Report of Independent Registered Public Accountingrirm

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

We have audited the accompanying consolidated balgineets of Level 3 Communications, Inc. and slidréés as of December 31, 2007 and
2006, and the related consolidated statementserhtipns, cash flows, changes in stockholderstgddéficit) and comprehensive loss for e
of the years in the three-year period ended DeceBhe2007. These consolidated financial statememgshe responsibility of the Company's
management. Our responsibility is to express aniopion these consolidated financial statementsdasa our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamigUnited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether the finatataiments are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting principged and significant estimates made by managenewntelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaeaferred to above present fairly, in all matenégpects, the financial position of Level 3
Communications, Inc. and subsidiaries as of Decel®be2007 and 2006, and the results of their djpgraand their cash flows for each of the
years in the thre-year period ended December 31, 2007, in conformitly U.S. generally accepted accounting principles

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), Level 3
Communications, Inc.'s internal control over fin@ahceporting as of December 31, 2007, based dar@iestablished imternal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO), and our regated
February 29, 2008 expressed an unqualified opiaiothe effectiveness of the Company's internalroboter financial reporting.

/s/ KPMG LLP

Denver, Colorado
February 29, 2008
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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, Inc.'srivetecontrol over financial reporting as of Decem®g&, 2007, based on criteria established
in Internal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatifrtee Treadway Commission (COSO).

Level 3 Communications, Inc.'s management is resiptenfor maintaining effective internal controlenfinancial reporting and for its
assessment of the effectiveness of internal coaotret financial reporting, included in the accomyag "Management's Report on Internal
Control Over Financial Reporting". Our responsthils to express an opinion on the Company's iafezantrol over financial reporting based
on our audit.

We conducted our audit in accordance with the stededof the Public Company Accounting Oversighti@iq@nited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordwer financial reporting, assessing the risk
that a material weakness exists, and testing aaldi@ng the design and operating effectivenesstefnal control based on the assessed risk.
Our audit also included performing such other pdoces as we considered necessary in the circunestaWe believe that our audit provides a
reasonable basis for our opinion.

A company's internal control over financial repogtis a process designed to provide reasonablessssuregarding the reliability of financial
reporting and the preparation of financial statetsméor external purposes in accordance with gelyeaatepted accounting principles. A
company's internal control over financial reportingludes those policies and procedures that (dapeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettiiansactions and dispositions of the assetseoédmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatggaparation of financial statements in accor@awith 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 reasanabburance 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, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadézjbecause of changes in conditions, or
the degree of compliance with the policies or pdaces may deteriorate.

In our opinion, Level 3 Communications, Inc. maingal, in all material respects, effective interoaitrol over financial reporting as of
December 31, 2007, based on criteria establishédeémal Control—Integrated Frameworksued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@snited States), the consolidated
balance sheets of Level 3 Communications, Inc.samdidiaries as of December 31, 2007 and 2006thencklated consolidated statements of
operations, cash flows, changes in stockholdetstye(leficit) and comprehensive loss for eachhef years in the three-year period ended
December 31, 2007, and our report dated Februgra@B expressed an unqualified opinion on thossdaaated financial statements.

/s/ KPMG LLP

Denver, Colorado
February 29, 2008
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
For the three year period ended December 31, 2007

2007 2006 2005

(dollars in millions, except per share data)

Revenue
Communication: $ 419¢ $ 3311 $ 1,64t
Coal mining 70 67 74
Total revenue 4,26¢ 3,37¢ 1,71¢
Costs and Expenses (exclusive of depreciation amattezation shown separate
below):
Cost of revenue
Communication: 1,76¢ 1,46( 462
Coal mining 64 57 53
Total cost of revenu 1,83 1,517 51€
Depreciation and amortizatic 942 73C 647
Selling, general and administrati 1,72% 1,25¢ 76¢
Restructuring and impairment char 12 13 23
Total costs and expens 4,51( 3,51¢ 1,95¢
Operating Los: (247) (140 (23€)
Other Income (Expense
Interest incomt 54 64 35
Interest expens (577) (64€) (530
Loss on early extinguishment of debt, (427) (83) —
Other, ne 55 19 29
Total other income (expens (895) (64¢) (46€)
Loss from Continuing Operations Before Income Te (1,13¢) (789) (702)
Income Tax Benefit (Expens 22 2 5)
Loss from Continuing Operatiol (1,114 (790 (707)
Discontinued Operation
Income from discontinued operatia — 13 20
Gain on sale of discontinued operatit — 33 49
Income from Discontinued Operatio — 46 69
Net Loss $ (1119 % (744 $ (63¢)

& I |

Earnings (Loss) Per Share of Common Stock (Basidxluted):
Loss from Continuing Operatiol $ 073 $ 079 $ (1.0
Income from Discontinued Operatio — .05 0.1C

Net Loss $ 073 $ 079 $ (0.97)

See accompanying notes to consolidated financigstents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Assets
Current Assets

CONSOLIDATED BALANCE SHEETS

December 31, 2007 and 2006

2007

2006

(dollars in millions, except per

share data)

Cash and cash equivalel $ 714 $ 1,681
Marketable securitie 9 23t
Restricted cash and securit 23 46
Receivables, less allowances for doubtful accooh&20 and $17, respective 39t 32¢€
Other 88 101
Total Current Asset 1,22¢ 2,38¢
Property, Plant and Equipment, | 6,66¢ 6,46¢
Restricted Cash and Securit 101 90
Goodwill 1,421 40¢
Other Intangibles, ne 68C 511
Other Assets, ne 14E 12¢
Total Assets $ 10,24t $ 9,99/
I
Liabilities and Stockholders' Equi
Current Liabilities:
Accounts payabl $ 3% $ 391
Current portion of lon-term debt 32 5
Accrued payroll and employee bene 97 92
Accrued interes 12¢ 14z
Current portion of deferred reven 16€ 12¢
Other 13¢ 15€
Total Current Liabilities 95¢ 91t
Long-Term Debt, less current portit 6,83z 7,351
Deferred Revenue, less current port 762 767
Other Liabilities 622 581
Total Liabilities 9,17¢ 9,62(

Commitments and Contingenci

Stockholders' Equity
Preferred stock, $.01 par value, authorized 10@@shares: no shares issued or
outstanding — —
Common stock, $.01 par value, authorized 2,2500@@shares: 1,537,862,685 iss
and outstanding in 2007 and 1,178,423,105 issudaatstanding in 200 15 12

Additional paic-in capital 11,00¢ 9,30¢
Accumulated other comprehensive income (i 104 4)
Accumulated defici (20,059 (8,939
Total Stockholders' Equit 1,07( 374
Total Liabilities and Stockholders' Equ $ 10,24t $ 9,994
.| L]

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the three year period ended December 31, 2007

2007 2006 2005

(dollars in millions)

Cash Flows from Operating Activitie

Net Loss $ (1119 $ (7449 $ (639
Income from discontinued operatic — (46) (69
Loss from continuing operatiol (1,114 (790) (707)

Adjustments to reconcile loss from continuing opierss to net cash
provided by (used in) operating activities of canthg operations

Depreciation and amortizatic 942 73C 647
Loss on debt extinguishments, | 427 83 —
Loss on impairment 1 8 9
Gain on sale of property, plant and equipment ahdraasset (40) (7) 9)
Non-cash compensation expense attributable to stockda 122 84 51
Amortization of debt issuance co: 15 19 16
Deferred income taxe (23) — —
Accreted interest on lo-term debt discour 22 38 33
Accrued interest on loi-term debt 5) 32 30

Change in working capital items net of amounts aequ
Receivable: 21 131 3
Other current asse 18 8 (15)
Payable: (73) (23 (12)
Deferred revenu 17 (53 (227)
Other current liabilitie: (105) (32 (26)
Other, ne 6 @) a7
Net Cash Provided by (Used in) Operating Activitté€ontinuing Operation 231 221 (11¢)

Cash Flows from Investing Activitie

Proceeds from sales and maturities of marketaloigrgies 338 28C 584
Purchases of marketable securi — (99) (64€)
Decrease (increase) in restricted cash and sexjnite! 12 (22) 4)
Capital expenditure (633) (392 (300)
Advances from discontinued operations, — 18 13
Acquisitions, net of cash acquired, and investm (67€) (749) (37¢
Proceeds from sale of discontinued operationsphedsh solc 2 307 82
Proceeds from sale of property, plant and equipn@ertt other investmen 5 7 11
Net Cash Used in Investing Activiti $ (961) $ (648 $ (64))

(continued)
See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the three year period ended December 31, 200C¢ntinued)

2007 2006 2005

(dollars in millions)

Cash Flows from Financing Activitie

Long-term debt borrowings, net of issuance c $ 234¢ $ 2,25¢ $ 94:

Payments on and repurchases of long-term debtidmg current portion and

refinancing cost (2,61¢ (1,110 (130

Proceeds from warrants and st-based equity plar 26 — —

Equity offering — 543 —
Net Cash (Used in) Provided by Financing Activit (243) 1,68¢ 81:
Discontinued Operation

Net cash used in discontinued operating activ — (20) 5)

Net cash used in investing activiti — (29 (22

Net cash used in financing activiti — — (@D}

Effect of exchange rates on cash and cash equis: — — 4
Net Cash Used in Discontinued Operati — (43) (32
Effect of Exchange Rates on Cash and Cash Equis: 6 10 13
Net Change in Cash and Cash Equival (967) 1,22¢ 9
Cash and Cash Equivalents at Beginning of Y

Cash and cash equivalents of continuing opera 1,681 37¢ 33¢

Cash and cash equivalents of discontinued opet — 73 10E

Cash and Cash Equivalents at End of Y
Cash and cash equivalents of continuing opera

©

714 $ 1681 $ 37¢

Cash and cash equivalents of discontinued opeg $ — $ — $ 73

Supplemental Disclosure of Cash Flow Informati
Cash interest pai $ 54t $ 55¢ $ 451
Income taxes pai 1 — —

Noncash Investing and Financing Activitir

Common stock issued for acquisitic $ 69z $ 904 $ 31&
Equity issued to retire de 87¢ — —
Long-term debt retired by conversion to eqt 702 — —
Amendment and restatement of $730 million credieamen — 73C —
Long-term debt issued in exchange transac — 61¢ —
Long-term debt retired in exchange transac — 692 —
Settlement of debt obligation and current liakektiwith restricted securitit — — 13
Decrease in deferred revenue related to acquisi — 10 2

See accompanying notes to consolidated finanassients.
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Additional Other
Common Paid-in Comprehensive Accumulated
Stock Capital Income (Loss) Deficit Total
(dollars in millions)
Balances at December 31, 2( $ 7 % 7,371 19 $ (7,559 $ (157
Common Stock
WilTel acquisition 1 312 — — 313
Stock plan grant — 37 — — 37
Shareworks pla — 24 — — 24
401(k) plan — 15 — — 15
Net Loss — — — (63¢) (63€
Other Comprehensive Lo — — (70 — (70
Balances at December 31, 2( 8 7,75¢ (52) (8,192 (47€
Adjustment for EITF No. C-6 — — — 3 3
Adjusted balances at December 31, 2 8 7,75¢ (52) (8,195 (47¢
Common Stock
Acquisitions 2 902 — — 904
Equity offering, net of offering cos 2 541 — — 542
Stock plan grant — 60 — — 60
Shareworks pla — 25 — — 25
401(k) plan — 18 — — 18
Net Loss — — — (744) (744
Other Comprehensive Incor — — 47 — 47
Balances at December 31, 2( 12 9,30¢ 4 (8,939 374
Common Stock
Acquisitions 1 691 — — 692
Exercise of warrants and options and st
sales — 26 — — 26
Stock plan grant — 77 — — 77
401(k) plan — 28 — — 28
Debt conversion to equi 2 877 — — 87¢
Net Loss — — — (1,119 (1,11«
Other Comprehensive Incor — — 10¢€ — 10¢
Balances at December 31, 2( $ 15 $ 11,00« 104 $ (10,059 $ 1,07(C
I I I I |

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)
For the three year period ended December 31, 2007

Accumulated

See accompanying notes to consolidated financigstents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
For the three year period ended December 31, 2007

2007 2006 2005

(dollars in millions)

Net Loss $ (111H) $ (749 $ (639
Other Comprehensive Income (Loss) Before Incomees:
Foreign currency translatic 131 48 (69)
Unrealized appreciation (depreciation) of avail-for-sale investmer 7 1 D
Unrealized depreciation of interest rate s\ (37) — —
Other, ne 7 2 —
Other Comprehensive Income (Loss), Before Income3 10¢ 47 (70

Income Tax Benefit Related to Items of Other Corhpresive Income (Los! — — —

Other Comprehensive Income (Loss), Net of Incomee$ 10¢€ 47 (70

Comprehensive Los $ (1,000 $ (697) $ (70€)

SUPPLEMENTARY STOCKHOLDERS' EQUITY (DEFICIT) INFORM ATION

Unrealized
Net Foreign Appreciation
Currency (Depreciation) of
Translation Investment and
Adjustment Interest Rate Swap Other Total

(dollars in millions)

Accumulated Other Comprehensive Income (Lc

Balance at December 31, 2C $ 50 $ — 8 B) $ 19
Change (69) (D) — (70
Balance at December 31, 2C (29 (@D} (32) (51)
Change 48 1 2 47
Balance at December 31, 2C 29 — (33) 4
Change 131 (30) 7 10¢
Balance at December 31, 2C $ 16C $ (30 $ (26) $ 104
I | |

See accompanying notes to consolidated financigsents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements idelthe accounts of Level 3 Communications, Inc.sutibidiaries (the "Company" or "Level 3")
in which it has control, which are enterprises ggghin the communications and coal mining busiredsiéty-percent-owned mining joint
ventures are consolidated on a pro rata basisidgdificant intercompany accounts and transacticn& been eliminated.

Level 3 acquired WilTel Communications GopuLC ("WilTel") on December 23, 2005; Progressetem, 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. ("Lookif@ass") on August 2, 2006; Broadwing CorporatidBr§adwing") on January 3, 2007,
the Content Delivery Network services business (NOBusiness”) 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 acquisii@re included in the consolidated financial statets from the respective dates of their
acquisition (See Note 2).

On September 7, 2006, Level 3 sold Softvgrectrum, Inc. ("Software Spectrum"), the Compmegftware reseller business, to Insight
Enterprises, Inc. ("Insight Enterprises"). On Nowem30, 2005, Level 3 sold jStructure, LLC ("() Structure"), Level 3's wholly owned IT
infrastructure management outsourcing subsidiarinfocrossing, Inc. (“Infocrossing”). The two bussses comprised Level 3's information
services segment. The results of operations, fiahnondition and cash flows for the Software Spettand ( )Structure businesses have b
classified as discontinued operations in the cadatdd financial statements and related noteslf@esiods presented in this report (See
Note 3).

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 subject
to regulatory approval. The results of operatiardiie Vyvx Ads business are included in continudpgrations from when it was acquired as
part of the WilTel transaction in December 2005e Pending disposal of the Vyvx Ads business do¢snaet the criteria under SFAS No. :
for presentation as discontinued operations sinedusiness is not considered an asset group iagdi@fi Statement of Financial Accounting
Standard ("SFAS") No. 144, "Accounting for the Irtpgent or Disposal of Long-Lived Assets" ("SFAS Nd@4").

Communications

The Company's communications business gesva broad range of integrated communicationscasrprimarily in the United States and
Europe as a facilities-based provider (that isscvider that owns or leases a substantial porticheproperty, plant and equipment necessary
to provide its services). The Company has credtedugh a combination of construction, purchaselaasing of facilities and other assets, an
advanced international, end-to-end, facilities-dasemmunications network. The Company has buill, @ntinues to upgrade, the network
based on optical and Internet Protocol technologiesder to leverage the efficiencies of thesémetogies to provide lower cost
communications services.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Summary of Significant Accounting Policies (Cotinued)

Revenue for communications services, inolygrivate line, wavelengths, colocation, Interaetess, managed modem, voice, video and
dark fiber, is recognized monthly as the servigesprovided based on contractual amounts expeetbd tollected. Management establishes
appropriate revenue reserves using an analysistofical credit activity to address, where sigeafit, circumstances that at the time services
are rendered, collection is not reasonably asseitbdr due to credit risk, the potential for bifidisputes or other reasons. Reciprocal
compensation revenue is recognized when an intasmion agreement is in place with another cardeif an agreement has expired, when
the parties have agreed to continue operating uhegurevious agreement until a new agreementgetisged and executed; or at rates
mandated by the FCC.

Certain sale and long-term indefeasiblatraf use or IRU agreements of dark fiber and céypace required to be accounted for in the
same manner as sales of real estate with propepsoivements or integral equipment. This accourttiegtment results in the deferral of the
cash that has been received and the recogniticevefiue ratably over the term of the agreementédntly up to 20 years).

Termination revenue is recognized whensiauer discontinues service prior to the end ofcthr@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 3yadiage a contract under which Level 3 is no lomgaigated 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. Customersldigated for the term of the agreement to pay lieirtallocable share of the costs for
operating and maintaining the network. The Compaapgnizes this revenue monthly as services argdqeo.

Level 3's customer contracts require then@any to meet certain service level commitmentkelfel 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,detve not been material.

Cost of revenue for the communications messs includes leased capacity, right-of-way cestsess charges and other third party costs
directly attributable to the network, but excludiepreciation and amortization and related impaitregpenses. The Company also includes in
communications cost of revenue the satellite trandpr lease costs, the package delivery costshenblank tape media costs attributable to its
video distribution business.

The Company recognizes the cost of netwerkices as they are incurred in accordance wittractual requirements. The Company
disputes incorrect billings from its suppliers etwork services. The most prevalent types of depiriclude 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 documentation of
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Summary of Significant Accounting Policies (Cotinued)

disconnect notices, compliance with prevailing cactual requirements for submitting these discohnetices and disputes to the provider of
the network services, and compliance with its cdenection agreements with these carriers. Sigmifiudgment is required in estimating the
ultimate outcome of the dispute resolution procassyell as any other amounts that may be incuoednclude the negotiations or settle any
litigation. Actual results could vary from the @stited amounts accrued for disputes.

Concentration of Credit Risk

The Company provides communications sesvioe wide range of wholesale and enterprise mests, ranging from well capitalized
national carriers to smaller, early stage compariee Company has in place policies and procedoresview the financial condition of
potential and existing customers and concludesveneatollectability of revenue and other out-of-petc&xpenses is probable prior to the
commencement of services. If the financial conditid an existing customer deteriorates to a poimtng payment for services is in doubt, the
Company will not recognize revenue attributabl¢ghit customer until cash is received. As a reduth® WilTel acquisition in 2005 and the
Progress Telecom, ICG Communications, TelCove araking Glass acquisitions in 2006, the total numifezsustomers increased to
approximately 18,000 at December 31, 2006. As altre§the Broadwing, CDN Business and Servecagtiaitions in 2007, the total number
of customers increased to approximately 34,000eaebhber 31, 2007. The policies and proceduresfoewing the financial condition of the
additional customers related to the acquisitionsaieed consistent with those described above aadesult, the Company does not believe its
overall credit risk has increased significantlyeT®ompany has from time to time entered into agesgswith value-added resellers and other
channel partners to reach consumer and enterpaseets for voice services. The Company has pol&igsprocedures in place to evaluate the
financial condition of these resellers prior tdiating service to the final customer. The Compnyot immune from the effects of downturns
in the communications industry; however, managerbeli¢ves the concentration of credit risk withp®a to receivables is mitigated due to
the dispersion of the Company's customer base awliffiegent industries and geographic areas and deaaerovided by the terms of contracts
and statutes.

Approximately 34% of Level 3's communicagaevenue was concentrated among its top tenmessdfor the year ended December 31,
2007. Revenue attributable to AT&T, Inc. and sulssids, including SBC Communications, Bell Soutm@ounications and AT&T Mobility
(formerly Cingular Wireless) amounted, on an aggtedasis, to approximately $624 million and $illioh for the years ended December 31,
2007 and 2006, respectively. This represents appaigly 15% and 32% of consolidated revenue forydaers ended December 31, 2007 and
2006, respectively, and is included within the Caminations segment in the consolidated statemdmpearations. Prior to the acquisition of
WilTel in December 2005, AT&T, Inc. and subsidiari@as not a significant customer of the Company.

Discontinued Information Services

On September 7, 2006, Level 3 sold Softvaectrum, Inc. ("Software Spectrum™), the Compasgftware reseller business, to Insight.
On November 30, 2005, Level 3 sold)Structure, Level 3's wholly owned IT infrastruunanagement outsourcing subsidiary to
Infocrossing. The two businesses comprised Legah8rmation services segment. The results ofatfmers, financial condition and cash
flows for the Software Spectrum and)Structure businesses have been classified as
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Summary of Significant Accounting Policies (Cotinued)

discontinued operations in the consolidated finalnstiatements and related footnotes for all perydsented in this report (See Note 3).
Selling, General and Administrative Expenses

Selling, general and administrative experiselude salaries, wages and related benefittuiingg non-cash charges for stock based
compensation), property taxes, travel, insurare, contract maintenance, advertising and otheirdidtrative expenses. Selling, general and
administrative expenses also include network rdlatgenses such as network facility rent, utiliiesl maintenance costs.

Advertising Costs

Level 3 expenses the cost of advertising@asred. Advertising expense is included as amument of selling, general and administrative
expenses in the accompanying consolidated statsroénperations.

Advertising expense was $16 million, $8limil and $6 million for the years ended December2BD7, 2006 and 2005, respectively.
Stock-Based Employee Compensation

The Company has accounted for stock-basgidoyee compensation using a fair value based rdgibcsuant to SFAS No. 123
"Accounting for Stock-Based Compensation” ("SFAS M23") since 1998. For the year ended Decembe2(®15, the Company recognized
expense using the accelerated vesting methodologp®B Interpretation No. 28 "Accounting for Sto8kpreciation Rights and Other
Variable Stock Option or Award Plans” ("FIN 28")g&Note 16). Beginning January 1, 2006, Level Jaabthe provisions of SFAS
No. 123R, "Shal-Based Payment" ("SFAS No. 123R"). Under SFAS Nx3R, the Company separates each award into vestinghes and
recognizes expense for each tranche over the ggstinod in the same manner as under FIN 28. Thptamh of SFAS No. 123R as of
January 1, 2006 did not have a material effechenGompany's financial position or results of opere.

Depreciation and Amortization

Property, plant and equipment are recoedaxbst. Depreciation and amortization for the Canys property, plant and equipment are
computed on straight-line and accelerated (fora@®etoal assets) methods based on the followinfylibees:

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 2-7 year

During 2006, Level 3 determined that theqabit expects to use its existing fiber and dereguipment is longer than the remaining us
lives as originally estimated. As a result, the @any extended the depreciable life of its exisfibgr from 7 years to 12 years, its existing
transmission equipment from 5 years to 7 yearsitarekisting IP equipment from 3 years to 4 years.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Summary of Significant Accounting Policies (Cotinued)
Leasehold improvements are depreciated ttreeshorter of their estimated useful lives oséeterms that are reasonably assured.
Earnings (Loss) Per Share

Basic earnings (loss) per share have beemputed using the weighted average number of sloatestanding during each period. Diluted
earnings (loss) per share is computed by incluthieglilutive effect of common stock that would bsued assuming conversion or exercise of
outstanding convertible notes, stock options, stmaded compensation awards and other dilutive giesuiNo such items were included in the
computation of diluted loss per share in 2007, 2008005 because the Company incurred a loss fraortintiing operations in each of these
periods and the effect of inclusion would have baetidilutive.

Trade Accounts Receivable

Trade accounts receivable are recordeukeainvoiced amount and can bear interest. The alhoe for doubtful accounts is the Company's
best estimate of the amount of probable crediel®ds the Company's existing accounts receivalile. Jompany determines the allowance
based on an analysis of its historical experienite bad debt writeoffs and aging of the accounteineable balance. The Company reviews its
allowance for doubtful accounts quarterly. Past lblalances over 90 days and over a specified ansvaneviewed individually for
collectability. Account balances are charged offiagt the allowance after all means of collectiaméenbeen exhausted and the potential for
recovery is considered remote. The Company doebaxwa any off-balance sheet credit exposure retatéd customers.

Restricted Cash and Securities

The Company classifies any cash or investsinat collateralize outstanding letters of ardding-term debt, and certain operating or
performance obligations of the Company as restticesh. The Company also classifies cash and imesds restricted to fund certain
reclamation liabilities as restricted cash. Thesification of restricted cash on the consoliddialdnce sheet as current or noncurrent is
dependent on the duration of the restriction aedpiirpose for which the restriction exists.

