Boar

James Q. Crow 58 Chief Executive Officer and Direct

Kevin J. O'Har¢ 47 President and Chief Operating Offic

Charles C. Miller, llI 55 Vice Chairman and Executive Vice Presid

Thomas C. Stort 56 Executive Vice President, Chief Legal Offic
and Secretar

Sunit S. Pate 46 Group Vice President and Chief Financial Off

John Neil Hobb: 48 Executive Vice President Sales and Operatiol
Level 3 Communications, LL!

Brady Rafuse 44  President Content Markets Group of Leve

Communications, LLC and President and CE!
Europe Operation

Eric J. Mortensel 49 Senior Vice President and Control
Douglas C. Eb 48 Director
Admiral James O. Ellis, Jr.(: 60 Director
Richard R. Jaros(z 56 Director
Robert E. Julian(1)(z 68 Director
Michael J. Mahone 57 Director
Arun Netravali(2) 61 Director
John T. Reed(1)(% 64 Director
Michael B. Yanney(3 74 Director
Dr. Albert C. Yates(1 66 Director

(1) Member of Audit Committee
(2) Member of Compensation Committee
3) Member of Nominating and Governance Committee

Other Management

Set forth below is information as of Felyua8, 2008, about the following members of seni@nagement of Level 3
Communications, LLC, except as otherwise noted.

Name Age Position

Raouf F. Abde 40 President Business Markets Grc

Sureel A. Choks 35 Chief Marketing Officel

Andrew Crouck 37 President Wholesale Markets Grc

John F. Waters, Jt 43 President Operations, Chief Technology Offi
Kevin T. Hart 41  Chief Information Officel

Margaret E. Porfidt 50 Chief Human Resources Offic

Donald H. Gips 48 Group Vice Presider
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Walter Scott, Jr. has been the ChairmaheBoard of the Company since September 1979aaticctor of the Company since April
1964. Mr. Scott has been Chairman Emeritus of R&Gwwit Sons', Inc. ("PKS") since the split-off #998. Mr. Scott is also a director of PKS,
Berkshire Hathaway Inc., MidAmerican Energy Holdirgompany, and Valmont Industries, Inc. Mr. Scothie Chairman of the Board of
Directors.

James Q. Crowe has been the Chief ExecQtifieer of the Company since August 1997, andraador of the Company since June 1993.
Mr. Crowe was also President of the Company untjt 2000. Mr. Crowe was President and Chief Exeeu®fficer of MFS Communications
Company, Inc. ("MFS") from June 1993 to June 1987.Crowe also served as Chairman of the Board ofldCom from January 1997 until
July 1997, and as Chairman of the Board of MFS fi@®2 through 1996.

Kevin J. O'Hara has been President of th@@any since July 2000 and Chief Operating Offafehe Company since March 1998.
Mr. O'Hara was also Executive Vice President of@oenpany from August 1997 until July 2000. Priothat, Mr. O'Hara served as President
and Chief Executive Officer of MFS Global Networ&r8ices, Inc. from 1995 to 1997, and as Senior Wmsident of MFS and President of
MFS Development, Inc. from October 1992 to Augi#99. From 1990 to 1992, he was a Vice Presidehts Telecom, Inc. ("MFS
Telecom™).

Charles C. Miller, Il has been Vice Chainmand Executive Vice President of the Companyesirebruary 15, 2001. Mr. Miller was also
a director from February 15, 2001 until May 18, 20Brior to that, Mr. Miller was President of Bellgh International, a subsidiary of
Bellsouth Corporation from 1995 until December 20@flor to that, Mr. Miller held various senior Eofficer and management position at
BellSouth from 1987 until 1995.

Thomas C. Stortz has been Executive ViesiBent, Chief Legal Officer and Secretary sinder&ary 2004. Prior to that, Mr. Stortz was
Group Vice President, General Counsel and Secrefahe Company from February 2000 to February 260#r to that, Mr. Stortz served as
Senior Vice President, General Counsel and Segrefahe Company from September 1998 to Februa®0@0. Prior to that, he served as
Vice President and General Counsel of Peter Ki8wits', Inc. and Kiewit Construction Group, Incnfrépril 1991 to September 1998. He |
served as a director of Peter Kiewit Sons', Inc.

Sunit S. Patel has been Chief Financiaic®ffsince May 2003 and a Group Vice Presidenbh@f@ompany since March 13, 2003. Prior to
that, Mr. Patel was Chief Financial Officer of Laiog Glass Networks, Inc., a provider of metropalifdoer optic networks, from April 2000
until March 2003. Mr. Patel was Treasurer of WoddCInc. and MCIWorldcom Inc., each long distandepikone services providers from
1997 to March 2000. From 1994 to 1997, Mr. Pated Waeasurer of MFS Communications Company Incorapetitive local exchange carri
On October 15, 2007, the Company announced thasibegun a search for a new Chief Financial Offexed that Mr. Patel is expected to
remain with the Company during the transition.

John Neil Hobbs has been Executive ViceiBent Sales and Operations since January 20081diibs has responsibility for our
Wholesale Markets Group, Business Markets GroupGobal Network Services. Prior to that, Mr. Hobtess President Global Network
Services from August 2006 to January 2008. Prioh&d, Mr. Hobbs was Executive Vice President SafesMarketing from January 2006 to
August 2006. Prior to that, Mr. Hobbs was Groupe/resident Global Sales from September 2000 wadp2006. Prior to that, Mr. Hobbs
was President, Global Accounts for Concert, a jeariture between AT&T and British Telecom from Ju899 until September 2000. Prior to
that, Mr. Hobbs was Director Transition and Implenagion for the formation of Concert representingigh Telecom from June 1998 until
July 1999. From April 1997 until June 1998, Mr. Hislhwas British Telecom's General Manager for Gl@zdés & Service and from April
1994 until April 1997, Mr. Hobbs was British Telents General Manager for Corporate Clients.
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Brady Rafuse has been President ConterkéisaGroup since August 2006 and President and &fE0r European operations since
January 2006. Prior to this role, Mr. Rafuse wasuprVice President and President of our Europeanadipns from August 2001 to January
2006 and Senior Vice President of European Salédvmketing from December 2000 to August 2001. FPchat, Mr. Rafuse served as H
of Commercial Operations for Concert, a joint veathetween AT&T and British Telecom, from Septemb@99 to December 2000, and in a
variety of positions with British Telecom from 198#til December 2000. His last position was as Gdrdanager, Global Energy Sector
which he held from August 1998 to September 199Pmior to that he was Deputy General Manager, BanBector from April 1997 to
August 1998.

Eric J. Mortensen has been Senior Vicei@eas and Controller of the Company since 2003014 that, Mr. Mortensen was Vice
President and Controller of the Company from 1992003 and was the Controller of the Company fr@®71to 1999. Prior to that,
Mr. Mortensen was Controller and Assistant Congotif Kiewit Diversified Group for more than fivegrs.

Douglas C. Eby has been a director of tam@any since August 2007. Mr. Eby is chairman aB@®f TimePartners LLC, an investm
advisory firm since 2004. Prior to that from AptB97 until September 2007, Mr. Eby was Presideffioofay LLC, an registered investment
advisory firm, having joined Torray LLC in 1992. MEby is also a member of the Board of DirectorMafkel Corporation, CBRE Realty
Finance, Inc. and Suburban Healthcare System. Sige2007, Mr. Eby is also the Chairman of the BBoaf the Boys and Girls Clubs of
Greater Washington, D.C.

Admiral James O. Ellis, Jr. U.S. Navy (rétas been a director of the Company since Mar@ 2Bffective May 18, 2005, Admiral Ellis
became the president and chief executive officeéh@finstitute of Nuclear Power Operations or INR@onprofit corporation established by
the nuclear utility industry in 1979 to promote tiighest levels of safety and reliability in theeogtion of nuclear electric generating plants.
Admiral Ellis most recently served as Commande§. &trategic Command in Omaha, Nebraska, befarengein July 2004 after 35 years of
service in the U.S. Navy, as Commander of the &jiatCommand. In his Naval career, he held numerongnands. A graduate of the U.S.
Naval Academy, he also holds M.S. degrees in AerosjEngineering from the Georgia Institute of Tetbgy and in Aeronautical Syster
from the University of West Florida. He served dsawval aviator and was a graduate of the U.S. Naegat Pilot School. Admiral Ellis is alsc
member of the Board of Directors of Lockheed Ma@rporation and Inmarsat PLC. Admiral Ellis is tBleairman of the Nominating and
Governance committee.

Richard R. Jaros has been a director o€tmapany since June 1993 and served as Presiddrg Gompany from 1996 to 1997. Mr. Je
has been a private investor for more than thefpasyears. Mr. Jaros served as Executive ViceiBeas of the Company from 1993 to 1996
and Chief Financial Officer of the Company from %38 1996. He also served as President and Chiefdfipg Officer of CalEnergy from
1992 to 1993. Mr. Jaros is the Chairman of the Gamsption Committee.

Robert E. Julian has been a director oQbmpany since March 1998. Mr. Julian has beervatgrinvestor for more than the past five
years. From 1992 to 1995 Mr. Julian served as Brexlice President and Chief Financial Officertoé Company. Mr. Julian is a membel
the Audit Committee and the Compensation Committee.

Michael J. Mahoney has been a directohef@ompany since August 2007. Mr. Mahoney is agpeivnvestor since March 2007. From
2000 until March 2007, Mr. Mahoney was the presidard chief executive officer of Commonwealth Télepe Enterprises. Prior to that, fre
1997 until 2000, Mr. Mahoney was president andfahperating officer of RCN Corporation. Mr. Mahonalgo served as president and chief
operating officer of C-TEC Corporation from 1993iuf997. Mr. Mahoney is a member of the Board afistees of Wilkes University.
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Arun Netravali has been a director of tlempany since April 2003. Mr. Netravali is currentthe managing partner of OmniCapital
Group LLC, a venture capital firm since Novembe®20Mr. Netravali was a private investor from A@003 until November 2004. Prior to
that, Mr. Netravali was Chief Scientist for Lucdmchnologies, working with academic and investnoammunities to identify and implement
important new networking technologies from Jan092 to April 2003. Prior to that position, Mr. Ketali was President of Bell Labs as v
as Lucent's Chief Technology Officer and Chief NatvArchitect from June 1999 to January 2002. Bals serves as the research and
development organization for Lucent Technologies. Netravali is a director of LS| Corporation. Mietravali is a member of the
Compensation Committee.

John T. Reed has been a director of theg@aomsince March 2003. Mr. Reed has been a primagsstor since February 2005. Mr. Ree
also a Director of and Chairman of the Audit Contegtof First National Bank of Omaha. Mr. Reed saChairman of the Board of Alegent
Health, a health care system headquartered in Qrisimaska and a member of the Board and Chairrhtre dudit Committee of Father
Flanagan's Boys' Home located in Boys Town, NelzraBk. Reed was Chairman of HMG Properties, theestate investment banking joint
venture of McCarthy Group, Inc. from 2000 until Fedry 2005. Prior to that, he was Chairman of M¢iBa& Co., the investment banking
affiliate of McCarthy Group. Prior to joining McQay Group in 1997, Mr. Reed spent 32 years withArtAndersen LLP. Mr. Reed is the
Chairman of the Audit Committee and a member ofNbeninating and Governance Committee.

Michael B. Yanney has been a director ef@ompany since March 1998. He has served as Céraiofithe Board of The Burlington
Capital Group, LLC (formerly known as America Fi&bmpanies L.L.C.) for more than the last five gedr. Yanney also served as Presit
and Chief Executive Officer of The Burlington CabiGroup, LLC. Mr. Yanney is a member of the Nontiimg.and Governance Committee.

Dr. Albert C. Yates has been a directathef Company since March 2005. Dr. Yates retireerdf8 years as president of Colorado State
University in Fort Collins, Colorado in June 2068 was also chancellor of the Colorado State Usitye6ystem until October 2003, and is a
former member of the board of the Federal ResepsgdBof Kansas City-Denver Branch and the boawirettors of First Interstate Bank and
Molson Coors Brewing Company. He currently sengea director of Centennial Bank Holdings, Inc. &tdrTek, Inc. Dr. Yates is a member
of the Audit Committee.

Raouf F. Abdel has been President Busikesgets Group since February 2007. Prior to that, Abdel was Group Vice President of
Integration and Development Services from March&2@0February 2007. Prior to those roles, Mr. Abdat Senior Vice President of
Integration and Development Services from Noven2@85 to March 2006, responsible for managing L&&eIntegration and systems and
process development. Prior to that, Mr. Abdel wesi& Vice President of Product Development frorpt&mber 2003 to November 2005,
responsible for developing and managing Level 3lpcodevelopment activities. Prior to that, Mr. Abdias Senior Vice President of M&A
Integration from March 2002 to September 2003, oasjble for managing the execution of Level 3'sgnation activities. From July 2000 ut
March 2002, Mr. Abdel was Senior Vice PresidenNefwork Deployment, and from September 1999 untif 2000, Mr. Abdel was Vice
President of Colocation Services. Mr. Abdel joinedel 3 in February 1998 as Senior Director of Gargion.

Sureel A. Choksi has been Chief Marketirific@r since January 2008, responsible for prosdaahagement and marketing. Prior to that,
Mr. Choksi was President Wholesale Markets GroamfAugust 2006 to January 2008. Prior to that, &roksi was Executive Vice President
of Switched Services from January 2006 to Augu®62®rior to this role, Mr. Choksi was Executive¥iPresident of Services from
November 2004 to January 2006, responsible forldpireg and managing Level 3's communications seszirior to that, Mr. Choksi wi
Executive Vice President Softswitch Services franuary 2004 and Group Vice President Transport@nastructure from May 2003 until
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January 2004. Mr. Choksi was a Group Vice PresidadtChief Financial Officer of the Company frontyJ2000 to May 2003. Prior to that,
Mr. Choksi was Group Vice President Corporate Dgwelent and Treasurer of the Company from Febru@®@ 2intil August 2000. Prior to
that, Mr. Choksi served as Vice President and Treaf the Company from January 1999 to Februa®0@0. Prior to that, Mr. Choksi was a
Director of Finance at the Company from 1997 to8 % Associate at TeleSoft Management, LLC in 1&9F an Analyst at Gleacher &
Company from 1995 to 1997.

Andrew Crouch has been the President of\thelesale Markets Group since January 2008, aftefing as Group Vice President of Sales
for the Wholesale Markets Group beginning in ARAD6. Prior to that, Mr. Crouch served as the Seviice President of the Carrier Channel
from January 2005 to April 2006, and Senior Viceditent of the Enterprise Voice Services from Jan2804 to January 2005. Mr. Crouch
began his career at Level 3 in November 2001 aSéméor Vice President of Sales for the Cable &RIChannel and held this position until
December 2003. Before joining Level 3, Mr. Crouelved as the Deputy General Manager within the @attp Clients Division at British
Telecom. He also served as the Vice President ofr@ercial Operations for Concert Communicationiat jventure between British Telecc
and AT&T from January 2000 to October 2001.

John F. Waters, Jr. has been Presidentafipes, Chief Technology Officer since January 20®@&r to that, Mr. Waters was Executive
Vice President, Chief Technology Officer from Jaryu2004 to January 2008. Prior to that, Mr. Wateas Group Vice President and Chief
Technology Officer of the Company from February @90 January 2004. Prior to that, Mr. Waters wase\WRresident, Engineering of the
Company from November 1997 until February 1, 20®@or to that, Mr. Waters was an executive staffmher of MClI Communications from
1994 to November 1997.

Kevin T. Hart has been Chief Informatiofficgr since January 2008. Prior to that, Mr. Haalsvisroup Vice President Global Systems
Development and Chief Information Officer from Janu2005 to 2008. Prior to that, Mr. Hart was Viresident of Telecommunications,
Media & Entertainment at Capgemini (formerly Er&sYoung), a management consulting firms in Dallésxas, for over nine years. In that
role, he was responsible for the overall growth dinélction of the organization's Communications @fiens Support Systems,
Billing/Business Support Systems and the Networkdtgement Systems service offerings and deliveigr Ry joining Capgemini's
management consulting practice, he held the pasitid Director of Strategic Planning at InternatibRaper and Manager of Operations at
SBC Communications.

Margaret E. Porfido has been Chief HumasdReces Officer since May 2007. Prior to that, Matfido was Senior Vice President
Executive Operations from February 2000, actinthashief of staff to Kevin J. O'Hara, Level 3'egident and chief operating officer.
Ms. Porfido joined Level 3 in September 1998 ase\Reesident Business Development. Prior to joilhiegel 3, Ms. Porfido served as Chief of
Staff and chief legal adviser to Colorado GoveRoy Romer. Prior to her government service, MsfiBowas an attorney in private practice.

Donald H. Gips has been Group Vice Presi@amporate Strategy since January 2001. Pridnag Mr. Gips was Group Vice President,
Sales and Marketing of the Company from Februaf02@rior to that, Mr. Gips served as Senior VicesiRlent, Corporate Development from
November 1998 to February 2000. Prior to that, ®ps served in the White House as Chief DomesticyPAdvisor to Vice President Gol
from April 1997 to April 1998. Before working ateiWhite House, Mr. Gips was at the Federal Comnatioics Commission as the
International Bureau Chief and Director of Stratefgolicy from January 1994 to April 1997. Priothie government service, Mr. Gips was a
management consultant at McKinsey and Company.

At our 2008 Annual Meeting of Stockholdete term of office of all of our directors will pixe. At each annual meeting of stockholders,
successors to the directors will be elected fonexgear term.
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Our officers are elected annually to serve untihesuccessor is elected and qualified or untibhiser death, resignation or removal.

We believe that the members of the Auditn@uttee are independent within the meaning of isteny standards of The NASDAQ Stock
Market, LLC. The Board has determined that Mr. JdhReed, Chairman of the Audit Committee, qualifées a "financial expert" as defined
by the Securities and Exchange Commission. ThedBoamsidered Mr. Reed's credentials and finan@ekground and found that he was
qualified to serve as the "financial expert."

Our website
Our website isww.level3.com We caution you that any information that is irttdd in our website is not part of this Form 10-K.
Code of Ethics

We have adopted a code of ethics that cesplith the standards mandated by the Sarbanesy@xt of 2002. The complete code of
ethics is available on our websitevatw.level3.com At any time that the code of ethics is not adddaon our website, we will provide a copy
upon written request made to Investor Relationgel.8 Communications, Inc., 1025 Eldorado Blvd.o@&nfield, Colorado 80021. We caution
you that any information that is included in ourbsie is not part of this Form -K. If we amend the code of ethics, or grant anjvesafrom a
provision of the code of ethics that applies to executive officers or directors, we will publialysclose such amendment or waiver as reqt
by applicable law, including by posting such ameadtor waiver on our website &tvw.level3.conor by filing a Form 8K with the Securitie
and Exchange Commission or SEC.

SEC Filings

Our Form 10-K, along with all other repoatsd amendments filed with or furnished to the SEECpublicly available free of charge on the
investor relations section of our website as sareasonably practicable after we file such mdteviéth, or furnish them to, the SEC. We
caution you that the information on our websitads part of this or any other report we file withn,furnish to, the SEC.