Long-Lived Assets

The Company segregates identifiable intalegassets acquired in an acquisition from goodwilaccordance with SFAS No. 142,
"Goodwill and Other Intangible Assets" ("SFAS Nd21), goodwill is no longer amortized, and is exakd for impairment at least annually.

Other intangible assets primarily includstomer contracts, customer relationships, paterdgechnology acquired in business
combinations. The intangible assets with estimagelul lives are amortized on a straight-line basisr the expected period of benefit, which
ranges from 2 to 12 years. Certain intangibles inedun the WilTel and TelCove transactions havénaefinite life. In accordance with SFAS
No. 142, the Company evaluates its indefinite lirgdngible assets for impairment annually or asuthstances change that could affect
recoverability of the carrying amount of the assets
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The Company at least annually, or as eventgrcumstances change that could affect thevezeility of the carrying value of its long-
lived assets, conducts a comprehensive revieweo€anrying value of its assets to determine ifdleying amount of the assets are recovet
in accordance with SFAS No. 144 "Accounting for hairment or Disposal of Long-lived Assets."” Theview requires the identification of
the lowest level of identifiable cash flows for pases of grouping assets subject to review. Thmat of undiscounted cash flows includes
long-term forecasts of revenue growth, gross margird capital expenditures. All of these items iregsignificant judgment and assumptions.
An impairment loss may exist when the estimatedagmtinted cash flows attributable to the assetteassthan their carrying amount. If an
asset is deemed to be impaired, the amount ofitpairment loss recognized represents the excdbe @fsset's carrying value as compared to
its estimated fair value, based on managementsrggins and projections.

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 managisrassumptions of future results, growth trendsiadustry conditions. The impairment
analysis of londived assets also requires management to makerceubjective assumptions and estimates regartim@gxtpected future use
certain empty conduits included in the network agseup and the expected future use of certain giogduit evaluated for impairment
separately from the network asset group.

Accounting for Asset Retirement Obligations

The Company follows the policy of providiag accrual for reclamation of mined propertieagnordance with SFAS No. 143,
"Accounting for Asset Retirement Obligations" ("S&EAl0. 143"), based on the estimated total coststbration of such properties to meet
compliance with laws governing surface mining. Thestimated costs are calculated based on thetegipfeture risk adjusted cash flows to
remediate such properties discounted at afresirate. The Company also provides an accruallfigations related to certain colocation le:
and right-of-way agreements in accordance with SR&S143, based on the estimated total cost obratbn of such properties to their
original condition. These estimated obligations@ateulated based on the expected discounted foagie flows using the Company's estimi
weighted average cost of capital at the time tHgation is incurred and applying a probability tacfor conditional restoration obligations.
Changes in expected future cash flows are discdwattterest rates that were in effect at the tifnthe original estimate for downward
revisions to such cash flows, and at interest riateffect at the time of the change for upwardgiews in the expected future cash flows.

Income Taxes

Deferred income taxes are provided fortémeporary differences between the financial repgréind tax basis of the Company's assets ant
liabilities using enacted tax rates in effect tog yyear in which the differences are expectedverse. The U.S. net operating losses not utilized
can be carried forward for 20 years to offset fatizxable income. The majority of the foreign jdidsion net operating losses not utilized can
be carried forward indefinitely. A valuation allom@e has been recorded against the majority of dmepany's deferred tax assets, as the
Company has concluded that under relevant accaystandards, it is more likely than not that defértax assets will be not be realizable. The
Company recognizes interest and penalty expenseiatsd with uncertain tax positions as a componéiricome tax expense in the
consolidated statements of operations.
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Foreign Currencies

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 British Pound or the Euro as the fameti currency, both of which experienced signifiductuations against the U.S. dollar dut
2007, 2006 and 2005. As a result, the Company X@erienced significant foreign currency translatamjustments that are recognized as a
component of accumulated other comprehensive indtes) in stockholders' equity (deficit) and ir tstatement of comprehensive loss in
accordance with SFAS No. 52 "Foreign Currency Tledim". The Company considers its investmentsdridreign subsidiaries to be long-
term in nature.

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 amoudms/enue and expenses during the reporting pefibd.most critical estimates and
assumptions are made in determining the allowamcddubtful accounts, revenue reserves, recovésabfllong-lived and indefinite-lived
assets, useful lives of long-lived assets, accifiealsstimated liabilities that are probable antihestable, cost of revenue disputes for the
communications business, unfavorable contractliiedsi set up in purchase accounting, asset reéirgrabligations and the fair value of stock
and option grants. Actual results could differ frdmse estimates and assumptions.

Recently Issued Accounting Pronouncements

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 dgiag 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 measmeattribute 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 Collectednfioustomers 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
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EITF No. 06-3 includes any tax assessed by a gavental authority that is directly imposed on a rexeeproducing transaction between a
seller and a customer and may include, but isinotdd to, sales, use, value added, Universal S8ervund ("USF") contributions and some
excise taxes. The Task Force concluded that enstieuld present these taxes in the income statamegither a gross or a net basis, based on
their accounting policy, which should be disclogpedsuant to APB Opinion No. 22, "Disclosure of Asoting Policies”. If such taxes are
significant and are presented on a gross basigmiweints of those taxes should be disclosed. Thep@oy records USF contributions on a
gross basis in its consolidated statements of tipas but records sales, use, value added andeetaxes billed to its customers on a net basis
in its consolidated statements of operations. Coniaations revenue on the consolidated statemerdpearfations includes USF contributions
totaling $45 million, $19 million and $7 million fahe years ended December 31, 2007, 2006 and 28§t ctively. The adoption of EITF

No. 0¢-3 did not have a material effect on the Compaogtssolidated results of operations or financialditon for year ended December 31,
2007, as the policy followed was consistent beore after adoption.

In September 2006, the FASB issued Stat&srdr-inancial 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 require@myair value measurements, but
provides guidance on how to measure fair valuerbyiging a fair value hierarchy used to classifg Hource of the information. This staten
is effective for fiscal years beginning after Nowman 15, 2007 and interim periods within that fisgaér. The adoption of SFAS No. 157 is not
expected to have a material effect on the Compawyisolidated results of operations or financialditon upon adoption on January 1, 2008.

In December 2007, the FASB issued SFASIMG. (Revised 2007), "Business Combinations" ("SM&S 141R"), which replaces SFAS
No. 141, "Business Combinations." SFAS No.141Rimstthe underlying concepts of SFAS No. 141 in #ilbusiness combinations are <
required to be accounted for at fair value underabquisition method of accounting, but SFAS Nd.R4vill significantly change the
accounting for business combinations. Under SFABR14n acquiring entity will be required to recagmall 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 inclglifil) expensing acquisition related costs as neci(2) expensing changes in deferred tax
asset valuation allowances and income tax uncéeaiafter the acquisition date; (3) valuing nortoalting interests at fair value at the
acquisition date; and (4) expensing restructurimgiassociated with an acquired business. SFASANdR also includes a substantial number
of new disclosure requirements. SFAS No. 141R Isetapplied prospectively to business combinatfong/hich the acquisition date is on or
after January 1, 2009.

In December 2007, the FASB issued SFAS160, "Noncontrolling Interests in Consolidated Ficial Statements" (“SFAS No. 160").
SFAS No. 160 requires noncontrolling interestsyjaesly referred to as minority interests, to keated as a separate component of equity, not
as a liability or other item outside of permanenity and applies to the accounting for nonconinglinterests and transactions with
noncontrolling interest holders in consolidatedhfinial statements. SFAS No. 160 will be appliedpeetively to all noncontrolling interests,
including any that arose before the effective @aizept that comparative period information mustdstated to classify noncontrolling interests
in
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equity, attributed net income and other comprelvenisicome to noncontrolling interests, and provatieer 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 consdigthresults of operations or financial condition.

Reclassifications
Certain prior year amounts have been rsiflad to conform to the December 31, 2007 predemta
(2) Acquisitions

In 2006, the Company embarked on a straegyxpand its presence in metropolitan marketsbagan offering services to enterprise
customers through its Business Markets Group. 3tégegy allows the Company to terminate traffierots owned facilities rather than pay
third parties to terminate the traffic. The expansnto new metro markets also provides additiapgortunities to sell services to bandwidth
intensive businesses on the Company's nationainéaachational networks. In order to expedite thpamsion of its metro business, Level 3
acquired Progress Telecom, ICG Communications, de@nd Looking Glass in 2006 and Broadwing infifs quarter of 2007. Level 3 has
also embarked on a strategy to expand its contdiviedy network services with the acquisitionsto CDN Business in the first quarter of
2007 and Servecast in the third quarter of 200@. rEsults of operations attributable to each adtprisare included in the consolidated
financial statements from the date of acquisitibme value of Level 3 common stock issued in corioratith the acquisitions was determined
based on the average closing price for Level 3 comstock two days before and two days after the thet acquisition was announced
multiplied by the number of shares issued.

Servecast Acquisition: On July 11, 2007, Level 3 completed the actjoisiof Servecast Limited, a Dublin, Ireland bageavider of
live and on-demand video management and streareimvgees for broadband and mobile platforms. Levpa®l approximately €34 million, or
$46 million, in cash, including $1 million of tramstion costs, to complete the acquisition of Seagec

CDN Business Acquisition: On January 23, 2007, Level 3 completed theiaitopn of the Content Delivery Network servicesmess
of SAVVIS, Inc. Level 3 paid $133 million in casim¢luding transaction costs) to acquire the assitise CDN Business, including network
elements, customer contracts and intellectual ptppsed in the CDN Business. The purchase pricesmasequently increased by less than
$1 million for working capital and other contradtugatters. The Company paid this adjustment in |X3007.

Broadwing Acquisition:  On January 3, 2007, Level 3 acquired Broadwangublicly held provider of optical network comnications
services. Under the terms of the merger agreemestatddctober 16, 2006, Level 3 paid $8.18 of céish p.3411 shares of Level 3 common
stock for each share of Broadwing common stocktanting at closing. In total, Level 3 paid approately $753 million of cash, including
$9 million of transaction costs, and issued appnately 123 million shares of the Company's comntooks valued at $688 million. As part of
the Broadwing acquisition, approximately 3.8 mitlipreviously issued Broadwing warrants (valuedpgtraximately $4 million) became
exercisable for approximately 5.1 million shares.efel 3 common stock. In the second
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quarter of 2007, the Company subsequently reddeetbtal consideration paid by $4 million for inaoce proceeds received in June 2007 that
related to the settlement of an insurance clairhdbeurred prior to the acquisition. In the fougtnarter of 2007, the Company incurred
additional transaction costs of $2 million relatedhe transaction.

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 &retien 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 Beadwing Debentures into a total of 17 million sdsof Level 3 common stock and
approximately $105 million in cash pursuant to tibvens 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&w#ures 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 adtjoiisof Looking Glass, a privately held lllinoisabed
telecommunications company. The consideration pgidevel 3 consisted of approximately $13 milliondash, including $4 million of
transaction costs, and approximately 21 milliorreha@f Level 3 common stock valued at $84 millibmaddition, at the closing, Level 3 repi
approximately $67 million of Looking Glass liabiéis. The transaction purchase price is not subgeghy post-closing adjustments.

Level 3 entered into certain transactioith wooking Glass prior to the acquisition of LoogiGlass by Level 3, whereby Level 3 recei
cash for communications services to be providatérfuture and which was originally recognized efeded revenue. As a result of the
acquisition, Level 3 can no longer amortize thiteded revenue into earnings and, accordingly, ceduhe purchase price applied to the net
assets acquired in the Looking Glass transactidd2oyillion, the amount of the unamortized defemexenue balance on August 2, 2006.

TelCove Acquisition: On July 24, 2006, Level 3 completed the actjaisiof TelCove, a privately held Pennsylvania-loase
telecommunications company. Under terms of theeagent, Level 3 paid $446 million in cash and issapgroximately 150 million shares of
Level 3 common stock, valued at $623 million. Ilgidn, Level 3 repaid $132 million of TelCove debitd acquired $12 million in capital
leases in the transaction. Also, the Company féid party costs of approximately $15 million reldtto the transaction, which included cer
costs incurred by TelCove.

Level 3 entered into certain transactioiith WelCove prior to the acquisition of TelCove bgvel 3, whereby Level 3 received cash for
communications services to be provided in the fiamd which was originally recognized as deferesgnue. As a result of the acquisition,
Level 3 can no longer amortize this deferred reeento earnings and, accordingly, reduced the @sgelprice applied to the net assets acq
in the TelCove transaction by $3 million, the amipaithe unamortized deferred revenue balance gn23 2006.

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 Communicationariaggregate consideration consisting of appraeiya
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26 million shares of Level 3 common stock, value@#®31 million, and approximately $45 million insta The Company also incurred costs of
less than $1 million related to the transactiorstRiosing adjustments, primarily working capitatiaother contractual matters resulted in
additional consideration of approximately $3 mitlio

Level 3 entered into certain transactioith WCoG Communications prior to the acquisitionl6fc Communications by Level 3, whereby
Level 3 received cash for communications serviodsetprovided in the future and which was originaficognized as deferred revenue. As a
result of the acquisition, Level 3 can no longeoaime this deferred revenue into earnings andyraicgly, reduced the purchase price applied
to the net assets acquired in the ICG Communicsti@msaction by $1 million, the amount of the uneined deferred revenue balance on
May 31, 2006.

Progress Telecom: On March 20, 2006, Level 3 completed its adtjois of all of the membership interests of Progr&slecom from
PT Holding Company LLC ("PT Holding") excluding ¢t&in specified assets and liabilities of Progrestedom. 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 $69 milliondash and approximately 20 million
shares of Level 3 common stock, valued at $66 onillThe purchase price was subsequently reduc& byillion for working capital and
other contractual matters. The Company receivedheay of the $2 million adjustment in July 2006.

Level 3 entered into certain transactioith Wrogress Telecom prior to the acquisition afgPess Telecom by Level 3, whereby Level 3
received cash for communications services to beiged in the future and which was originally recazgnl as deferred revenue. As a result of
the acquisition, Level 3 can no longer amortize theferred revenue into earnings and, accordimgtiyced the purchase price applied to the
net assets acquired in the Progress Telecom témsdy $4 million, the amount of the unamortizexfetred revenue balance on March 20,
2006.

WilTel:  On December 23, 2005, the Company completeddabhaisition of WilTel from Leucadia National Corption and its
subsidiaries (together "Leucadia"). The considerafiaid consisted of approximately $390 milliorcash (which included a $16 million
adjustment for estimated excess working capitélls $100 million in cash to reflect Leucadia's mgvcomplied with its obligation to leave tl
amount of cash in WilTel, and 115 million newlyussl unregistered shares of Level 3 common stodiedaat $313 million.

The Company also incurred costs of appraigéty $7 million related to the transaction. Thelcpurchase price was subject to presing
adjustments based on actual working capital aneratbntractual items as of the closing date. IndWl&006, Leucadia and Level 3 agreed that
the purchase price for WilTel should decrease yy@pmately $27 million as a result of working ciapbiand other contractual post-closing
adjustments. Level 3 received payment of the $2lfomiadjustment in April 2006.

The final valuation indicated that the fe@lue of the identifiable assets acquired exce#uedotal of the purchase price paid and the
liabilities assumed in the transaction. As a resh#t excess value was applied against the fairevaf the long-lived assets obtained in the
transaction. The $27 million post-closing adjustimesulted in an additional decrease in long-ligedets in the first quarter of 2006.
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Level 3 entered into certain transactioite WilTel prior to the acquisition of WilTel by lvel 3, whereby it received cash for
communications services to be provided in the futiés a result of the acquisition, Level 3 canarnger amortize this deferred revenue into
earnings and accordingly, reduced the purchase ppplied to the net assets acquired in the WitBelsaction by $2 million, the amount of
unamortized deferred revenue balance on Decemh&0D5.

The acquisition included all of WilTel'smmunications business and WilTel's Vyvx video traission business. The acquisition also
included a multi-year contract between SBC Sentioe,and WilTel ("SBC Contract Services AgreemgrSBC Services, Inc. became a
subsidiary of AT&T Inc. ("AT&T") (together "SBC")rad announced its intention to migrate the servizesided by WilTel to the merged St
Services, Inc. and AT&T network. WilTel and SBC amded the SBC Contract Services Agreement to ruwougir 2009. The agreement
provides a gross margin purchase commitment of $38®n from December 2005 through the end of 20@7d $75 million from January
2008 through the end of 2009. As of December 30728BC fully satisfied the $335 million of the @asber 2005 to the end of 2007 gross
margin purchase commitment. SBC's purchases oicgsrthat exceed the original $335 million grossgimapurchase commitment now count
toward the $75 million gross margin purchase commeitt for the period from January 2008 through e @& 2009. As of December 31, 20
SBC had satisfied $39 million of the $75 milliorogs margin purchase commitment. Originating anaiteating access charges paid to local
phone companies are passed through to SBC in awumedvith a formula that approximates cost. Addaity, the SBC Contract Services
Agreement provides for the payment of $50 millioonfi SBC if certain performance criteria are metbyel 3. The Company met the requi
performance criteria and recorded annual reven@5fmillion in both 2006 and 2007 under the ageimOf the annual amounts, 50% was
based on monthly performance criteria and the neimgi50% was based on performance criteria fofulgear. The performance-based
incentive provisions of the agreement ended on Déee 31, 2007. Level 3 will not earn performancedahincentives in 2008 under the SBC
Contract Services Agreement.

As specified in the purchase agreement éticadia, WilTel transferred certain excluded esgelLeucadia and Leucadia assumed ce¢
excluded liabilities. The excluded assets incluaikdash and cash equivalents in excess of $10mat closing, all marketable securities,
WilTel's headquarters building located in TulsaJaDlbma and certain other miscellaneous assetslditi@n, WilTel assigned to Leucadia all
of its right to receive cash payments from SBClioga$236 million, pursuant to the Termination, Mat Release and Settlement Agreement,
dated June 15, 2005, among Leucadia, WilTel and. SBE excluded liabilities include all of WilTelsng-term debt obligations, WilTel's
obligations under its defined benefit pension ptartain other employee related liabilities andeottiaims. The agreement required Leucadia
to pay in full all of WilTel's obligations undessitredit agreement and for Leucadia to release &ffém any obligation under the outstanding
mortgage note secured by its headquarters builtlienel 3 entered into an agreement with Leucadladse a portion of the former WilTel
headquarters building in Tulsa.
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Purchase Price Allocatio

Under business combination accountingtdked final purchase price for each of the acquizethpanies was allocated to the net tangible
and identifiable intangible assets based on tlstimated fair values as of the acquisition datée dllocation of the purchase price was based
upon valuations performed for each acquired compahg valuations for the WilTel, Progress Telect@G Communications, TelCove,
Looking Glass, Broadwing and CDN Business acqoisgihave been finalized. The valuation for the 8east acquisition is in the process of
being finalized.

The valuations for the WilTel, Looking Géaand CDN Business acquisitions indicated thafaliesalue of the assets acquired exceeded
the total of the purchase price paid and the liidsl assumed in the transactions. As a resultexicess value was applied against the estimated
fair value of the long-lived assets in each tratisac The valuations for the Progress Telecom, [@inmunications and TelCove acquisitions
in 2006 and the valuations for the Broadwing and/&east acquisitions in 2007 indicated that thewvfalue of the assets acquired was less than
the total of the purchase price paid and the liégddl assumed in the transactions. As a resultexicess purchase price was assigned to goodwil
for each acquisition.

Tangible and Intangible Long-Lived Assets

In performing the purchase price allocafimneach acquired company, the Company considaradng other factors, the intention for
future use of acquired assets, analysis of histbficancial performance and estimates of futunégumance of each acquired company's
products. The fair value of assets was based,rinq@aa valuation using either a cost, incomeén@ome cases, market valuation approach and
estimates and assumptions provided by managemieatahgible assets primarily include the real amd@nal property used to provide
communications services, as well as video seniitdse case of the WilTel acquisition. In addititangible assets include the fair value of
software purchased or developed by each compaappifcable. Intangible assets consist primarilgugtomer relationships, patents and
developed technology and the Vyvx trademark. Mamaagg has established indefinite lives on the Vyexdémark and certain other intangible
assets, lives ranging from 6 to 12 years for ttstaroer relationships and lives ranging from 102q/&ars for patents and developed
technology.

Deferred Revenu

The fair value of deferred revenue includethe final purchase price allocation for eachuaeed company was determined based on
monthly amounts billed in advance for which sersieeuld be provided to customers in the period imtiately following acquisition. Level 3
did not record deferred revenue for long-term caets in which the acquired company had alreadyivedeconsideration from the customer as
Level 3 does not expect to incur any direct andemental costs associated with these contracts.

Current and Noncurrent Obligations

The fair value of each acquired companytsent liabilities was determined based on the etqubcash flows for the twelve months
following the date of acquisition. Level 3 did mesent value the cash flows as it does not expeqtresent values to be significantly differ
from the gross cash flows.
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The noncurrent obligations assumed in eaduisition, if applicable, have been recordedhairtpresent value using an appropriate
interest rate. The Company has identified certagquaed facilities that it does not expect to aélifor the combined business. The Company
has also revalued the asset retirement obligatbbeach acquired company using Level 3's weightedage cost of capital rather than the
acquired company's weighted average cost of capital

Pro Forma Financial Information

The unaudited financial information in tiable below summarizes the combined results ofaijmers of Level 3 and the acquired
businesses, on a pro forma basis, as though thpardes acquired in 2006 and 2007 had been combimedithe beginning of each of the
periods presented. The pro forma financial infoforats presented for informational purposes onlgt ot indicative of the results of
operations that would have been achieved if theiaitipns had taken place at the beginning of edche periods presented. The pro forma
financial information for all periods presentedlirdes the business combination accounting effedtistorical revenue of the acquired
companies, adjustments to depreciation on acqpiregerty, amortization charges from acquired iniblegassets, restructuring costs and
acquisition costs reflected in the historical staets of operations for periods prior to Level&guisition.

Unaudited Pro Forma
Years ended December 31,

2007 2006

(dollars in millions, except per share data)

Revenue $ 427 $ 4 ,59¢

Loss from Continuing Operatiol $ 1,115 $ (890
Income from Discontinued Operatio — 46
Net Loss $ 1,115 $ (844

Per common shar

Loss from continuing operatiol $ 0.79 $ (0.69)
Income from discontinued operatic — 0.04
Net loss $ 0.79) % (0.65)

Pro Forma Weighted Average Common Shares Outstaifir
thousands 1,518,901 1,284,871

Included in the actual results and pro farfimancial information for the year ended DecenBigr2007 are certain amounts which affect
the comparability of the results, including netsies of $427 million as a result of the early extishments of certain long-term debt, a gain of
$37 million from the partial sale of the Comparig\gestment in Infinera shares, a tax benefit of 82on as a result of recognizing a defer
tax benefit for the reversal of a valuation allowana workforce reduction charge of $11 million &i@ million of termination revenue.

Included in the actual results and pro farfimancial information for the year ended Decenfer2006 are certain amounts which affect
the comparability of the results, including net
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(2) Acquisitions (Continued)

losses of $83 million as a result of the earlymyishments of certain long-term debt, $11 millagnermination revenue, income from
discontinued operations of $46 million, a workforeduction charge of $5 million, and non-cash impant charges of $8 million that
primarily resulted from the decision to terminaggtain information technology projects in the Conmigations business.

The fair value of the assets acquired aediabilities assumed in the Servecast transadsitiased upon a preliminary valuation as of the
acquisition date after reflecting other contracfuaichase price adjustments and is subject to ehduog to further analysis of the assets
acquired and liabilities assumed as well as integrglans. The fair value of assets acquired &tilities assumed in the WilTel, Progress
Telecom, ICG Communications, TelCove, Looking Gl&BN Business and Broadwing transactions are baged final valuations after
reflecting other contractual purchase price adjesits

During the third quarter of 2007, the préhiary valuation for the Servecast acquisition s@asipleted. As a result, the Company recorded
intangible assets for customer relationships toga#i9 million and technology totaling $8 millionaged on the purchase price allocation,
goodwill totaling $30 million was recorded for tBervecast transaction.

During the second and third quarters of72@0e Company recorded purchase price allocatifustments for the Broadwing acquisition
that resulted in a net increase of $1 million todwill. The purchase price allocation adjustmentduded increases in goodwill of $4 million
to record liabilities incurred by Broadwing priar the acquisition and $1 million for additionalrisaction costs; and decreases to goodwill for
the receipt after the acquisition of $4 millionimsurance proceeds related to the settlement ofsamance claim that was made prior to the
acquisition.

In addition, during the fourth quarter &2, the Company recorded purchase price allocatifustments for the Broadwing acquisition
that resulted in a net increase of $98 million dodwill. The adjustments in the fourth quarter 802 included a decrease in the identifiable
intangible assets for Broadwing from $254 millionthe preliminary valuation to $154 million as auk of additional analysis of the estimated
cash flows expected to be generated for the custoanguired in the Broadwing acquisition. The daseein the value of the identifiable
intangible assets for Broadwing increased the gdlbdviginally recorded on the transaction by $1@dlion. In addition, during the fourth
guarter of 2007, there were miscellaneous adjudsrerthe assets and liabilities of Broadwing tiesulted in a net decrease in goodwill of
$2 million. These adjustments included additionah$action costs, adjustments to the original ptgpplant and equipment value and
reductions to accrued severance and other liasliffhe changes resulted in total goodwill of $&.Bllion for the Broadwing acquisition as of
December 31, 2007.

During the second quarter of 2007, the Camgreceived a revised valuation for the CDN Bussrthat indicated a significantly higher
value for the identifiable intangible assets, priflggpatents and customer-related intangible as3dts identifiable intangible assets for the
CDN Business increased from $23 million in the ipnéary valuation to $133 million in the revisedwation as a result of additional analysis
of the estimated cash flows expected to be gertefadm the patents and customers acquired in thi BDsiness acquisition. The increase in
the value of the identifiable intangible assetstfer CDN Business eliminated the $110 million obdwill originally recorded on the
transaction. During the third quarter of 2007, @w@npany received the final valuation report for @@N Business acquisition. The final
valuation report did not result in any changesivaluation of the CDN Business.
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(2) Acquisitions (Continued)

During the third quarter of 2007, the Compaecorded net purchase price allocation adjustsnfen the Looking Glass acquisition total
$2 million related to the impairment of unutilizeghsed facilities assumed in the acquisition. Dythre third quarter of 2007, the Company
completed its analysis of facilities leases acqlirethe Looking Glass acquisition and determirteat tertain facilities under lease have not
been used by the Company since the date of adquisitd would not be used by the Company in theréjtwhile also concluding a settlement
agreement on one of the previously-impaired leaddifngs. The net result of recording these leagmirment adjustments was to increase
other non-current liabilities and certain long-tivassets acquired by $2 million since the fair gadfithe identifiable net assets acquired
exceeds the consideration paid to the former owinettee Looking Glass acquisition.

During the second quarter of 2007, the Camypreceived the final valuation for the ICG Comications acquisition that included revised
valuations for both the identifiable tangible anthingible assets. The fixed assets acquired for@@@munications increased from $10 mill
in the preliminary valuation to $93 million in tfi@al valuation as a result of a detailed analysiphysically identify and estimate the fair va
of the fixed assets acquired. As a result of trengles to the valuation of the fixed assets, theatigin of the identifiable intangible assets
decreased from $49 million in the preliminary vdioa to $18 million in the final valuation.

The adjusted fair values of the assetsiaedjand the liabilities assumed for the compah&sgel 3 acquired in 2006 and 2007 are as
follows.

CDN Looking ICG Progress
Servecast Business Broadwing Glass TelCove Communications Telecom WilTel
(dollars in millions)
Assets:
Cash and cash equivale 1 3 — % 257 $ 3 $ 3 % 6 $ — $ 12¢
Marketable securitie — — 46 — — — — —
Accounts receivabl 1 — 82 8 23 7 3 257
Other current asse — — 19 2 5 2 2 22
Property, plant and
equipment, ne 1 2 23¢ 18E 79€ 93 77 62¢
Goodwill 30 — 1,03¢ — 17¢ 73 30 —
Identifiable intangible asse 17 132 154 9 272 18 36 152
Other asset — — 31 1 — 5 — 26
Total Assets 50 13t 1,86¢ 20€ 1,27¢ 204 14¢ 1,21«
Liabilities:
Accounts payabl 1 1 37 5 21 6 1 204
Accrued payrol — 1 14 1 6 2 1 29
Other current liabilitie: — — 117 9 20 1C 7 61
Current portion of capital
leases — 2 — 3 — 1 —
Long-term debt — — 20< — — — — —
Capital lease — — 22 3 8
Deferred revenue - Acquiret
Company — — 13 1 — 4 — 41
Deferred revenu- Level 3 — — — 2 3) ) 4) 2
Other Liabilities — — 15 30 7 2 — 98
Total Liabilities 4 2 42¢ 44 63 26 14 431
Purchase Pric 46 % 13 % 1,44: % 164 $ 1,21¢  $ 17e  $ 134 ¢ 78¢
| | | | | | | |
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(3) Discontinued Operations
Disposal of Information Services Segment

The Company sold the two businesses, Sodt®@pectrum andi()Structure, that comprised Level 3's informatiorvees segment and
presented the results of operations for those basas as discontinued operations for all perioelsemted.

Software Spectrum

On September 7, 2006, Level 3 sold Softvgrectrum to Insight, a leading provider of infotima technology products and services. In
connection with the transaction, Level 3 receiwadltproceeds of $353 million in cash, consistifig base purchase price of $287 million and
a working capital adjustment of approximately $66iom. The purchase price was subject to workiagital and certain other post-closing
adjustments. During the fourth quarter of 2006,Gleenpany paid $2 million to Insight as the finalrkiag capital adjustment. Level 3
recognized a $33 million gain on the transactiothinthird quarter of 2006 after transaction costs.

The following is the summarized result®pérations of the Software Spectrum business fop#riod from January 1, 2006 through
September 7, 2006 and for the year ended Decemh@085:

January 1,
Through
September 7, Twelve Months
2006 Ended 2005

(dollars in millions)

Revenue $ 1,40C $ 1,89¢
Costs and Expense
Cost of revenu 1,26¢ 1,715
Depreciation and amortizatic 8 10
Selling, general and administrati 111 143
Restructuring and impairment char 1 —
Total costs and expens 1,38¢ 1,87(C
Income from Operatior 11 24
Other Income (Expens 5 (2)
Income Before Income Tax 16 23
Income Tax Expens 3 (©)]
Income from Discontinued Operatio $ 13 3 20

(i )Structure

On November 30, 2005, Level 3 sold$tructure to Infocrossing for proceeds of $85iamllwhich consisted of $82 million in cash and
$3 million of Infocrossing common stock. Level 2ognized a $49 million gain on the transactiorhia fourth quarter of 2005. The cash
purchase price was subject to a post-closing adprst based on actual working capital as of theindpdate that was settled in the fourth
quarter of 2007 for approximately $2 million.
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(3) Discontinued Operations (Continued)

The following is the summarized result®pérations of the i()Structure business for the eleven months endeciMber 30, 2005:

January 1,
Through
November 30,
2005

(dollars in millions)

Revenue $ 64
Costs and Expense
Cost of revenu 47
Depreciation and amortizatic 8
Selling, general and administrati 9
Total costs and expens 64
Income from Discontinued Operatio $ —

(4) Termination Revenue

The Company recognized termination reveotaing $10 million, $11 million and $133 millian 2007, 2006 and 2005, respectively.
Termination revenue is reported in the same maaséne original service provided.

On March 1, 2005, Level 3 entered into greament with 360networks in which both partieseadrto terminate a 2fear IRU agreemet
Under the new agreement, 360networks returnedaHhefiber originally provided by Level 3. Under tbheginal IRU agreement, signed in
2000, the cash received by Level 3 was deferrechamattized to revenue over the g€ar term of the agreement. As a result of thissaation
Level 3 recognized the unamortized deferred revefapproximately $86 million as non-cash termioatievenue in the first quarter of 2005.

On February 22, 2005, France Telecom an@lL®finalized an agreement to terminate a ddr&rfagreement signed in 2000. Under the
terms of the agreement, France Telecom returnefiltheto Level 3. Under the original IRU agreemehe cash received by Level 3 was
deferred and amortized to revenue over the 204gear of the agreement. As a result of this trarnisact.evel 3 recognized the unamortized
deferred revenue of approximately $40 million as-oash termination revenue in the first quarte2@5.

(5) Restructuring and Impairment Charges
Restructuring Charges

During the period from December 23, 200%tigh December 31, 2007, the Company initiated datiwe workforce reductions expected
to affect approximately 2,200 employees in its R@kmerican communications business related tortegration of businesses acquired since
December 2005. Of the 2,200 employees, approxign28% were expected to be legacy Level 3 emplogedsapproximately 77% were
expected to be employees of acquired businesses.

In December 2005 and during 2006, the Cajpaitiated cumulative workforce reductions expmetto affect approximately 1,200
employees in its North American communications hess
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(5) Restructuring and Impairment Charges (Continued

related to the integration of WilTel Communicatiddsoup, LLC ("WilTel"), Progress Telecom, ICG Commneations, TelCove and Looking
Glass into Level 3's operations. Of the 1,200 eyg®g, approximately 22% were expected to be emetogelegacy Level 3 and 78% were
expected to be employees of the acquired compadégmrately, in January 2005, Level 3 initiated emipleted workforce reductions
affecting 472 employees in the legacy Level 3 bessrthat were not related to integration of acquingsinesses.

In the first quarter of 2007, Level 3 iaittd additional workforce reductions expected techfapproximately 1,000 employees in its North
American communications business related to thegnation of Broadwing and the previous acquisiti@dfthe 1,000 employees,
approximately 25% were expected to be employeésgeicy Level 3 and approximately 75% were expetddik employees of the acquired
companies.

The accounting treatment for the severaosts associated with the workforce reductiongjzeddent on whether those individuals
affected are former employees of the acquired comegaor legacy Level 3 employees. For the periothfdanuary 1, 2006 through
December 31, 2007, the Company had notified oriteated a total of 2,020 employees (729 employedsgafcy Level 3 and 1,291 employees
of acquired businesses) pursuant to integratiomites.

The estimated severance costs earned blpgegs of the acquired companies as of the acuigiiate are included as a liability in the
balance sheet as of the acquisition date. The Coynggoects cumulative severance and related ansigal approximately $60 million for
former WilTel, Progress Telecom, ICG CommunicatioheCove, Looking Glass and Broadwing employeeasiiy the year ended
December 31, 2007, Level 3 paid $32 million of sanee and related costs for these employees mgufticumulative payments from
January 1, 2006 to December 31, 2007 of $51 mifiarseverance and related charges.

The workforce reduction attributable to WéTel integration activity was substantially cotege by the end of 2006. The workforce
reductions attributable to the Progress Telecor® Gmmunications, TelCove and Looking Glass intégmeactivities were substantially
completed in the third quarter of 2007. The workéreductions attributable to the Broadwing intégreactivities are expected to be
substantially completed in 2008.
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(5) Restructuring and Impairment Charges (Continued

An analysis of the liability for the seveca and related activity associated with the irgggn of the acquired companies follows:

Severance and Related
Costs for Acquired Company

Employees
Number of
Employees Amount
(in millions)

Balance December 31, 20 —  $ —
2005 Accruals 76E 26
Balance December 31, 20 765 26
2006 Accruals 44k 12
2006 Change in Estima (277) 8
2006 Payment (547) (19
Balance December 31, 20 38¢€ 11
2007 Accruals 75C 33
2007 Change in Estima (143) 3
2007 Payment (744) (32
Balance December 31, 20 24¢ % 9
.|

Severance costs attributable to legacy L2enployees are recorded as a restructuring eliarthe statement of operations once the
employees are notified that their position willddaninated and the severance arrangements are coitaed to the employee. For the year
ended December 31, 2007, the Company recordedxapyaiely $11 million in restructuring charges fdfegted legacy Level 3 employees. As
of December 31, 2007, the Company had remaininigatidns of $4 million for those legacy Level 3 doyees terminated or notified.

A summary of the restructuring charges ehated activity for legacy Level 3 employees folt

Severance and Relate:
Costs for Legacy Level 3 Employee

Number of Facilities Related
Employees Amount Amount
(in millions) (in millions)
Balance December 31, 20 — 3 — 3 16
2005 Charge 472 15 (@D}
2005 Payment (472 (15 3
Balance December 31, 20 — — 12
2006 Charge 24¢ 5 —
2006 Payment (242) 5) 2
Balance December 31, 20 6 — 10
2007 Charge 481 11 —
2007 Payment (34¢) @) Q)
Balance December 31, 20 13¢ % 4 $ 9
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(5) Restructuring and Impairment Charges (Continued
Impairments

The Company at least annually, or as evantircumstances change that could affect thevesedility of the carrying value of its
communications assets, conducts a comprehensiiewe¥ the carrying value of its communicationsedsgo determine if the carrying amount
of the communications assets are recoverable iordance with SFAS No. 144, "Accounting for the Irinpeent or Disposal of Long-Lived
Assets" ("SFAS No. 144"). For purposes of thiseaniLevel 3 has historically separately evaluat@daation facilities, certain additional
conduits and its communications network (includiegwork equipment, fiber, conduits and customenyse equipment) as these were the
lowest levels with separately identifiable castwidfor grouping of assets. Beginning in 2006, tlen@any stopped evaluating colocation
assets separately and began including them inaimenzinications network asset group due to changéinature of the cash flows from the
delivery of colocation services. The majority o tGompany's colocation customers now purchase sémeices in conjunction with their
colocation services thereby reducing the indepecelefcolocation services cash flows from othevises. In addition, the percentage of
colocation space used to support the network &sseincreased over time. The impairment analysiased on a long-term cash flow forecast
to assess the recovery of the communications asgetdhe estimated useful life of the primary &s8be Company concluded that the assets
were not impaired as of December 31, 2007. Managésnestimate of the future cash flows attributablas long-lived assets and the fair
value of its businesses involve significant assummgt Those estimates are based on management'sams of future results, growth trends
and industry conditions. The impairment analysi®of-lived assets also requires management to etain subjective assumptions and
estimates regarding the expected future use ddioeatiditional conduits included in the networkeaggoup and the expected future use of
certain empty conduit evaluated for impairment safgdy from the network asset group. Managementawittinue to assess the Company's
assets for impairment as events occur or as indostrditions warrant.

The Company recognized $8 million of nostcanpairment charges in 2006. Level 3 recognizech#lion of non-cash impairment
charges as a result of the decision to terminaiggts for certain voice services and certain imfation technology projects in the
communications business which had been previowgitalized. These projects have identifiable cedteh Level 3 can separately evaluate
for impairment. The costs incurred for these prgjeincluding capitalized labor, were impairedtae ¢tarrying value of these projects were no
longer expected to provide future benefit to thenpany. In addition, Level 3 recognized $4 millidmon-cash impairment charges primarily
related to excess land of the communications basiheld for sale in Germany. This charge resulu the difference between the recorded
carrying value and the estimated market value ®idhd. During the third quarter of 2007, the Comypieclassified the excess land in
Germany as property, plant and equipment due téatttehe land had not been sold and was no lobeieg actively marketed for sale.

The Company recognized $9 million of reash impairment charges in 2005 that primarily ltesufrom the decision to terminate proje
for certain voice services and certain informatiechnology projects in the communications busingsish had been previously capitalized.
These projects have identifiable costs which L&vehn separately evaluate for impairment. The dostsred for these projects, including
capitalized labor, were impaired as the carryinige®f these projects were no longer expectedduige future benefit to the Company.
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(6) Loss Per Share

The Company had a loss from continuing afens for each the three years in the period ebsEmmber 31, 2007. Therefore, the effect
of the approximately 315 million, 481 million and&million shares issuable pursuant to the vargmrges of convertible notes outstanding at
December 31, 2007, 2006 and 2005, respectively hatbeen included in the computation of dilutesklper share because their inclusion
would have been anti-dilutive to the computationadldition, the effect of the approximately 55 il 54 million and 59 million stock
options, outperform stock options, restricted stooks and warrants outstanding at December 317,28006 and 2005, respectively, have not
been included in the computation of diluted lossgbere because their inclusion would have bedrddative to the computation.

The following details the loss per sharewations for the Level 3 common stock (dollargmiilions, except per share data):

Year Ended December 31

2007 2006 2005
Loss from Continuing Operatiol $ 1,119 $ (790) $ (707)
Income from Discontinued Operations (2006 al
2005 include gain on sal — 46 69
Net Loss $ 1,119 $ (744 $ (63¢)

Total Number of Weighted Average Commr
Shares Outstanding used to Compute Basic ar
Diluted Earnings Per Share (in thousar 1,517,61i 1,003,25! 699,58¢

Earnings (Loss) Per Share of Level 3 Commor

Stock (Basic and Diluted
Loss from Continuing Operatiol $ 079 $ 0.79 $ (2.0
Income from Discontinued Operatio — 0.0t 0.1C

Net Loss $ 079 $ (0.749 $ (0.9

(7) Disclosures about Fair Value of Financial Instaments
The following methods and assumptions wsexl to determine classification and fair valueBrancial instruments:

Cash and Cash Equivalents

Cash equivalents generally consist of fungested in highly liquid instruments with a matyiof three months or less from the purchase
dates. The securities are stated at cost, whictogjppates fair value.

Marketable and Restricted Securities

At December 31, 2007, marketable securitiesling $9 million consist of an investment iretbommon stock of Infinera Corporation
("Infinera"). In 2005, the Company invested $10liwmil in Infinera and accounted for this investmasing the cost method and included the
investment in
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(7) Disclosures about Fair Value of Financial Instuments (Continued)

long-term other assets. On June 7, 2007, Infinenapteted its initial public offering ("IPO") andsicommon stock began trading publicly on
the NASDAQ Global Market. As a result of the InfiadPO, the Company began classifying the Infinevastment on its balance sheet as a
current marketable security that is available fde ssubject to compliance with applicable U.Sefatlsecurities laws.

The fair value of the Infinera investmestad December 31, 2007 is approximately $9 milliear the year ended December 31, 2007, an
unrealized gain of $7 million was recorded on tineestment in Infinera and is included in Other Coshensive Income (Loss).

On November 5, 2007 the Company sold apprately 80% of its original Infinera investment@art of a secondary equity offering
completed by Infinera. The Company received proseé@pproximately $45 million and recognized angai the sale of $37 million. The
realized gain of $37 million was previously incladas an unrealized gain in Other Comprehensiventiech.oss) at September 30, 2007.

At December 31, 2006, marketable securiitessist of U.S. Treasury securities that wereattarized as held to maturity. These
securities total $235 million and are reflected@asent assets on the consolidated balance shBetcamber 31, 2006.

Restricted securities consist primarilycagh investments that serve to collateralize ouditg letters of credit and certain performance
and operating obligations of the Company.

The cost of the securities used in comgutinrealized and realized gains and losses isrdited by specific identification. Fair values
estimated based on quoted market prices for theities.

The net unrealized holding gains and lofsemarketable securities classified as availéiesale were included in accumulated other
comprehensive income (loss) within stockholdersitgqdeficit). Securities characterized as heldnaturity are stated at cost. The unrealized
holding gains and losses for securities chara&éras held to maturity are not reflected in thesotidated financial statements.

At December 31, 2007 and 2006 the unredlim#ding gains and losses on the marketable dexuwere as follows:

Unrealized Unrealized
Holding Holding Fair
Cost Gains Losses Value

(dollars in millions)

2007

Marketable Securitie:

Equity Securitie—Current $ 2 3 7 % —  $ 9
$ 2 3% 7 % — % 9
| | | [ |

2006

Marketable Securitie:

U.S. Treasury Securiti—Current $ 23 $ — 3 1) $ 234

$ 23 $ — % (1) $ 234
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(7) Disclosures about Fair Value of Financial Instuments (Continued)

The Company recognized $37 million of readi gains from the sale of marketable equity stesrin 2007, $2 million of realized gains
from the sale of marketable equity securities ia@and $2 million of realized losses from the sdlmarketable debt securities in 2005. These
realized gains and losses are reflected in Otleerom the consolidated statement of operationalfqreriods presented.

Maturities for the restricted securitiew@aot been presented, as the types of securitesitaer cash or money market mutual funds that
do not have a single maturity date.

Long-Term Debt

The fair value of long-term debt was estadausing the December 31, 2007 and 2006 averate dfid and ask price for the publicly
traded debt instruments. The CBRE Commercial Mgtgaias not traded in an organized public mannes.fain value of this instrument is
assumed to approximate the carrying value at Deeeib, 2007 as it was secured by underlying asskes9% Convertible Senior Discount
Notes due 2013 included within Lc-Term Debt are not traded in an organized publiomea The fair value of these notes was calculated
using a convertible model, which uses the BlackeBzhvaluation model to value the equity portiorhaf security and bond math to value the
debt portion of the security (using market yieldsother Level 3 traded debt). The 10% Convertildai& Notes due 2011 included within
Long-Term Debt are not traded in an organized pubknner. Level 3 has obtained a market value fdhird party broker for the 10%
Convertible Senior Notes due 2011. The 11.5% Sewates due 2010, Floating Rate Notes due 2011tmndQ.75% Senior Notes due 2011
not actively traded debt instruments. Level 3 tedswtated the estimated fair value of these dedituments using bond math and market yields
on other Level 3 traded debt.

The carrying amount and estimated fair @alof Level 3's financial instruments are as foow

December 31, 2007 December 31, 2006
Carrying Carrying
Amount Fair Value Amount Fair Value

(dollars in millions)

Cash and Cash Equivalel $ 714 $ 714 $ 1,681 $ 1,681
Marketable Securiti—Current 9 9 23t 234
Restricted Cash and Securi—Current 23 23 46 46
Restricted Cash and Securi—Noncurrent 101 101 90 9C
Receivables less allowance for doubtful accountsteNg) 39t 39t 32¢ 32¢
Investments (Note 1: 10 10 14 14
Accounts Payabl 39¢€ 39¢ 391 391
Long-term Debt, including current portion (Note 1 6,864 6,34¢ 7,36% 8,57¢
Interest Rate Swap Liability (Note 1 37 37 — —
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(8) Receivables

Receivables at December 31, 2007 and 2@06 as follows:

Communications Coal Total

(dollars in millions)

2007

Accounts Receivab—Trade $ 40¢ % 6 $ 41t

Allowance for Doubtful Account (20 — (20)

Total $ 38¢ % 6 $ 39t
| [ | |

2006

Accounts Receivab—Trade $ 337 $ 6 $ 342

Allowance for Doubtful Account A7) — 17)

Total $ 32C % 6 $ 32€

The Company recognized bad debt expenselling, general and administrative expenses ofrfillion, $1 million, and less than
$1 million in 2007, 2006 and 2005, respectivelyvéle3 received $2 million, $1 million and $2 milliof proceeds for amounts previously
deemed uncollectible in 2007, 2006 and 2005, reésmde. The Company reduced accounts receivabletlaadllowance for doubtful accounts
by $8 million in 2007 and less than $1 million ioth 2006 and 2005, for the write off of previousdgerved amounts the Company deemed as
uncollectible.

(9) Other Current Assets

At December 31, 2007 and 2006 other curasséts consisted of the following:

2007 2006

(dollars in millions)

Prepaid Asset $ 446 $ 53
Debt Issuance Costs, r 16 18
Other 26 30

$ 88 $ 101

Prepaid assets include insurance, softwaiatenance, rent and right of way costs.
(10) Property, Plant and Equipment, net

Costs associated directly with expansiomsimprovements to the communications network argdaener installations, including
employee related costs, have been capitalizedChimepany generally capitalizes costs associatedmveitivork construction, provisioning of
services and software development. Capitalizedrlahd related costs associated with employees amgact labor working on capital projects
were approximately $102 million, $72 million and1$illion for the years ended December 31, 2000628nd 2005, respectively.

The Company continues to develop businegpat systems required for its business. The eatefirect costs of software, materials and
services, and payroll and payroll related expefresmployees directly associated with the projectirred when developing the business
support systems are
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(10) Property, Plant and Equipment, net (Continued)

capitalized and included in the capitalized cobsva. Upon completion of a project, the total aifghe business support system is amortized
over an estimated useful life of three years.

Land primarily represents owned asseth®@ttbmmunications business, including land improaets

Capitalized business support systems atwiomke construction costs that have not been placasgrvice have been classified as
construction-in-progress within property, plant @ggiipment below.

The cost and accumulated depreciation gbgnty, plant and equipment has been reduced foaitments taken in current and prior years.