Section 16(a)—Beneficial Ownership Reporting Compdince

Except as described below, to our knowledgeperson that was a director, executive offardseneficial owner of more than 10% of the
outstanding shares of our common stock failednely file all reports required under Section 18{Bbhe Securities Exchange Act of 1934. On
one occasion, Dr. Albert C. Yates filed a late Fdro report an open market purchase of our comstmek.

Employees

As of December 31, 2007, we had approxilp&g80 total employees. We believe that our sseckepends in large part on our ability to
attract and retain substantial numbers of qualiéiegbloyees.

Item 1A. RISK FACTORS
Forward Looking Statements

We, or our representatives, from time meetimay make or may have made certain forward-lgpkiatements, either orally or in writing,
including without limitation statements made ob®made in this Form 10-K, our Quarterly Reportd-orm 10-Q, information contained in
other filings with the SEC, press releases andraibblic documents or statements. In addition, our
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representatives, from time to time, participatspeeches and calls with market analysts, confesanitk investors or potential investors in our
securities and other meetings and conferences. $bthe information presented at these speech#s, geeetings and conferences may inc
forward-looking statements. We use words like "&tpé "anticipates" or "believes" to identify forrealooking statements.

We wish to ensure that all forward-lookstgtements are accompanied by meaningful cautistatgments, so as to ensure to the fullest
extent possible the protections of the safe hagbtablished in the Private Securities LitigatioridR@a Act of 1995. Accordingly, all forward-
looking statements are qualified in their entireyyreference to, and are accompanied by, the faligwiscussion of certain important factors
that could cause actual results to differ materigitbm those projected in these forwdeomking statements. We caution the reader thatigtisf
important factors may not be exhaustive. We opénaterapidly changing business, and new risk factonerge from time to time. We cannot
predict every risk factor, nor can we assess tfeegfif any, of all such risk factors on our biess or the extent to which any factor, or
combination of factors, may cause actual resultiffer materially from those projected in any famd-looking statements. Accordingly,
forward-looking statements should not be reliedrugs a prediction of actual results. Further, weeutake no obligation to update forward-
looking statements after the date they are maderitorm the statements to actual results or chaimgesr expectations.

Risks Related to Our Businesses
Communications Group

Our financial condition and growth depends upon thesuccessful integration of our acquired businessed/e may not be able to
efficiently and effectively integrate acquired opeations, and thus may not fully realize the anticipted benefits from such acquisitions.

Achieving the anticipated benefits of tluguaisitions that we have completed starting in Damer 2005 will depend in part upon whether
we can integrate our businesses in an efficientedfedtive manner.

Since December 2005, we have acquiredhiiommological order, WilTel Communications Group,CProgress Telecom, LLC, ICG
Communications, Inc., TelCove, Inc., Looking Glaktworks Holding Co., Inc., Broadwing Corporatitime CDN services business of
SAVVIS, and Servecast Limited. In the future we naaguire additional businesses in accordance wittbasiness strategy. The integratior
our acquired businesses and any future busindssew¢ may acquire involves a number of risks uditlg, but not limited to:

. demands on management related to the significanédse in size after the acquisition;

. the disruption of ongoing business and the diversiomanagement's attention from the managemeuteitf operations to the
integration of operations;

. failure to fully achieve expected synergies andxeavings;
. unanticipated impediments in the integration ofat&pents, systems, including accounting systerabntdogies, books and

records and procedures, as well as in maintainiifgium standards, controls, including internal cohbver financial reporting
required by the Sarbanes-Oxley Act of 2002, prooesiand policies;

. loss of customers or the failure of customers tlebincremental services that we expect them terord
. failure to provision services that are ordered bgtomers during the integration peri
. higher integration costs than anticipated;
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. difficulties in the assimilation and retention aghly qualified, experienced employees, many of mtere geographicall
dispersed.

Successful integration of these acquiresirtmsses or operations will depend on our abitittnnage these operations, realize
opportunities for revenue growth presented by gtesned service offerings and expanded geographikehcoverage, obtain better terms
from our vendors due to increased buying power,dimiinate redundant and excess costs to fullyzeahe expected synergies. Because of
difficulties in combining geographically distanterptions and systems which may not be fully conbpstive may not be able to achieve the
financial strength and growth we anticipate from #tquisitions.

We cannot be certain that we will realize anticipated benefits from our acquisitions,hattwe will be able to efficiently and effectively
integrate the acquired operations as planned. failéo integrate the acquired businesses andabipeis efficiently and effectively or fail to
realize the benefits we anticipate, we would belliko experience material adverse effects on asirless, financial condition, results of
operations and future prospects.

We need to continue to increase the volume of traéf on our network to become profitable.

We must continue to increase the volumeéadd, voice and content transmissions on our corgations network at acceptable prices in
order to realize our targets for anticipated reegrowth, cash flow, operating efficiencies anddbst benefits of our network. If we do not
maintain or improve our current relationships vattisting customers and develop new large volumeeaerprise customers, we may not be
able to substantially increase traffic on our nekyavhich would adversely affect our ability to loaee profitable.

Intellectual property and proprietary rights of oth ers could prevent us from using necessary technolpdo provide our services or
subject us to expensive intellectual property litigtion.

If technology that is necessary for ustmvjile our services was determined by a courtfiinige a patent held by another entity that is
unwilling to grant us a license on terms acceptéblgs, we could be precluded by a court order fusing that technology and would likely be
required to pay a significant monetary damages @athe patent-holder. The successful enforcemietitese patents, or our inability to
negotiate a license for these patents on acceptainhes, could force us to cease using the releeghnology and offering services
incorporating the technology. In the event thalaént of infringement was brought against us basethe use of our technology or against our
customers based on their use of our services fa@hake are obligated to indemnify, we could be sabjo litigation to determine whether si
use or sale is, in fact, infringing. This litigaticould be expensive and distracting, regardlesiseobutcome of the suit.

While our own extensive patent portfolioyntketer other operating companies from bringinghsations, patent infringement claims are
increasingly being asserted by patent holding caongsawhich do not use technology and whose sambss is to enforce patents against
operators, such as us, for monetary gain. Becawdepatent holding companies, commonly referreatpatent “trolls," do not provide
services or use technology, the assertion of our jpatents by way of counter-claim would be largesffective. We have already been the
subject of time-consuming and expensive pategglitbn brought by certain patent holding compaaies we can reasonably expect that we
will face further claims in the future, particubaif legislation now pending in Congress is noteed in a way that will decrease the number
and frequency of claims by patent trolls.
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Our business requires the continued development efffective business support systems to implement ¢omer orders and to provide
and bill for services.

Our business depends on our ability toicoetto develop effective business support systémsertain cases, the development of these
business support systems is required to realizamticipated benefits from our acquisitions. Tkisticomplicated undertaking requiring
significant resources and expertise and suppam fiord-party vendors. Business support systemsaeeed for:

. accepting and inputting customer orders for sesyi
. provisioning, installing and delivering these seed; anc
. billing for these services.

Because our business provides for contimapil growth in the number of customers that weesand the volume of services offered and
requires the integration of acquired companieshess support systems, there is a need to contindevelop our business support systems on
a schedule sufficient to meet proposed milestonesdd he failure to continue to develop effectivified business support systems could
materially adversely affect our ability to implent@ur business plans, realize anticipated benéita our acquisitions and meet our financial
goals and objectives.

Our revenue is concentrated in a limited number otustomers.

A significant portion of our communicatioressenue is concentrated among a limited numbeustomers. For the year ended
December 31, 2007, our top ten customers represaptaoximately 34% of our consolidated total rexeerRevenue from our largest
customer, AT&T Inc. and its subsidiaries, includBBC Communications, BellSouth and AT&T MobilitysGuming those subsidiaries were
wholly owned by AT&T for all of 2007), representagproximately 15% of our consolidated total revefure2007. The next largest customer
accounted for approximately 5% of our consoliddtedl revenue and most of the remaining top temotners each account for 3% or less of
our consolidated total revenue. If we lost one orerof our top five customers, or if one or moretefse major customers significantly
decreased orders for our services, our businesklveeumaterially and adversely affected.

In connection with the acquisition of WilTie December 2005, we acquired a large custometract between WilTel and SBC
Communications, now known as AT&T. We expect thattevenue generated under this contract will coetito decline over time as SBC
Communications migrates its traffic from our netiwtw the merged SBC and AT&T Communications netwbet SBC Communications
acquired when it purchased the former AT&T.

We may lose customers if we experience system faig that significantly disrupt the availability and quality of the services that we
provide.

Our operations depend on our ability toidwnd mitigate any interruptions in service orueed capacity for customers. Interruptions in
service or performance problems, for whatever neasould undermine confidence in our services anbe us to lose customers or make it
more difficult to attract new ones. In additionchase many of our services are critical to thertmssies of many of our customers, any
significant interruption in service could resultlast profits or other losses to customers. AltHouge limit our liability for service failures in
our service agreements to limited service crediserally in the form of free service for a shatipd of time, a court might not enforce these
limitations on liability, which could expose usftoancial loss. In addition, we often provide ousstomers with committed service levels. If we
are unable to meet these service level commitnangsresult of service interruptions, we may béyabd to provide service credits to our
customers, which could negatively affect our opagatesults.
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The failure of any equipment or facility oar network, including our network operations eohtenters and network data storage
locations, could result in the interruption of @raer service until necessary repairs are effeatedmacement equipment is installed. Network
failures, delays and errors could also result fraatural disasters, terrorist acts, power lossesirgg breaches, computer viruses, or other
causes. These failures, faults or errors couldecdetays, service interruptions, expose us to oustdiability, or require expensive
modifications that could significantly hurt our lusss.

There is no guarantee that we will be successful increasing sales of our content distribution senge offering.

As we believe that one of the largest sesiaf future incremental demand for our communicetiservices will be derived from custom
that are seeking to distribute their feature riohtent, applications or video over the Internet,puechased the content distribution network or
CDN assets of SAVVIS, Inc. in January 2007 and weslpased Servecast Limited in July 2007. Althoughhave sold high speed Internet
access, transport and colocation services sinctf®d990's, we have only been selling our CDNises since January 2007. As a result, tl
are many difficulties that we may encounter, inalgdcustomer acceptance, intellectual property ensittechnological issues, developmental
constraints and other problems that we may notipatie. There is no guarantee that we will be ssgfaéin generating significant revenues
from our CDN service offering.

Failure to develop and introduce new services couldffect our ability to compete in the industry.

We continuously develop, test and introdoe® communications services that are delivered onecommunications network. These r
services are intended to allow us to address ngmeaets of the communications marketplace and tgpetenfor additional customers. In
certain instances, the introduction of new servieggiires the successful development of new tecigyolTo the extent that upgrades of
existing technology are required for the introdoctof new services, the success of these upgradg®endependent on reaching mutually-
acceptable terms with vendors and on vendors nge#teir obligations in a timely manner. In additiolew service offerings may not be wid
accepted by our customers. If our new service ioffisrare not widely accepted by our customers, &g t@rminate those service offerings and
we may be required to impair any assets or teclgyalsed to develop or offer those services. If veermt able to successfully complete the
development and introduction of new services immely manner, our business could be materially exblg affected.

Rapid technological changes can lead to further copetition.

The communications industry is subjectapid and significant changes in technology. In toldj the introduction of new services or
technologies, as well as the further developmemeiadting services and technologies may reducedkeor increase the supply of certain
services similar to those that we provide. As altgesur most significant competitors in the futunay be new entrants to the communications
industry. These new entrants may not be burdenexhligstalled base of outdated equipment or obsédehnology. Our future success
depends, in part, on our ability to anticipate addpt in a timely manner to technological chanBagdure to do so could have a material
adverse effect on our business.

During our communications business operating histor we have generated substantial losses, and we esip® continue to generate
losses.

The development of our communications bessirequired, and may continue to require, sigmifiexpenditures. These expenditures
could result in substantial negative cash flow froperating activities and substantial net losseshf® near future. For the fiscal years ended
December 31, 2007 and December 31, 2006, we irtlosses from continuing operations of approxinya$dl. 114 billion and $790 million,
respectively. We expect to continue to experienssds,
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and we may not be able to achieve or sustain dpgrptofitability in the future. Continued operagitosses could limit our ability to obtain the
cash needed to expand our network, make interespramcipal payments on our debt, or fund othelifess needs.

We will need to continue to expand and adap network in order to remain competitive, whioly require significant additional fundii
Additional expansion and adaptations of our commations network's electronic and software companetit be necessary in order to
respond to:

. growing number of customers;

. the development and launching of new services;

. increased demands by customers to transmit largeuats of data
. changes in customers' service requireme

. technological advances by competitors; and

. governmental regulations.

Future expansion or adaptation of our netwdll require substantial additional financiaperational and managerial resources, which
may not be available at the time. If we are unablexpand or adapt our network to respond to tdeselopments on a timely basis and at a
commercially reasonable cost, our business withiagerially adversely affected.

The market prices for certain of our communicationsservices have decreased in the past and may decean the future, resulting in
lower revenue than we anticipate.

Over the past few years, the market pricesertain of our communications services haveegsed. These decreases resulted from
downward market pressure and other factors incudin

. technological changes and network expansions whiaefe resulted in increased transmission capacéitadle for sale by us al
by our competitors;

. some of our customer agreements contain vo-based pricing or other contractually agi-upon decreases in prices during
term of the respective agreements; and

. some of our competitors have been willing to acsepdller operating margins in the short term imtt@mpt to increase long-
term revenues.

In order to retain customers and revenweopften must reduce prices in response to marketittons and trends. As our prices for some
of our communications services decrease, our dpgregsults may suffer unless we are unable teeitbduce our operating expenses or
increase traffic volume from which we can deriveliéidnal revenue.

We expect revenue from our managed modewicss to continue to decline, primarily due to:

. an increase in the number of subscribers migratifyoadband service
. continued pricing pressures; and
. declining customer obligations under existing cactinal arrangements.

We may be liable for the information that content avners or distributers distribute over our network.

The law relating to the liability of priveahetwork operators for information carried on issdminated through their networks is still
unsettled. We may become subject to legal claitadimg to the content disseminated on our netwevien though such content is owned or
distributed by our customers or a customer of astamers. For example, lawsuits may be broughnagas claiming that material distributed
using our network was inaccurate, offensive, otatexd the law or the rights
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of others. Claims could also involve matters susldefamation, invasion of privacy and copyrightimjement. In addition, the law remains
unclear over whether content may be distributethfome jurisdiction, where the content is legalp iahother jurisdiction, where it is not.
Companies operating private networks have beenisubé past, sometimes successfully, based onahee of material distributed, even if
the content is not owned by the network operatdrthe network operator has no knowledge of theestrur its legality. It is not practical for
us to monitor all of the content which is distribdtusing our network. If we need to take costly sneas to reduce our exposure to these risks,
or are required to defend ourselves against swgims] our financial results could be negativelyetéd.

The need to obtain additional capacity for our netwrk from other providers increases our costs.

We use network resources owned by othepemies for portions of our network both in North érica and in Europe. We obtain the ri
to use such network portions, including both tefeowinications capacity and rights to use dark filequgh operating leases and IRU
agreements. In several of those agreements, threezquarty is responsible for network maintenanuwe r@pair. If a counter party to a lease or
IRU suffers financial distress or bankruptcy, weymat be able to enforce our rights to use thesaark assets or, even if we could continu
use these network assets, we could incur mateqereses related to maintenance and repair. We etaddncur material expenses if we were
required to locate alternative network assets. Vilg not be successful in obtaining reasonable atsmnetwork assets if needed. Failure to
obtain usage of alternative network assets, if sagy, could have a material adverse effect ormbility to carry on business operations. In
addition, some of our agreements with other pragidequire the payment of amounts for services dratr not those services are used.

In the normal course of business, we neeghter into interconnection agreements with masmestic and foreign local telephone
companies, but we are not always able to do saworéble terms. Costs of obtaining local servicenfother carriers comprise a significant
proportion of the operating expenses of long distagarriers. Similarly, a large proportion of thests of providing international service
consists of payments to other carriers. Changesgulation, particularly the regulation of localdainternational telecommunication carriers,
could indirectly, but significantly, affect our cqtitive position. These changes could increaskeorease the costs of providing our services.

We may be unable to hire and retain sufficient quafied personnel; the loss of any of our key execwig officers could adversely affect on
our business.

We believe that our future success willetepin large part on our ability to attract anciehighly skilled, knowledgeable, sophisticated
and qualified managerial, professional and tectmiessonnel. We have experienced significant coitipetin attracting and retaining
personnel who possess the skills that we are sgekima result of this significant competition, way experience a shortage of qualified
personnel.

Our businesses are managed by a small nushkey executive officers, including James Q.o Chief Executive Officer, Kevin J.
O'Hara, President and Chief Operating Officer ahdr@s C. Miller, 1ll, Vice Chairman and ExecutiVece President. The loss of any of these
key executive officers could have a material advefféect on our business.

We must obtain and maintain permits and rights-of-vay to operate our network.

If we are unable, on acceptable terms and timely basis, to obtain and maintain the frased permits and rights-of-way needed to
expand and operate our network, our business dmuldaterially adversely affected. In addition, thecellation or non-renewal of the
franchises, permits or
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rights-of-way that are obtained could materiallyadely affect our business. Our communicationsaipey subsidiaries are defendants in
several lawsuits that, among other things, chalehg subsidiaries' use of rights-of-way. The pifinhave sought to have these lawsuits
certified as class actions. It is possible thatitaatthl suits challenging use of our rights-of-wail be filed and that those plaintiffs also may
seek class certification. The outcome of suchditgn may increase our costs and adversely afigcoperating results.

Termination of relationships with key suppliers codd cause delay and additional costs.

Our business is dependent on third-pamppbers for fiber, computers, software, optronicansmission electronics and related
components that are integrated into our netwonkesof which are critical to the operation of ousimess. If any of these critical relationships
is terminated or a supplier fails to provide catiservices or equipment and we are unable to reaitéble alternative arrangements quickly
may experience significant additional costs or vag/mot be able to provide certain services to custs. If that happens, our business coul
materially adversely affected.

AT&T and Verizon may not provide us local access seices at prices which allow us to effectively congte.

We acquire a significant portion of ourdbaccess services, the connection between ourdnetevork and the customer premises, from
incumbent local exchange carriers or ILECs. Wit ithcent acquisitions by AT&T and Verizon, the ILlEE@w compete directly with our
business and may have a tendency to favor thenssahatheir affiliates to our detriment. Networkegs represents a very large portion of our
total costs and if we face less favorable pricind provisioning, we may be at a competitive disadzge to the ILECs.

The success of our subscriber based VolP servicasdependent on the growth and public acceptance WbIP telephony in general.

The success of our subscriber based Valrces is dependent upon future demand for Vol@ptebny services in general in the
marketplace. In order for the IP telephony marketdntinue to grow, several things may need to péoaluding the following:

. Telephone and cable service providers must contmirevest in the deployment of high speed broadbetworks to residenti
and commercial customers.