At December 31, 2007 and 2006, propergniphnd equipment were as follows:

Accumulated Book
Cost Depreciation Value

(dollars in millions)

December 31, 200

Land $ 234 % 32 ¢ 20z
Facility and Leasehold Improvemen
Communication: 1,85¢ (589) 1,267
Coal Mining 158 (151 2
Network Infrastructurt 5,591 (2,705 3,88¢
Operating Equipmen
Communication: 3,45¢ (2,267) 1,18¢
Coal Mining 72 (64) 8
Furniture, Fixtures and Office Equipme 141 (117 24
Other 27 (24) 3
Constructio-in-Progres: 89 — 89
$ 11,61¢  $ (4949 $ 6,66¢

December 31, 2006

Land $ 214 $ (28) $ 18¢
Facility and Leasehold Improvemen
Communication: 1,692 (482) 1,21(C
Coal Mining 151 (14¢) 3
Network Infrastructurs 5,43( (1,409 4,021
Operating Equipmen
Communication: 2,70¢ (1,799 907
Coal Mining 71 (64) 7
Furniture, Fixtures and Office Equipme 132 (10¢) 26
Other 28 (24) 4
Constructio-in-Progres: 104 — 104
$ 10,52¢ % (4,060 $ 6,46¢
| .|

The value of property, plant and equipnrefdted to the Servecast acquisition is basedpmelaninary valuation. The value of property,
plant and equipment related to the Progress Telecom
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(10) Property, Plant and Equipment, net (Continued)

ICG Communications, TelCove, Looking Glass, the CBiiness and Broadwing acquisitions is basedrai fialuations.

During 2006, Level 3 determined that thequkthe Company expects to use its existing fisdonger than the remaining useful life as
originally estimated. As a result, the Company edezl the depreciable life of its existing fibermfr@ years to 12 years. This change in
estimate, effective as of April 1, 2006, was acdedrfor prospectively, in accordance with SFAS N&4 and reduced depreciation expense by
$54 million in 2006. This change in estimate reduloss from continuing operations and net loss % &illion, or approximately $0.05 per
share for the year ended December 31, 2006.

In addition, during 2006, Level 3 determdribat the period the Company expects to use itsieg electronic equipment is longer than the
remaining useful lives as originally estimated.aAsesult, the Company extended the depreciablefifis existing transmission equipment
from 5 years to 7 years and existing IP equipmemhf3 years to 4 years. This change in estimatectdfe as of July 1, 2006, was accounted
for prospectively, in accordance with SFAS No. 1&dd reduced depreciation expense by $26 millid20B6. In addition, this change in
estimate reduced loss from continuing operatiomkraat loss by $26 million, or approximately $0.@8 phare for the year ended December 31,
2006.

Depreciation expense was $838 million i 20652 million in 2006 and $584 million in 2005.
(11) Goodwiill

Goodwill attributable to each of the Comyaracquisitions at December 31, 2007 and 2006asdsllows (dollars in millions):

December 31,

December 31,

2007 2006
Servecas $ 31 $ —
Broadwing 1,03¢ —
TelCove 17¢ 17¢
ICG Communication 73 127
Progress Telecol 30 32
McLeod 40 40
XCOM 30 30

$ 1,421 $ 40¢

| |

The Company segregates identifiable intalegassets acquired in a business combination oodwill. Goodwill is not amortized and 1
carrying amount of the goodwill must be evaluateast annually for impairment using a fair vahased test. An assessment of the carrying
value of goodwill attributable to the communicasdrusiness was performed as of December 31, 2@Dihditated that goodwill was not
impaired.

The preliminary valuation for the Serveasjuisition indicated that the purchase price eded the fair value of the identifiable assets
acquired and liabilities assumed and resulted odgdll of $31 million as of December 31, 2007.
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(11) Goodwill (Continued)

As described in Note 2, the Company reckiveevised valuation report for the CDN Businesthée second quarter of 2007 that resulted
in increased valuations for patents and customate intangible assets and resulted in the elitiinaf the $110 million of goodwill
preliminarily recorded for the CDN Business acdiosi in the first quarter of 2007. During the thgdarter of 2007, the Company received the
final valuation report for the CDN Business acdiosi. The final valuation report did not resultany additional changes to the valuation of the
CDN Business.

The preliminary valuation for the Broadwiagquisition indicated that the purchase price eded the fair value of the identifiable assets
acquired and liabilities assumed and resulted odgdll of $939 million. As described in Note 2, t@®mpany received a final valuation for
Broadwing that resulted in a reduced valuationcfmstomer-related intangible assets and an incteageodwill totaling $100 million in the
fourth quarter of 2007. In addition, the Companydmather purchase price allocation adjustmentthimBroadwing acquisition during 2007
that resulted in a net decrease of $1 million toghodwill recorded for Broadwing.

The final valuation of the assets acquard liabilities assumed in the Looking Glass tratiea indicated that the fair value of the
identifiable net assets acquired exceeded the @deragion paid to the former owners by $22 milliaich reduced the fair value of long-lived
assets acquired in the transaction on a pro-rata.tauring the third quarter of 2007, the Compesgorded net purchase price allocation
adjustments for the Looking Glass acquisition tota2 million related to unutilized leased fadd assumed in the acquisition. The facilities
underlying these leases have not been used bydimp&hy since the date of acquisition and are rasin@d to be used by the Company in the
future. The $2 million adjustment to the purchaseepof Looking Glass was recorded as an increasiee value of the long-lived assets.

The final valuations for the Progress TelacICG Communications and TelCove acquisitionscateéd that the purchase price exceeded
the fair value of the identifiable assets acquaad liabilities assumed and resulted in goodwi80 million, $73 million and $179 million,
respectively. The final valuation for ICG Commurtioas was received in the second quarter of 208@7a fesult of the revisions to the fixed
asset and customer-related intangible asset vahsatiescribed in Note 2, the goodwill recordedanrection with the ICG Communications
acquisition was reduced from $127 million basedhanpreliminary valuation to $73 million based be final valuation.

F-37




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(11) Goodwill (Continued)
(12) Other Intangibles, net

Other Intangibles, net attributable to eatthe Company's acquisitions at December 31, 20@i72006 were as follows (dollars in
millions):

Initial Accumulated Book
Fair Value Amortization Value
December 31, 200
Customer Contracts and Relationsh
Servecas $ 9 % — 3 9
CDN Busines: 31 5) 26
Broadwing 154 (14) 14C
Looking Glass 9 2 7
TelCove 258 (41) 21z
ICG Communication 18 5) 13
Progress Telecol 36 8 28
WilTel 12C (33 87
360networks 4 2 2
Sprint 31 (32) —
Genuity 107 (207) —
Trademarks
WilTel 32 — 32
Patents and Developed Technolo
Servecas 8 — 8
CDN Busines: 10z (20 92
Telverse 31 (27) 4
Other 20 — 20
$ %t $ (285) $ 68C
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(12) Other Intangibles, net (Continued)

Initial
Fair Accumulated Book
Value Amortization Value
December 31, 200
Customer Contracts and Relationsh
Looking Glass $ 9 % @ $ 8
TelCove 25¢ (9) 244
ICG Communication 49 2 47
Progress Telecol 36 3 33
WilTel 12C @7 10z
360networks 4 D 3
Sprint 31 (26) 5
Genuity 107 (101 6
Trademarks
WilTel 32 — 32
Technology:
Telverse 31 (22) 1C
Other 20 — 20
$ 69z $ (181) $ 511
| |

The Company segregates identifiable intalegassets acquired in a business combination fooawill. Identifiable intangible assets are
generally amortized (unless the useful life is dateed to be indefinite) and the carrying amounthef identifiable intangible assets must be
evaluated at least annually for impairment usirfigivalue based test. An assessment of the carmatue of identifiable intangible assets
attributable to the communications business wampaed in the fourth quarter of 2007 and indicateat the assets were not impaired.

On July 11, 2007, Level 3 completed theugition of Servecast. In the third quarter of 20i& preliminary valuation of the assets
acquired in the Servecast transaction indicategl@evof $9 million for customer relationships ar@rgillion for technology with lives of 11
and 12 years, respectively.

On January 23, 2007, Level 3 completedadwuisition of the CDN Business. In the first gaadf 2007, the preliminary valuation of the
assets acquired in the CDN Business transactidodtet! a value of $23 million for patents and costorelated intangible assets. As descri
in Note 2, during the second quarter of 2007 then@any received a revised valuation for the CDN Bess that indicated a significant
increase in the value of the identifiable intangiabksets, primarily patents and customer-relatadgible assets. The identifiable intangible
assets for the CDN Business increased from $23omiih the preliminary valuation to $133 million the revised valuation as a result of
additional analysis of the estimated cash flowseeigd to be generated from the patents and custawquired in the CDN Business
acquisition. The increase in the value allocateithéoidentifiable intangible assets for the CDN iBass eliminated the $110 million of good\
recorded on the transaction in the first quarte2Gii7. The estimated useful lives for the patedt@rstomer-related intangible assets range
from four to ten years. The final valuation repdict not result in any additional changes to theigbn of the CDN Business.

On January 3, 2007, Level 3 completed tpisition of Broadwing. A preliminary valuation tife assets acquired in the Broadwing
transaction indicated a value of $254 million fdrolesale and
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enterprise customer-related intangible assets.[l3kad initially assigned an estimated useful diféen years to the customer-related
intangible assets. During June 2007, the Compamptaied a review of the estimated useful liveshef customer-related intangible assets for
the Broadwing acquisition that resulted in a reuncof the estimated useful lives from ten yeara tange of six to eight years. This change in
estimate, effected as of June 1, 2007, was acabdmtg@rospectively and increased amortization egpdy approximately $4 million for the
nine months ended September 30, 2007. Subsequ8aptember 30, 2007, and as described in NoteZ;dmpany received a revised
valuation for Broadwing that indicated a significalecrease in the value of the identifiable custeralated intangible assets. The identifiable
intangible assets for Broadwing decreased from $&itlton in the preliminary valuation to $154 mdl in the revised valuation as a result of
additional analysis of the estimated cash flowseeigd to be generated from the customers acquirdekiBroadwing acquisition. The decre

in customer-related intangibles of $100 millionukésd in a corresponding increase in the goodwibrded on the Broadwing transaction. As a
result of the revised valuation of the customeatesl intangible assets in the fourth quarter of728%e Company also reviewed the estimated
useful lives of the customer-related intangiblestsor the Broadwing acquisition again. The foutiarter 2007 review of the useful lives of
the Broadwing customer-related intangible assetslted in increasing the useful lives from a raafisix to eight years to a range of nine to
twelve years. The increase in the useful lives ftbenanalysis completed in the second quarter @7 20 the analysis completed in the fourth
guarter of 2007 was due to the underlying changdise timing of estimated cash flows expected tgdreerated from the customers acquire
the Broadwing acquisition. Due to the fact thatthkiation of the Broadwing customer-related intalggassets changed significantly in the
revised valuation report, the Company recordethénfourth quarter, a cumulative catch up adjustrteenecognize the amount of amortization
expense that would have been recognized for thgdal based on the revised valuation. This redlite net decrease in amortization expense
of $9 million in the fourth quarter of 2007.

On August 2, 2006, Level 3 completed thguéition of Looking Glass. The final valuationtbe assets acquired in the Looking Glass
transaction as of the acquisition date indicatedledale custometelated intangible assets of approximately $9 onillivith an estimated use’
life of eight years. During June 2007, the Compemmypleted a review of the estimated useful liféhef customer-related intangible assets for
the Looking Glass acquisition that resulted indurgion of the estimated useful life from eight st six years. This change in estimate,
effected as of June 1, 2007, was accounted foppmiiwely, in accordance with SFAS No. 154, anddéased amortization expense by
approximately $1 million for year ended DecemberZ107. In addition, this change in estimate insegldoss from continuing operations and
net loss by $1 million, or less than $0.01 per shior the year ended December 31, 2007.

On July 24, 2006, Level 3 completed theugitjon of TelCove. The final valuation of the essacquired in the TelCove transaction as of
the acquisition date indicated wholesale and eriggrgustomerelated intangible assets of approximately $25%anil with lives ranging fron
nine to thirteen years and other intangible agsfeapproximately $20 million with an indefinite dif During June 2007, the Company compl
a review of the estimated useful lives of the comorelated intangible assets for the TelCove a&itijpm that resulted in a reduction of the
estimated useful lives from a range of nine tot¢iein years to a range of six to eight years. T ge in estimate, effected as of June 1, 2007,
was accounted for prospectively, in accordance %HAS No. 154, and increased amortization expenspproximately $9 million for the
year ended December 31, 2007. In addit
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(12) Other Intangibles, net (Continued)

this change in estimate increased loss from coininaperations and net loss by $9 million, or apprately $0.01 per share, for the year
ended December 31, 2007.

On May 31, 2006, Level 3 completed the &itjon of ICG Communications. A preliminary vali@t of the assets acquired in the ICG
Communications transaction indicated a value of ®Bon for wholesale customer-related intangibksets with an estimated useful life of
15 years. As described in Note 2, during the secprditer of 2007 the Company received the finalatibn for both the identifiable tangible
and intangible assets acquired in the ICG Commtinitgacquisition that included revised valuatifomrsthose assets. As a result of the
changes to the valuation of the fixed assets, @hgation of the identifiable intangible assets dased from $49 million in the preliminary
valuation to $18 million in the final valuation. Bog June 2007, the Company completed a review@gstimated useful life of the customer-
related intangible assets for the ICG Communicati@meguisition that resulted in a reduction in thgneated useful life from fifteen years to six
years. This change in estimate, effected as of JuBB807, was accounted for prospectively and @dse amortization expense by less |
$1 million for the year ended December 31, 200&rattking into consideration the reduced valuatibthe ICG Communications customer-
related intangible assets.

On March 20, 2006, Level 3 completed thguésition of Progress Telecom. A final valuationtioé assets acquired in the Progress
Telecom acquisition resulted in a value of $36iorillfor customer-related intangible assets witlestimated useful life of eight years.

On December 23, 2005, Level 3 completechtigpuisition of WilTel. A final valuation of the sets acquired indicated a value of
$152 million for identifiable intangible assets.€eTimtangible assets primarily include customerti@teships and the Vyvx trademark. The final
valuation placed an indefinite life on the Vyvxdeanark and lives ranging from 6 to 11 years forahgtomer relationships.

Intangible asset amortization expense vi&el $nillion, $78 million and $63 million for the ges ended December 31, 2007, 2006 and
2005, respectively.

The amortization expense related to intaleghssets currently recorded on the Company'sdfmsleach of the five succeeding years is
estimated to be the following for the years endeddédnber 31: 2008—$100 million; 2009—$95 million126-$95 million; 2011—
$94 million, 2012—$72 million and thereafter—$172lion.

(13) Other Assets, net

At December 31, 2007 and 2006 other assetsisted of the following:

2007 2006

(dollars in millions)

Debt Issuance Costs, r $ 78 $ 75
Deferred Tax Asse 23 —
Investment: 1C 14
Deposits 12 17
Other 22 22

$ 14t ¢  12¢
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The Company had investments totaling $llGaniand $14 million for the years ended Decentier2007 and 2006, respectively. These
investments are accounted for using the cost method

See Note 14 below for a discussion of é&htance costs included in other assets, net above.
(14) Long-Term Debt

At December 31, 2007 and 2006, long-terist ee&as as follows:

(dollars in millions) 2007 2006

(dollars in millions)

Senior Secured Term Loan due 2014 (7.49 $ 1400 $ —
Senior Secured Term Loan due 2( — 73C
Senior Notes due 2008 (11.0' 20 78
Senior Euro Notes due 2008 (10.7& 5 65
Senior Discount Notes due 20 — 48¢
Senior Euro Notes due 20 — 137
Senior Notes due 201 — 96
Senior Notes due 2010 (11.5' 13 692
Fair value adjustment on Senior Notes due 2 (D) (60)
Senior Notes due 2011 (10.75 3 3
Floating Rate Senior Notes due 2011 (11.88 6 15C
Issue discount on Senior Notes due 2 — 4
Senior Notes due 2013 (12.25 55C 55C
Issue discount on Senior Notes due 2 2 2
Senior Notes due 2014 (9.25' 1,25( 1,25(
Issue premium on Senior Notes due 2 1C 11
Floating Rate Senior Notes due 2015 (9.1 30C —
Senior Notes due 2017 (8.75' 70C —
Convertible Senior Notes due 2010 (2.87¢ 374 374
Convertible Senior Notes due 2011 (5.2¢ 34t 34t
Convertible Senior Notes due 2011 (10.( 27t 88C
Convertible Senior Notes due 2012 (3.t 33t 33t
Convertible Senior Discount Notes due 2013 (9. 29k 27E
Convertible Subordinated Notes due 2009 (6. 362 362
Convertible Subordinated Notes due 2010 (6. 514 514
Commercial Mortgage due 2015 (6.86 69 70
Capital lease 41 23
6,86¢ 7,36

Less current portio (32 (5)

$ 683 $ 7,35i
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(14) Long-Term Debt (Continued)
Debt Exchanges, Conversions, Redemptions and Repurchases
2007 Debt for Equity Exchanges

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 téillion shares of Level 3's common stock. Thersbaf the Company's common stock are
exempt from registration pursuant to Section 3(a)(@er the Securities Act of 1933, as amended.Gdrapany recognized a $177 million |
on extinguishment of debt for the exchanges. Inallid the loss was approximately $1 million of umatized debt issuance costs.

2007 Redemptions and Repurchases

In March 2007, the Company redeemed usas) the entire $722 million of outstanding printg@ount of the following debt issuances
and recognized a loss on extinguishment of debtitgt $54 million on the redemption transactions.

. Redeemed $488 million of outstanding 12.875% SeMaies due 2010 at a price equal to 102.146% optimeipal amount an
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% of fiiheipal amount an
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%aniloss 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).

In March 2007, the respective issuers rgpased using cash, through tender offers, $94lomitlf 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 patti@time 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 mmlirounamortized debt
issuance costs. Accrued interest paid at the tinnepurchase totaled $3 million.
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. Repurchased $677 million of its outstanding 11.5%i& Notes due 2010 at a price equal to $1,115e261,000 principz
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 interastgiethe time of repurchase totaled $3 million.

. Repurchased $61 million (€46 million) of its outading 10.75% Senior Euro Notes due 2008 at a jpidesl to €1,061.45 per
€1,000 of principal amount of the notes, whichnigd €1,031.45 as the tender offer consideratidr€8@ as a consent
payment, and recognized a $24 million loss on gxiishment of debt consisting of a $24 million ckss and less than
$1 million in unamortized debt issuance costs. Aedrinterest paid at the time of repurchase totiBedhillion (€2 million).

In connection with the tender offers contgdiein the first quarter of 2007, Level 3 and Le®élinancing, Inc. ("Level 3 Financing"), a
wholly owned subsidiary of the Company, obtainedsamts to certain proposed amendments to the teéspewlentures governing the notes
that are subject to the tender offer transacti@ssidbed above to eliminate substantially all ef tbvenants, amend certain repurchase rights,
certain discharge rights and certain events ofulefand related provisions contained in those ihalers.

On February 23, 2007, Level 3 Financing plated a consent solicitation with respect to ¢eranendments to the indenture governing
Level 3 Financing's outstanding 12.25% Senior Ndtes2013 that allowed for the incurrence of detstdal 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 amendedrnitude was incurred in March 2007. In connectiorhviite consent solicitation, the Comp
paid consent fees totaling approximately $2 milkamich were capitalized as additional debt issuanusts and will be amortized over the
remaining life of the related debt issuances uiegeffective interest method.

2007 Conversion of Broadwing Corporation 3.125% Cowertible Senior Debentures due 2026

On February 17, 2007, Level 3's wholly-odisebsidiary, Broadwing, completed the repurcha$d anillion aggregate principal amount
of Broadwing's outstanding 3.125% Convertible SebBiebentures due 2026 (the "Debentures"). The inglergoverning the Debentures
required Broadwing to make the offer to repurchthseDebentures as a result of the Company's atiquisif Broadwing on January 3, 2007.

As a result of the acquisition, each $1,pfiicipal amount of the Debentures was convertiblihe option of the holder into $492.77 in
cash and 80.789 shares of Level 3 common stockesepting a conversion price equal to the condiiderpayable to Broadwing stockholders
in the acquisition of (i) $8.18 in cash per shar8madwing, multiplied by 60.241, and (ii) 1.344&kares of Level 3 common stock, multiplied
by 60.241. Additionally, as a result of the acdiosi, a make-whole premium was payable on Debesttoaverted prior to February 17, 2007,
consisting of (i) 14.969 additional shares of Le¥&lommon stock and (ii) an additional $91.31 ishcper $1,000 principal amount of
Debentures.

Holders owning $179 million aggregate pipat amount of the Debentures converted those Diabeninto a total of approximately
17 million shares of Level 3 common stock and ats®ived
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approximately $105 million in cash. As a resultltdse conversions and the repurchase discussed,asouf February 17, 2007, the
Debentures are no longer outstanding. There wagimoor loss recognized due to the fact that, updechase accounting, the liability for the
notes was valued at the total cost to retire tHigation.

2006 Debt Exchange

On January 13, 2006, the Company completiedte exchange offers to exchange a portionsoditstanding 9.125% Senior Notes due
2008, 11% Senior Notes due 2008 and 10.5% Sengmobit Notes due 2008 (together the "2008 Notési)were held by eligible holders i
private placement for cash and new 11.5% SenioedNdtie 2010. The Company issued $692 million aggegyincipal amount of 11.5%
Senior Notes due 2010 as well as paid $46 milliocash consideration in exchange for the 2008 Nigtiedered in the transactions. The
Company also paid approximately $13 million in céshtotal accrued interest to the closing datelen2008 Notes that were accepted for
exchange.

Pursuant to the guidance in EITF No. 96-D&btor's Accounting for a Modification or Exchangf Debt Instruments” ("EITF No. 96-
19"), the Company accounted for the exchange 09th25% Senior Notes due 2008 and the 11% SenitadNtue 2008 as an extinguishment
of debt and recognized a gain of approximately $#lion in Other Income in the first quarter of Z00The gain was determined using the fair
value of the new 11.5% Senior Notes due 2010 dtirte of issuance. The fair value of the 11.5% BeNiotes due 2010 was approximately
$73 million less than the face amount of the d&he accretion of the $73 million discount will keflected as interest expense in future periods
using the effective interest method. The 11.5% &@eXbtes due 2010 were recorded at their fair vatluéhe transaction date and will accret
their face value at maturity. Premiums paid to badbf the 9.125% Senior Notes due 2008 and the 3d84r Notes due 2010 of $41 million
reduced the gain on extinguishment of debt.

In accordance with EITF No. 96-19, the exuie of the 10.5% Senior Discount Notes due 20G8ageounted for as a modification of the
existing debt. The premiums paid to the holderthefl0.5% Senior Discount Notes due 2008 of $5anilvere added to the existing debt
issuance costs and will be amortized over the te#rthe 11.5% Senior Notes due 2010.

The Company incurred approximately $5 wiillof third party costs associated with the exckamgnsaction. The costs were allocated to
each tranche of debt based on the amount tenderedd¢hange. The $4 million of fees allocated ®t125% Senior Notes due 2008 and the
11% Senior Notes due 2008 were capitalized andbsitimortized to interest expense over the tertheofespective notes. The $1 million of
costs allocated to the 10.5% Senior Discount Ndtes2008 were expensed in the first quarter of 2006

The principal amount of 2008 Notes tendéseskt forth in the table below (dollars in mitig).

Aggregate Aggregate
Principal Amount Principal Amount
Outstanding Aggregate of Old Notes that Total Cash
Before Principal Amount Remained Premium

2008 Notes Exchanged Exchange Offers Tendered Outstanding Payment
9.125% Senior Notes due 20 $ 954 $ 55¢ $ 3% $ 36
11% Senior Notes due 20! 132 54 78 5
10.5% Senior Discount Notes d 144 82 62 5

2008
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The exchange offers were made only to fjedlinstitutional buyers and institutional accttediinvestors inside the United States and to
certain non-U.S. investors.

The 11.5% Senior Notes are senior unseasigations of the Company, ranking equal in righpayment with the old notes not
tendered in the exchange offers as well as allratbrior unsecured obligations of the Company. Th&% Senior Notes due 2010 mature on
March 1, 2010, and bear interest at a rate perraregual to 11.5%. Interest on the notes is payalelarch 1 and September 1 of each year,
beginning on September 1, 2006. The Company maeracome or all of the 11.5% Senior Notes due 2050y time on or after March 1,
2009, at 100% of their principal amount plus acdrimerest. As described above, on March 15, 28@7Company repurchased $677 million
of its outstanding 11.5% Senior Notes due 2010.

The Company's exchange offer registrattatesent for these notes was declared effectidysecurities and Exchange Commissiol
August 8, 2006 and the exchange offer relatindpésé¢ notes was subsequently completed.