. VolP networks must continue to improve quality ef\dce for real-time communications, managing déffestich as packet jitter,
packet loss and unreliable bandwidth, so thatqod#lity service can be provided.

. VolIP telephony equipment and services must achaesimilar level of reliability that users of thelpie switched telephon
network have come to expect from their telephomeice, including emergency calling features andatélfiies.

. VoIP telephony service providers must offer cost Bgature benefits to their customers that aréaefit to cause the custome
to switch away from traditional telephony serviceyiders.

If any or all of these factors fail to occaur VoIP services business may not continuerowas expected.
We are subject to significant regulation that couldchange in an adverse manner.

Communications services are subject toifsogmt regulation at the federal, state, local amdrnational levels. These regulations affec
business and our existing and potential competifdetays in receiving required regulatory approvaisluding approvals relating to
acquisitions or
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financing activities), completing interconnectiagreements with incumbent local exchange carrigrti@enactment of new and adverse
regulations or regulatory requirements may haveterial adverse effect on our business. In addifisiure legislative, judicial and regulatory
agency actions could have a material adverse effeour business.

Federal legislation provides for a sigrafit deregulation of the U.S. telecommunicationsigty, including the local exchange, long
distance and cable television industries. Thisslagipn remains subject to judicial review and &iddal Federal Communications Commission,
or FCC, rulemaking. As a result, we cannot prettiietlegislation's effect on our future operatidviany regulatory actions are under way or
being contemplated by federal and state authorigigarding important issues. These actions cowd hamaterial adverse effect on our
business.

The law in certain countries currently does not pemit us to offer services directly in those countris.

Ownership of telecommunications facilitirat originate or terminate traffic in certain ctrigs, such as Canada and China, is currently
limited to nationals of those countries. This riesitn hinders our entry into those markets.

Potential regulation of Internet service providersin the United States could adversely affect our opations.

The FCC has, to date, treated Internetceproviders as enhanced service providers. litiaddCongress has, to date, not sought to
heavily regulate the provision of IP-based servi@h Congress and the FCC are considering prégpdsat involve greater regulation of IP-
based service providers. Depending on the contehseope of any regulations, the imposition of segulations could have a material adv:
effect on our business and the profitability of earvices.

The communications industry is highly competitive \ith participants that have greater resources and @reater number of existing
customers.

The communications industry is highly coritpee. Many of our existing and potential compet# have financial, personnel, marketing
and other resources significantly greater than.ddeny of these competitors have the added conngetilvantage of a larger existing
customer base. In addition, significant new contigeticould arise as a result of:

. the consolidation in the industry, led by AT&T avidrizon;

. allowing foreign carriers to more extensively cotep@ the U.S. marke
. further technological advances; ¢
. further deregulation and other regulatory initiagy

If we are unable to compete successfully,business could be significantly affected.

We may be unable to successfully identify, managed assimilate future acquisitions, investments andtrategic alliances, which could
adversely affect our results of operations.

We continually evaluate potential investimseand strategic opportunities to expand our ndiwamhance connectivity and add traffic to
our network. In the future, we may seek additianaéstments, strategic alliances or similar arramgrets, which may expose us to risks such
as:

. the difficulty of identifying appropriate investmtsn strategic allies or opportunities on terms ptaigle to us
. the possibility that senior management may be redub spend considerable time negotiating agretsva  monitoring thes
arrangements;
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. potential regulatory issues applicable to the ml@munications busines

. the loss or reduction in value of the capital irireant;
. our inability to capitalize on the opportunitiegepented by these arrangements; and
. the possibility of insolvency of a strategic ally.

There can be no assurance that we woulkkesstully overcome these risks or any other problentountered with these investments,
strategic alliances or similar arrangements.

Other Operations
Environmental liabilities from our historical operations could be material.

There could be environmental liabilitiessenrg from historical operations of our predecesstor which we may be liable. Our operations
and properties are subject to a wide variety oflawd regulations relating to environmental pradacthuman health and safety. These laws
and regulations include those concerning the uderaanagement of hazardous and non-hazardous scéstand wastes. We have made and
will continue to make significant expenditures tiglg to our environmental compliance obligationgspite our best efforts, we may not at all
times be in compliance with all of these requiretaen

In connection with certain historical opg@éras, we have responded to or been notified oémitdl environmental liability at approximately
148 properties as of February 15, 2008. We aregatym addressing or have liquidated environmeiahilities at 70 of those properties. Of
these: (a) we have formal commitments or otherrgiakfuture costs at 14 sites; (b) there are féssivith minimal future costs; (c) there are 11
sites with unknown future costs and (d) there &rgies with no likely future costs. The remaini®properties have been dormant for several
years. We could be held liable, jointly or severadind without regard to fault, for such investigatand remediation. The discovery
additional environmental liabilities related tothiscal operations or changes in existing environtakrequirements could have a material
adverse effect on our business.

Potential liabilities and claims arising from coaloperations could be significant.

Our coal operations are subject to extenkiws and regulations that impose stringent ojperalt maintenance, financial assurance,
environmental compliance, reclamation, restoradiod closure requirements. These requirements iachase governing air and water
emissions, waste disposal, worker health and safetyefits for current and retired coal miners, atier general permitting and licensing
requirements. Despite our best efforts, we mayahatl times be in compliance with all of theseuiegments. Liabilities or claims associated
with this non-compliance could require us to inmaterial costs or suspend production. Mine reclamatosts that exceed reserves for these
matters also could require us to incur materiatos

General

If we are unable to comply with the restrictions an covenants in our debt agreements, there would @edefault under the terms of thes
agreements, and this could result in an acceleratioof payment of funds that have been borrowed.

If we were unable to comply with the regidns and covenants in any of our debt agreemthese would be a default under the terms of
those agreements. As a result, borrowings under albbt instruments that contain cross-acceleratiamoss-default provisions may also be
accelerated and become due and payable. If afhesétevents occur, there can be no assuranceahabwd be able to make necessary
payments to the lenders and noteholders or thataoudd be able to find
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alternative financing. Even if we were able to ab&lternative financing, there can be no assurémaeit would be on terms that are
acceptable.

We have substantial debt, which may hinder our growh and put us at a competitive disadvantage.
Our substantial debt may have importansegnences, including the following:

. the ability to obtain additional financing for agsjtions, working capital, investments and capitabther expenditures could be
impaired or financing may not be available on atalele terms;

. a substantial portion of our cash flow will be usednake principal and interest payments on outlitandebt, reducing th
funds that would otherwise be available for operatiand future business opportunities;

. a substantial decrease in cash flows from operaiitigities or an increase in expenses could matidficult to meet deb
service requirements and force modifications toraipens;

. We have more debt than certain of our competitehéch may place us at a competitive disadvantage; a

. substantial debt may make us more vulnerable mantlirn in business or the economy generally.

We had substantial deficiencies of earnbogsover fixed charges of approximately $1.068dsilfor the fiscal year ended December 31,
2007. We had deficiencies of earnings to coverdfigiearges of $720 million for the fiscal year en@etember 31, 2006, $634 million for the
fiscal year ended December 31, 2005, $409 mill@rttie fiscal year ended December 31, 2004 and 86ldn for the fiscal year 2003.

We may not be able to repay our existing debt; failre to do so or refinance the debt could prevent usom implementing our strategy
and realizing anticipated profits.

If we were unable to refinance our debtiooraise additional capital on acceptable terms ability to operate our business would be
impaired. As of December 31, 2007, we had an aggeegf approximately $6.864 billion of long-termbtien a consolidated basis and
including current maturities, and approximatelyG#1billion of stockholders' equity.

Our ability to make interest and principayments on our debt and borrow additional fund&worable terms depends on the future
performance of the business. If we do not have gin@ash flow in the future to make interest or gipal payments on our debt, we may be
required to refinance all or a part of our debtooraise additional capital. We cannot be surewreawill be able to refinance our debt or raise
additional capital on acceptable terms.

Restrictions and covenants in our debt agreementsit our ability to conduct our business and couldprevent us from obtaining needed
funds in the future.

Our debt and financing arrangements corgainmber of significant limitations that restretr ability to, among other things:

. borrow additional money or issue guarantt

. pay dividends or other distributions to stockhodder
. make investments;

. create liens on asse

. sell assets
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. enter into sa-leaseback transactior
. enter into transactions with affiliates; a

. engage in mergers or consolidations.

If certain transactions occur with respect to our @pital stock, we may be unable to fully utilize oumet operating loss carryforwards to
reduce our income taxes.

As of December 31, 2007, we had net opmgdtiss carry forwards of approximately $9.5 billiior federal income tax purposes,
including $953 million of net operating loss cafoywards from acquired companies after limitatitimst existed at the date of acquisition or
that resulted from the acquisitions or both. Iftaer transactions occur with respect to our cagitatk that result in a cumulative ownership
change of more than 50 percentage points by 5-pesteckholders over a three-year period as deteuninder rules prescribed by the U.S.
Internal Revenue Code and applicable regulatiomsya limitations would be imposed with respecbtw ability to utilize our net operating
loss carry forwards and certain current deductageinst any taxable income it achieves in futur@ps.

We have entered into transactions ovetastethree years resulting in significant cumulatbhanges in the ownership of our capital stock.
Additional transactions that we enter into, as wasltransactions by existing 5% stockholders amastictions by holders that become new 5%
stockholders that we do not participate in, coadse us to incur a 50 percentage point ownerskpgshby 5% stockholders and, if we trigger
the above-noted Internal Revenue Code imposeddliimits, such transactions would prevent us froty futilizing net operating loss carry
forwards and certain current deductions to redoceme taxes.

The unpredictability of our quarterly results may adversely affect the trading price of our common stok.

Our revenue and operating results will vaignificantly from quarter to quarter due to a tnamof factors, many of which are outside of
our control and any of which may cause the priceusfcommon stock to fluctuate. The primary factaraong other things, that may affect
quarterly results include the following:

. The timing of costs associated with our integrafiotivities with respect to our recently compleseduisitions
. demand for communications servic

. loss of customers or the ability to attract newtconers;

. changes in pricing policies or the pricing policagour competitors;

. costs related to acquisitions of technology or messes

. changes in regulatory rulings; and

. general economic conditions as well as those dpeaoithe communications and related industries.

A delay in generating revenue or the timifigecognizing revenue and expenses could cagsédisant variations in our operating results
from quarter to quarter. It is possible that in sdioture quarters our results may be below analysiisinvestors expectations. In these
circumstances, the price of our common stock Wil decrease.
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Increased scrutiny of financial disclosure, particlarly in the telecommunications industry in which we operate, could adversely affec
investor confidence, and any restatement of earnisgcould increase litigation risks and limit our abiity to access the capital markets.

Congress, the SEC, other regulatory auikserand the media are intensely scrutinizing almemof financial reporting issues and
practices. Although all businesses face uncertairtty respect to how the U.S. financial disclostegime may be affected by this process,
particular attention has been focused recentlyhertélecommunications industry and companies'pné¢ations of generally accepted
accounting principles.

If we were required to restate our finahstatements as a result of a determination thataekincorrectly applied generally accepted
accounting principles, that restatement could asblgraffect our ability to access the capital megke the trading price of our securities. The
recent scrutiny regarding financial reporting his® aesulted in an increase in litigation in thee¢emmunications industry. There can be no
assurance that any such litigation against us woatdnaterially adversely affect our business ertthding price of our securities.

Terrorist attacks and other acts of violence or wamay adversely affect the financial markets and oubusiness.

Since the September 11, 2001 terroristi$tand subsequent events, there has been cotdedereertainty in world financial markets.
The full effect on the financial markets of thesers, as well as concerns about future terrottiatks, is not yet known. They could, however,
adversely affect our ability to obtain financing tenms acceptable to us, or at all.

There can be no assurance that there wiilbe further terrorist attacks against the Uni¢ates or U.S. businesses. These attacks or ¢
conflicts may directly affect our physical faciéi or those of our customers. These events coukka@nsumer confidence and spending to
decrease or result in increased volatility in th& Lhnd world financial markets and economy. Antheke occurrences could materially
adversely affect our business.

Our international operations and investments exposas to risks that could materially adversely affecthe business.

We have operations and investments outditlee United States, as well as rights to undecaéte capacity extending to other countries,
that expose us to risks inherent in internatiopedrations. These include:

. general economic, social and political conditic

. the difficulty of enforcing agreements and collagtreceivables through certain foreign legal system

. tax rates in some foreign countries may exceecethothe U.S.;

. foreign currency exchange rates may fluctuate, wbhauld adversely affect our results of operatiang the value of ot
international assets and investments;

. foreign earnings may be subject to withholding iegraents or the imposition of tariffs, exchangeteols or other restrictions;

. difficulties and costs of compliance with foreigawls and regulations that impose restrictions ornirugstments and operations,

with penalties for noncompliance, including losdicénses and monetary fines;

51




. difficulties in obtaining licenses or interconnectiarrangements on acceptable terms, if at all

. changes in U.S. laws and regulations relating teifm trade and investmel
Additional issuances of equity securities by us wad dilute the ownership of our existing stockholdes.

We may issue equity in the future in corimgcwith acquisitions or strategic transactiomsatljust our ratio of debt to equity, including
through repayment of outstanding debt, to fund ezjmn of our operations or for other purposes.hoextent we issue additional equity
securities, the percentage ownership of our exjstinckholders would be reduced.

If a large number of shares of our common stock isold in the public market, the sales could reducéhe trading price of our common
stock and impede our ability to raise future capit&

We cannot predict what effect, if any, fetissuances by us of our common stock will havéhemmarket price of our common stock. In
addition, shares of our common stock that we igswennection with an acquisition may not be subfecesale restrictions. The market price
of our common stock could drop significantly if tn large holders of our common stock, or recifserf our common stock in connection
with an acquisition, sell all or a significant gort of their shares of common stock or are peraehwethe market as intending to sell these
shares other than in an orderly manner. In additlogse sales could impair our ability to raiseitehhrough the sale of additional common
stock in the capital markets.

Anti-takeover provisions in our charter and by-lawscould limit the share price and delay a change ghanagement.

Our restated certificate of incorporatioml dy-laws contain provisions that could make irendifficult or even prevent a third party from
acquiring us without the approval of our incumbleaard of directors. These provisions, among othiegs:

. prohibit stockholder action by written consent lage of a meeting;

. limit the right of stockholders to call special rtings of stockholders;

. limit the right of stockholders to present propssal nominate directors for election at annual imgetof stockholders; ar
. authorize our board of directors to issue prefestedk in one or more series without any actiorthenpart of stockholders.

In addition, the terms of most of our Idegn debt require that upon a "change of conted,tlefined in the agreements that contain the
terms and conditions of the long term debt, we nakeffer to purchase the outstanding long ternt debither 100% or 101% of the aggre!
principal amount of that long term debt.

These provisions could limit the price thetestors might be willing to pay in the future &hares of our common stock and significantly
impede the ability of the holders of our commorcktto change management. Provisions and agreeitiettisihibit or discourage takeover
attempts could reduce the market value of our comstack.
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The market price of our common stock has been vold¢ and, in the future, the market price of our coormon stock may fluctuate
substantially due to a variety of factors.

The market price of our common stock hanbmibject to volatility and, in the future, therket price of our common stock may fluctuate
substantially due to a variety of factors, inclglin

. the depth and liquidity of the trading market for gommon stock;
. quarterly variations in actual or anticipated opiagaresults;

. changes in estimated earnings by securities asa

. market conditions in the communications servicesigtry;

. announcement and performance by competitors;

. regulatory actions; ar

. general economic conditior

In addition, in recent months the stock keaigenerally has experienced significant price \aidme fluctuations. Those market
fluctuations could have a material adverse effedhe market price or liquidity of our common stock

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

Our headquarters are located on 46 acréimterlocken Advanced Technology Environmerthimithe City and County of Broomfield,
Colorado. The campus facility, which is owned by wholly owned subsidiary HQ Realty, Inc., encomgeasapproximately 850,000 square
feet of office space.

Additionally, we lease approximately 12Xgjuare feet of office and technical space iniding located at 180 Peachtree Street, NW in
Atlanta, Georgia. We also lease approximately 228 &uare feet of office and technical space irbthikeling known as One Technology
Center located at 100 South Cincinnati Avenue ilsduOklahoma and approximately 54,000 squaredfeeffice space in the Southpointe
office park in Canonsburg, Pennsylvania, compridfegbproximately 42,500 square feet in the buildoated at 121 Champion Way and
approximately an additional 11,300 square feethéluilding located at 601 Technology Drive. Wedésase approximately 130,000 square
feet of office space in a building located at 1821th Capital of Texas Highway in Austin, TexasEbrope, we have approximately 211,000
square feet of office space in the United Kingdard approximately 3,000 square feet of office spaderance.

Properties relating to our network opermadion the communications business are describedrfhtEM 1. BUSINESS—Our
Communications Network" above.

Our Gateway facilities are designed to ledosal sales staff, operational staff, our trarssioin and IP routing/switching facilities and
technical space to accommodate colocation of egempiiny high-volume Level 3 customers. We ended 20@Y approximately 6.9 million
square feet of space for our Gateway and transoniacilities and have completed construction opragimately 4.6 million square feet of t
space. Our Gateway space is either owned by wssh@ld pursuant to long-term lease agreements.

We have entered into various agreementrdagy our unused office and technical space ierotal reduce our ongoing operating
expenses regarding such space.

53




Properties relating to our coal mining segtare described under "ITEM 1. BUSINESS—Our OBusinesses" above. In connection
with certain existing and historical operations, ave subject to environmental risks.

ITEM 3. LEGAL PROCEEDINGS

In April 2002, Level 3 Communications, Inand two of its subsidiaries were named as defgsdaBauer, et. al. v. Level 3
Communications, LLC, et ala purported class action covering 22 stateg] filestate court in Madison County, lllinois. Iny2001, Level 3
was hamed as a defendanKioyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action filed in th8.UDistrict
Court for the District of Idaho. In November of Z)@he court granted class certification only tog state of Idaho. In September 2002, Leyv
Communications, LLC and Williams Communications @ lvere named as defendantsSimith et. al. v. Sprint Communications
Company, L.P., et a).a purported nationwide class action filed in theted States District Court for the Northern Digtof lllinois. In April
2005, the Smith plaintiffs filed a Fourth Amendedn@plaint which did not include Level 3 or Willian@mmunications, Inc. as a party, thus
ending both companies' involvement in the Smitkec@&n February 17, 2005, Level 3 Communications; land Williams
Communications, LLC were named as defendankdabaniel, et. al., v. Qwest Communications Corpiomatet al., a purported class action
covering 10 states filed in the United States istourt for the Northern District of Illinois. Bse actions involve the companies' right to
install its fiber optic cable network in easemeantsl right-of-ways crossing the plaintiffs' land.deneral, the companies obtained the rights to
construct their networks from railroads, utiliti@sd others, and have installed their networksgatbe rights-ofway so granted. Plaintiffs in t
purported class actions assert that they are tmei@of lands over which the companies' fiber ogisle networks pass, and that the railroads,
utilities, and others who granted the companiesitite to construct and maintain their networks dad have the legal authority to do so. The
complaints seek damages on theories of trespasst @mrichment and slander of title and propeagsywell as punitive damages. The
companies have also received, and may in the futeve, claims and demands related to rightsaf-issues similar to the issues in these
cases that may be based on similar or differeratl lagories. To date, other than as noted abolvadpidicated attempts to have class action
status granted on complaints filed against the @origs or any of their subsidiaries involving claiamel demands related to rights-of-way
issues have been denied.

It is still too early for the Company taddh a conclusion as to the ultimate outcome ofetlaetions. However, management believes that
the Company and its subsidiaries have substargfehdes to the claims asserted in all of thesera{and any similar claims which may be
named in the future), and intends to defend thegorausly if a satisfactory form of settlement ig approved.

The Company and its subsidiaries are ttienany other legal proceedings. Managementusdithat any resulting liabilities for these
legal proceedings, beyond amounts reserved, willaderially affect the Company's financial comatitior future results of operations, but
could affect future cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted during the foguhrter of the fiscal year covered by this repmi vote of security holders, through the
solicitation of proxies or otherwise.
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Part 1l

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, R ELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information. Our common stock is traded on the NASDAQ Gldbalect Market of The NASDAQ Stock Market LLC undeg
symbol "LVLT." As of February 26, 2008, there wé&r890 holders of record of our common stock, péues&.01 per share. The table below
sets forth, for the calendar quarters indicateel hilgh and low per share closing sale prices ofcoummon stock as reported by the NASDAQ
Global Select Market of The NASDAQ Stock Market LLC

Year Ended December 31, 200 High Low

First Quarte! $ 6.7€ $ 55i
Second Quarte 6.2€ 5.2¢
Third Quartel 6.41 4.4¢
Fourth Quarte 5.04 2.8z
Year Ended December 31, 2006 High Low

First Quarte $ 56C $ 2.7:
Second Quarte 5.7z 3.7¢
Third Quartel 5.4€ 3.4
Fourth Quarte 6.02 4,92

Equity Compensation Plan Information.

We have only one equity compensation plahe-T995 Stock Plan, as amended—under which we ssag ishares of our common stock
to employees, officers, directors and consultarigs plan has been approved by our stockholders fdlfowing table provides information
about the shares of our common stock that mayduedsupon exercise of awards under the 1995 Stacka® of December 31, 2007.

Number of
securities to be Number of
issued upon securities
exercise of remaining available
outstanding Weighted-average for future
options, exercise price of issuance
warrants outstanding options, under equity
Plan Category and rights warrants and rights compensation plans
Equity compensation plans approved by stockhol 38,503,691 $ 4.451% 91,780,82
Equity compensation plans not approved by
stockholder: 03 0.0C 0
T Includes awards of nonqualified stock options,rietstd stock, restricted stock units and outperfetatk options or outperform stock

appreciation units ("OS0Os"). For purposes of thidd¢, OSOs are considered to use a single shangr @ommon stock from the total
number of shares reserved for issuance under 9 $fbck Plan.

¥ Includes weighted-average exercise price of ouditgnonqualified stock options and OSOs at the dégrant. The exercise price of

an OSO is subject to change based upon the penficeraf our common stock relative to the performasfabe S&P 50® Index from
the time of the grant of the award until the awlaad been exercised.
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Recipients of OSOs do not realize any védom these awards unless our common stock priggediorms the S&P 500@dex during th
life of the grant. When the stock price gain isagee than the corresponding gain on the S&P 5D@@x (or less than the corresponding los
the S&P 500® Index for grants awarded before Sepézr@0, 2005), the value received for awards utibe©SO program is based on a
formula involving a multiplier related to the levgy which our common stock outperforms the S&P 500&x. To the extent that our comnm
stock outperforms the S&P 500® Index, the valu®80 units to a holder may exceed the value of nalifged stock options.

The initial strike price, as determinedtbe day prior to the OSO grant date, is adjustest tmne, which we refer to as the Adjusted Strike
Price, until the exercise date or the vesting degtehe case may be. The adjustment is an amouat &qthe percentage appreciation or
depreciation in the value of the S&P 500® Indexrfrthe date of grant to the date of exercise orinvgsas the case may be. Beginning on
April 1, 2007, OSO units are awarded monthly to Eryges in mid-management level and higher positibase a three year life, will vest
100 percent on the third anniversary of the datih@faward and will fully settle on that date. Réents have no discretion on the timing to
exercise OSO units granted on or after April 1,200

The value of the OSO increases for increpivels of outperformance. OSO units have a pligtirange from zero to four depending
upon the performance of our common stock relativiné S&P 500® Index as shown in the following éabl

If Level 3 Stock Outperforms the S&P 500® Then the Pre-multiplier Gain Is Multiplied by a Success
Index by: Multiplier of:

0% or Less 0.00

More than 0% but Less than 11 Outperformance percentage multiplied4iy1
11% or More 4.00

The Pre-multiplier gain is our common stpeice minus the Adjusted Strike Price on the dditexercise or the vesting date, as the case
may be. Unlike the exercise of a non-qualified ktoption, in the situation where the outperformaisckl percent or greater, the number of
shares of our common stock issued upon exercigesting of an OSO may be up to four times the nurob®S0s awarded.

Dividend Policy. Our current dividend policy, in effect sincerfAd, 1998, is to retain future earnings for us@ur business. As a resi
our directors and management do not anticipatengaamy cash dividends on shares of our common staitle foreseeable future. In addition,
under certain of our debt covenants we may beictsdrfrom paying cash dividends on shares of oanmraon stock.
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Performance Graph.

The following performance graph shall netdeemed to be incorporated by reference by mdaarsya@eneral statement incorporating by
reference this Form 10-K into any filing under ®ecurities Act of 1933, as amended or the Secsifitichange Act of 1934, except to the
extent that the company specifically incorporateshsnformation by reference, and shall not otheedde deemed filed under such acts.

The graph compares the cumulative totalrnedf our common stock for the five year perioohir2003 through 2007 with the S&P® 500
Index and the Nasdaq Telecommunications Index.gfagh assumes that the value of the investmen®d&@8 on December 31, 2002, and 1
all dividends and other distributions were reinedst

Comparison of Five Year Cumulative Total Return
Among Our Common Stock, the S&P® 500 Index
and the Nasdaq Telecommunications Index
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—8— |evel 3 Common Stock

— —lh— — S&P 5007 Index

=eneof === NASDAQ Telecommunications
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Level 3 Common Stock 100.0( 116.3: 69.1¢ 58.57% 114.2¢ 62.0¢
S&P 50(® Index 100.0( 128.6¢ 142.6¢ 149.7( 173.3¢ 182.87
NASDAQ Telecommunications 100.0( 188.2¢ 199.0¢ 192.21 244 .4; 253.1¢
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ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Camitations, Inc. and its subsidiaries appear below.

Fiscal Year Ended(1)

2007 2006 2005 2004 2003

(dollars in millions, except per share amounts

Results of Operation:

Revenue $ 426¢ $ 337¢ $ 1,71¢ $ 1,77¢ $ 2,02i
Loss from continuing operations( (1,119 (790) (707) (47¢) (695)
Income (loss) from discontinued operations — 46 69 20 (21)
Net loss (1,119 (744) (63¢) (45¢) (712)
Per Common Shar
Loss from continuing operations( (0.79) (0.79 (2.03) (0.70) (2.29)
Income (loss) from discontinued operations — 0.0t 0.1C 0.0: (0.09)
Net loss (0.73) (0.79 (0.97) (0.67) (1.2€)
Dividends(4) — — — — —
Financial Position
Total asset 10,24t 9,99/ 8,271 7,544 8,30z
Current portion of lon-term debt(5 32 5 — 142 124
Long-term debt, less current portion| 6,83: 7,351 6,02: 5,067 5,24¢
Stockholders' equity (deficit)(¢ 1,07(C 374 (47¢€) (157) 181
(1)  The operating results of Software Spectrum, In8oftware Spectrum™), which was sold in 2006)%tructure, LLC (" )Structure"),
which was sold in 2005, the Midwest Fiber Optic\Metk business acquired from Genuity, Inc. in 2088 aold in 2003 are included in
discontinued operations for all periods presentedvhich Level 3 owned each business.
The Company purchased substantially all of thetass®l operations of Genuity, Inc. in February 2008 Company also purchased
Telverse Communications, Inc. in July 2003.
The Company acquired the managed modem busineSEEG €ommunications, Inc. and Sprint Communicasi@ompany, L.P. o
April 1, 2004 and October 1, 2004, respectively.
The Company purchased WilTel Communications Gralg; ("WilTel") on December 23, 2005, and recordggm@ximately
$38 million of revenue attributable to this busgas 2005.
The Company purchased Progress Telecom, LLC ("Bssgfelecom™) on March 20, 2006; ICG Communicatitms ("ICG
Communications") on May 31, 2006; TelCove, Inc.lGove") on July 24, 2006 and Looking Glass Netwdfolding Co., Inc.
("Looking Glass") on August 2, 2006. The WilTelpBress Telecom, ICG Communications, TelCove andingpGlass results of
operations and financial position are includecdhia tonsolidated financial statements from the respedates of their acquisition.
During 2006, the Company recorded revenue attridetd Progress Telecom of $49 million, ICG Comneations of $46 million,
TelCove of $166 million and Looking Glass of $33lion.
The Company purchased Broadwing Corporation ("Bnoag") on January 3, 2007; the Content Deliverywak services business of
SAVVIS, Inc. (the "CDN Business") on January 2302@&nd Servecast Limited on July 11, 2007. Durid@72 the Company recorded
revenue attributable to Broadwing of $946 millittme CDN Business of $17 million and Servecast ofrfion.
(2) In 2003, the Company recognized approximately $84on of termination and settlement revenue, $4ilion of impairment and

restructuring charges, a gain of approximately §ifllon from the sale of "91 Express Lanes" toladoassets, $200 million of induced
conversion expenses
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attributable to the exchange of the Company's atife debt securities, and a gain of $41 millianaaresult of the early extinguishm
of long-term debt.

In 2004, the Company recognized a gain of $197anilas a result of the early extinguishments ofaierdon¢-term debt ani
$113 million of termination revenue.

In 2005, the Company recognized $133 million ofrtieration revenue and approximately $23 millionrapairment and restructuring
charges.

In 2006, the Company recognized $11 million of timation revenue, approximately $13 million of immaént and restructuring
charges, and a loss on early extinguishment of afe$83 million as a result of the amendment astiatement of its senior secured
credit facility and certain debt exchanges and mgateons.

In 2007, the Company recognized $10 million of timation revenue, approximately $12 million of immaént and restructuring
charges, and a loss on early extinguishment of ale®427 million as a result of the refinancingtsfsenior secured credit agreement
and certain debt exchanges, redemptions and regeeshThe Company also recognized a gain of $3ibmidn the sale of marketable
equity securities and a tax benefit of $23 millfefated to certain state tax matters.

3) In 2005, the Company sold }Structure and recognized a gain on the sale oh§ifl®n. For fiscal years 2005 and 2004,)Gtructure
revenue approximated costs. The loss from opemti@as $17 million in 2003 fori()Structure.

In 2006, the Company sold Software Spectrum anogrized a gain on the sale of $33 million. The meqloss) from the operations
Software Spectrum including the contact servicesrass sold in 2003 were $13 million, $20 milli§20 million and $(16) million for
the fiscal years 2006, 2005, 2004 and 2003, resgdet

(4)  The Company's current dividend policy, in effecicsi April 1998, is to retain future earnings foe urs the Company's business. As a
result, management does not anticipate paying dizgends on shares of common stock in the forddedature. In addition, the
Company is restricted under certain covenants fsaging cash dividends on shares of its common stock

(5) In 2003, the Company received net proceeds of $&8#n from the issuance of $374 million of 2.878%6nvertible Senior Notes due
2010 and the issuance by its wholly owned subsidia$500 million of 10.75% Senior Notes due 20ILfie Company completed a d
exchange whereby the Company issued $295 milliace(Bmount) of 9% Convertible Senior Discount Noigs 2013 and common
stock in exchange for $352 million (book value)arig-term debt. In addition, Level 3 using casthand, restricted cash and the
proceeds from the issuance of the 10.75% Senices\iie 2011, repaid in full, the $1.125 billionghase money indebtedness
outstanding under the Senior Secured Credit Fachitso in 2003, the Company repurchased, usingnmomstock, approximately
$1.007 billion face amount of its long-term debtlaacognized a gain of approximately $41 millioreagsult of the early
extinguishment of debt.

In 2004, the Company received net proceeds of $38ion from the issuance of a $730 million Sen&rcured Term Loan due 20

and the issuance of $345 million of 5.25% ConvéestBenior Notes due 2011. The Company used theroegeds to repay portions of
its 9.125% Senior Notes due 2008, 11% Senior Ntites2008, 10.5% Senior Discount Notes due 2008L8rb% Senior Euro Notes
due 2008. The Company repurchased portions ofutstanding notes at prices ranging from 83 perte80 percent of the repurchas
principal balances. The net gain on the early extishment of the debt, including transaction castalized foreign currency losses and
unamortized debt issuance costs, was $50 milliothiese transactions. Also in 2004, the Compang approximately $54 million and
assumed certain obligations to extinguish a Geruapijtal lease obligation and recognized a gaildf7 million on the transaction.
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(6)

In 2005, the Company received net proceeds of $&Hlion from the issuance of $880 million of 10% i@ertible Senior Notes dt
2011. Also in 2005, a wholly owned subsidiary af tbompany received net proceeds of $66 million ftbencompletion of a
refinancing of the mortgage of its corporate headigus. The subsidiary entered into a new mortdaye of $70 million at an initial
fixed rate of 6.86% through 2010.

In 2006, the Company received net proceeds of $ildn from the issuance by its wholly owned sutiary of $150 million of

Floating Rate Senior Notes due 2011, net procee#538 million from the issuance of $550 million 1i.25% Senior Notes due 2013,
net proceeds of $326 million from its issuance 3% million of 3.5% Convertible Senior Notes dud2@nd net proceeds of

$1.239 billion (excluding prepaid interest) fronetissuance by its wholly owned subsidiary of $1.88ibn of 9.25% Senior Notes di
2014. Also in 2006, the Company exchanged a podifdts outstanding 9.125% Senior Notes due 2008y Senior Notes due 2008
and 10.5% Senior Discount Notes due 2008 for $4komiof cash and $692 million aggregate principghew 11.5% Senior Notes due
2010. In addition, the Company redeemed the remgioutstanding 9.125% Senior Notes due 2008 tgt§898 million, 10.5% Senior
Discount Notes due 2008 totaling $62 million angurehased 99.3% of its wholly owned subsidiary'¥3% Senior Notes due 2011
totaling $497 million.

In 2007, the Company received net proceeds of $38dn from the issuance by its wholly owned sutiaiy of 8.75% Senior Notes
due 2017 and Floating Rate Senior Notes due 20d®enproceeds of $1.382 billion for the refinageaf its senior secured credit
agreement. In connection with the refinancing efdknior secured credit agreement the borrowerdégeh730 million Senior Securt
Term Loan due 2011. In 2007, the Company redeerd8f fillion of its outstanding 12.875% Senior Nodee 2010, $96 million of
outstanding 11.25% Senior Notes due 2010 and $18m{€104 million) of outstanding 11.25% Seniburo Notes due 2010. Also in
2007, the Company's wholly owned subsidiary repased $144 million of its outstanding Floating R&émior Notes due 2011, the
Company repurchased $59 million of its outstandifhgp Senior Notes due 2008, $677 million of its tanding 11.5% Senior Notes
due 2010 and $61 million (€46 million) of its owsting 10.75% Senior Euro Notes due 2008. The Coynakso completed the
exchange of $605 million of its 10% Convertible BeiNotes due 2011 for a total of 197 million sheoé common stock during 2007.
The Company also converted or repurchased $18mif Broadwing's outstanding 3.125% ConvertibéaniSr Debentures due 2026
through the issuance of 17 million shares of comstook and the payment of $106 million in cash(02

In 2003, the Company issued approximately 216 omilkhares of common stock, valued at approxim&@b8 million, in exchange for
long-term debt. Included in the value of commorecktissued, are induced conversion premiums of $2illibn for convertible debt
securities.

In 2004, the Company realized $95 million of forerurrency losses on the repurchase of its Eurorderated debt.

In 2005, the Company issued 115 million sharesairmoon stock, valued at approximately $313 millias the stock portion of the
purchase price paid to acquire WilTel.

In 2006, the Company issued approximately 125 amilEhares of common stock in a public offeringuedl at approximatel
$543 million.

In 2006, the Company issued 20 million shares afroon stock, valued at approximately $66 milliontles stock portion of th
purchase price paid to acquire Progress Telecomillién shares of common stock, valued at apprataty $131 million, as the stock
portion of the purchase price paid to acquire IG@n@unications; 150 million shares of common steelted at approximately

$623 million, as the stock portion of the purchpsee paid to acquire TelCove;
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and 21 million shares of common stock, valued ateimately $84 million, as the stock portion oétpurchase price paid to acquire
Looking Glass.

In 2007, the Company issued 197 million sharesoaimmon stock in exchange for $605 million of its 1@¥nvertible Senior Notes di
2011. The Company also issued 123 million share®wfmon stock, valued at approximately $688 milliasithe stock portion of the
purchase price to acquire Broadwing CorporatiosoAh 2007, the Company issued 17 million shareofmon stock in connection
with the conversion of $179 million of Broadwingststanding 3.125% Convertible Senior Debentures226.

ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This document contains forward looking estaénts and information that are based on the baliahanagement as well as assumptions
made by and information currently available to Ue&€ommunications, Inc. and its subsidiaries (‘&le¥" or the "Company"). When used in
this document, the words "anticipate”, "believedlah”, "estimate" and "expect" and similar expressj as they relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksedamties and assumptions. Should one or morkeesft risks or uncertainties materialize, or
should underlying assumptions prove incorrect, aatesults may vary materially from those descrilvethis document.

The following discussion should be readaonjunction with the Company's consolidated finahstatements (including the notes thereto),
included elsewhere herein.

Level 3 Communications, Inc., through ifemting subsidiaries, is primarily engaged indbmmunications business, with additional
operations in coal mining.

Communication Services

The Company is a facilities-based proviofest broad range of communications services. Revémucommunications services is
recognized on a monthly basis as these servicggraveded. For contracts involving private line,wetengths and dark fiber services, Level 3
may receive up-front payments for services to bweled for a period of up to 20 years. In theseations, Level 3 defers the revenue and
amortizes it on a straight-line basis to earningsr ¢he term of the contract. At December 31, 20@7¢ontracts where up-front payments were
received for services to be delivered in the futtlre Company's weighted average remaining conpexddd was approximately 14 years.