2006 Debt Tenders and Redemptions

On July 13, 2006, Level 3 redeemed altobutstanding 9.125% Senior Notes due 2008 ar&®d Genior Discount Notes due 2008
remaining after the debt exchange completed onaigril8, 2006, described above. Aggregate princgadl,premium and accrued interest
totaled $470 million.

The 9.125% Senior Notes due 2008 were raddet a redemption price equal to 100% of thecjpél amount of those notes plus accr
and unpaid interest. The aggregate principal amol@1125% Senior Notes due 2008 that were redeavasds398 million. The 10.5% Senior
Discount Notes due 2008 were redeemed at a redemgtice equal to 101.75% of the principal amoumhaturity of those notes plus accrued
and unpaid interest. The aggregate principal amaumtaturity of 10.5% Senior Discount Notes due@tiat were redeemed was $62 million.

On December 27, 2006, Level 3 Financinglpased for cash $497 million in total principal ambof its 10.75% Senior Notes due 2011,
representing approximately 99.3% of the aggregateipal amount outstanding of all 10.75% Senioté¢éoDue 2011. Holders of the 10.75%
Senior Notes due 2011 validly tendered and accdptguurchase by Level 3 Financing received $1,29er $1,000 principal amount of the
these notes, which included $1,062.21 as the psecpace and $30.00 as a consent payment. Leviela®i&ing paid in cash approximately
$528 million to purchase the 10.75% Senior Notes 211 as well as a $15 million consent payment®dridmillion for total accrued interest
to the closing date of the tender offer. The Comngpacorded a $54 million net loss on the earlyreggishment of the debt, including
unamortized debt issuance costs of $8 million.

Debt Issuances and Refinancings
2007 Senior Note Issuance

On February 14, 2007, Level 3 Financingégss$700 million of its 8.75% Senior Notes due 2ahd $300 million of its Floating Rate
Senior Notes due 2015 and received net procee®88& million. The proceeds from these private afigs were used to refinance certain
Level 3 Financing debt and to fund the cost of tmsion, installation, acquisition, lease, devefegmt and improvement of other assets to be
used in Level 3's communications business. Segadletbdescription of the notes below.
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2007 Senior Secured Credit Agreement Refinancing

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 3.00&LIBOR 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. Setadededescription of the Senior Secured
Term Loan due 2014 below.

2007 Interest Rate Swaps

Level 3 has floating rate long-term debite3e obligations expose the Company to variahiliipterest payments due to changes in
interest rates. If interest rates increase, intengsense increases. Conversely, if interest ddesease, interest expense also decreases. On
March 13, 2007, Level 3 Financing entered into imterest rate swap agreements to hedge the infgagsients on $1 billion notional amount
of floating rate debt. The two interest rate swgpeaments are with different counterparties andar$500 million each. The transactions
were effective beginning April 13, 2007 and matoneJanuary 13, 2014. Under the terms of the inteads swap transactions, Level 3 recei
interest payments based on rolling three month IRBE€rms and pays interest at the fixed rate of%.88der one arrangement and 4.92%
under the other. Level 3 has designated the irttesitss swap agreements as a cash flow hedge onténest payments for $1 billion of floating
rate debt. Level 3 evaluates the effectiveneshehedge on a quarterly basis. The Company doesntert into derivative instruments for any
purpose other than cash flow hedging.

The fair value of the interest rate swapeagents was a liability of $37 million as of Dedrn31, 2007. For the year ended Decembe
2007, unrealized losses of $37 million were recdrole the interest rate swap agreements and aredgntin Other Comprehensive Income
(Loss). The change in the fair value of the interate swap agreements is reflected in Other Congmrgive Income (Loss) due to the fact that
the interest rate swap agreements are designatedeftective cash flow hedge of $1 billion notibamount of the Company's floating rate
debt.

2006 Amendment and Restatement of Credit Facility

On June 27, 2006, Level 3 Financing ameraaedrestated its existing $730 million senior sedicredit facility (see Senior Secured Te
Loan due 2011 below) to reduce the interest ragalga under the agreement by 400 basis points,fintité pre-payment provisions and make
other specified changes.

The amendment of the credit facility wasated as an extinguishment of the existing deltLiment due to the significant change in
lenders of the debt in accordance with EITF No1967The fair value of the amended and restatedtdiility approximated the carrying
value of the original credit facility as the intsteate of the amended and restated credit facipgyroximated current market rates. As part of
the transaction, Level 3 Financing paid a prepayrpeemium of approximately $42 million to existidgbt holders. The prepayment premium
along with the unamortized deferred debt issuansésmf $13 million from the original offering, werecognized as a loss on the
extinguishment of debt in the second quarter o620le Company also incurred
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$11 million of third party costs to complete thiartsaction. These costs were reflected as defdeletissuance costs and will be amortized to
interest expense over the term of the debt usiagtlective interest method.

As described above, in March 2007, the Camgprefinanced its senior secured credit agreeaahrepaid the $730 million Senior
Secured Term Loan due 2011.

Capital Leases

As part of the Broadwing transaction cortgileon January 3, 2007, the Company now includés financial statements certain capital
lease obligations of Broadwing totaling $24 milljoalated primarily to a metro fiber IRU agreemdrtie capital leases mature at various dates
through 2022.

Debt I nstruments
At December 31, 2007, Level 3 was in coanpde with the covenants on all outstanding debgisses.
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, puntsisewhich 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 appleafdrgin of 2.25% per annum. The borrower has phiem of electing one, two, three or six
month LIBOR at the end of each interest rate period

Interest on the Senior Secured Term Loan2014 accrues at the elected LIBOR rate plus 2 2&%&annum and is payable in cash at the
end of each LIBOR period elected in arrears, begmduly 13, 2007, provided that in the case akarsnth interest period, interim interest
payments are required at the end of the first thresths. The interest rate was 7.493% at Decenthe2@7. See discussion of the interest
swap agreements earlier in this footnote.

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 subsidiariesdt@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 sdilbbsies obtained all material governmental auttadiins and consents required in order
for them to pledge certain of their assets andantaee 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 ceddiivities. 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 agreement
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dated June 27, 2006. In addition, Level 3 usedragooof the net proceeds to fund the purchasesdbin of its existing debt securities.

Debt issuance costs of $18 million wereitediped and are being amortized to interest expaver the term of the Senior Secured Term
Loan due 2014 using the effective interest method.

11% Senior Notes due 2008

In February 2000, Level 3 Communicatioms, received $779 million of net proceeds, aftansaction costs, from a private offering of
$800 million aggregate principal amount of its 1$&nior Notes due 2008 ("11% Senior Notes"). As ef&nber 31, 2007 a total of
$780 million aggregate principal amount of the 1%&#ior Notes had been repurchased. Interest amties accrues at 11% per year and is
payable semi-annually in arrears in cash on Makchrid September 15, beginning September 15, 20@01T% Senior Notes are senior,
unsecured obligations of Level 3 Communications,, Irankingpari passwwith all existing and future senior debt. The 11&hni6r Notes
cannot be prepaid by Level 3 Communications, lkwed mature on March 15, 2008.

In March 2007, the Company repurchasedriiitbn of its outstanding 11% Senior Notes due @0 a price equal to $1,054.28 per
$1,000 principal amount of the notes, which incii®&,024.28 as the tender offer consideration &des a consent payment, and recognized
a $3 million loss on extinguishment of debt conisgsbf a $3 million cash loss and less than $liamlin unamortized debt issuance costs.
Accrued interest paid at the time of repurchasaledt$3 million.

Debt issuance costs of $21 million wergioally capitalized and are being amortized toresgé expense over the term of the 11% Senior
Notes. As a result of amortization and debt repasel, the capitalized debt issuance costs haveréeéeced to less than $1 million
December 31, 2007.

10.75% Senior Euro Notes due 2008

In February 2000, Level 3 Communicatioms, received €488 million ($478 million when issyefinet proceeds, after debt issuance
costs, from an offering of €500 million aggregatmpipal amount 10.75% Senior Euro Notes due 2008.75% Senior Euro Notes").

In March 2007, the Company repurchasedriiion (€46 million) of its outstanding 10.75% SenEuro Notes due 2008 at a price equal
to €1,061.45 per €1,000 of principal amount ofrib&es, which included €1,031.45 as the tender efiesideration and €30 as a consent
payment, and recognized a $24 million loss on exiishment of debt consisting of a $24 million clss and less than $1 million in
unamortized debt issuance costs. Accrued inteeddtat the time of repurchase totaled $3 millio2 gllion).

As of December 31, 2007, a total of €498iom aggregate principal amount of the 10.75% 8eRuro Notes had been repurchased.
Interest on the notes accrues at 10.75% per yehisgrayable in Euros semi-annually in arrears @ndi 15 and September 15 each year
beginning on September 15, 2000. The 10.75% Séniny Notes are not redeemable by Level 3 Commuboitstinc. prior to their maturity
on March 15, 2008. Debt issuance costs of €12anillvere originally capitalized and are being amzediover the term of the 10.75% Senior
Euro Notes. As a result of amortization and deptirehases, the net capitalized debt issuance lsagésbeen reduced to less than €1 million at
December 31, 2007
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The 10.75% Senior Euro Notes are senigecured obligations of the Company, ranking passpawith all existing and future senior
debt.

12.875% Senior Discount Notes due 2010

In February 2000, Level 3 Communicatioms, kold in a private offering $675 million aggrégarincipal amount at maturity of its
12.875% Senior Discount Notes due 2010 ("12.875#08®iscount Notes"). The sale proceeds of $360anj excluding debt issuance co
were recorded as long-term debt. As of Decembe2@06, a total of $187 million aggregate principalount at maturity of the 12.875%
Senior Discount Notes had been repurchased.

In March 2007, the Company redeemed therging $488 million of outstanding 12.875% Seniatds due 2010 at a price equal to
102.146% of the principal amount and recognized2$illion loss on extinguishment of debt consigtof a $10 million cash loss and
$2 million in unamortized debt issuance costs. Aedrinterest paid at the time of redemption totéded than $1 million.

Debt issuance costs of $9 million were ioadly capitalized and were being amortized toriest expense over the term of the 12.875%
Senior Discount Notes. As a result of amortizaiod debt repurchases, the capitalized debt issuaste have been reduced to zero at
December 31, 2007.

11.25% Senior Euro Notes due 2010

In February 2000, Level 3 Communicatioms, received €293 million ($285 million when issyefinet proceeds, after debt issuance
costs, from an offering of €300 million aggregatmpipal amount 11.25% Senior Euro Notes due 2010.25% Senior Euro Notes").

In March 2007, the Company redeemed theiging $138 million (€104 million) of outstandind.25% Senior Euro Notes due 2010 at a
price equal to €101.875 per €1,000 of principal ant@nd recognized a $39 million loss on extingoisht of debt consisting of a $38 million
cash loss and $1 million in unamortized debt issearosts. Accrued interest paid at the time of rgaton totaled less than $1 million (less
than €1 million).

Debt issuance costs of €7 million were ioafly capitalized and were being amortized overtdrm of the 11.25% Senior Euro Notes. As
a result of amortization and debt repurchases;dpéalized debt issuance costs have been redocestd at December 31, 2007.

11.25% Senior Notes due 2010

In February 2000, Level 3 Communicatioms, received $243 million of net proceeds, aftansaction costs, from a private offering of
$250 million aggregate principal amount of its BE@Senior Notes due 2010 ("11.25% Senior NotesS)oPDecember 31, 2006, a total of
$154 million aggregate principal amount of the 5%@2Senior Notes had been repurchased.

In March 2007, the Company redeemed theirimg $96 million of outstanding 11.25% Senior &tlue 2010 at a price equal to
101.875% of the principal amount and recognize8 anflion loss on extinguishment of debt consistafg $2 million cash loss and $1 milli
in unamortized debt issuance costs. Accrued irntpagd at the time of redemption totaled less thamillion.

Debt issuance costs of $7 million were ioadly capitalized and were being amortized tories¢ expense over the term of the 11.25%
Senior Notes. As a result of amortization and deptirchases, the capitalized debt issuance coststieen reduced to zero at December 31,
2007.
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11.5% Senior Notes Due 2010

In January 2006, Level 3 Communications, lssued $692 million aggregate principal amodiritsol1.5% Senior Notes due 2010 in
connection with the private exchange offers foogtipn of its outstanding 9.125% Senior Notes dde& 11% Senior Notes due 2008 and
10.5% Senior Discount Notes due 2008 as describedesfor the 2006 Debt Exchange. The fair valuthefl1.5% Senior Notes due 2010 was
approximately $73 million less than the face amafrthe debt. The accretion of the $73 million disat will be reflected as interest expens
future periods using the effective interest methidte 11.5% Senior Notes due 2010 were recorddtkatfair value on the transaction date :
will accrete to their face value at maturity.

The 11.5% Senior Notes are senior unseasigations of the Company, ranking equal in righpayment with the old notes not
tendered in the exchange offers as well as allra@érior unsecured obligations of the Company. Th&% Senior Notes due 2010 mature on
March 1, 2010, and bear interest at a rate perraregual to 11.5%. Interest on the notes is payablelarch 1 and September 1 of each year,
beginning on September 1, 2006. The Company maeracsome or all of the 11.5% Senior Notes due 2050y time on or after March 1,
2009, at 100% of their principal amount plus acdrinterest.

In March 2007, the Company repurchased $giflibn of its outstanding 11.5% Senior Notes @040 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 cstisg of a $78 million cash loss and $63 milliorumamortized debt issuance costs and
unamortized discount. Accrued interest paid atithe of repurchase totaled $3 million. As of Decem®1, 2007, 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 amortizadiot debt repurchases, the capitalized debt issuaste have been reduced to less than
$1 million at December 31, 2007.

10.75% Senior Notes due 2011

In October 2003, Level 3 Financing recei$d86 million of net proceeds from a private plaeetoffering of $500 million aggregate
principal amount of its 10.75% Senior Notes due12(310.75% Senior Notes"). As of December 31, 2@0&tal of $497 million aggregate
principal amount of the 10.75% Senior Notes hachlvedeemed. Interest on the notes accrues at 1(péb%Year and is payable in arrears on
April 15 and October 15 each year in cash. Thesesrare guaranteed by Level 3 Communications, L€ laevel 3 Communications, Inc.
(See Note 21).
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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 time
on or after October 15, 2007, plus accrued andidripterest thereon to the redemption date, if eded during the twelve months beginning
October 15, of the years indicated below:

Year Redemption Price

2007 105.37"%
2008 102.68%%0
2009 and thereafte 100.00(%

In connection with the tender offer anditet! consent solicitation on December 27, 2006eL&WFinancing entered into a Supplemental
Indenture, which modified the original indenturdethas of October 1, 2003 ("10.75% Note Indentu@¥jong Level 3, as Guarantor, Level 3
Financing, as issuer, and The Bank of New Yorkl rastee, relating to the 10.75% Notes. Pursuatitdéc&supplemental Indenture, the 10.75%
Note Indenture was amended to eliminate substinéHlof the covenants, certain repurchase rigimd certain events of default and rele
provisions contained in the 10.75% Note Indenture.

The 10.75% Senior Notes are senior, ungecolligations of Level 3 Financing, rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Financing.

Debt issuance costs of $14 million wergioally capitalized and are being amortized toregé expense over the term of the 10.75%
Senior Notes. As a result of amortization and #purchase transaction, the capitalized debt issuensts have been reduced to less than
$1 million at December 31, 2007.

Floating Rate Senior Notes due 2011

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 onlaggregate 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 $iiltbn of its outstanding Floating Rate SeniortBdue 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 cetiisg of a $12 million cash loss and $6 millioruimamortized debt issuance costs and
unamortized discount. Accrued interest paid atithe of repurchase totaled $8 million.

As of December 31, 2007, a total of $6 imnllaggregate principal amount remains outstandihg.Floating Rate Senior Notes due 2011
rank equal in right of payment with all other seniosecured obligations of Level 3 Financing angehan initial interest rate equal to the six
month London Interbank Offered Rate ("LIBOR"), pfu875%, which will be reset semi-annually. Intéi@s the notes is payable on March 15
and September 15 of each year, beginning on Septehh 2006. The interest rate was 11.88% at DeeeBih 2007. The Floating Rate Se
Notes due 2011 were priced at 96.782% of par afidnature on March 15, 2011. The discount, afterdkbt repurchase
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less than $1 million and is reflected as a redndtidongterm debt and is being amortized as interest expewner the term of the Floating R
Senior Notes due 2011 using the effective interethod. These notes are guaranteed by Level 3 Coinaiions, Inc. and Level 3
Communications, LLC (See Note 21).

The Floating Rate Senior Notes due 201kabgect to redemption at the option of Level 3dficing 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 percentageoipal 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.(%
2009 101.(%
2010 100.(%

Debt issuance costs of $3 million were dizied and are being amortized over the term @Rloating Rate Senior Notes due 2011 using
the effective interest method. As a result of aiation and the debt repurchase, the capitalizétlidsuance costs have been reduced to less
than $1 million at December 31, 2007.

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 aggregaincipal amount of 12.25% Senior Notes due 2843ed on March 14, 2006 are treated
under the same indenture as a single series oé.nbibe Company received net proceeds of $538 millEsociated with the 12.25% Senior
Notes due 201

The 12.25% Senior Notes due 2013 are semnisecured obligations of Level 3 Financing, ragkeéqual 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 21). The notes wédtune 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@03illion 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 agduction 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 contaiaicecovenants, which among other things, limditidnal indebtedness, dividend payme
certain investments and transactions with affifate

Debt issuance costs of approximately $1llianiwere capitalized and are being amortized dkierterm of the 12.25% Senior Notes due
2013. As a result of amortization, the capitalidetht issuance costs have been reduced to $10malliDecember 31, 2007.

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 privéesiofy of $600 million aggregate principal amouhits 9.25% Senior Notes due 2014 ("9.25%
Senior Notes Due 2014"). On December 13, 2006, IL2@ommunications, Inc., as guarantor and Leveinzncing, Inc. as borrower, recei\
$661 million of net proceeds after transaction €@std accrued interest, for a second offering 80%@illion aggregate principal amount of
9.25% Senior Notes due 2014. These notes togeittethe $600 million aggregate principal amoun®d5% Senior Notes due 2014 issue:
October 30, 2006 were issued under the same indeatd will be treated as a single series of ndtee.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 Financiitgese notes are guaranteed by Level 3 Communicatioo. (See Note 21). The notes will
mature on November 1, 2014. Interest on the 9.26860% Notes Due 2014 accrues at 9.25% interesgqrarand is payable semi-annually in
cash on May 1 and November 1 beginning May 1, 200€.$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 amcéffe yield of 8.86% to the purchasers of thesdosenotes. The resulting premium of the
two issuances of approximately $11 million is refésl as an increase to loterm debt and is being amortized as a reductiontévest expens
over the remaining term of the 9.25% Senior Notes 2014 using the effective interest method. ABefember 31, 2007, the premium
remaining was approximately $10 million.

A portion of the proceeds were used to eed&497 million of the Company's 10.75% Senior N@ee 2008 on December 27, 2006.

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 redektuging the twelve months beginning November lthefyears indicated below:

Year Redemption 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 thegiad 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 $10i@min 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 affiate

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 $21malliDecember 31, 2007.

Floating Rate Senior Notes Due 2015 and 8.75% Seniotes Due 2017

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 Noi@st)) $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®8% Senior Notes and the 2015
Floating Rate Senior Notes. Interest on the 8.78%id Notes accrues at 8.75% interest per yearsapayable semi-annually in cash on
February 15th and August 15th beginning Augus20®,7. The principal amount of the 8.75% Senior Notdl be due on February 15, 2017.
Interest on the 2015 Floating Rate Senior Notesuascat LIBOR plus 3.75% per annum, reset semi-ahn he interest rate was 9.15% at
December 31, 2007. Interest on the 2015 Floatirtg Ranior notes is payable semi-annually in cashedmmuary 15th and
August 15th beginning August 15, 2007. The prinkcgraount of the 2015 Floating Rate Senior Noteslvéldue on February 15, 2015.

At any time prior to February 15, 2012, £E8 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 redemptiaceprqual to 100% of the principal amount of th&586 Senior Notes so redeemed plus the
8.75% Applicable
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Premium as of, and accrued and unpaid interestahe(if any) to, the redemption date (subject tortght of holders of record on the relevant
record date to receive interest due on the relemégrtest 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 el sedemption date of (i) 104.375% of the
principal amount of such 8.75% Senior Notes plsll required interest payments due on such 8. B&hior Notes through February 15, 2
(excluding accrued but unpaid interest to the rqatem date), computed using a discount rate equéile Treasury Rate (as defined in the
indenture governing the 8.75% Senior Notes) asicfi sedemption date plus 50 basis points, oveth@principal amount of such 8.75%
Senior Notes.

The 8.75% Senior Notes are subject to rexiem at the option of Level 3 Financing in wholeio part, at any time or from time to time,
on or after February 15, 2012 at the redemptiotegr{expressed as a percentage of principal amseinfprth below, plus accrued and unpaid
interest thereon to the redemption date, if redekeduging the twelve months beginning February I5he years indicated below:

Year Redemption Price

2012 104.37"%
2013 102.91%
2014 101.45%%0
2015 100.00(%

At any time or from time to time on or prto February 15, 2010, Level 3 Financing may redep to 35% of the original aggregate
principal amount of the 8.75% Senior Notes at @mnggtion price equal to 108.75% of the principal ammf 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 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 offiegs 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 antling immediately after giving effect to such negtion. Any such redemption shall be
made within 90 days of such private placement dlipwffering 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 filgaRate 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 accrueduanphid interest thereon (if any) to, the redemptiate (subject to the right of holders of
record on the relevant record date to receiveéstaiue on the relevant 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 Neaied (2) the excess, if any, of (a) the presentevat such redemption date of (i) the
redemption price of 102% of

F-56




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(14) Long-Term Debt (Continued)

the principal amount of such Floating Rate Senioteld, plus (ii) all required interest payments doesuch Floating Rate Senior Notes through
February 15, 2009 (excluding accrued but unpaier@st to the redemption date), such interest paigiere determined in accordance with
the indenture governing the Floating Rate SenideBlassuming that LIBOR in effect on the date efdpplicable redemption notice would be
the applicable LIBOR in effect through February 2609, computed using a discount rate equal td@ thasury Rate (as defined in the
indenture governing the Floating Rate Senior Naass)f such redemption date plus 50 basis poines, @) the principal amount of such
Floating Rate Senior Notes.

The Floating Rate Senior Notes are sultgeptdemption 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 redesngirices (expressed as a percentage of prinaipaliat) set forth below, plus accrued and
unpaid interest thereon to the redemption datedéemed during the twelve months beginning Febrly of the years indicated below:

Year Redemption Price

2009 102.(%
2010 101.(%
2011 100.(%

At any time or from time to time on or prto 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 theeBiteate on the Floating Rate Senior Notes afpkoan the date that notice of t
redemption is given, plus accrued and unpaid istehereon (if any) to the redemption date (suldjgthe right of holders of record on the
relevant record date to receive interest due omdlexant interest payment date), with the net gaeheeds contributed to the capital of Level 3
Financing of one or more private placements toger®ther than affiliates of Level 3 or underwritfmublic 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@dwotes would remain outstanding immediately raffi#ing effect to such redemption. A
such redemption shall be made within 90 days ofi guivate 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,iwdnicong other things, limit additional
indebtedness, dividend payments, certain invesram transactions with affiliates.

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, 2007.

Debt issuance costs of approximately $&ionilwere capitalized and are being amortized tdherterm of the Floating Rate Senior Notes
due 2015. As a result of amortization, the capgalidebt issuance costs have been reduced to apptely $5 million at December 31, 2007.
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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 SenimteB!l") in an underwritten public offering pursuemthe Company's shelf registration
statement. Interest on the notes accrues at 2.9&5%ear and is payable semi-annually in arreacaé 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 débe 2.875% Convertible Senior Notes contain lichitevenants, which restrict additional
liens on assets of the Company.

The 2.875% Convertible Senior Notes arevedible into shares of the Company's common st&ickconversion rate of $7.18 per share,
subject to certain adjustments. On or after July2D®7, Level 3, at its option, may redeem for casbr a portion of the notes. Level 3 may
exercise this option only if the current marketprfor the Level 3 common stock for at least 2@itrg days within any 30 consecutive trading
day period exceeds prices ranging from 170% ottreversion price on July 15, 2007 decreasing t&460the conversion price on or after
July 15, 2009. Level 3 would also be obligateddg the holders of the redeemed notes a cash araquat to the present value of all
remaining scheduled interest 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 amortiatithe capitalized debt issuance costs have leekreed to $4 million at December 31, 2007.