The Company separates its communicationgces into three separate categories:

. Core Communications Services;

Other Communications Services; ¢

. SBC Contract Service

Each category of revenue is in a diffefgmdse of the service life cycle, requiring diffdrkavels of investment and focus and providing
different contributions to the Company's Communaa Adjusted EBITDA. Management of Level 3 beligtkat growth in revenue from its
Core Communications Services is critical to thegléerm success of its communications businesshésame time, the Company believes it
must continue to manage effectively the positivehddows from its SBC Contract Services and itsedfiommunications Services, including
the Company's mature managed modem business amthitsd reciprocal compensation. For 2007, the@wmmunications Services categ
included revenue from transport and infrastructlPeand data services, voice and Level 3 Vyvx vided advertising distribution services. 1
Other Communications Services category
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includes revenue from managed modem and relatgatoeal compensation and the legacy managed IRcgdousiness. The SBC Contract
Services category includes all the revenue reltatékde SBC Master Services Agreement, which wasidea in the acquisition of WilTel
Communications Group, LLC ("WilTel").

The Company's transport and infrastrucser@ices include metropolitan and intercity wavegtés, private line, ethernet private line, dark
fiber, colocation services, professional serviaes @ansoceanic services. Growth in transport afrdstructure revenue is largely depender
increased demand for bandwidth services and avitapital of companies requiring communicationsacity for their own use or in
providing capacity as a service provider to thestomers. These expenditures may be in the forapdfont payments or monthly payments
for primarily private line, wavelength or dark fibgervices. An increase in demand may be partidfset by declines in unit pricing.

IP and data services primarily include @@npany's high-speed Internet access service, ateditnternet access ("DIA") service, ATM
and frame relay services, IP and ethernet virttighfe network ("VPN") services, and content detiveetwork ("CDN") services, which
includes streaming services. Level 3's high-spaestiiet access service is a high quality and hjgged Internet access service offered in a
variety of capacities. The Company's VPN serviarsit businesses of any size to replace multipterorks with a single, cost-effective
solution that greatly simplifies the converged smission of voice, video, and data. This convergdna single platform can be obtained
without sacrificing the quality of service or seitytevels of traditional ATM and Frame Relay offegs. VPN services also permit customel
prioritize network application traffic so that highiority applications, such as voice and videe, @ot compromised in performance by the flow
of low priority applications such as email.

The Company believes that one of the ldrgesrces of future incremental demand for the Camgls Core Communications Services will
be from customers that are seeking to distribuge feature rich content or video over the InterfRevenue growth in this area is dependent on
the continued increase in usage by both enterpaisé consumers and the pricing environment. Areiee in the reliability and security of
information transmitted over the Internet and desdiin the cost to transmit data have resulteddreased utilization of e-commerce or web
based services by businesses. This market is t¢lyridraracterized by significant price compressaod very high levels of unit growth rates,
resulting in growth in absolute revenue. The Conypaxperienced price compression in the high-spPedarket of over 30% in 2007 and
expects that its pricing for high-speed IP servigdlscontinue to decline in 2008 at similar rates.

The Company continues to experience pripigsure for those transport and infrastructustocners that require simple, low quality,
point-to-point services, as certain competitorsraggively pursued this business. However, Levdl@bes that competitors are less willing to
discount these services if it requires investmerméremental capacity to meet the customer's reménts. For those customers that provide
high quality content or require a combination afisport, IP and voice solutions on a regional ¢éional platform, Level 3 is seeing moderate
price compression and, in some cases, prices areaising.

The Company offers voice services thatabl@rge and existing markets. The revenue poldotizoice services is large; however, the
revenue and margins are expected to continue londeaver time as a result of the new low-cost tid aptical-based technologies. In addition,
the market for voice services is being targetednbyy competitors, several of which are larger aaeelmore financial resources than the
Company.

The Company, through its Level 3 Vyvx besis, provides audio and video programming foruttamers over the Company's fiber-optic
network and via satellite. It uses the Companisrfoptic network to carry live traditional broadcastiacable television events from the site
the event to the network control centers of thealoasters of the event.
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For live events where the location is nodn in advance, such as breaking news storiesniote locations, the Company provides an
integrated satellite and fiber-optic network-based/ice to transmit the content to its customerssi\df Level 3's Vyvx's customers for these
services contract for the service on an event-lgnrebasis; however, there are some customers wheofhachased a dedicated point-to-point
service which enables these customers to trangogramming at any time.

Level 3 Vyvx also distributes advertisimgpss to radio and television stations throughoatWhS., both electronically and in physical fo
Customers for these services can utilize a netwaded method for aggregating, managing, storingdéstdbuting content for content owners
and rights holders.

On December 19, 2007, Level 3 announcedtthad reached a definitive agreement to selktiieertising distribution business of
Vyvx, LLC ("Vyvx Ads") to DG FastChannel, Inc. f&129 million in cash. The sale is expected to clogbe second quarter of 2008. Reve
from the Vyvx Ads business totaled approximatel$ $dllion, $35 million and less than $1 million fre years ended December 31, 2007,
2006 and 2005, respectively. The results of opamatfor the Vyvx Ads business are included in guritig operations from when it was
acquired as part of the WilTel transaction in Deben2005. The pending disposal of the Vyvx Ads hess does not meet the criteria under
Statement of Financial Accounting Standard ("SFA$3) 144, "Accounting for the Impairment or DispbsflLong-Lived Assets" ("SFAS
No. 144") for presentation as discontinued openatigince the business is not considered an assgt gs defined in SFAS No. 14

The Company expects to continue to deviegopontent distribution services through the astjjioin of the Content Delivery Network
("CDN") services business (the "CDN Business") whitqourchased on January 23, 2007 from SAVVIS, facapproximately $133 million in
cash (including transaction costs) and the acdpisdf Dublin, Ireland based Servecast Limited, ethit purchased on July 11, 2007, for
approximately $46 million in cash (including tranBan costs). The Company believes that the additicche CDN Business with its strong,
broad portfolio of patents will help the Companguse its commercial efforts in the heavily patenBN market in which a number of
competitors have significant, patented intellecprabperty. In early 2007 we embarked on a strateggfine our capabilities to address the
communications needs of those organizations tlwtyme the content that individuals want to viewrdhe Internet. This service offering
includes high speed IP services, colocation seswacel services that cost effectively distributedbetent that is produced for consumption «
the Internet. We believe that one of the largestaes of future incremental demand for communicetiervices will be derived from
customers that are seeking to distribute theitufeatich content or video over the Internet.

The Company's Other Communications Senacesnature services that are not areas of emploaiglee Company. Other
Communications Services currently include managedem, related reciprocal compensation and legacyaged IP services.

The Company and its customers continueeocensumers migrate from narrow band dial-up sesvio higher speed broadband services
as the narrow band market matures. Additionally efina Online, a primary consumer of the Companigsup services, has been
implementing a strategic change in its approadtstdial-up internet access business over the#astonths that has accelerated the loss of its
dial-up subscribers. During 2007, America Onlirsttategy accelerated the decline in Level 3 managsidem revenue and is expected to
contribute to further declines in managed modenemeae in 2008. The Company recognized approxim&ER® million of managed modem
revenue in 2007, an approximate 37% decline froarb®86 million of managed modem revenue recogriiz2006. The declines in managed
modem revenue from America Online in 2007 have lwffset to some extent by an increase in markaesas a result of certain competitors
exiting segments of this business in the seconfdi@006 and the full year 2007. Level 3 belietieast
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the low-cost structure of its network will enalbiéd compete aggressively for new business in gadining, but still significant, managed
modem market.

Level 3 receives compensation from otheri@es when it terminates traffic originating oroffe carriers' networks. This reciprocal
compensation is based on interconnection agreemétfitshe respective carriers or rates mandatethéy-CC. The Company earns the
majority of its reciprocal compensation revenuerfroroviding managed modem services. The Compalylegan to receive increasing
amounts of reciprocal compensation from its voeeises during 2007.

Legacy managed IP services primarily inellmv-speed services over ATM technology and fréaelinology, as well as managed
security services. The Company's legacy Internegsgbusiness consists primarily of a businessatagitacquired in the Genuity transaction in
2003. To date, the Company has elected not to pwadditional customers and to limit the capitakisted in this component of its business.

The SBC Master Services Agreement was ageatent between SBC Services Inc. and WilTel ("SR@tract Services Agreement") and
was obtained in the WilTel acquisition. SBC Sersgitec. became a subsidiary of AT&T Inc., (togett@BC"). WilTel and SBC amended th:
agreement in June 2005 to run through 2009. Thep@asrecognized $303 million of revenue under tBE £ontract Services Agreement
during 2007. The agreement provides a gross margichase commitment of $335 million from Decemb@d2through the end of 2007, and
$75 million from January 2008 through the end dd2@nd stipulates that originating and terminatingess charges paid to local phone
companies get passed through to SBC in accordaitice@ormula that approximates costs and do nohtagainst the gross margin purchase
commitment. SBC fully satisfied the $335 milliorogs margin purchase commitment during the thirdtquaf 2007. As a result of satisfying
the initial gross margin purchase commitment, SBQEhases of services that exceed the originad $3Bion gross margin purchase
commitment now count toward the $75 million grosrgin purchase commitment for the period from Jan@808 through the end of 2009.
As of December 31, 2007, SBC had satisfied $39anilbf the $75 million gross margin purchase commeitt. Level 3 expects that based on
SBC's current level of spending, SBC will satidfg temaining $36 million of gross margin purchasmmitment in the first half of 2008.

Additionally, the SBC Contract Services égment provides for the payment of $50 million frSBIC if certain performance criteria are
met by Level 3. The Company met the required peréorce criteria and recorded annual revenue of $i&min both 2006 and 2007 under
the agreement. Of the annual amounts, 50% was lmesewnthly performance criteria and the remairtifgo was based on performance
criteria for the full years. The performance-bage@ntive provisions of the agreement ended on Dbee 31, 2007. Level 3 will not earn
performance-based incentives in 2008 under the GB@ract Services Agreement.

As a result of the reductions in SBC Cattt@ervices revenue and the overall increase ieme® from acquisition activity, concentration
of revenue among a limited number of customersieaseased compared to previous periods. Leveb@'ten customers, including the SBC
Contract Services revenue, represented 61% ofdotamunications revenue in the first quarter of@@Fopping to 36% of total
communications revenue in the fourth quarter of 2@Xxcluding the SBC Contract Services revenuegl8\s top ten customers represented
39% of total communications revenue in the firshrer of 2006, dropping to 31% of total communiaasi revenue in the fourth quarter of
2007. The Company expects the concentration ofevéom its top ten customers to continue to deathoderately in 2008 as the SBC
Contract Services revenue continues to decline.é¥ew if Level 3 would lose one or more major cuostos, or if one or more major custom
significantly decreased its orders for Level 3 g@y, the Company's communications business wailddterially and adversely affected.
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Level 3's management continues to reviéwfahe Company's existing lines of business anrdtise offerings to determine how those
lines of business and service offerings assist thithCompany's focus on the delivery of communicetiservices and meeting its financial
objectives. To the extent that certain lines ofibess, business segments or service offeringsareonsidered to be compatible with the
delivery of the Company's services or with obtajnfimancial objectives, Level 3 may exit those $ire business segments or stop offering
those services.

The Company is focusing its attention omfitilowing operational objectives:

. growing revenue in Core Communications Servi

. continuing to show improvements in Adjusted EBITR#a percentage of revenue;

. achieving sustainable generation of free cash flow;

. completing the integration of acquired busines

. growing its content delivery network servic

. continuing to implement its metro network strateand

. managing cash flows provided by its Other Commuitoa Services and SBC Contract Servis

Management of Level 3 believes the intrditduncof new services or technologies, as well asftinther development of existing
technologies, may reduce the cost or increaseujyel\s of certain services similar to those provitbgd_evel 3. The ability of the Company to
anticipate, adapt and invest in these technologygés in a timely manner may affect the Companjtsd success.

The Company completed the initial plannegldyment of the next generation of optical tramsfehnology in its North American and
European networks in the fourth quarter of 2005 eadly in the first quarter of 2006, respectivaliile Company decided to deploy the
technology for additional routes in North AmerigadeéEurope and completed the deployments on theges 2006. The Company comple
an upgrade of its IP backbone technology in thetfoguarter of 2005. Level 3 believes that thisldgment of new equipment to the existing
network equipment will allow the Company to optimithe amount of traffic it carries over the netwarkd lower its cost of providing its
services.

To expand its service offerings in Eurape, Company invested approximately $20 milliondatark fiber based expansion in Europe.
During 2006, the Company obtained dark fiber priflpan those cities currently served by leased wength capacity and additionally in 2006
the Company completed an expansion of our Europparations to nine additional cities. During 200i& Company obtained dark fiber in
three cities that had been served by leased waytbleapacity and additionally in 2007 the Compaompleted an expansion of its European
operations to nine additional cities. In 2008, @@mpany expects to continue its European expangione additional city using leased
wavelength capacity. The Company expects to usdaHhefiber with appropriate transmission equiprntergell a full suite of transport and IP
services.

The communications industry continues tosodidate. Level 3 has participated in this proaeisis the acquisitions of WilTel in 2005;
Progress Telecom, LLC ("Progress Telecom"); ICG @mmications, Inc. ("ICG Communications"); TelColms. ("TelCove") and Looking
Glass Networks Holding Co., Inc. ("Looking Glassi)2006; and Broadwing Corporation ("BroadwinghetCDN Business and Servecast in
2007. Level 3 will continue to evaluate consolidatopportunities and could make additional acqois# in the future.
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The successful integration of acquired ibesées into Level 3 is important to the succesewél 3. The Company must integrate the
networks and support organizations, while maintajrthe service quality levels expected by custorimeesder to realize the anticipated
benefits of these acquisitions. Successful intégraif these acquired businesses will depend o€timapany's ability to manage these
operations, realize opportunities for revenue ghopresented by strengthened service offerings apdneled geographic market coverage. If
the Company is not able to efficiently and effeelyvintegrate the acquired businesses or operatibesCompany may experience material
negative consequences to its business, finanamlitton or results of operations.

During the second and third quarters of22@0e Company's service activation times increasea result of the following issues.

. Continuing to use the multiple order entry and Bimning systems and processes that were opergtdtelacquired companies
to provision end-to-end services.

. Insufficient training on the multiple systems fongloyees performing service activation functic
. Lack of sufficient staffing levels in some servextivation areas.
. Identifying and fixing service activation throughpssues was challenging as a result of decernitrgligervice activation

functions across the customer facing groups.

This increase in service activation cyaieethad a negative effect on the Company's seingtallation intervals and the rate of Core
Communications Services revenue growth during geersd, third and fourth quarters of 2007. Duririg #ame period, the Company also
experienced challenges in its service managemenepses that resulted in longer response timestive customers' network service issues.
As a result of consolidating key operational fuos and organizations as part of the integratifortethe Company's operating environment
became more complex in the first half of 2007.

During the second and third quarters, tbenany implemented certain process and organizdtaranges that were expected to improve
service activation times and allow it to achiegepteviously forecasted revenue and Adjusted EBITgp@wth. However these changes were
not adequate to address the breadth of the proldecwmuntered during the third quarter. As a resfulhese service activation and service
management issues, the growth in Communicationgc@srRevenue and Adjusted EBITDA was lower thameeked for the full year 2007 a
is expected to be lower than originally forecaste®007 for the full year 2008.

The Company has ongoing process and syd¢eelopment work that is being implemented as qiattte integration efforts that is
expected to address the service activation andcgemanagement issues described above as welbaislpisignificant overall improvements
operations. The processes and systems under devatbpemain largely on track with certain compogreteployed beginning in October 2007
and additional deployments scheduled through tkdeo£2008. While the operational benefits vary bgle project, the Company expects to
realize meaningful improvements in its operatingiemment during the second half of 2008. In additithe Company is taking steps to
improve its existing processes and systems to addhe increase in service activation times andar®its service management. During the
fourth quarter of 2007, the Company improved ivsioning capability by both increasing resouraed through process improvement. The
Company believes that its customers' experiencétslvevel 3 have improved and the Company continoesake process and organizational
changes to improve its capabilities in 2008.

Level 3 has embarked on a strategy to exjtarcurrent metro presence. The strategy alllm<ompany to increasingly terminate traffic
over its owned metro facilities rather than paytinigd parties to terminate the traffic. Level 3slity to provide high-speed bandwidth directly
to customer
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facilities is expected to be a competitive advaatdghe Company intends to offer a broad range wies in these markets and concentrate its
sales efforts on the bandwidth intensive busine§des expansion into new metro markets should @dswide additional opportunities to sell
services on the Company's national and interndtiogtavorks. This metro strategy included the adtjoiss of Progress Telecom, ICG
Communications, TelCove and Looking Glass. As phitls metro strategy and as a result of the adiprisof TelCove in 2006 and Broadwing
in 2007, the Company is also targeting enterpnistarners directly through its Business Markets @rdescribed in more detail below. With
the acquisition of the CDN Business and Servece2007, Level 3 embarked on a strategy to expancbittent delivery network services in
both the United States and Europe.

The change in the composition of the Corgfsarevenue requires the Company to manage opgrtipenses carefully and concentrate its
capital expenditures on those technologies andsa8s# enable the Company to develop its Core Camications Services further and replace
the decline in revenue and earnings from Other Comcations Services and SBC Contract Services.

In the third quarter of 2006, Level 3 annced the formation of four customer-facing groupbétter serve the changing needs of
customers in growing markets and drive growth actbe organization:

. The Wholesale Markets Group services the commuoitaiheeds of the largest national and global semroviders, including
carriers, cable companies, wireless companiesyaice service providers. These customers typidatiygrate Level 3 services
into their own products and services to offer titlend user customers. Revenue from the Wholé4atkets Group represent
56% of Core Communications Services revenue foi7 200

. The Business Markets Group targets enterprise gusand regional carriers who value a local, msitmal sales forc
Specific customer markets include small, mediund, lange businesses, local and regional carriemte sind local government
entities, and higher education institutions andsootia. Revenue from the Business Markets Groupesgmted 26% of Core
Communications Services revenue for 2007.

. The Content Markets Group focuses on serving mealibcontent companies with large and growing badthwieeds
Customers in this market include video distributtmmpanies, providers of gaming, mega-portalsyso service providers,
social networking providers, as well as more tiaddl media distribution companies such as brodadcsgelevision networks
and sports leagues. Revenue from the Content Matketup represented 11% of Core Communicationsi&ergvenue for
2007.

. The European Markets Group serves large Europeasuoters of bandwidth, including the European atetiational carriers
large system integrators, voice service provideable operators, Internet service providers, cdmgsviders, and government
and education sectors. Revenue from the Europeaket$aGroup represented 7% of Core Communicatiengi&s revenue fc
2007.

The Company believes that the alignmentiagdacustomer markets should allow it to drive gtowhile enabling it to better focus on the
needs of its customers. Beginning in 2008, the Gompvill disclose Core Communications Services nexein dollars and as a percentage of
total Core Communications Services revenue for ehds market groups, Wholesale, Business, CordaadtEurope.

In addition to the operational objectivesntioned above, the Company has also been focusedpooving its liquidity and financial
condition, including efforts to extend the matuigtes of certain debt and lowering the effectiteriest rate on its outstanding debt.
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In January 2007, in two separate transastithe Company completed the exchange of $60%milif outstanding principal of its 10%
Convertible Senior Notes due 2011 for a total of 8llion shares of Level 3's common stock. The @any recognized a $177 million loss
the exchanges in the first quarter of 2007.

In February 2007, Level 3 Financing, Irrcwholly owned subsidiary of Level 3 ("Level 3 Rmtang") issued $700 million of its 8.75%
Senior Notes due 2017 and $300 million of its RlgaRate Senior Notes due 2015 and received neepds of $982 million. The proceeds
from these private offerings were used to refinacexain Level 3 Financing debt and to fund the cbgonstruction, installation, acquisition,
lease, development or improvement of other assdis tised in Level 3's communications business.

In March 2007, Level 3 Financing refinan@sdsenior secured credit agreement and receigefdroceeds of $1.382 billion. The proceeds
from this transaction were used to repay the @xgs$i730 million senior secured credit agreementaihdr debt. The effect of this transaction
was to increase the amount of senior secured dabt$730 million to $1.4 billion, reduce the intsreate on that debt from the London
Interbank Offering Rate ("LIBOR") plus 3.00% to LIER plus 2.25% and extend the final maturity frold 2@ 2014. The Company
recognized a $10 million loss on the extinguishntdrihe existing $730 million Senior Secured Teroah due 2011 due to recognition of the
remaining unamortized debt issuance costs.

During the first quarter of 2007, the Compaedeemed the entire outstanding principal oftflewing debt issuances totaling
$722 million:

. $488 million of 12.875% Senior Notes due 2010 ptiee equal to 102.146 of the principal amount;
. $96 million of 11.25% Senior Notes due 2010 at agpequal to 101.875 of the principal amount;

. $138 million €104 million) of 11.25% Senior Euro Notes due 2018 price equal to 101.875 of the principal amo

Also during the first quarter of 2007, tlespective issuers repurchased, through tendesp#841 million of the outstanding principal
amounts of the following debt issuances:

. $144 million of its outstanding Floating Rate Serfimtes due 2011 at a price equal to $1,080 pel0®lp@incipal amount of th
notes, which included $1,050 as the tender offesiceration and $30 as a consent payment;

. $59 million of its outstanding 11% Senior Notes @068 at a price equal to $1,054.28 per $1,00Cjpéh amount of the notes,
which included $1,024.28 as the tender offer carsition and $30 as a consent payment;

. $677 million of its outstanding 11.5% Senior Note® @010 at a price equal to $1,115.26 per $1,00@ipal amount of thi
notes, which included $1,085.26 as the tender offesideration and $30 as a consent payment; and

. $61 million (€46 million) of its outstanding 10.75% Senior Eurotds due 2008 at a price equa€l,061.45 pe€1,000
principal amount of the notes, which included €1,@3 as the tender offer consideration and €30camsent payment.

The Company recognized a $240 million lssociated with the redemptions and repurchadée ifirst quarter of 2007. The cash portion
of the loss on redemptions and tenders totaled $1iBi6n and the remaining $75 million consistedusfamortized debt issuance costs and
unamortized discounts.
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In the first quarter of 2007, for total basonsideration of $106 million and equity consadiem of 17 million shares of common stock
(valued at $97 million) all of Broadwing's outstamgl $180 million aggregate principal amount of Z%2Convertible Senior Debentures due
2026 were retired. These debentures were issudidadwing prior to Level 3's acquisition of Broadwgion January 3, 2007. There was no
gain or loss recognized due to the fact that, upderhase accounting, the liability for the noteswalued at the total cost to retire the
obligation.

The Company will continue to look for oppanities to improve its financial position and fadts resources on growing revenue and
managing costs for the communications business.

Coal Mining

Level 3, through its two 50% owned jointatigre surface mines in Montana and Wyoming, sel& primarily through londerm contract
with public utilities. The long-term contracts fitre delivery of coal establish the price, volume] guality requirements of the coal to be
delivered. Revenue under these and other confsatsognized when coal is shipped to the customer.

Information Services

On November 30, 2005, the Company sold/fitslly owned subsidiary,i()Structure, LLC, which provided computer outsougcgervices
primarily to small and medium-sized businesses. Company also completed the disposition of its riemg subsidiary in the information
services business, Software Spectrum, Inc. on Bdyete7, 2006. The results of operations and firenuosition for (i )Structure and Software
Spectrum are reflected as discontinued operatimnalff periods presented in this report.

Critical Accounting Policies

The Company has identified the policieobess critical to its business operations and tigetstanding of its results of operations. The
effect of any associated risks related to theskiipslon the Company's business operations is sieclithroughout this Management's
Discussion and Analysis of Financial Condition &ebults of Operations where these policies affecttompany's reported and expected
financial results.

Revenue

Revenue for communications services, inolgdoice, private line, wavelengths, colocatiamglnet access, managed modem, data
services, video and dark fiber revenue is recoghimenthly as the services are provided. Commurmioatservices are provided either on a
usage basis, which can vary period to period, ar@aintractually committed amount.

Reciprocal compensation revenue is recagivzhen an interconnection agreement is in platie aviother carrier, or if an agreement has
expired, when the parties have agreed to contipeeating under the previous agreement until a rg@eanent is negotiated and executed; or
at rates mandated by the FCC. Periodically, the fi2om will receive payment for reciprocal comper@atervices in excess of FCC rates and
before an agreement is in place. These amountadugled in other current liabilities on the corndated balance sheet until a final agreement
has been reached and the necessary regulatoryajgphave been received at which time the reciprmmapensation revenue is recognized.
These amounts were insignificant to the Compar80i7 and 2006.

Revenue attributable to leases of darkrfifpesuant to indefeasible rights-of-use agreem@h®dJs") that qualify for sales-type lease
accounting, and were entered into prior to Junel809, was recognized at the time of delivery asekptance of the fiber by the customer.
Certain sale and long-term IRU agreements of dass fand capacity entered into after June 30, 1889required to be accounted for in the
same manner as sales of real estate with propepsoivements or integral
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equipment. This accounting treatment results irdigferral of revenue for the cash that has beegivied and the recognition of revenue ratably
over the term of the agreement (currently up ty&ars).

Termination revenue is recognized whenstaruer disconnects service prior to the end ottmract period, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination reveésa¢so recognized when customers
make termination penalty payments to Level 3 tesebntractually committed purchase amounts thatcustomer no longer expects to me
when a customer and Level 3 renegotiate a contragr which Level 3 is no longer obligated to pdevproduct or services for consideration
previously received and for which revenue recognitias been deferred. Termination revenue is regpamtthe same manner as the original
product or service provided.

Accounting practice and guidance with respe the accounting treatment of revenue contitoevolve. Any changes in the accounting
treatment could affect the manner in which the Canypaccounts for revenue within its communicatiang coal businesses.

Nor-Cash Compensation

The Company adopted SFAS No. 123R, "Shage8 Payment" ("SFAS No. 123R") effective Janua006. SFAS No. 123R requires
that compensation cost relating to shbased payment transactions be recognized in thadial statements based on the fair value of equi
liability instruments issued. The Company adopterexpense recognition provisions of SFAS No. 188¢ounting for Stock-Based
Compensation" ("SFAS No. 123"), in 1998. Therefdne, effect of applying the change from the origjpr@visions of SFAS No. 123 on the
Company's financial position or results of openagiavas insignificant. Although the recognition loé tvalue of the instruments results in
compensation or professional expenses in an enfitydncial statements, the expense differs framerotompensation and professional
expenses in that these charges, though generaihitped to be settled in cash, are typically sdttlerough the issuance of common stock,
which would have a dilutive effect upon earnings gfeare, if and when such options are exercised.dBtermination of the estimated fair ve
used to record the compensation or professionaresgs associated with the equity or liability iastents issued requires management to r
a number of assumptions and estimates that carget@rfluctuate over time.

LongLived Assets

Property, plant and equipment is statembat, reduced by provisions to recognize econompairment in value when management
determines that events have occurred that requiemalysis of potential impairment. Costs assodidteectly with network expansions and the
development of business support systems, primaniployee-related costs, are capitalized. The Coynpapitalized $102 million, $72 million
and $51 million of cost, primarily direct labor arelated employee benefits, in 2007, 2006 and 2@3fpectively.

Intercity network segments, gateway faetlif local networks and operating equipment thaeHheeen placed in service are being
depreciated over their estimated useful lives, grity ranging from 2-40 years. The total cost dfisiness support system is amortized over a
useful life of three years. The useful lives of @@mpany's assets are estimates and actual ircegqreriods for specific assets could differ
significantly from these estimates. Due to charigeschnology and the competitive environment, ¢hestimates require a significant amount
of judgment. Management monitors and evaluategtassmates on an annual basis or as circumstaheagie that may indicate a change in
estimate is required. During 2006 the Company alddrthe useful lives of its existing fiber assetsf seven to 12 years, its existing
transmission equipment from five to seven yearsineiisting IP equipment from three to four years
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The Company at least annually, or as evaentircumstances change that could affect thevesadility of the carrying value of its long-
lived assets, conducts a comprehensive revieweotalnrying value of its assets to determine ifdaeying amount of the assets are recovet
in accordance with SFAS No. 144. This review reggithe identification of the lowest level of iddiatble cash flows for purposes of grouping
assets subject to review. The estimate of undigeduresh flows includes long-term forecasts of mereegrowth, gross margins and capital
expenditures. All of these items require significiilgment and assumptions. An impairment loss exast when the estimated undiscounted
cash flows attributable to the assets are lesstti@ncarrying amount. If an asset is deemed toripaired, the amount of the impairment loss
recognized represents the excess of the long-gset's carrying value as compared to its estinfabedalue, based on management's
assumptions and projections.

The Company assessed its communicationsllead assets for impairment in the fourth quaae2007, and determined that an
impairment charge was not required. The commurtinatnetwork includes network equipment, fiber, iplétconduits, customer premise
equipment and colocation facilities. The impairmamalysis is based on a long-term cash flow fottgicaassess the recovery of the
communications assets over their estimated usegs.|

Level 3 also assesses the carrying valgmofiwill on an annual basis in accordance with S’. 142 "Goodwill and Other Intangible
Assets." (SFAS No. 142). The carrying value ofriggorting unit is compared to its fair value. létfair value does not exceed the carrying
value of the reporting unit, an analysis is perfediio determine if an impairment charge shoulddsended. The Company also evaluates
intangible assets with indefinite lives individyatin an annual basis, or as events or circumstari@@ge that could affect the recoverability of
the carrying value of the asset, in accordance 8#AS No. 142. The Company did not record chargethe impairment of long-lived assets
or goodwill in 2007, 2006 or 2005.

Management's estimate of the future cashdlattributable to its long-lived assets and #ievalue of its businesses involve significant
uncertainty. Those estimates are based on managerassumptions of future results, growth trendasiadustry conditions. The impairment
analysis of londived assets also requires management to makdrcstbjective assumptions and estimates regartimgxpected future use
certain additional conduits evaluated for impairtresparately from the network asset group. Managemi continue to assess the
Company's assets for impairment as events ocas rdustry conditions warrant. Given the significancertainty, judgment and assumptions
involved in developing the estimates of future csivs and the number of years of remaining uskfilof certain of the Company's assets, it
is possible that the Company may determine thaingairment charge is required in the future duehtanges in these assumptions and
estimates.

Use of Estimates

The preparation of financial statementsdnformity with generally accepted accounting pipfes requires management to make
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosuireofingent assets and liabilities at the da
the financial statements and the reported amodms/enue and expenses during the reporting pefibd.most critical estimates and
assumptions are made in determining the allowamcddubtful accounts, revenue reserves, recovelynaf-lived assets, useful lives of long-
lived assets, accruals for estimated tax and legalities, cost of revenue disputes for commutiaas services, unfavorable contracts
recognized in purchase accounting and asset retireabligations. Actual results could differ frohose estimates and assumptions.
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Recently Issued Accounting Pronouncem

In June 2006, the Financial Accounting 8tads Board ("FASB") issued Interpretation No. '48&counting for Uncertainty in Income
Taxes—An Interpretation of FASB Statement No. 10¥IN No. 48"), which was effective for Level 3 diag January 1, 2007. FIN No. 48
clarifies the accounting for uncertainty in incotages recognized in an enterprise's financial states in accordance with FASB Statement
No. 109, "Accounting for Income Taxes". FIN No. @80 prescribes a recognition threshold and meammeattribute for the financi
statement recognition and measurement of a taxiposaken or expected to be taken in a tax reiuahresults in a tax benefit. Additionally,
FIN No. 48 provides guidance on de-recognitionpine statement classification of interest and p&salaccounting in interim periods and
disclosure. The Company's policy is to recognizergst and penalty expense associated with unceaipositions as a component of income
tax expense in the consolidated statements of tipesa The adoption of FIN No. 48 did not have &ra on the Company's consolidated
results of operations or financial condition agofl for the year ended December 31, 2007.

In June 2006, the FASB ratified the conssren EITF Issue No. 06-3, "How Taxes Collectednfi@ustomers and Remitted to
Governmental Authorities Should Be Presented inrtheme Statement” ("EITF No. 06-3"), which waseeffve for Level 3 starting January 1,
2007. The scope of EITF No. 06-3 includes any &seased by a governmental authority that is dyrécgbosed on a revenue-producing
transaction between a seller and a customer andmolayle, but is not limited to, sales, use, vaddded, Universal Service Fund ("USF")
contributions and some excise taxes. The Task Femnceluded that entities should present these taxt® income statement on either a gross
or a net basis, based on their accounting poli¢ychvshould be disclosed pursuant to APB Opinion 2l "Disclosure of Accounting
Policies". If such taxes are significant and amspnted on a gross basis, the amounts of thoseshreld be disclosed. The Company records
USF contributions on a gross basis in its const@idiatatements of operations, but records salesyakie added and excise taxes billed to its
customers on a net basis in its consolidated stattsmof operations. Communications revenue ondhsalidated statements of operations
includes USF contributions totaling $45 million,9illion and $7 million for the years ended Decem®1, 2007, 2006 and 2005,
respectively. The adoption of EITF No. 06-3 did hate a material effect on the Company's cons@ietsults of operations or financial
condition for year ended December 31, 2007, apdtiey followed was consistent before and afterpm.

In September 2006, the FASB issued StatesvedriFinancial Accounting Standards ("SFAS") Nb7 1"Fair Value
Measurements" ("SFAS No. 157"), which defines Yailue, establishes a framework for measuring falue in generally accepted accounting
principles, and expands disclosures about fairevaleasurements. SFAS No. 157 does not requiree@myair value measurements, but
provides guidance on how to measure fair valuerbyiging a fair value hierarchy used to classifg #ource of the information. This staterr
is effective for fiscal years beginning after Noumn 15, 2007 and interim periods within that fispadr. The adoption of SFAS No. 157 is not
expected to have a material effect on the Compayisolidated results of operations or financialditon upon adoption on January 1, 2008.

In December 2007, the FASB issued SFASIMA. (Revised 2007), "Business Combinations" ("SF&ES 141R"), which replaces SFAS
No. 141, "Business Combinations.” SFAS No.141Rimetthe underlying concepts of SFAS No. 141 in gibusiness combinations are s
required to be accounted for at fair value underatquisition method of accounting, but SFAS Nd.R4vill significantly change the
accounting for business combinations. Under SFABR14n acquiring entity will be required to recagnall the assets acquired and liabilities
assumed in a transaction at the acquisition-datedéue with limited exceptions. SFAS No. 141RIwihange the accounting treatment for
certain specific acquisition related items inclugifil) expensing acquisition related costs as neclj(2) expensing changes in deferred tax
asset valuation allowances and income tax
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uncertainties after the acquisition date; (3) wagunoncontrolling interests at fair value at thguasition date; and (4) expensing restructuring
costs associated with an acquired business. SFA3AAR also includes a substantial number of neeslasure requirements. SFAS No. 141R
is to be applied prospectively to business comhnatfor which the acquisition date is on or aftanuary 1, 2009.

In December 2007, the FASB issued SFASI80, "Noncontrolling Interests in Consolidated Ficial Statements” ("SFAS No. 160").
SFAS No.160 requires noncontrolling interests, fmesly referred to as minority interests, to beteel as a separate component of equity, not
as a liability or other item outside of permaneity and applies to the accounting for nonconinglinterests and transactions with
noncontrolling interest holders in consolidatedfinial statements. SFAS No. 160 will be appliegpeatively to all noncontrolling interests,
including any that arose before the effective @aimept that comparative period information mustdstated to classify noncontrolling interests
in equity, attributed net income and other compnshe income to noncontrolling interests, and pitevither disclosures required by SFAS
No. 160. This statement is effective for the Complaeginning January 1, 2009. The Company is cugrassessing the potential effect that
adoption of SFAS No. 160 will have on its consadi@dhresults of operations or financial condition.
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Results of Operations 2007 vs. 20(

Years Ended

December 31 December 31 Change
(dollars in millions) 2007 2006 %
Revenue
Communication $ 4,19¢ $ 3,311 27%
Coal mining 70 67 4%
Total revenue 4,26¢ 3,37¢ 26%
Costs and Expenses: (exclusive of depreciatioreamattization shown
separately below
Cost of revenue
Communication: 1,76¢ 1,46( 21%
Coal mining 64 57 12%
Cost of revenu 1,83: 1,51 21%
Depreciation and amortizatic 942 73C 29%
Selling, general and administrati 1,72% 1,25¢ 37%
Restructuring and n-cash impairment charg 12 13 (8)%
Total costs and expens 4,51( 3,51¢ 28%
Operating Los: (241) (140 (72)%
Other Income (Expense
Interest incomt 54 64 (16)%
Interest expens (577) (64¢) 11%
Loss on extinguishment of debt, 1 (427) (83 (419%
Other, ne 55 19 18<%
Total other income (expens (89%) (64¢) (38)%
Loss from Continuing Operations Before Income Te (1,13¢) (78¢€) (44)%
Income Tax Benefit (Expens 22 2 1,20(%
Loss from Continuing Operatiol (1,119 (790) (41)%
Income from Discontinued Operatio — 46 (200)%
Net Loss $ 1,119 $ (744) (50)%

Communications Revenuas separated into three categories:

. Core Communications Services (including Transpod kafrastructure services, IP and Data serviceécd/services and Level
Vyvx services);

. Other Communications Services (including Managedi®fo and its related reciprocal compensation aratleylanaged I
services); and

. SBC Contract Services.
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Revenue attributable to these service categoripigded in the following table:

Year Ended
December 31 December 31 Change
(dollars in millions) 2007 2006 %
Core Communications Service
Transport and Infrastructu $ 1,71¢  $ 1,014 69%
IP and Datz 584 301 94%
Voice 1,18: 53€ 121%
Level 3 Vyvx 14C 122 15%
3,622 1,97: 84%
Other Communications Service
Managed Moder 17¢ 28¢€ (371%
Reciprocal Compensatic 73 10z (28)%
Managed IF 22 57 (61)%
274 44¢% (38)%
SBC Contract Service 303 892 (66)%
Total Communications Reveni $ 4,19¢ $ 3,311 27%

The 84% increase in Core Communicationsiges revenue for 2007 compared to 2006 is duedwatly in the Company's revenue from
existing services, as well as revenue from the fessyTelecom, ICG Communications, TelCove, Lookatgss, Broadwing, CDN Business
and Servecast acquisitions. The Company purchaseplg®s Telecom in March 2006, ICG Communicationglay 2006, TelCove in July
2006 and Looking Glass in August 2006. The Compgamghased Broadwing and the CDN Business in JarR@0y and Servecast in July
2007. From a financial reporting perspective, tlenPany integrated into the Level 3 business theatipms of WilTel, Progress Telecom, I(
Communications, TelCove and Looking Glass in 2@0®] Broadwing and the CDN Business in the first bB2007. As a result, separate
revenue information by revenue category for thesgiimed companies is no longer reported other tbathe SBC Contract Services revenue
acquired from WilTel.