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.

The 5.25% Convertible Senior Notes are edtible, at the option of the holders, into shakthe Company's common stock at a
conversion rate of $3.98 per share, subject taireadjustments. Upon conversion, the Companyhaie the right to deliver cash in lieu of
shares of its common stock, or a combination offi gl shares of common stock. In addition, holdéthe 5.25% Convertible Senior Notes
will have the right to require the Company to reghase the notes upon the occurrence of a charggirol, as defined, at a price of 100% of
the principal amount plus accrued interest and kerméhole premium.

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,
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on or after December 15, 2008, plus accrued andidnpterest thereon to the redemption date, iéeaded during the twelve months beginr
December 15, of the years indicated below:

Year Redemption Price

2008 102.25(%
2009 101.50(%
2010 and thereafte 100.75(%

In connection with the issuance of the spteevel 3 used approximately $62 million of thé peceeds of the offering to enter into
convertible note hedge and warrant transactions regpect to the Company's common stock to recwepdtential dilution from conversion
the notes. Level 3 used the remainder of the reetgads from this offering to fund repurchasessoéiisting debt securities due in 2008.

Under the terms of the convertible notegeedrrangement (the "Convertible Note Hedge") Wigrrill Lynch International ("Merrill"),
Level 3 paid $125 million for a forward purchaseiop contract under which it is entitled to purchd&om Merrill a fixed number of shares of
Level 3 common stock (at a current price per sb&f&8.98). In the event of the conversion of théespthis forward purchase option contract
allows the Company to purchase, at a fixed priaeaktp the implicit conversion price of shares exsunder the convertible notes, a number of
shares equal to the shares that Level 3 issueadtesholder upon conversion. Settlement termbisfforward purchase option allow the
Company to elect cash or share settlement bas#tke@ettlement option it chooses in settling theveesion feature of the notes. The Comp
accounted for the Convertible Note Hedge pursuatit¢ guidance in EITF No. 00-19, "Accounting faerivative Financial Instruments
Indexed to, and Potentially Settled in a Compa®yis Stock” ("EITF No. 0Qt9"). Accordingly, the $125 million purchase prifethe forware
stock purchase option contract was recorded adugtien to consolidated stockholders' equity.

Level 3 also sold to Merrill a warrant (thWarrant") to purchase shares of Level 3 commonkstThe Warrant is currently exercisable
86,596,380 shares of Level 3 common stock at @&ntiexercise price of $6.00 per share. Level 3ivedeb63 million cash from Merrill in
return for the sale of this forward share purchasén contract. Merrill cannot exercise the Watnamless and until a conversion event occurs.
Level 3 has the option of settling the Warrantaslt or shares of Level 3 common stock. The Compaogunted for the sale of the Warrant as
the sale of a permanent equity instrument pursigaifite guidance in EITF No. 00-19. Accordingly, #&3 million sales price of the forward
stock purchase option contract was recorded ascaedse to consolidated stockholders' equity.

The Convertible Note Hedge and the Wareaonhomically allow Level 3 to acquire sufficientasbs of common stock from Merrill to
meet its obligation to deliver common stock uponvarsion by the holder, unless the common stoaepmkceeds $6.00. When the fair value
of the Level 3 common stock exceeds such pricectinéracts have an offsetting economic impact andordingly, will no longer be effective
as a hedge of the dilutive impact of possible cosiva.

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 amortratidebt issuance costs were $6 million at Decer@bg?007.
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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 unsuboraidatebt 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 millioaggregate 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.

The remaining 10% Convertible Senior Natsbe convertible by holders at any time aftendary 1, 2007 (or sooner if certain corpo
events occur) into shares of Level 3 common stdekanversion price of $3.60 per share (subjeatfostment in certain events). This is
equivalent to a conversion rate of approximately.27 shares per $1,000 principal amount of noteadtition, holders of the 10% Converti
Senior Notes will have the right to require the Qamy to repurchase the notes upon the occurrereelmdinge in control, as defined, ata p
of 100% of the principal amount of the notes plosraed 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 thées. The 10% Convertible Senior Notes are
subject to redemption at the option of Level 3ytmole or in part, at any time or from time to tinog, not more than sixty nor less than thirty
days' notice, on or after May 1, 2009, plus accramd unpaid interest thereon to the redemption idfatedeemed during the twelve months
beginning May 1, of the years indicated below:

Year Redemption Price
2009 103.33(%
2010 and thereafte 101.67%

Debt issuance costs of $3 million were ioadly capitalized and are being amortized to iestexpense over the term of the 10%
Convertible Senior Notes. As a result of amort@atnd the debt repurchase, the capitalized detine costs have been reduced to less thar
$1 million at December 31, 2007.

3.5% Convertible Senior Notes due 2012

On June 13, 2006 Level 3 Communications, feceived $326 million of net proceeds, afteirgjveffect 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 8840f the principal amount. The notes are seniseauared obligations
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of the Company, ranking equal in right of paymeithwall the Company's existing and future unsubwatbd indebtedness. The 3.5%
Convertible Senior Notes will mature on June 153,20nterest on the notes is payable semi-anniuraliyrears on June 15 and December 15 of
each year, beginning on December 15, 2006. The 868fertible Senior Notes contain limited covenamitéch restrict additional liens on
assets of the Company.

At any time before the close of businesgame 15, 2012, the 3.5% Convertible Senior Natesanvertible by holders into shares of
Level 3's common stock at a conversion price od&per share (subject to adjustment in certain tsyefhis is equivalent to a conversion rate
of approximately 183.1502 shares of common stockpe00 principal amount of these notes. Upon eosion, the Company will have the
right to deliver cash in lieu of shares of its coamstock, or a combination of cash and sharesmhoon stock. In addition, holders of the 3.
Convertible Senior Notes will have the right touizg the Company to repurchase the notes upondtgr@nce of a change in control, as
defined, at a price of 100% of the principal amaoafithe notes plus accrued interest. In additiba,holder elects to convert its notes in
connection with certain changes in control, Leveb8Id be required to pay a make whole premiurmbyeiasing the number of shares
deliverable upon conversion of the notes.

The 3.5% Convertible Senior Notes are suliferedemption at the option of Level 3, in whoten 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:

Year Redemption Price
2010 101.1%
2011 100.5%%

Level 3 used a portion of the net procdent® this offering and its common stock offeringmaleted in the second quarter of 2006 to
redeem certain debt securities maturing in 200&. fEmaining proceeds were used for acquisitionsd@ngeneral corporate purposes,
including working capital and capital expenditures.

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 amortimatithe capitalized debt issuance costs have leekited to approximately $7 million at
December 31, 2007.

9% Convertible Senior Discount Notes due 2013

In October 2003, Level 3 completed the exge of approximately $352 million (book value)debt and accrued interest outstanding, as
of October 24, 2003, for approximately 20 millidreses of Level 3 common stock and $208 million ¢pwalue) of a new issue of 9%
Convertible Senior Discount Notes due 2013.

Level 3 Communications, Inc. issued $29Bioni aggregate principal amount at maturity of @anvertible Senior Discount Notes due
2013. Interest on the 9% Convertible Senior Dist¢dotes accretes at a rate of 9% per annum, contlaLisemiannually, to an aggregate
principal amount of $295 million by October 15, Z0Cash interest did not accrue on the 9% Conver8knior Discount Notes prior to
October 15, 2007. Commencing October 15, 2007rénten the 9% Convertible Senior
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Discount Notes accrues at the rate of 9% per aramaris payable in cash semiannually in arrearsreted interest expense of $20 million for
the year ended December 31, 2007 on the 9% Coble8enior Discount Notes due 2013 was added wp-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. The totaban of shares issuable upon conversion is appaieign30 million shares. On or after
October 15, 2008, Level 3, at its option, may redéer cash all or a portion of the notes. Level 8ynexercise this option only if the current
market price for at least 20 trading days withig 80 consecutive trading day period exceeds 140feo€onversion price on October 15,
2008. This amount will be decreased to 130% anddl@0 October 15, 2008 and 2010, respectively dfitfitial holders sell greater than
33.33% of the notes. Level 3 is also obligatedayp {he holders of the redeemed notes a cash araquat to the present value of all remaining
scheduled interest payments.

The 9% Convertible Senior Discount Noteb lng subject to conversion into common stock atdption of the holder, in whole or in part,
at any time or from time to time after October 2607 at a conversion rate of 100.09 shares peb@XyDface value of the debt plus accrued
and unpaid interest thereon to the conversion date.

These notes are senior unsecured obligatbhevel 3 Communications, Inc., rankipgri passuwith all existing and future senior
unsecured indebtedness of Level 3 Communicatiows, |

6% Convertible Subordinated Notes due 2009

In September 1999, the Company receive® $7iflion 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&®ber 15. The principal amount of the Subordih&tetes 2009 will be due on
September 15, 2009. The Subordinated Notes 200%magpnverted into shares of common stock of thagamy at any time prior to maturi
unless previously redeemed, repurchased or the @uyripas caused the conversion rights to expire coheersion rate is 15.3401 shares per
each $1,000 principal amount of Subordinated N2@&9, subject to adjustment in certain circumstan@a or after September 15, 2002,
Level 3, at its option, may cause the conversights to expire. Level 3 may exercise this optioly d@ithe current market price exceeds
approximately $91.27 (which represents 140% oftctiveversion price) for 20 trading days within anyipeé of 30 consecutive trading days
including the last day of that period. As of DecemB1, 2007, less than $1 million of debt had bemverted into shares of common stock. As
of December 31, 2007, a total of $461 million aggtte principal amount of the Subordinated Note92t{tl been repurchased or exchanged
for common stock.

Debt issuance costs of $25 million wergiodlly capitalized and are being amortized toriede expense over the term of the Subordin
Notes 2009. As a result of amortization and deptirehases, the capitalized debt issuance costsherereduced to $2 million
December 31, 2007.
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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 payatmli-annually in cash on March 15 and September 15ibégy September 15, 2000. The
principal amount of the Subordinated Notes 2010lvgdldue on March 15, 2010.

The Subordinated Notes 2010 may be conyénte shares of common stock of Level 3 Commuiteat Inc. at any time prior to the
close of business on the business day immediatelyeping maturity, unless previously redeemed,nd@sed or Level 3
Communications, Inc. has caused the conversionsrighexpire. The conversion rate is 7.416 shagegach $1,000 principal amount of
Subordinated Notes 2010, subject to adjustmengitain events.

On or after March 18, 2003, Level 3, abitgion, may cause the conversion rights to expiesel 3 may exercise this option only if the
current market price exceeds approximately $18@8nHch represents 140% of the conversion pricejpfdeast 20 trading days within any
period of 30 consecutive trading days, including ldst trading day of that period. As of DecembirZ)07, no debt had been converted into
shares of common stock. As of December 31, 20@tahof $350 million aggregate principal amountleé Subordinated Notes 2010 had been
repurchased.

Debt issuance costs of $27 million wergioally capitalized and are being amortized toregé expense over the term of the Subordin
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverbdeced to $4 million at December !
2007.

Commercial Mortgage

In the third quarter of 2005, the Compaagnpleted a refinancing of the mortgage on its cafmheadquarters. On September 27, 2005,
HQ Realty, Inc. entered into a $70 million loaraatinitial fixed rate of 6.86% through 2010, théicipated repayment date as defined in the
loan agreement ("CBRE Commercial Mortgage™). AR8L0 through maturity in 2015, the interest ratk adjust to the greater of 9.86% or-
five year U.S. Treasury rate plus 300 basis poki€.Realty, Inc. received $66 million of net prodeafter transaction costs and has depositec
$6 million into restricted cash accounts as of Dewer 31, 2007 for future facility improvements grdperty taxes. HQ Realty, Inc. was
required to make interest only payments in the fiemr and began making monthly principal payméntie second year based on a 30-year
amortization schedule.

Debt issuance costs of $1 million were tdized and are being amortized as interest expevesethe term of the CBRE Commercial
Mortgage. As a result of amortization, the capmtadi debt issuance costs have been reduced ttéas$1 million at December 31, 2007.

The assets of HQ Realty, Inc. are not atédl to satisfy any third party obligations otheart 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.
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Capital Leases

As part of the Progress Telecom transaat@mpleted on March 20, 2006, the Company assumdic capital lease obligations of
Progress Telecom for IRU dark fiber facilities & fillion. The capital leases mature at variougsldhrough 2021. As of December 31, 2007
the capital lease obligation is approximately $8iami.

As part of the ICG Communications trangattn May 31, 2006, the Company assumed certaitattgase obligations of ICG
Communications for IRU dark fiber facilities of $dllion. The capital leases mature at various d#tesugh 2018. As of December 31, 2007
the capital lease obligation is approximately $8iam.

As part of the TelCove transaction commleia July 24, 2006, the Company assumed certaitatégase obligations of TelCove
primarily for IRU dark fiber facilities of $13 mithn. The capital leases mature at various datesigir December 2030. As of December 31,
2007 the capital lease obligation is approxima$atymillion.

As part of the Broadwing transaction cortgrdeon January 3, 2007, the Company assumed ceetpital lease obligations of Broadwing
totaling $24 million, related primarily to a mefiiber IRU agreement. The capital leases maturaaous dates through 2022. As of
December 31, 2007 the capital lease obligatioapsoximately $22 million.

Future Debt Maturities:

The Company's contractual obligations aBedember 31, 2007 related to debt, including ehfgases and excluding issue discounts and
fair value adjustments, will require estimated cpapments during each of the five succeeding yasafsllows: 2008—$32 million; 2009—
$366 million; 2010—%$971 million, 2011—%$631 millioA012—$337 million and $4,520 million thereafter.

(15) Asset Retirement Obligations

Asset retirement obligation accretion exggeaf $28 million, $24 million and $13 million wescorded during the years ended
December 31, 2007, 2006 and 2005, respectivelyltieg in total asset retirement obligations, irdihg reclamation costs for the coal busin
of $231 million and $202 million at December 3102@&nd 2006, respectively. Total asset retirembhgation as of December 31, 2007
includes $62 million related to WilTel, ICG Commuations, Looking Glass and Broadwing. The totaétsstirement obligation as of
December 31, 2006 included $46 million of assetengtent obligation related to WilTel, ICG Commurtioas and Looking Glass.

Expense of $25 million related to the cominations business was recorded in selling, geremdladministrative expenses on the
consolidated statement of operations for the yedee December 31, 2007. In addition, expense ohiflon related to the Company's coal
mining business was recorded in cost of revenud@onsolidated statement of operations for tlae gaded December 31, 2007. This was
partially offset by less than $1 million of gairecognized on settlement of obligations attributablhe use of internal resources rather than
third parties to perform reclamation work. In adxft the coal mining business incurred $4 millidradditional reclamation liabilities as a
result of expanded mining activities and incurr8ddllion of costs for work performed to remedigreviously mined properties.
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Expense of $21 million related to the cominations business was recorded in selling, gerem@dladministrative expenses on the
consolidated statement of operations for the yedee December 31, 2006. In addition, expense ohifidn related to the Company's coal
mining business was recorded in cost of revenud@ronsolidated statement of operations for tlae gaded December 31, 2006. This was
partially offset by less than $1 million of gairecognized on settlement of obligations attributablghe use of internal resources rather than
third parties to perform reclamation work. In adfit the coal mining business incurred $2 millidradditional reclamation liabilities as a
result of expanded mining activities and incurr8ddllion of costs for work performed to remediateviously mined properties.

Also in 2006, Level 3 recorded a reduciiodepreciation expense totaling approximately $fion as a result of a change in the
estimated future asset retirement obligation cas$eciated with its 50% interest in the Decker auiak. In accordance with SFAS No. 143,
Level 3 recorded the full effect of the changestireate in the fourth quarter of 2006.

Expense of $10 million related to the cominations business was recorded in selling, gerer@ladministrative expenses on the
consolidated statement of operations for the yedee December 31, 2005. In addition, expense ohifi®dn related to the Company's coal
mining business was recorded in cost of revenud@ronsolidated statement of operations for tlae gaded December 31, 2005. In addition,
the coal mining business incurred $3 million of éddal reclamation liabilities as a result of erplad mining activities and incurred $2 mill
of costs for work performed to remediate previousined properties.

The Company had noncurrent restricted castpproximately $61 million and $59 million setdesto fund the reclamation liabilities at
December 31, 2007 and 2006, respectively.

(16) Employee Benefit Plans

The Company adopted the recognition promsiof SFAS No. 123 in 1998. Under SFAS No. 128 f#ir value of an option or other
stock-based compensation (as computed in accordétitaccepted option valuation models) on the déigrant was amortized over the
vesting periods of the option or stock grant.

Although the recognition of the value oé thstruments results in compensation expense éntity's financial statements, the expense
differs from other compensation expense in thatateharges may not be settled in cash, but ratteegenerally settled through issuance of
common stock.

Beginning January 1, 2006, the Company &tbSFAS No. 123R. SFAS No. 123R requires thatmeséd forfeitures be factored in the
amount of expense recognized for awards that artuthp vested. The Company has historically reeatdhe effect of forfeitures of equity
awards as they occur. The effect of applying trenge from the original provisions of SFAS No. 123tlke Company's results of operations,
basic and diluted earnings per share and cash flovibe year ended December 31, 2006 was not rahter

The adoption of SFAS No. 123 resulted irtarial non-cash charges to operations since itptimtoin 1998, and the adoption of SFAS
No. 123R on January 1, 2006 continues to resuttaterial no-cash charges to operations in the future. The atafithe non-cash charges
will be dependent upon a number of factors, inclgdhe number of grants, the fair value of eacimigeatimated at the time of its award anc
number of grants that ultimately vest.
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The Company recognized in loss from conitigwperations a total of $122 million, $84 milliand $51 million of norcash compensatic
in 2007, 2006 and 2005, respectively. Includedigc@htinued operations is non-cash compensatioaresgof zero, $2 million and $6 million
in 2007, 2006 and 2005, respectively.

The Company provides an accelerated vesfisgock awards upon retirement if an employeetmeertain age and years of service
requirements and certain other requirements. USB&S No. 123R, if an employee meets the age and yéaervice requirements under the
accelerated vesting provision, the award wouldx{pepsed at grant or expensed over the period fhengtant date to the date the employee
meets the requirements, even if the employee hiaaataally retired. The Company recognized $11liarlbf non-cash compensation expense
in 2007 for employees that met the age and yeassrofce requirements for accelerated vestingtaeneent.

During the second quarter of 2006, the ®et@®005 and January 2006 grants of OutperformkSigtion ("OSO") units were revalued
using May 15, 2006 as the grant date, in accordamitbeSFAS No. 123R, and resulted in an additigghillion in non-cash compensation
expense. As stated in the Company's proxy matddaiss 2006 Annual Meeting of Stockholders, ottex course of the years since April 1,
1998, the compensation committee of the Companysdof Directors had administered the 1995 Stdak Bnder the belief that the action of
the Company's Board of Directors to amend and teetii@ plan effective April 1, 1998 had the effetextending the original term of the Plan
to April 1, 2008. After a further review of the tes of the plan, however, the compensation commitééermined that an ambiguity could have
existed that may have resulted in an interpretatiabthe expiration date of the plan was Septer@b6eR005. To remove any ambiguity, the
Board of Directors sought the approval of the Conyfsastockholders to amend the plan to extendethne bf the plan by five years to
September 25, 2010. This approval was obtaindues2®@06 Annual Meeting of Stockholders held on NI&y2006.

The following table summarizes non-cash pensation expense and capitalized non-cash compengar each of the three years ended
years ended December 31, 20

2007 2006 2005

(dollars in millions)

0SO $ 35 % 38 % 18
Restricted Stoc 42 20 19
Shareworks Match Ple — — 2
401(k) Match Expens 30 18 15
401 (k) Discretionary Grant Ple 16 12 9

128 88 59
Capitalized Noncash Compensat (D) 2 2

12z 86 57
Discontinued Operatior — 2 (6)

$ 12z 3 84 $ 51
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Outperform Stock Options

In April 1998, the Company adopted an otftpen stock option ("OSO") program that was des@jge that the Company's stockholders
would receive a market return on their investmexfible OSO holders receive any return on their otid he Company believes that the OSO
program directly aligns management's and stockhsligerests by basing stock option value on thm@any's ability to outperform the
market in general, as measured by the Standardo&$P@S&P") 500 Index. Participants in the OSOgreom do not realize any value from
awards unless the Company's common stock priceedotms the S&P 500® Index during the life of thramf. When the stock price gain is
greater than the corresponding gain on the S&P 30d@x (or less than the corresponding loss orste 500® Index for grants awarded
before September 30, 2005), the value receivedvi@rds under the OSO plan is based on a formutdviimg a multiplier related to the level
by which the Company's common stock outperformsSte 500 Index. To the extent that Level 3's commitmek outperforms the S&P 500
Index, the value of OSO units to a holder may eddbe 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 equlaétpercentage appreciation or depreciation irvéhee of the S&P 500® Index from the
date of grant to the date of exercise. The valub@OSO increases for increasing levels of ougperince. OSO units outstanding at
December 31, 2006 have a multiplier range from terfour depending upon the performance of Leveb@mon stock relative to the
S&P 500® Index as shown in the following table.

If Level 3 Stock Outperforms the Then the Pre-multiplier Gain Is

S&P 500® Index by: 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 Pricelundate of exercise.

Upon exercise of an OSO, the Company stadilVer 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 commimgls 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

In August 2002, the Company modified thedO®8ogram as follows:
. OSO targets are communicated in terms of numb&S3® units rather than a theoretical dollar va

F-67




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(16) Employee Benefit Plans (Continued)

. The success multiplier was reduced from eight to.1

. Awards vest over 2 years and have a 4-year lifey percent of the award vests at the end of tfe fiear after grant, with the
remaining 50% vesting over the second year (12.88@parter).

The vesting terms described above appbutstanding OSO awards issued prior to March 3Q728s described below, the Company
subsequently modified the OSO program effectivefapril 1, 2007.

As part of a comprehensive review of itsgdgerm compensation program completed in the seqgoarter of 2005, the Company
temporarily suspended awards of OSO units in A405. During the second quarter of 2005, the Comgaanted participants in the plan
restricted stock units, discussed below. Beginmirtpe third quarter 2005, the Company issued besgtricted stock units and OSO units as
of its long-term compensation program. In the tlgjudrter of 2005, the Company made a grant for 2008stricted stock units that vest
ratably over four years.

As part of a comprehensive review of itsgderm compensation program completed in the djustrter of 2007, beginning with awards
made on or after April 1, 2007, OSO units are nawaraed monthly to employees in mid-management lamdlhigher positions, have a three
year life, will vest 100% on the third anniversafithe date of the award and will fully settle vt date. OSO units awarded beginning Ap!
2007 are valued as of the first day of each mdR#tipients have no discretion on the timing to eiserOSO units granted on or after April 1,
2007, thus the expected life of all such OSO ugitkree years.

As a result of the long-term compensatmvriaw that was being completed, OSO units wereanatrded to participants during the first
guarter of 2007. During the period from April 1,020to December 31, 2007, the Company awarded 4@mOSO units to participants.

As of December 31, 2007, the Company hadeftected $29 million of unamortized compensagopense in its financial statements for
previously granted OSO units. The weighted avepssg®d over which this cost will be recognized i82years.

The fair value of the OSO units grantedakulated by applying a modified Black-Scholes elatith the assumptions identified below.
The Company utilized a modified Black-Scholes matied to the additional variables required to caltaithe impact of the success multiplier
of the OSO program. Beginning January 1, 2006, r@s@t of the adoption of SFAS No. 123R, the Comypaso considers the estimated
forfeiture rate to measure the value of outperfetatk options granted to employees. The Comparnguves that given the relative short life of
the options and the other variables used in
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the model, the modified Black-Scholes model prosideeasonable estimate of the fair value of th® QSits at the time of grant.

Year Ended December 31

2007 2006 2005
S&P 500 Expected Dividend Yield Re 1.7¢% 1.7¢% 1.99%
Expected Life 3 year 3.4 year 2 year:
S&P 500 Expected Volatility Ra: 12% 12% 13%
Level 3 Common Stock Expected Volatility Ri 55% 55% 55%
Expected S&P 500 Correlation Fac .28 .28 .3C
Calculated Theoretical Valt 14€% 15% 11€%
Estimated Forfeiture Ra 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 orr&f&il 1, 2007, thus the expected life of all sSU®BO units is three years. Upon adoption of
SFAS No. 123R, the Company updated its calculaifiche Expected Life. Volatility assumptions wesriged using historical data as well as

current market data.