As described earlier, the growth in CorerBmunications Services revenue was lower than eggetitiring the second, third and fourth
guarters of 2007 as a result of an increase inceeactivation times and challenges in service rgangent processes. Service activation times
increased during the second and third quartersesudt of the following issues.

. Continuing to use the multiple order entry and @imning systems and processes that were opergtdlacquired companies
to provision end-to-end services.

. Insufficient training on the multiple systems fongloyees performing service activation functions.
. Lack of sufficient staffing levels in some servaivation areas.
. Identifying and fixing service activation throughpssues was challenging as a result of decentiglgervice activatio

functions across the customer facing groups irthitrd quarter of 2006.

The Company has ongoing process and systemedopment work that is being implemented as @fattie integration efforts that is
expected to address the service activation andcgemanagement issues described above and pragitiicant overall improvements to
operations. The processes and systems under devatbpemain largely on track with certain compogreteployed beginning in October 2007
and additional deployments scheduled through tkdeo#2008. While the operational
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benefits vary by each project, the Company expeatsalize meaningful improvements in its operatmgironment during the second half of
2008. In addition, the Company is taking stepsriprbve its existing processes and systems to a&lthresncrease in service activation times
and improve its service management. With respetttadatter, the Company has seen improvements Beivice response times in the fourth
guarter of 2007 and expects to see further imprevesin the future.

Transport and infrastructure revenue ingede69% for 2007 compared to 2006. The increasahea®sult of growth in existing services
and the recognition of a full year of revenue i®2@or Progress Telecom, ICG Communications, TetCawd Looking Glass acquisitions
completed in 2006, as well as the revenue fronBtlmadwing acquisition completed in January 200¢réased demand in the cable and
wireless market segments for complex nationwidatgmis and colocation capacity in large marketdrilmnted to the revenue growth in
existing services in 2007 as compared to 2006.

IP and data revenue increased 94% for 20@¥pared to 2006. The increase was the resultoofthrin existing services and the
recognition of a full year of revenue in 2007 foo@ress Telecom, ICG Communications, TelCove aruklng Glass acquisitions completec
2006, as well as a full year of revenue from thedglwving acquisition completed in early January 20@7and data revenue also increased in
2007 as a result of the CDN Business acquisitiongieted in January 2007 and the Servecast acquisiitmpleted in July 2007. IP and data
revenue also increased due to traffic growth inthNémerica from new and existing customers thaeexed the rate of price compression
experienced in 2007. During the second quartef672the Company also implemented new, reduceihgrimder the terms of a contract
renewal for its largest IP and data customer whatially offset the overall growth of IP and dat@enue in the last half of 2007. Continued
revenue growth in the Company's VPN service alsdritiuted to the increase in IP and data revenuimgl2007.

Level 3's voice revenue increased 121%@87 compared to 2006. The increase is primarijbatable to the operations acquired in the
TelCove and Broadwing acquisitions, particularlyrestic and international voice termination servieesl growth in Level 3's existing
wholesale and VolP-related services including véézenination, local inbound, enhanced local antiftek services.

Level 3 Vyvx revenue increased 15% for 2606impared to 2006. The increase was a result ofaease in advertising distribution
revenue and the continued demand for high-defimitimadcast services in sports, news and entergginnm

Core Communications Services revenue f672dhd 2006 includes $8 million and $9 million efrhination revenue, respectively. The
Company expects to recognize termination reventledriuture if customers desire to renegotiatereais or are required to terminate service.
The Company is not able to estimate the specifiaevaf these types of transactions until they ocbut does not currently expect to recognize
significant termination revenue for the foreseedbtare.

Managed modem revenue declined 37% to $iilli®n for 2007 compared to 2006 as a result ef tbntinued migration from narrow
band dial-up services to higher speed broadbamitserby end user customers, especially in largieapelitan areas. This change has resulted
in a decline in the demand for managed modem ploresddition to the port cancellation provisiortse tontracts with America Online contain
market-pricing provisions that have the effectafiéring revenue as Level 3 is obligated to provideerica Online a reduced per port rate if
Level 3 offers another customer better pricingddower volume of comparable services. The declin@sanaged modem revenue from
America Online have been partially offset by ina@sin market share as a result of certain corope#ixiting segments of the managed
modem business in the first half of 2007. The Comypaxpects managed modem revenue to continue tmede the future primarily due to
increase in the number of subscribers migratingré@dband services and potential pricing concessigrcontracts are renewed.
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Reciprocal compensation revenue from mashagedem services declined 28% to $73 million fod2@ompared to 2006 as a result of the
continuing decline in demand for managed modemicesvThe Company has historically earned the ritgjof its reciprocal compensation
revenue from managed modem services. Level 3 baonnection agreements in place for the majofityaffic subject to reciprocal
compensation. The majority of the Company's intenection agreements provided rate structures tiwr@0§7. Level 3 continues to negotiate
new interconnection agreements or amendments éxigting interconnection agreements with locatiees. As a result of the Company's
acquisitions of WilTel, TelCove and Broadwing, thempany has started to generate a portion of dipn@cal compensation revenue from
voice services. For the full year ending Decemliger2®07, the Company recognized $26 million ofpemtal compensation revenue earned
from voice services, which are included in Core @umications Services revenue. To the extent tlaCibmpany is unable to sign new
interconnection agreements or signs new agreementaining lower rates, or there is a significamtlthe in the Company's managed modem
dial-up business, or FCC or state regulations chaugh that carriers are not required to compemghgéz carriers for terminating ISP-bound
traffic, reciprocal compensation revenue may dectiignificantly over time.

Managed IP services revenue declined 61$22omillion for 2007 compared to 2006. As discdssarlier, to date the Company has not
invested in this service and the decline in revaawtributable to the disconnection of serviceekisting customers. The Company's legacy
managed IP services business consists primargytofsiness that was acquired in 2003. The Compgmsces this trend to continue in 2008.

SBC Contract Services revenue decreasedt6@203 million for 2007 compared to 2006 as expedue to the migration of the SBC
traffic to the AT&T network. The SBC Contract Sex@s agreement was obtained in December 2005 asfghe WilTel acquisition. Under tl
terms of the agreement, SBC has gross margin pseat@mmitments through 2009. SBC fully satisfiezl $835 million gross margin purchase
commitment for the period from December 2005 thtoDgcember 2007 during the third quarter of 2005 akesult of satisfying the initial
gross margin purchase commitment, SBC's purchdsasaces that exceed the original $335 milliongg margin purchase commitment now
count toward the $75 million gross margin purcham@mitment for the period from January 2008 throtighend of 2009. As of December
2007, SBC had satisfied $39 million of the $#blion gross margin purchase commitment. Levekfezts that, based on SBC's current lev
spending, the remaining $36 million of gross maginchase commitment will be satisfied by SBC i finst half of 2008.

Additionally, the SBC Contract Services égment provided for the payment of $50 million fr8@C if certain performance criteria wi
met by Level 3. The Company met the required peréorce criteria and recorded annual revenue of $i&min both 2006 and 2007 under
the agreement. Of the annual amounts, 50% was lmesewnthly performance criteria and the remairtifgo was based on performance
criteria for the full year. The Company is no longégible for performance bonuses under the SB@t@aat Services agreement after
December 31, 2007. The Company expects SBC rewterzantinue to decline in 2008. However, SBC mtifitcomply with the minimum
gross margin commitments under the terms of théraohunless satisfied sooner.

Beginning in the first quarter of 2008, thempany will change the way it reports Core Comitations Services revenue and will
aggregate revenue from Transport and InfrastructBrand Data, non-wholesale Voice and Level 3 Vservices and report those results as
Core Network Services revenue. Domestic voice teation, international voice termination and toldrservices will be
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totaled and reported as Wholesale Voice Servioemniee. Using this categorization, quarterly antyfehr 2007 Communications Services
revenue would have been reported as shown in ke below:

Quarter Ended

Year Ended
March 31, June 30, September 30 December 31 December 31,

(dollars in millions) 2007 2007 2007 2007 2007
Communications Services Reven

Core Network Service $ 72C $ 73t $ 75¢ $ 78 $ 2,99¢

Wholesale Voice Service 15C 153 153 172 62¢
Total Core Communications Servic 87C 88¢ 90¢ 95k 3,622
Other Communications Servic 84 71 63 56 274
SBC Contract Service 83 76 71 73 305
Total Communications Services Reve $ 1,037 $ 1,038 $ 1,04 $ 1,082 $ 4,19¢

Core Network Services revenue represegtsehimargin services and Wholesale Voice Serviepesents lower margin services. The
Company believes that given the increasing sulbahtlity between Transport and Infrastructure ssggiand IP and Data services, trends in the
communications business are best gauged lookirgyahue trends in Core Network Services.

Coal mining revenue increased 4% to $70ioniin 2007 compared to 2006. The increase waibatable to an increase in the tons of «
sold from the Black Butte mine, partially offset &ylecrease in the tons of coal sold from the Degitee. Overall, the price per ton for coal
from both mines was up slightly in 2007 compare@Q66.

Cost of Revenuéor the communications business, as a percentagssefue, for 2007 and 2006 was 42% and 44%, raégelc The
decrease in the 2007 cost of revenue, as a pegeeotaevenue, is primarily attributable to the tmmed decrease in SBC Contract Services
revenue from 2006 to 2007. The margins for SBC 2aniServices revenue are lower than the margimsedaon other components included in
Core and Other Communications Services revenue. @lstributing to the decrease in 2007 cost of meegeas a percentage of revenue, are
cost of revenue synergy savings that have beerwaathias a result of acquisition integration effoftse Company believes that cost of revenue
synergy savings of $80 million on an annualized$bave been achieved through integration effor007. The Company expects cost of
revenue for the communications business, as ap@@e of revenue, to decrease slightly in 200&agpared to 2007.

Coal mining cost of revenue, as a percentdgevenue, increased to 91% for 2007 compar&8% in 2006. The increase in cost of
revenue, as a percentage of revenue, in 2007 gsacethto 2006 was due to planned equipment mainéeneosts at one mine and higher ¢
related to overburden removal at another mine.

Depreciation and Amortizationexpense increased 29% to $942 million for 2007 amenpto 2006. The increase is primarily attribugabl
to the increased depreciation and amortization rs@eecognized on communications tangible and gitbée assets that were acquired through
acquisitions completed in 2006 and 2007, as wellegseciation expense on the approximately $24llomiincrease in capital expenditures for
2007 compared to 2006.

In addition, during the second quarter@®?2, the Company reviewed and adjusted the estimeseful lives used for amortization of
customerrelated intangible assets for the ICG CommunicatidelCove and Looking Glass acquisitions effecfivee 1, 2007. This resultec
increased amortization expense of $9 million duthyyear ended December 31, 2007.
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During the fourth quarter of 2007, the Camyp finalized the purchase price allocation for Breadwing acquisition which resulted in
reduced amortization expense related to intangibéets for the Broadwing acquisition from the dditecquisition totaling approximately
$18 million, as compared to the total amortizagapense that would have been recognized for 2007 torthe change in the valuation of the
intangible assets.

The increase in depreciation expense fO7 2@as partially offset by a $44 million decreaselépreciation expense compared to the same
period in 2006 attributable to the increase inneated useful lives for network fiber and IP andhgraission equipment implemented in the
second and third quarters of 2006.

The Company expects depreciation and aratitin expense to decrease in 2008 to a range8&f #dlion to $920 million compared to
2007 due to the offsetting effects of increased@ption expense on incremental capital experestusverall reduced amortization expens
intangible assets as a result of the useful livesges and valuation changes described above dandee depreciation and amortization
expense associated with shorter-lived tangibleiatahgible communications assets that were plategiivice in prior years that are expected
to become fully depreciated or amortized in 2008.

Selling, General and Administrativeexpenses increased 37% to $1.723 billion in 200@paoed to 2006. This increase is primarily
attributable to the expenses associated with tleeatipns acquired in the Progress Telecom, ICG Conieations, TelCove and Looking Glass
transactions during 2006; the Broadwing and CDNiBss transactions in January 2007; and the Seswvgeasaction in July 2007.
Specifically, increases in compensation, bonuseanployee related costs, network related costs agility-based expenses all contributed to
the increase in selling, general and administragigenses in 2007. Offsetting the increases disduasisove were selling, general and
administrative expense synergy savings that haea behieved as a result of acquisition integragitborts. As of the end of 2007, the Comp
believes that it has achieved annualized run satergies in selling, general and administrativeegrges totaling approximately $105 million.
Also offsetting the increase in selling, general administrative expenses in 2007 compared to 2236a reduction in incentive-based
compensation expense of $32 million as a resutiwér than expected financial performance in 2007.

Selling, general and administrative experiee 2006 included a $7 million property tax béneflated to the Company's facilities in the
United Kingdom.

Included in selling, general and adminisieexpenses for 2007 and 2006 were $122 milliweh $84 million, respectively, of non-cash
stock-based compensation expense related to griatgperform stock options and restricted stocitsuand restricted stock shares. The
increase in non-cash compensation expense in 2fi@pared to 2006, is due to an increase in the nuoflyestricted stock units and restricted
stock shares issued to employees as a resultinEegase in the number of employees eligible in”26@mpared to 2006, an increase in the 401
(k) employee match and annual discretionary greaderto the 401(k) plan and an increase in non-castpensation expense for those
employees eligible for accelerated vesting of senefards at retirement; with the overall increasiglly offset by a reduction in the number
outperform stock options and units issued in 20@vigared to 2006. The number of employees eligblearticipate in the Company's stock-
based long-term incentive plan increased signiflggnom 2006 to 2007 as a result of the employ&fescquired companies becoming eligible
to participate in the long-term incentive planta beginning of 2007.

In 2007, the Company recognized additiowa-cash stock-based compensation expense totgdprgximately $11 million for those
employees eligible for accelerated vesting of stnetards at retirement. The Company provides acel@vesting of stock awards at the date
an employee retires if the employee meets cerggnaad years of service requirements and certher oequirements. Under SFAS No. 123R,
the fair value of stock-based employee awardsgreresed over the minimum
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service period, which is from the grant date togh#diest vesting date. Therefore, the Compangdsiired to fully expense at the grant date the
value of stock awards made to those employeesaltestidy meet both the age and years of servicéresnents for accelerated vesting at
retirement at the date of grant. If the employelemeéet the age and years of service requirementadcelerated vesting at retirement sooner
than the normal vesting period for the stock awgttEn the Company is required to use that shpggod for recognition of the non-cash
compensation expense associated with the grant.

Included in the 2006 non-cash compensatiquense of $84 million was $6 million related te tievaluation of the October 2005 and
January 2006 grants using May 15, 2006 as theg@\gsant date, in accordance with SFAS No. 123Rstaked in the Company's proxy
materials for its 2006 Annual Meeting of Stockhakj@ver the course of the years since April 1,81 98e compensation committee of the
Company's Board of Directors had administered #8#51Stock Plan under the belief that the actiothefCompany's Board of Directors to
amend and restate that plan effective April 1, 1888 the effect of extending the original termtad Plan to April 1, 2008. After a further
review of the terms of the plan, however, the conspéon committee determined that an ambiguityaeuist as to the date of the expiration
of the plan. To remove any ambiguity, the Boar@oéctors sought the approval of the Company'skétolclers to amend the plan to extend
term of the plan by five years to September 25020his approval was obtained at the 2006 Annuattig of Stockholders held on May 15,
2006.

After taking into account the $6 milliorcrease in 2006 non-cash compensation expenseefgraimts revalued using a May 15, 2006
grant date and the $11 million increase in 2007-cesh compensation expense for the employeesrhatigible for accelerated vesting at
retirement as discussed above, non-cash compem$ati@ased $33 million for 2007 compared to 2006.

As part of a comprehensive review of itsgdgerm compensation program completed in the diustrter of 2007, beginning with awards
made on or after April 1, 2007, outperform stockiams ("OSO") units are awarded monthly to emplayemid-management level and higher
positions, have a three year life, will vest 100fatoe third anniversary of the date of the award &itl fully settle in net shares on that date.
OSO units awarded beginning April 1, 2007 have @gerprices and are valued for non-cash compemspticposes based on the closing price
of Level 3 common stock on the last day of eachtimdRecipients have no discretion on the timingxtercise OSO units granted on or after
April 1, 2007, thus the expected life of all sucB@units is three years.

The Company expects selling, general amdirgidtrative expenses to decrease in 2008 on aralbvasis compared to 2007. The expected
reduction in overall 2008 selling, general and adstiative expenses is a result of reduced sellirgeral and administrative expenses for
integration activities, reductions in headcounatedl to continuing integration activities and tlepldyment of improved business processes anc
systems during 2008, offset by an increase in iteefased compensation compared to 2007.

Restructuring and Non-Cash Impairment Chargsdeclined 8% to $12 million in 2007 compared to 20D&e Company recognized
severance charges of $11 million in 2007 and $&aniin 2006, related to workforce reductions ie tommunications business in North
America. The workforce reductions completed in 2@@re primarily related to the integration of comigs acquired by Level 3 in 2006 and
January 2007. As of December 31, 2007, the Compadyremaining obligations of approximately $4 roitli

The Company recognized non-cash impairroeatges of $1 million and $8 million in 2007 and80respectively. The non-cash
impairment charge of $1 million in 2007 and $4 ruill of the 2006 charge were primarily related teviwusly capitalized costs of certain
information technology development projects no Emgsed by the Company. The costs incurred foetpegjects, including capitalized labor,
were impaired as the Company did not expect tizatthe assets in the future. The
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remaining $4 million non-cash impairment charge®6 was related to excess land of the communitatiosiness deemed available for sale
in Germany. This charge resulted from the diffeechetween the recorded carrying value and the astomarket value of the land. During
third quarter of 2007, the Company reclassifiedekeess land in Germany to property, plant andpment due to the fact the land had not
been sold and was no longer being actively markietesale.

The Company expects to continue to recestiucturing charges in 2008 in connection withdbietinued integration of businesses
acquired in 2006 and 2007 and as a result of theogment of improved business processes and systanrgy 2008 that should result in
reduced headcount.

The Company continues to periodically cartdiomprehensive reviews of the long-lived asskits dusinesses, specifically
communication assets deployed along its intercity metro networks and in its gateway facilitieds Ipossible that assets may be identified as
impaired and impairment charges may be recordeeffect the realizable value of these assets imréuperiods.

Adjusted EBITDA, as defined by the Company, is net income (lossh fitee consolidated statements of operations béigrgain (loss)
from discontinued operations, (2) income taxestd®l other income (expense), (4) non-cash impaitneharges included within restructuring
and impairment charges as reported in the condetidstatements of operations, (5) depreciationeamartization and (6) non-cash stock
compensation expense included within selling, gareerd administrative expenses on the consolidstegdments of operations.

Adjusted EBITDA is not a measurement ura@rounting principles generally accepted in thetééhBtates and may not be used by other
companies. Management believes that Adjusted EBIT€d#n important part of the Company's internabrépg and is a key measure used by
management to evaluate profitability and operagiegormance of the Company and to make resouroeatibn decisions. Management
believes such measures are especially importantapital-intensive industry such as telecommuignat Management also uses Adjusted
EBITDA to compare the Company's performance to #ids competitors. Management uses Adjusted EBAT® eliminate certain non-cash
and non-operating items in order to consistentlasoee from period to period its ability to fund itapexpenditures, fund growth, service debt
and determine bonuses.

Adjusted EBITDA excludes non-cash impairtngmarges and non-cash stock compensation expewsede of the non-cash nature of
these items. Adjusted EBITDA also excludes inteiestme, interest expense, income taxes and gass)(bn extinguishment of debt because
these items are associated with the Company'satiaption and tax structures. Adjusted EBITDA at¢swludes depreciation and amortization
expense because these non-cash expenses refl@optiet of capital investments which managemeriebe$ should be evaluated through
consolidated free cash flow. Adjusted EBITDA exdadotal other income (expense) because these &@emwot related to the primary
operations of the Company.

There are limitations to using non-GAAPafiitial measures, including the difficulty assodatéth comparing companies that use similar
performance measures whose calculations may diitfier the Company's calculations. Additionally, tfirancial measure does not include
certain significant items such as interest incoimterest expense, income taxes, depreciation amdteation, non-cash impairment charges,
non-cash stock compensation expense, gain (lossqudy extinguishment of debt and total other inedjexpense). Adjusted EBITDA should
not be considered a substitute for other measur@samcial performance reported in accordance V@HAP.

Note 19 of the consolidated financial staats provides a reconciliation of net income (JassAdjusted EBITDA for each of the
Company's operating segments.

Adjusted EBITDA for the communications mess was $823 million and $677 million in 2007 2066, respectively. The increase is
primarily attributable to the Adjusted EBITDA coittution from the
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operations acquired in the Progress Telecom, IC@rGanications, TelCove, Looking Glass, Broadwing,NCBusiness and Servecast
acquisitions, growth in the Company's Core Commatioas Services revenue and the benefits of castvafhue and operating expense
synergies realized in 2007 from integration adtdgit partially offset by declines in other commuaicons services revenue, SBC Contract
Services revenue and costs of integration incudtgthg 2007 as compared to 2006.

Adjusted EBITDA for the coal mining busisedecreased to $5 million in 2007 from $8 millior2006. The decrease is primarily
attributable to an increase in the amount of coll 5om the Black Butte mine which has higherpging ratios that result in higher overall
costs and a planned increase in maintenance awstsriing equipment in 2007.

The Company expects Adjusted EBITDA to @ase in 2008 compared to 2007 to a range of $9Bidmtio $1.1 billion. The expected
increase in Adjusted EBITDA is based on continuemhgh in Core Communications Services revenue, egoeimprovements in service
delivery times, and the benefit of integration sgies in cost of revenue and selling, general amdimistrative expenses realized from the
Broadwing acquisition.

Interest Incomedecreased 16% to $54 million in 2007 compared @620The decrease in interest income was primati/td a decrease
in the average invested balance partially offseatbyncrease in the average return on the portfoli@ Company's average return on its
portfolio increased to 4.8% in 2007 compared t&@4i8 2006. The average portfolio balance decrets&d.0 billion in 2007 compared to
$1.5 billion in 2006.

Pending the utilization of cash and caghivedents, the Company invests its funds primarilgovernment and government agency
securities, money market funds and commercial pdper investment strategy generally provides loyvelds on the funds than would be
obtained on alternative investments, but reducesisik to principal in the short term prior to tedands being used in the Company's business

Interest Expensealecreased 11% to $577 million in 2007 compared@b2Interest expense decreased primarily as & mfshe
refinancing activities that were completed by tlm@any in the first quarter of 2007. The overadlugtion in interest expense is a result of the
offsetting interest expense effects attributablghofollowing debt issuances, debt for equity exades, debt redemptions and debt repurchase
transactions.

Interest expense increased as a resuiedbtlowing debt issuances:

. $1.250 billion of 9.25% Senior Notes due 2014 issmeOctober and December 2006;

. $1 billion of Senior Notes issued in February 200#sisting of $700 million of 8.75% Senior Notes @047 and $300 millio
of Floating Rate Senior Notes due 2015; and

. $1.4 billion Senior Secured Term Loan due 2014redténto in March 2007 to refinance the previowestisting $730 million
Senior Secured Term Loan due 2011.

The increase in interest expense from slbinces described above was more than offséebipliowing debt for equity exchanges, debt
redemptions and debt repurchases completed duminfpurth quarter of 2006 and the first quarte2@d7:

. $497 million of 10.75% Senior Notes due 2011 repaseu in December 200
. $605 million of 10% Convertible Senior Notes due 2@kchanged in January 2007 for 197 million shafemmon stock
. $488 million of 12.875% Senior Notes due 2010 retkin March 2007;

. $96 million of 11.25% Senior Notes due 2010 rededemeMarch 2007;
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. $138 million €104 million) of 11.25% Senior Euro Notes due 20&@eemed in March 200
. $144 million of Floating Rate Notes due 2011 repassgd in March 200’

. $59 million of 11% Senior Notes due 2008 repurchaseMarch 2007;

. $677 million of 11.5% Senior Notes due 2010 repaseld in March 2007; and

. $61 million (€46 million) of 10.75% Senior Euro Notes due 2008urehased in March 200

Level 3 expects quarterly interest expens2008 to be consistent with the level of inte@gbense in the second and third quarters of
of $138 million per quarter based on outstandirigt halances as of December 31, 2007.

Loss on Extinguishment of Debtvas $427 million in 2007 compared to $83 millior2P06. The loss on extinguishment of debt for 2006
was primarily the result of a $54 million loss frdhe repurchase of certain debt and a $55 milliss bn the amendment and restatement of
Level 3 Financing's Senior Secured Term Loan ddd 2partially offset by a $27 million gain realized a debt exchange. The loss on
extinguishment of debt for 2007 resulted from thiéofving transactions.

. $177 million loss recognized for the January 200dhexge of $605 million of 10% Convertible Seniort&ndue 2011 fc
approximately 197 million shares of the Compangimimon stock. The loss included $1 million of unatized debt issuance
costs.

. $10 million loss recognized for the March 2007 rafiging of the Company's $730 million Senior Secdredn Loan due 201
into a $1.4 billion Senior Secured Term Loan dugf0he loss consisted of unamortized debt issueoses associated with t
previous $730 million Senior Secured Term Loan 20&1.

. $54 million loss recognized on the redemption of 3#illion of outstanding debt consisting of theldating debt issuance

. $12 million loss on the redemption of $488 milliohoutstanding 12.875% Senior Notes due 2010 ctingisf a
$10 million cash loss and $2 million in unamortizkbt issuance costs.

. $3 million loss on the redemption of $96 millionaitstanding 11.25% Senior Notes due 2010 consisfiag2 million
cash loss and $1 million in unamortized debt issaarosts.

. $39 million loss on the redemption of $138 millig@104 million) of outstanding 11.25% Senior Eurot&odue 2010
consisting of a $38 million cash loss and $1 millaf unamortized debt issuance costs.

. $186 million loss recognized on the repurchaseutiindender offers of $941 million of outstandindptieonsisting of the
following debt issuances:

. $18 million loss on the repurchase of $144 millidrootstanding Floating Rate Senior Notes due 2@iikisting of &
$12 million cash loss and $6 million in unamortizkbt issuance costs and unamortized discount.

. $3 million loss on the repurchase of $59 millionooftstanding 11% Senior Notes due 2008 consistireg®# million cas
loss and less than $1 million in unamortized destiance costs.

. $141 million loss on the repurchase of $677 milladroutstanding 11.5% Senior Notes due 2010 congisif a
$78 million cash loss and $63 million in unamontizkebt issuance costs and unamortized discount.
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$24 million loss on the repurchase of $61 milli€46 million) of outstanding 10.75% Senior Euro Nadeg 200¢
consisting of a $24 million cash loss and less tmillion in unamortized debt issuance costs.

The Company may enter into additional teetions in the future to repurchase or exchanggiagidebt that may result in gains or losses
on the extinguishment of debt.

Other, netincreased 189% to $55 million in 2007 comparedii® illion in 2006. Other, net is primarily compdof gains and losses
on the sale of marketable securities and non-oipegrassets, realized foreign currency gains argewand other income. The increase in 2007
compared to 2006 is primarily due to a gain of $8llion recognized in the fourth quarter of 2007tbe sale of 80% of the Company's
holdings of Infinera common stock.

Income Tax Benefit (Expenseyas a $22 million benefit in 2007 and was a $2iarilexpense in 2006. The income tax benefit for7’200
was primarily the result of reversing $23 milliohtbe valuation allowance against the Company'srdedl tax asset for certain state net
operating loss carry forwards ("NOLs"). These stateNOLs were converted to a state tax creditycfmward associated with a change in the
state tax law that replaced the tax on net incoritie avtax on gross margin. The Company now exgeutsl be able to use this state tax credit
carry forward against current and future statelibexgross margin.

The Company incurs income tax expensebattible to income in various Level 3 subsidiariesluding the coal business, that are
required to file state or foreign income tax retuom a separate legal entity basis. The Companyret®gnizes accrued interest and penalties
related to contingent tax benefits that have nehbecognized in income tax expense, but have te@gnized in the Company's tax returns.

As of December 31, 2007, Level 3 had nefraling loss carry forwards of approximately $9ilbdm for federal income tax purposes,
including $953 million of net operating loss cafoywards from acquired companies after limitatitimst existed at the date of acquisition or
that resulted from the acquisitions or both. Iftaer transactions occur with respect to Level @sital stock that result in a cumulative
ownership change of more than 50 percentage ploynBspercent stockholders over a three-year pextodetermined under rules prescribed by
the U.S. Internal Revenue Code ("IRC") and appleabgulations, annual limitations would be impogeth respect to the Company's ability
to utilize its net operating loss carry forwardsl @ertain current deductions against any taxaldenre Level 3 achieves in future periods.
Level 3 has entered into transactions over thethase years resulting in significant cumulativaieges in the ownership of its capital stock.
Additional transactions could cause the Comparigdar a 50 percentage point ownership change bgrbemt stockholders and, if the
Company triggers the above-noted IRC imposed ltioita, could prevent it from fully utilizing net epating loss carry forwards and certain
current deductions to reduce income taxes.

Income (Loss) from Discontinued Operations 2006 of $46 million was related to the disconéd operations of the Company's
Information Services segment. The Company soldwgo#é Spectrum, Inc. ("Software Spectrum™) to Insighterprises, Inc. ("Insight") in
September 2006. There were no gains or lossesdigrontinued operations recognized in 2007. Softvgpectrum, Inc.'s results of operations
resulted in income from discontinued operation$18 million in 2006. In addition, Level 3 recogniza gain on the sale of Software Spectrum
to Insight in 2006 of $33 million.
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Results of Operations 2006 vs. 20(

Years Ended

December 31 December 31 Change
(dollars in millions) 2006 2005 %
Revenue
Communication: $ 3,311 $ 1,64¢ 101%
Coal mining 67 74 (9)%
Total revenue 3,37¢ 1,71¢ 97%
Costs and Expenses: (exclusive of depreciation
amortization shown separately belc
Cost of revenue
Communication: 1,46( 463 21%%
Coal mining 57 53 8%
Cost of revenu 1,513 51€ 194%
Depreciation and amortizatic 73C 647 13%
Selling, general and administrati 1,25¢ 76¢ 64%
Restructuring and n-cash impairment charg 13 23 (43)%
Total costs and expens 3,51¢ 1,95¢ 80%
Operating Los: (140 (23¢€) 41%
Other Income (Expense
Interest incomt 64 35 83%
Interest expens (648 (530) (22)%
Loss on extinguishment of debt, 1 (83 — 10C%
Other, ne 19 29 (39)%
Total other income (expens (648) (46€) (39)%
Loss from Continuing Operations Before Incom
Taxes (788 (702) (12)%
Income Tax Expens (2 (5) 6C%
Loss from Continuing Operatiol (790) (707) (12)%
Income from Discontinued Operatio 46 69 (33)%
Net Loss $ (7449 $ (63¢) 17%
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Communications Revenuefor 2006 and 2005 is summarized as follows:

Year Ended
December 31 December 31 Change
(dollars in millions) 2006 2005 %
Core Communications Service
Transport and Infrastructu $ 1012 % 652 55%
IP and Datz 301 18€ 62%
Voice 53¢ 12C 347%
Level 3 Vyvx 122 3 3,9671%
1,97: 962 105%
Other Communications Service
Managed Moder 28€ 39¢€ (28)%
Reciprocal Compensatic 102 10C 2%
Managed IF 57 83 (B31)%
DSL Aggregatior — 79 (200)%
44t 65€& (32)%
SBC Contract Service 892 25 3,47%
Total Communications Reveni $ 3311 % 1,64¢ 101%

The Company's Core Communications Servieesnue increased 105% in 2006 compared to 20G5giidwth in the Company's existing
services as well as the acquisitions of WilTel,gPess Telecom, ICG Communications, TelCove and lmap&lass contributed to the increase.
During 2006, the Company recorded revenue, frontd#te of acquisition, attributable to Progress dabe of $49 million, ICG
Communications of $46 million, TelCove of $166 il and Looking Glass of $33 million. During 20@8e Company integrated a significant
portion of WilTel into the business. As a resuliparate revenue information for former WilTel cuséss is no longer available other than for
SBC Contract Services.

Transport and infrastructure revenue ingedeb5% in 2006 primarily due to the acquisitioh®MiiTel, Progress Telecom, ICG
Communications, TelCove and Looking Glass. In adidjtincreased demand for complex nationwide sohgtiand colocation capacity in large
markets contributed to the revenue growth in 20@mination revenue related to transport and itfuasure services decreased approximately
$129 million from $131 million in 2005 to $2 millivin 2006. The termination revenue in 2005 was arily attributable to the termination of
dark fiber lease agreements with two customers.

IP and data revenue increased 62% in 2€@taply due to customers obtained in the acqusiiof WilTel, Progress Telecom, ICG
Communications, TelCove and Looking Glass. IP aatd devenue also increased due to traffic growtddrth America from new and existing
customers that exceeded the approximately 25%ofgigce compression in 2006. Traffic growth wagigated by one customer's migration of
traffic to its own network which was acquired vianarger with another carrier. Improved market ataege of the Company's VPN service
the continued growth of previously awarded confratso contributed to the increase in IP and datanue. IP and data revenue includes
$7 million of termination revenue in 2006.

Level 3's voice revenue increased 347%0DB62 The increase is primarily attributable to tiperations acquired in the WilTel, TelCove
and ICG Communications acquisitions, particuladyngstic and international voice termination sersj@nd growth in Level 3's existing
wholesale and VolP-related services including veéézenination, local inbound, enhanced local antiftek services. On a combined basis,
voice services experienced a 321% increase in esmftuse in the fourth quarter of 2006 comparetiecsame period in 2005.
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Level 3 Vyvx revenue increased to $122iomllin 2006 as a result of including a full yeareivel 3 Vyvx revenue in the Company's
results. Vyvx was acquired in December 2005 asqgfdatte WilTel acquisition.

Managed modem revenue declined 28% in 2806 result of the continued migration from nartemd dial-up services to higher speed
broadband services by end user customers. ThigeHzas resulted in a decline in the demand for gethanodem ports. Managed modem
revenue also declined in 2006 as a result of cedantracts being renewed or renegotiated at plisesr than were in effect in 2005. The
declines in managed modem revenue have been padiitslet by increases in market share as a rewértain competitors exiting segment
the managed modem business in the second half0&f. 20

The Company did not recognize DSL aggregatévenue in 2006 due to the fact that the Compamimary DSL aggregation customer
completed the migration of its DSL subscriberg$miwvn network in the third quarter of 2005. In iéidd, the Company's other DSL contracts
expired in 2005 and were not renewed.

Reciprocal compensation revenue increa8adiffion in 2006. The Company has historicallyresd the majority of its reciprocal
compensation revenue from managed modem serviegs! B has interconnection agreements in placthéomajority of traffic subject to
reciprocal compensation.

SBC Contract Services revenue increaseatfigigntly in 2006 as a result of including a fuéar of SBC Contract Services revenue in the
Company's results. The SBC Contract Services agmeewns acquired in December 2005 as part of tH€alNacquisition. Under the terms of
the agreement, SBC has gross margin purchase corantit through 2009. As of December 31, 2006, thair@ing minimum gross margin
commitment under the agreement to be utilized du2id07 was approximately $67 million, and $75 miilfrom January 2008 through the end
of 2009. Additionally, the SBC Contract Servicesemgnent provides for the payment of $50 millioneaftain performance criteria are met by
Level 3. Level 3 was eligible to earn $25 million2006 and 2007. Of the annual amount, 50% is basedonthly performance and the
remaining 50% is based on performance criteridHerfull year. The Company met the required pertoroe criteria and earned $25 million in
2006.

Coal mining revenue decreased to $67 millio2006 compared to $74 million in 2005. The dexin revenue for 2006 is attributable to a
decline in the average price per ton of coal soédtially offset by a slight increase in tons sleigpThe price decline is attributable to coal sold
under a contract that was renewed in 2005 and ic@utdower price per ton than the original contract

Cost of Revenuéor the communications business, as a percentaggvehue for 2006 and 2005 was 44% and 28%, rasplciThe
increase in 2006 cost of revenue, as a percenfageaenue, is primarily attributable to the recdgm of termination revenue in 2005, with no
corresponding cost of revenue, and the signifigaitte and SBC Contract Services revenue obtainétkiWilTel acquisition. The margins for
the voice and SBC Contract Services revenue arerltivan the margins earned on other componentsdedlin Core and Other
Communications Services revenue. Partially offsgtthe lower WilTel margins were the margins earnmgdérogress Telecom, ICG
Communications, TelCove and Looking Glass. Marimghese businesses were slightly higher in 20@@ those reported by the Company in
2005. In 2005,