The fair value under SFAS No. 123 and SRS 123R for the approximately 5 million, 8 milli@md 6 million OSO units awarded to
participants during the years ended December 317,22006 and 2005, respectively, was approximaig® million, $50 million and
$18 million, respectively.
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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 thosetgt

Weighted
Weighted Average
Average Aggregate Remaining
Initial Strike Price Initial Intrinsic Contractual
Units Per Unit Strike Price Value Term
(in millions)
Balance December 31, 20 21,361,52 $2.45- $25.3: $ 6.61 $ 5.3 1.59 year
Options grante: 5,859,06! 2.03- 3.3¢ 2.61
Options cancelle: (1,048,49) 2.03- 25.3: 3.0C
Options expirec (11,841,49) 2.59- 25.3: 8.91
Options exercise (84,629 2.45- 3.0: 2.8¢
Balance December 31, 20 14,245,97 2.03- 6.6¢ 33§ 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 (2,941,18) 2.03- 4.4 2.97
Balance December 31, 20 15,285,49 2.03- 6.6¢ 39 $ 82.7 2.54 year
Options grante: 4,818,06! 3.03- 6.1 5.2t
Options cancelle: (631,60:) 2.03- 6.6¢ 5.0¢
Options expirec (1,767,68) 2.03- 6.6¢ 5.37
Options exercise (1,999,71) 2.03- 5.3¢ 2.81
Balance December 31, 20 15,704,55 $2.03-$ 6.1( $ 427 $ 2.4 2.04 year
I I
Options exercisable ("vested
December 31, 200 8,453,291 $2.59-$% 6.6¢ $ 3.8¢
December 31, 200 7,903,201 $2.03- $ 6.6t 3.4¢
December 31, 200 9,821,82 $2.03-$ 5.7 $ 37z % 2.4 1.75 year
0OSO units Outstanding OSO units Exercisable
at December 31, 2007 at December 31, 2007
Weighted
Average Weighed Weighted
Number Remaining Life Average Initial Number Average
Range of Exercise Price Outstanding (years) Strike Price Exercisable Initial Strike Price
$2.03- $3.03 4,410,87. 174 $ 2.52 4,011,43" $ 241
$3.36- $4.65 4,241,37. 1.82 3.97 3,025,19 3.8¢
$5.18- $6.10 7,052,31. 2.37 5.54 2,785,19. 5.31
15,704,55 204 % 4.27 9,821,82° $ 3.7z
] .|

In the table above, the weighted averagiaiistrike price represents the values used toutate the theoretical value of OSO units on the
grant date and the intrinsic value represents #hgevof OSO units that have outperformed the S&BRbMdex as of December 31, 2007.
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The total realized value of OSO units ejsard for the years ended December 31, 2007, 200@@05 was $19 million, $20 million and
$6 million, respectively. For the years ended Ddoen81, 2007, 2006 and 2005, respectively, the Gomssued 3.2 million, 3.8 million and
2.7 million shares of Level 3 common stock uponekercise of OSO units. The number of shares oéL&wtock issued upon exercise of an
OSO unit varies based upon the relative performahtevel 3's stock price and the S&P 500® Indetween the initial grant date and
exercise date of the OSO unit.

At December 31, 2007, based on the LexaarBmon stock price and post-multiplier values, @venpany was obligated to issue
0.8 million shares for those vested and exercis@@@®s for which the percentage increase in thell®stock price exceeded the percentage
increase in the S&P 500® Index.

Restricted Stock and Units

Employees continue to receive restrictedlsunits under the revised compensation progrard007, 2006 and 2005, approximately
12.0 million, 5.9 million and 24.6 million restraxd stock shares or restricted stock units, respagtiwere awarded to certain employees and
non-employee members of the Board of Directors. rEsg&ricted stock units and shares were grantéitetoecipients at no cost. Restrictions on
transfer lapse over one to four year periods. Blirevhlue of restricted stock units and shares dadfor the years ended December 31, 2007,
2006 and 2005 totaled $68 million, $27 million &%0D million and was calculated using the valuenefltevel 3 common stock on the grant
date and is being amortized over the restrictipseaperiods of the awards. As of December 31, 20@7ptal compensation cost related to
nonvested restricted stock or restricted stocksumit yet recognized was $50 million, and the wieidlaverage period over which this cost will
be recognized is 2.97 years.

The changes in restricted stock and résttistock units are shown in the following table:

Weighted Average

Number Grant Date Fair Value

Nonvested at December 31, 2( 980,15 $ 4.0t
Stock and units grante 24,627,23 2.0
Lapse of restriction (719,71¢) 3.8(C
Stock and units forfeite (1,510,83) 2.12
Nonvested at December 31, 2( 23,376,84 2.0¢
Stock and units grante 5,874,76! 4.65
Lapse of restriction (7,225,74) 2.13
Stock and units forfeite (2,575,13) 2.4k
Nonvested at December 31, 2( 19,450,72 2.7¢
Stock and units grante 11,992,52 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
I I

The total fair value of restricted stocldaestricted stock units at the date the restristiapsed for the years ended December 31, 2007,
2006 and 2005 was $19 million, $15 million and $fliom, respectively.
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Non-qualified Stock Options and Warrants

The Company has not granted molified stock options ("NQSOs") since 2000. ADeicember 31, 2007, all NQSOs previously gra
were fully vested and the compensation expensdobad fully recognized in the consolidated statemefbperations. At December 31, 2007,
there were approximately 1.1 million NQSOs outstagdvith exercise prices ranging from $1.76 to $8.0he weighted average exercise p
of the NQSOs outstanding was $6.86 at Decembe2®17.

Transactions involving NQSOs are summareeébliows:

Weighted
Exercise Price Average Aggregate
Units Per Unit Exercise Price Intrinsic Value
(in millions)

Balance December 31, 20 8,559,86: $0.12- $21.6¢ $ 5.8t Less than $1

Options grante: — — —

Options cancelle (606,15() 5.43- 8.0C 6.0C

Options exercise (61,16¢) 0.12- 0.1 0.12

Options expirec (1,746,500 4.04- 21.6¢ 6.3€
Balance December 31, 20 6,146,041 1.76- 8.0( 5.7t Less than $1

Options grante: — — —

Options cancelle (553,249 1.76- 8.0C 6.2¢

Options exercise (689,25() 4.95- 5.4: 4.97

Options expire( — — —
Balance December 31, 20 4,903,54! 1.76- 8.0C 5.7¢ $1.

Options grante: — — —

Options cancelle (229,77 5.43- 8.0C 6.11

Options exercise (1,485,001 5.43- 5.4: 5.4¢

Options expire( (2,046,82) 5.43- 6.2( 5.4:
Balance December 31, 20 1,141,94: $1.76-$ 8.0( $ 6.8€ Less than $1

|

Options exercisable

December 31, 200 6,146,041 $1.76-$ 8.0( $ 5.7t

December 31, 200 4,903,54! 1.76- 8.0( 5.7¢

December 31, 200 1,141,94: $1.76-$ 8.0( $ 6.8€

Options Outstanding
Number and Exercisable
Outstanding Weighted Average Weighted
as of Remaining Average
Range of Exercise Prices December 31, 2007 Life (years) Exercise Price
$1.76- $1.76 2,34¢ 0.2¢ $ 1.7¢
$6.20- $8.00 1,139,601 0.0€ 6.87
1,141,94! 0.06 $ 6.8¢

At December 31, 2007, there were approxehgat5.5 million warrants outstanding ranging ireeoise price from $4.00 to $29.00. As of
December 31, 2007, all of the warrants previousianted
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were fully vested and the compensation expensdbad fully recognized in the consolidated statemehbperations. Of these warrants, all
were exercisable at December 31, 2007, with a vieigaverage exercise price of $7.64 per warrant.

In connection with the acquisition of Breadg, approximately 4 million previously issued Bdwing warrants were converted into
approximately 5 million shares of Level 3 commoocktat a weighted average exercise price of $5er&ipare of Level 3 common stock.
During the first quarter of 2007, approximately Blion of the Broadwing warrants were exercisegtmchase approximately 4 million shares
of Level 3 common stock and resulted in proceedegdCompany totaling approximately $23 million. éfsDecember 31, 2007, approximai
700,000 Broadwing warrants remain outstanding aactanvertible into approximately 1 million sharédevel 3 common stock at a weigh
average exercise price of $5.38 per share.

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}he Internal Revenue Code ("401(k) Plan"). Eatipleyee is eligible to contribute, on a-
deferred basis, a portion of annual earnings géyerat to exceed $15,500 in 2007. The Company e 00% of employee contributions up
to 7% of eligible earnings or applicable regulatibmyits.

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 representefiaf Level 3 common stock. The
Level 3 Stock Fund is the mechanism that is usetlduel 3 to make employer matching and other ¢outions 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 matchuogtributions 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, $18 million and $14 million for the geended December 31, 2007, 2006 and 2005, regplgctirhe Company's matching
contributions were recorded as non-cash compemsatid included in selling, general and administeaéixpenses.

The Company made a discretionary contrilouto the 401(k) plan in Level 3 common stock fog years ended December 31, 2007, 2006
and 2005 equal to three percent of eligible emmsyearnings each year. The 2007 deposit is expaxtee made into the employees'401(k)
accounts during the first quarter of 2008. The 28066 2005 deposits were made into the employeé¢ky@ccounts during the first quarter of
the subsequent year. Level 3 recorded an experfksahillion, $11 million and $8 million for the sliretionary contribution in 2007, 2006 &
2005, respectively.

The WilTel Communications employees begamtributing to the Level 3 plan on June 17, 2006.J0ly 3, 2006, the WilTel
Communications plan assets were merged into thell3plan. Prior to June 17, 2006, employees off&iCommunications that participated
in the WilTel 401(k) Plan received an employer rhatg cash contribution of 100% of employee contiiis up to 6% of eligible earnings or
regulatory limits. The Company made matching casttrdoutions of $3 million for the period from Jaary 1 through June 16, 2006.
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The Progress Telecom employees began batitrg to the Level 3 plan on March 20, 2006. ThegPess Telecom plan assets were
merged into the Level 3 plan on August 7, 2006.

The ICG Communications employees begarritarting to the Level 3 plan on July 1, 2006. Thesere no matching cash contributions
for ICG Communications for the period May 31, 200 date of acquisition, through July 1, 2006. T®& Communications plan assets were

merged into the Level 3 plan on September 1, 2006.

The TelCove and Looking Glass employeesbemntributing to the Level 3 plan on August 40@@nd September 9, 2006, respectively.
The matching cash contributions made to the TelGovkLooking Glass plans for the period from thepeetive acquisition dates to the dates
employees began contributing to the Level 3 plas lwas than $1 million each for TelCove and Looksigss. The Looking Glass plan assets
were merged into the Level 3 plan on November 0620he Company merged the TelCove plan assetshatbevel 3 plan on January 2,

2007.

The Broadwing employees began contributiintipe Level 3 plan on March 1, 2007. There werenatching cash contributions for
Broadwing for the period January 3, 2007, the dagcquisition, through March 1, 2007. The Broadyvan assets were merged into the

Level 3 plan on March 1, 2007.

The CDN Business employees began contrigut the Level 3 plan on January 23, 2007, the dhacquisition. The CDN Business did
not have a separate 401(k) plan and as a resalseis will be merged into the Level 3 plan.

(17) Income Taxes

An analysis of the income tax benefit (pstmn) attributable to loss from continuing opevat before income taxes for each of the yes
the three year period ended December 31, 2007Afsilo

2007 2006 2005

(dollars in millions)

Current:
United States feder. $ —  $ —  $ (4)
State 3 — —
Foreign 2 2 D
1) @) ©®)
Deferred, net of changes in valuation allowan
United States feder. — — —
State 23 — —
Foreign — — —
Income tax benefit (provisiot $ 22 $ 2 $ (5)
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The United States and foreign componenisazfme (loss) from continuing operations beformime taxes follows:

2007 2006 2005

(dollars in millions)

United State: $ (101 $ (710 $ (719)
Foreign (120 (78) 15

$ (1,139 $ (788 $ (702

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 eddhe three years ended December 31, 2007 follows:

2007 2006 2005

(dollars in millions)

Computed tax benefit at statutory r $ 397 $ 27€  $  24¢
State income tax bene 39 26 23
Stock option plan exercis: 8 3 (3
Disallowance of losses on extinguishments of (62 (©)] —
Other 9 — (12)
Change in valuation allowan: (351 (304) (260)
Income tax benefit (provisior $ 22 $ 2 $ (5)
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The components of the net deferred taxtagbabilities) as of December 31, 2007 and 20@8enas follows:

2007 2006

(dollars in millions)

Deferred Tax Asset:

Fixed assets and intangible ast $ 59 $ 66
Accrued payroll and related benel 41 26
State tax credit carry forwart 23 —
Investment in securitie 25 25
Investment in joint venture 94 88
Unutilized tax net operating loss carry forwa 3,69( 2,88(
Accrued liabilities and deferred reven 11 5
Other assets or liabilitie 6 19C
Total Deferred Tax Asse 3,94¢ 3,28(

Deferred Tax Liabilities
Fixed assets and intangible as — —
Accrued liabilities and deferred reven — —

Total Deferred Tax Liabilitie — —

Net Deferred Tax Assets before valuation allowe 3,94¢ 3,28(
Valuation Allowance (3,926 (3,280
Net Nor-Current Deferred Tax Asset after Valuation Allowa $ 23 $ —

The change in the net non-current defetairdsset after valuation allowance of $23 millie2007 was primarily the result of reversing
$23 million of the valuation allowance against @@mpany's deferred tax asset for certain stat®tsxcarry forwards. These state tax loss
carry forwards were converted to a state tax citity forward associated with a change in thee'staax law that replaced the tax on net
income with a tax on gross margin. The changeigdtate's tax law primarily occurred in the secqudrter of 2007. The Company now
expects it will be able to use this state tax drealiry forward against current and future staxalée gross margin.

As a result of the acquisition of Broadwimg January 3, 2007, the Company recognized araserin deferred tax assets related to
unutilized tax net operating loss carry forwardsliog $266 million.

The Company has recast certain of the celedax assets and liabilities presented in thie tabove as of December 31, 2006 to be
comparable with the presentation as of Decembe2@17. These changes are primarily reclassificatand true ups of the 2006 income tax
provision to conform with the current year prestaty but also include certain corrections of pgears' income tax provisions. These changes
to the Company's net deferred tax assets as ofmilmre31, 2006 had no impact on the Company's seelittperations or financial condition
since a full valuation allowance was recognizedtliertotal net deferred tax asset balance as ofikber 31, 2006. The following is a
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summary of the more significant changes to theguregion of deferred tax assets and liabilitiesfaBecember 31, 2006:

. Deferred tax assets and liabilities related todiassets and intangible assets were decreased¢atdeasis differences relatec
foreign currency exchange rates, to reclassifysbdisierences that had been presented in the deféaxes for accrued liabilities
and deferred revenue and other assets or liabjlitied to correct prior period tax depreciation.

. Deferred tax assets related to accrued payrolrelated benefits were decreased to correct theréeféax asset related to
outstanding stock based compensation awards.

. Deferred tax assets related to unutilized tax petating loss carry forwards were increased tecethdjustments to tt
unutilized tax net operating loss carry forward§efCove, ICG Communications and Looking Glass Baseanalyses of
Section 382 limitations, to true up state tax rggrating loss carry forwards, and to correct netrafing loss carry forwards
primarily related to depreciation.

. Deferred tax liabilities related to accrued liai and deferred revenue decreased primarily atigetreclassifications descrik
above and a correction of tax basis deferred rexenu

. Deferred tax assets related to other assets dlitleincreased primarily due to the reclassificas described above and cert
other immaterial adjustments.

The ultimate realization of deferred tagets is dependent upon the generation of futurhtexincome during the periods in which those
temporary differences become deductible. The Compansiders the scheduled reversal of deferretiahilities, projected future taxable
income and tax planning strategies in making tegeasment. A valuation allowance has been recagiidst deferred tax assets, as the
Company has concluded that under relevant accaystandards it is more likely than not that theedefd tax assets are not realizable.

For U.S. federal income tax reporting pwg®) the Company has approximately $9.5 billiomefloss carry forwards at December 31,
2007, net of previous carry backs, available tseatffuture U.S. federal taxable income. Net opegatisses not utilized can be carried forward
for 20 years for U.S. federal income tax purposesfiiset future taxable income.
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The U.S. federal tax loss carry forwardgiexthrough 2027 and are subject to examinatiothbytax authorities until three years after the
carry forwards are utilized. The U.S. federal tass| carry forwards expire as follows (dollars irlions):

Expiring December 31 Amount
2018 $ 3
2019 —
2020 65€
2021 96¢
2022 1,57(
2023 1,39¢
2024 1,23¢
2025 1,12¢
2026 1,09:
2027 1,47
$ 9,53(
—

In addition, the Company has approxima$81g million of tax loss carry forwards for contedl foreign corporations at December 31,
2007, the majority of which have no expiration pdri

The Internal Revenue Code contains prorssishich may limit the net operating loss carryyfards available to be used in any given
upon the occurrence of certain events, includiggificant changes in ownership interests. If caertednsactions occur with respect to Level 3's
capital stock that result in a cumulative ownersitipnge of more than 50 percentage points by Sepestockholders over a three-year period
as determined under rules prescribed by the Ut8rrlal Revenue Code and applicable regulationgjadimitations would be imposed with
respect to our ability to utilize our net operatlogs carry forwards and certain current deductamgeinst any taxable income it achieves in
future periods.

Provisions of the Internal Revenue Code alkbw the Company to utilize a limited amounttod tax loss carry forwards that were
generated by Broadwing, Looking Glass, TelCove, l&® Communications prior to the Company's acqgoisibf these companies.
Accordingly, the Company has increased its tax ¢t@ssy forwards to include these tax losses. Assalt, the Company's tax loss carry
forwards increased by $953 million, which inclu&&94 million related to the acquisition of Broadgiim 2007.

The majority of the Company's foreign assetd operations are owned by entities that haatesl to be treated for U.S. tax purposes as
unincorporated branches of a U.S. holding compady as a result, the taxable income or loss aner ¢#ix 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 respmsuch controlled foreign corporations
of December 31, 2007, 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, 2007 and 2006.
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The Company adopted the provisions of FIN 4B 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 $18 millianDecember 31, 2007 and January 1, 2007.
During 2007, the Company increased the liabilittydacertain tax positions by $3 million for possilshdemnification of certain tax liabilities
related to a business disposed of prior to 20@feased the liability for uncertain tax positiorys#3 million to reflect liabilities for uncertain
tax positions related to acquired companies andedsed the liability for uncertain tax positions$g/million for the recognition of tax
positions related to matters favorably settledrp@007. All of these amounts also include theteglaccrued interest and penalties associated
with the uncertain tax positions if applicable. T®empany does not expect the liability for uncertaix positions will change significantly
during the twelve months ended December 31, 2008gkier, actual changes in the liability for unciertax positions could be different than
currently expected.

Amount

(dollars in millions)

Balance as of January 1, 2C $ 18
Gross increas—tax positions prior to 200 3
Gross increas—during 2007 3
Gross decreas—tax positions prior to 200 (6)

Balance as of December 31, 2( $ 18

The Company, or at least one of its subsigs, 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 1999. The Internald®esxe Service commenced an examination of the CoyrlnS. income tax returns for 1999
through 2001. The audit is currently in the appeateess and a resolution is expected to be redanl2@D8. The Company does not expect
any settlement or payment that may result frometindit will have a material effect on the Compamg&ults of operations or cash flows.

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 approximateédyngllion of accrued interest and penalties
at December 31, 2007.

Included in the liability for uncertain t@wsitions at December 31, 2007 are $3 millionrafartain tax positions related to acquired
companies, the disallowance of which would affeetvaluation of the assets and or liabilities aeguand therefore would not affect the
annual effective income tax rate.
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(18) Stockholders' Equity

During 2006, Level 3 completed the sal@26 million shares of its common stock, par valQé$ per share, at $4.55 per share in an
underwritten public offering. Level 3 received peeds of $543 million net of $26 million in trandantcosts.

The Level 3 1995 Stock Plan permits optioiders to tender shares to the Company to cogenie taxes due on option exercises.

Issuances of common stock, for option €ges; equity offerings and acquisitions for thee¢hyear period ended December 31, 2007 are
shown below.

Outstanding
Common Shares

December 31, 200 686,496,72
Option, Restricted Stock, Shareworks and 401(kyiactNote 16) 16,271,09
WilTel Communications Group, LLC Acquisition (No2g 115,000,00

December 31, 200 817,767,81
Option, Restricted Stock and 401 (k) activity (Na& 18,737,45
Equity offering 125,000,00
2006 Acquisitions (Note 2 216,917,83

December 31, 200 1,178,423,10
Option, Restricted Stock and 401(k) activity (N&&) 22,558,51
Debt conversion to equity (Note 1 213,939,05
2007 Acquisitions (Note 2 122,942,01

December 31, 200 1,537,862,68

I
(19) Industry and Geographic Data

SFAS No. 131 "Disclosures about SegmentdEnterprise and Related Information” definegaiiey 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 tteatdifferent products and serve different mark&tee Company's current reportable segments
include: communications and coal mining (See NQt&@ther primarily includes corporate assets aretlowad not attributable to a specific
segment. In the third quarter of 2006, the Compadited the information services business as atre$tile sale of Software Spectrum.
Segment information has been revised due to réfitagon of the information services businessesliasontinued operations in the
consolidated financial statements (See Note 3).

Effective January 1, 2007, the Companyrhlected cash, cash equivalents and marketablgiges in the respective segments which
hold the related cash, cash equivalents and mélketacurities. Prior year balances have beenssfiled to conform to the current period
presentation.

Adjusted EBITDA, as defined by the Compaisynet income (loss) from the consolidated statemef operations before (1) gain (loss)

from discontinued operations, (2) income taxestd®l other income (expense), (4) non-cash impaitneharges included within restructuring
and impairment
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charges as reported in the consolidated staternénfserations, (5) depreciation and amortizatiod €) noneash stock compensation expe
included within selling, general and administratexg@enses on the consolidated statements of opesati

Adjusted EBITDA is not a measurement uratzrounting principles generally accepted in theté¢hStates and may not be used by other
companies. Management believes that Adjusted EBIT€s#n important part of the Company's internabrépg and is a key measure used by
Management to evaluate profitability and operapegormance of the Company and to make resourgeaibn 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 consistentlasnee from period to period its ability to fund tabexpenditures, 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'satiapifon and tax structures. Adjusted EBITDA ads@ludes depreciation and amortization
expense because these maish expenses reflect the impact of capital investsiwhich management believes should be evaltiatedgh cas
flow measures. Adjusted EBITDA excludes total otimeome (expense) because these items are na&ddtathe primary operations of the
Company.

There are limitations to using non-GAAPdfitial measures, including the difficulty assodatéth comparing companies that use similar
performance measures whose calculations may ditfer 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 (loss) gneedinguishment of debt and net other income ézge). Adjusted EBITDA should r
be considered a substitute for other measuresafifial performance reported in accordance with BAA

The data presented in the following taletudes information for the twelve months ended¢®eber 31, 2007, 2006 and 2005 for all
statement of operations and cash flow informati@sented, and as of December 31, 2007 and 20@#8l tmelance sheet information presented.
Information related to the acquired businessesakided from their respective acquisition datesidRee and the related expenses are attril
to countries based on where services are provided.
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Industry and geographic segment financifdrimation follows. Certain prior year informatibas been reclassified to conform to the 2007

presentation.

Communications

Coal
Mining

Other

Total

(dollars in millions)

2007
Revenue
North America $ 3941 $ 70 % — $ 4,011
Europe 25¢ — — 25¢
$ 4,19¢ $ 70 % — $ 4,26¢
| | | |
Adjusted EBITDA:
North America $ 75¢ $ 5 % 4
Europe 65 — —
$ 82: $ 5 % 4
| | |
Capital Expenditures
North America $ 57¢ $ 2 3 — 3 58(
Europe 53 — — 53
$ 631 $ 2 3 — 3 63:
| | | |
Depreciation and Amortizatiol
North America $ 861 $ 7 % — 3 86¢
Europe 74 — — 74
$ 93t $ 7 % — 3 947
| | | |
Coal
Communications Mining Other Total
(dollars in millions)
2006
Revenue
North America $ 3,121 $ 67 $ — $ 3,18¢
Europe 19C — — 19C
$ 3,311 $ 67 $ — $ 337
I I | |
Adjusted EBITDA:
North America $ 63€ $ 8 $ (3
Europe 41 — —
$ 677 $ 8 $ (3)
I I |
Capital Expenditures
North America $ 34€ $ 1 % — $ 347
Europe 45 — — 45
$ 391 $ 1 % — 3 392
I I | |
Depreciation and Amortizatiol
North America $ 661 $ 1 3 — $ 662
Europe 68 — — 68




$ 72¢ % 1 $ — $ 73C
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Coal
Communications Mining Other Total
(dollars in millions)
2005
Revenue
North America $ 1,49 $ 74 % — $ 157
Europe 14¢ — — 14¢
$ 1,648 $ 74 $ — $ 1,71
I I | |

Adjusted EBITDA:

North America $ 437 $ 16 $ (3

Europe 21 — —
$ 45¢  $ 16 $ (3
I I |

Capital Expenditures

North America $ 271 % 2 3% — $ 273

Europe 27 — — 27
$ 29¢ % 2 $ — $ 30C
I I | |

Depreciation and Amortizatiol

North America $ 56C $ 5 $ — % 56t
Europe 82 — — 82
$ 64z $ 5 $ — % 647
.| | | |

| dentifiable Assets
December 31, 200

North America $ 9,18¢ $ 11t $ 11 $ 9,31t
Europe 93C — — 93C
$ 10,11¢ $ 115 $ 1 $ 10,24:
| | | |
December 31, 200
North America $ 9,04 $ 127 $ 18 $ 9,18¢
Europe 80¢€ — — 80¢€
$ 9,84¢ $ 127 $ 18 $ 9,99

Communications

Coal
Mining

Other Total

(dollars in millions)
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Coal
Communications Mining Other Total

(dollars in millions)

Long-Lived Assets (excluding Goodwill)
December 31, 200

North America $ 6,70z $ 75 $ — $ 6,773
Europe 81¢& — — 81¢
$ 752( $ 75 $ 7,59
| | |
December 31, 200
North America $ 6,36z $ 88 $ 6,45(
Europe 747 — 747
$ 7,10¢ $ 88 $ 7,19
| | |
Goodwill
December 31, 200
North America $ 1,39C $ — $ 1,39
Europe 31 — 31
$ 1,421 $ — $ 1,421
| | |
December 31, 200
North America $ 408 % — $ 40¢
Europe — — —
$ 408 % — $ 40¢
| | |

Communications revenue is grouped intodluagtegories: 1) Core Communications Servicesugtiey transport and infrastructure
services, IP and data services, voice servicedavel 3 Vyvx services) 2) Other Communications $&y (including managed modem and its
related reciprocal compensation, DSL aggregatind,legacy managed IP services), and 3) SBC Corfiaatices. This revenue reporting
structure reflects how the Company's managemesstsvn the communications
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business. Management invests in supporting thethrohCore Communications Services revenue andanizitig the cash flows from the
Company's declining Other and SBC Contract Senikmsenue.

Communications Services

SBC
Contract
Core Other Services Total

(dollars in millions)

Communications Revenue

2007
North America $ 3366 $ 272 $ 30 $ 3,941
Europe 25€ 2 — 25¢
$ 3622 $ 274 % 302 $ 4,19¢
| | | |

2006
North America $ 1,781 $ 441 $ 892 $ 3,121
Europe 18€ 4 — 19C
$ 197 $ 44t 3 89 $ 3,311
| | | |

2005
North America $ 8l $ 652 % 25 $ 1,49¢
Europe 144 5 — 14¢

$ 96z $ 658 $ 25 $ 1,64f

Transport and Infrastructure includes $liom, $2 million and $130 million of terminatiorevenue for the years ended December 31,
2007, 2006 and 2005, respectively. IP and dataded less than $1 million, $7 million and $1 milliof termination revenue for the years
ended December 31, 2007, 2006 and 2005, respsct®BIC Contract Services includes $2 million ofrieration revenue for the years ended
December 31, 2007 and 2006. No termination revevagerecorded for SBC in 2005.

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 large national and global serviceigess, including
carriers, cable companies, wireless companiesyaice service providers. These customers typidatygrate Level 3 services
into their own products and services to offer taitlend user customers. Revenue from the Wholdsatkets Group represent
56% of Core Communications revenue for the yeaedrikecember 31, 2007.

. The Business Markets Group targets enterprise gus®and regional carriers who value a local, msifmal sales forc
Specific customer markets include small, mediund, lange businesses, local and regional carrieate sind local government
entities, and higher education institutions. Rewefiam the Business Markets Group represented Z8%o@ Communications
revenue for the year ended December 31, 2007.

. The Content Markets Group focuses on serving mealiacontent companies with large and growing badtiwieeds.
Customers in this market include video distributtmmpanies,
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providers of gaming, mega-portals, software sergiceiders, social networking providers, as welhaswe traditional media
distribution companies such as broadcasters, sitevhnetworks and sports leagues. Revenue frorGtiitent Markets Group
represented 11% of Core Communications revenueeiye¢ar ended December 31, 2007.

. The European Markets Group serves large Europeasuaters of bandwidth, including the largest Europsrad international
carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers, and
government and education sectors. Revenue frorEdhapean Markets Group represented 7% of Core Carwmattions revenue
in the year ended December 31, 2007.

The Company believes that the alignmentirdccustomer markets should allow it to drive gtowhile enabling it to better focus on the
needs of the customers.

The majority of North American revenue dstssof services delivered within the United Stafd®e majority of European revenue cons
of services delivered within the United Kingdomafce and Germany. Revenue from transoceanic ssriloeated to Europe.

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, 2006 206 2005:

2007
Discontinued
Coal Information
Communications Mining Other Services
(dollars in millions)
Net Income (Loss $ 1,119 $ 3) $ 2 $ —
Income from Discontinued Operatio — — — —
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 $ —
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2006
Discontinued
Coal Information
Communications Mining Other Services

(dollars in millions)

Net Income (Loss $ (800) $ 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 Exper 72¢ 1 — —
Non-Cash Compensation Exper 84 — —
Adjusted EBITDA $ 677 $ 8 ¢ ) $ —

I I | I
2005

Discontinued
Coal Information
Communications Mining Other Services
(dollars in millions)

Net Income (Loss $ (720) $ 16 $ ) $ 69
Income from Discontinued Operatio — — — (69)
Income Tax Provision (Benefi 2 2 1 —
Total Other (Income) Expen: 474 @) D —
Non-Cash Impairment Char¢ 9 — — —
Depreciation and Amortization Exper 64z 5 — —
Non-Cash Compensation Exper 51 — — —
Adjusted EBITDA $ 45¢  $ 16 $ 3) $ —

I I | I

(20) Commitments, Contingencies and Other Items
Right of Way Litigation

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. biy2001, 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 Z)@he court granted class certification only fo state of Idaho. In September 2002, Le\
Communications, LLC and Williams Communications . vere 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 Smitrec&@n February 17, 2005, Level 3 Communications; land Williams
Communications, LLC were named as defendankddbaniel, et. al., v. Qwest Communications Corpomtet al., a purported class action
covering 10 states filed in the United States @istCourt for the Northern District of lllinois. Hse
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actions involve the companies' right to instalffiteer optic cable network in easements and rightsays crossing the plaintiffs' land. In
general, the companies obtained the rights to oactdheir networks from railroads, utilities, aothers, and have installed their networks a
the rights-of-way so granted. Plaintiffs in the ponted class actions assert that they are the evaidands over which the companies' fiber
optic cable networks pass, and that the railroatilgjes, and others who granted the companiesitite to construct and maintain their
networks did not have the legal authority to doTdte complaints seek damages on theories of trespagist enrichment and slander of title
and property, as well as punitive damages. The aomp have also received, and may in the futurgvrecclaims and demands related to
rights-of-way issues similar to the issues in thessses that may be based on similar or differeysl ldheories. To date, other than as noted
above, all adjudicated attempts to have classmasti&tus granted on complaints filed against thepamies or any of their subsidiaries
involving claims and demands related to rights-afpissues 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 substargfahdes to the claims asserted in all of theserstiand any similar claims which may be
named in the future), and intends to defend thegorausly if a satisfactory form of settlement ig approved.

Other Litigation

The Company and its subsidiaries are gattienany other legal proceedings. Managementuadithat 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.

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, ptppexes and other executory costs related toghgel. Certain leases provide for adjustn
in lease cost based upon adjustments in the comqunine index and increases in the landlord's memesmnt costs.

The right-of-way agreements have varioysration dates through 2060. Payments under thgbeaf-way agreements were $90 million
in 2007, $62 million in 2006 and $30 million in 20

The Company has obligations under non-dabteoperating leases for certain colocation dfideofacilities, including lease obligations
for which facility related restructuring chargesddeen recorded. The lease agreements have vasipiration dates through 2099. Rent
expense, including common area maintenance, urmfecancelable lease agreements was $190 milli@e07, $132 million in 2006 and
$76 million in 2005.

For those leases involving communicationisaation and right-of-way agreements, the Comparticipates that it will renew these leases
under option provisions contained in the leaseegents given the significant cost to relocate tben@any's network and other facilities.
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Future minimum payments for the next fieags under right-of-way agreements and non-canleetgderating leases for facilities
(including common area maintenance) consist ofdhewing at December 31, 2007 (dollars in milligns

Right-of-Way
Agreements Facilities Total
2008 $ 101 % 12¢ $ 227
2009 91 10t 19¢
2010 85 88 175
2011 80 77 157
2012 77 70 147
Thereaftel 91¢ 261 1,17¢
Total $ 135 $ 727 $ 2,07¢

Certain right of way agreements includevigions for increases in payments in future perioalsed on the rate of inflation as measured by
the consumer price index. The Company has notdecliestimates for these increases in future penotihe amounts included above.

Certain right of way agreements are caab#dlor can be terminated under certain conditiblosvever, in most cases cancellation or
termination of the right of way agreement requiemoval of the Company's network. Because the Cagnpansiders it unlikely that it would
cancel or terminate its right of way agreementsranaove its network, the payments due under thgseements have been included in the
table above. Certain of these right of way agreamprovide for automatic renewal on a periodic asor purposes of presenting future
payment commitments under these agreements, th@&onhas included 18 years of future payments ffarmuary 1, 2008 in the table above.

Other

It is customary in Level 3's industriesuse various financial instruments in the normalrsewf business. These instruments include i
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh 2iccordance with specified terms and
conditions. As of December 31, 2007 and 2006, L8vehd outstanding letters of credit of approxinya®36 million and $45 million,
respectively, which are collateralized by cash Whreflected on the consolidated balance sheetsiscted cash and securities. The Com
does not believe it is practicable to estimatefdlirevalue of the letters of credit and does ndidve exposure to loss is likely nor material.

(21) Condensed Consolidating Financial Information
As discussed in Note 14, Level 3 Finandiag issued senior notes as described below:

. In October 2003, Level 3 Financing issued $500iamibf 10.75% Senior Notes due 2011. The 10.75%08&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 $2®mof 12.25%
Senior Notes due 2013. The Company repurchasedifilddn 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 dd 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 unsecurigghtibhs of Level 3 Financing; however, they aogbintly and severally and fully and
unconditionally guaranteed on an unsecured seasistby Level 3 Communications, Inc. and Level 3n@wnications, LLC.

In addition, Level 3 Financing's 12.25% iBeiNotes due 2013, Floating Rate Senior Notesafid 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 therfpds 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 Note@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 colditer an issue registered or being registered."

Condensed Consolidating Statements of Qipesafor the three years ended December 31, ZG and 2005 follow. Level 3
Communications, LLC leases equipment and certaititfas from other wholly owned subsidiaries ofet 3 Communications, Inc. These
transactions are eliminated in the consolidatedliesf the Company. The operating activities & separate legal entities included in the
Company's consolidated financial statements aeedependent. The accompanying condensed consofdatancial information presents the
results of operations, financial position and cfi@lvs of each legal entity and, on an aggregatésbt® other non-guarantor subsidiaries based
on amounts incurred by such entities, and aremended to present the operating results of thega kentities on a stand-alone basis.
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(21) Condensed Consolidating Financial Informatior(Continued)

Revenue

Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and
Administrative
Restructuring and Impairment
Charges

Total Costs and Expens

Operating Income (Los:

Other Income (Loss), ne
Interest Incom¢
Interest Expens
Interest Income (Expense)
Affiliates, net
Equity in Net Earnings (Losses,
of Subsidiaries
Other Income (Expens

Other Income (Loss

Income (Loss) from Continuing
Operations Before Income Tax

Income Tax Benefi

Income (Loss) from Continuing
Operations

Income (Loss) from Discontinued
Operations

Net Income (Loss

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Condensed Consolidating Statements of Operations

For the year ended December 31, 2007

Level 3 Level 3 Level 3
Communications, Financing, Communications,
Inc. LLC Services, Inc. Subsidiaries Eliminations Total
(dollars in millions)
$ — 3 — % 143¢ $ 27 $ 2,99 $ (197) $ 4,26¢
— — 552 — 1,43¢ (154 1,83:
— — 34¢ — 597 — 947
3 — 1,251 27 47¢ (37) 1,722
— — 12 — — — 12
3 — 2,161 27 2,51( (197) 4,51(
) — (722) — 484 — (241)
2 1 43 — 8 — 54
(202) (36%) (1) (1) (8 — (577)
781 97¢ (1,81¢) — 61 — —
(1,329 (1,939 444 — — 2,81¢ —
(363) (29) 7 — 13 — (372)
(1,117) (1,35)) (1,32%) Q) 74 2,81¢ (895)
(1,119 (1,35)) (2,047) 1) 55¢ 2,81¢ (1,13¢6)
— 22 — — — — 22
(1,119 (1,329 (2,047) 1) 55¢ 2,81¢ (1,119
$ (1,119 $ (1,329 $ (2,049 $ 1) % 55¢ $ 2,81¢ $ (1,119
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(21) Condensed Consolidating Financial Informatior(Continued)

Revenue

Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati
Restructuring and Impairment Charg

Total Costs and Expens

Operating Income (Los:
Other Income (Loss), ne
Interest Incom
Interest Expens
Interest Income (Expense) Affiliates,
net
Equity in Net Earnings (Losses) of
Subsidiaries
Other Income (Expens:

Other Income (Loss

Income (Loss) from Continuing Operatic
Before Income Taxe
Income Tax (Expense) Bene

Income (Loss) from Continuing Operatic
Income from Discontinued Operatio

Net Income (Loss

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)
$ — 3 — 3 1,30¢ $ 227  $ (19€) $ 3,37¢
— — 52t 1,17¢ (187) 1,517
— — 35¢ 37z — 73C
6 — 81€ 44E 9) 1,25¢
— — 9 4 — 13
6 — 1,70¢ 2,00(¢ (19€) 3,51¢
(6) — (409 27C — (24C)
1€ 1 40 7 — 64
(432) (207) — 9) — (64¢)
86( 66€ (1,572) 46 — —
(1,209) (1,561) 141 — 2,62¢ —
27 (10¢) 7 10 — (64)
(73¢) (1,209) (1,389 54 2,62¢ (64¢)
(744) (1,20¢9) (1,789%) 324 2,62¢ (78¢)
_ _ — @ = e
(744) (1,209 (1,78¢) 32z 2,62¢ (790)
_ _ — 46 — 46
$ (749 $ (1,209 $ (1,789 % 36 $ 2,62¢ $ (749
| | | | | |
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(21) Condensed Consolidating Financial Informatior(Continued)

Revenue

Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati
Restructuring and Impairment Charg

Total Costs and Expens

Operating Income (Los:
Other Income (Loss), ne
Interest Incom
Interest Expens
Interest Income (Expense) Affiliates,
net
Equity in Net Earnings (Losses) of
Subsidiaries
Other Income (Expens:

Other Income (Loss

Income (Loss) from Continuing Operatic
Before Income Taxe
Income Tax Expens

Income (Loss) from Continuing Operatic
Income from Discontinued Operatio

Net Income (Loss

Condensed Consolidating Statements of Operations

For the year ended December 31, 2005

Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ — 3 — 3 1457 $ 4c  $ aze) $ 1,71¢
— — 57t 104 (163) 51€
— — 444 20z — 647
4 — 64C 14C (15) 76¢
— — 21 2 — 23
4 — 1,68( 44¢ a7¢) 1,95¢
4 — (229) 9 — (23€)
19 1 11 4 — 35
(390) (133) — @ — (530)
784 5217 (1,336) 25 — —
(1,04¢) (1,492) @ — 2,541 —
1 — 12 16 — 29
(634) (1,097) (1,319 38 2,541 (46€)
(63¢) (1,097) (1,537) 29 2,541 (702)
— — — (©)] — (5)
(63¢) (1,097 (1,537) 24 2,541 (707)
_ 49 — 20 — 69
$ (63¢) $ (1,049 $ 1,537) $ 4 3 2541 $ (639
| | | | | |

F-93




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(21) Condensed Consolidating Financial Informatior(Continued)
Condensed Consolidating Balance Sheet§ @eaember 31, 2007 and 2006 follow:

Condensed Consolidating Balance Sheets
December 31, 2007

Level 3 Level 3 Level 3 Broadwing
Communications, Financing, Communications, Financial Other
Inc. Inc. LLC Services, Inc. Subsidiaries Eliminations Total
(dollars in millions)
Assets
Current Assets
Cash and cash equivalel $ — $ 27 $ 58¢ $ — $ 99 $ — $ 714
Marketable securitie 8 — — — 1 — 9
Restricted cash and securit — — 14 — 9 — 23
Accounts receivable, n — — 8C — 31¢E — 39t
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¢ (20,189 20 2,21¢ — 1,22¢
Property, Plant and Equipment, | — — 3,25¢ — 3,41° — 6,66¢
Restricted Cash and Securit 18 — 17 — 66 — 101
Goodwill and Other Intangibles, n — — 151 — 1,95( — 2,101
Investment in Subsidiarie (6,957) (11,270 4,481 — — 13,74( —
Other Assets, n¢ 16 47 17 — 65 — 14¢&
Total Asset: $ 3,67 $ (2,639 $ (12,26 $ 20 $ 7,712 $ 13,74C $ 10,24t
;. _§F ¥y ¥ N __§ |
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
benefits — — 88 — 9 — 97
Accrued interes 33 95 — — — 12¢
Deferred revenu — — 91 75 — 16€
Other — — 42 — 97 — 13¢
Total Current Liabilities 58 95 391 1 413 — 95¢
Long-Term Debt, less current portic 2,511 4,217 — 20 84 — 6,832
Deferred Revenu — — 644 — 11¢ — 765
Other Liabilities 34 — 21z — 37¢ — 622
Stockholders' Equity (Deficit 1,07C (6,957) (13,509 @) 6,721 13,74( 1,07(¢
Total Liabilities and Stockholders'
Equity (Deficit) $ 3,67 $ (2,639 $ (12,269 $ 20 $ 7,712 $ 13,74( $ 10,24:
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(21) Condensed Consolidating Financial Informatior(Continued)

Assets

Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Accounts receivable, n
Due from (to) affiliates
Other

Total Current Asset

Property, Plant and Equipment, |
Marketable Securitie

Restricted Cash and Securit
Goodwill and Other Intangibles, n
Investment in Subsidiarie

Other Assets, n¢

Total Asset:

Liabilities and Stockholders' Equity
(Deficit)
Current Liabilities:
Accounts payabl
Current portion of lon-term debt
Accrued payroll and employee bene
Accrued interes
Deferred revenu
Other

Total Current Liabilities

Long-Term Debt, less current portit
Deferred Revenu

Other Liabilities

Stockholders' Equity (Deficit

Total Liabilities and Stockholders' Equity
(Deficit)

Condensed Consolidating Balance Sheets
December 31, 2006

Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ 15 % 12 $ 1,592 62 $ — $ 1,681
23t — — — — 23t
— — 31 15 — 46
— — 97 22¢ — 32€
11,18: 6,432 (18,632) 1,01¢€ — —
17 6 41 37 — 101
11,45( 6,45( (16,870 1,35¢ — 2,38¢
— — 3,26¢ 3,20( — 6,46¢
17 — — 73 — 9C
— — 44 87t — 91¢
(6,419 (10,170 2,63¢ — 13,95( —
43 41 12 32 — 12¢
$ 5091 $ (3,679 $ (10,907 553¢ $ 13,95( $ 9,99«
sy ]
$ — 3 1 $ 16C 23C $ — $ 391
— — — 5 — 5
— — 59 33 — 92
93 49 — 1 — 14:
_ — 84 44 — 12¢
1 2 5€ 97 — 15€
94 52 35¢ 41C — 91¢
4,581 2,68¢ — 88 — 7,351
— — 642 12t — 767
42 — 19¢ 34C — 581
374 (6,419 (12,107 4,57¢ 13,95( 374
$ 5091 $ (3,679 $ (10,907 553¢ $ 13,95 $ 9,99/
| | | | | |
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(21) Condensed Consolidating Financial Informatior(Continued)

Condensed Consolidating Statements of Elshkis for the years ended December 31, 2007, 200&805 follow:

Net Cash Provided by (Used i
Operating Activities

Cash Flows from Investing Activitie
Proceeds from sale and maturit
of marketable securitie
Decrease in restricted cash anc
securities, ne
Capital expenditure
Acquisitions, net of cash acquir
and investment
Proceeds from sale of
discontinued operatior
Proceeds from sale of property,
plant and equipment and other
asset:

Net Cash Provided by (Used i
Investing Activities

Cash Flows from Financing
Activities:
Long-term debt borrowings, net
of issuance cos'
Payments on and repurchases
long-term debt, including currer
portion and refinancing cos
Proceeds from warrants and
stocl-based equity plar
Increase (decrease) due from
affiliates, net

Net Cash Provided by (Used i
Financing Activities

Effect of Exchange Rates on Cash
and Cash Equivalen

Net Change in Cash and Cz
Equivalents

Cash and Cash Equivalents at
Beginning of the Yea

Cash and Cash Equivalents at Enc
the Year

Condensed Consolidating Statements of Cash Flows

For the year ended December 31, 2007

Level 3 Level 3 Level 3 Broadwing
Communications, Financing, Communications, Financial Other
Inc. Inc. LLC Services, Inc. Subsidiaries Eliminations Total
(dollars in millions)

(229) $ (30€) $ (14€) $ (15) $ 927 $ — $ 231

28C — — — 53 — 33z

— — 1 — 11 — 12

— — (277) — (362) — (633)

— — (893) — 217 — (67€)

— @ — — — — @

— — 2 — 3 — 5

28C (%) (1,16]) — (78) — (961)

— 2,34¢ — — — 2,34¢

(1,619 (887) — (1) (111 — (2,61¢)

26 — — — — 26

1,521 (1,139 30C 1€ (704) — —

(66) 32z 30C 15 (815) — (243)

— — 3 — 3 — 6

(15) 15 (1,004 — 37 — (967)

15 12 1,592 — 62 — 1,681

— % 27 % 58¢ $ — 3 99 $ — 3 714
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(21) Condensed Consolidating Financial Informatior(Continued)

Net Cash Provided by (Used i
Operating Activities of Continuing
Operations

Cash Flows from Investing Activitie
Proceeds from sale and maturity of
marketable securitie
Purchases of marketable securi
Decrease (increase) in restricted ci
and securitie
Capital expenditure
Investments and acquisitio
Proceeds from sale of discontinuec
operations, net of cash sc
Advances from discontinued
operations, ne
Proceeds from sale of property, ple
and equipment and other ass

Net Cash Provided by (Used in) Invest
Activities

Cash Flows from Financing Activitie
Long-term debt borrowings, net of
issuance cost
Payments on long-term debt,
including current portion (net of
restricted cast
Equity offering
Increase (decrease) due from
affiliates, net

Net Cash Provided by (Used i
Financing Activities

Net Cash Used in Discontinu
Operations

Effect of Exchange Rates on Cash anc
Cash Equivalent

Net Change in Cash and Cz
Equivalents

Cash and Cash Equivalents at Beginn
of Year (includes cash of discontinued
operations

Cash and Cash Equivalents at End of
Year

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2006

F-97

Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)

(380) $ (183 $ 62 72z $ $ 221

il7s 5 10C — 28C

— — (98) — (98)

1 2 (10 (14) (22)

— — (16€) (22€) (392)

— — (7617) 12 (749)

— — — 307 307

— — — 18 18

— — 6 1 7
17¢ 7 (929) 98 (64¢€)

32¢ 1,93( — — 2,25¢
(513) (59€) — 1) (1,110

543 — 543

(174) (1,159 2,17(C (842) —

182 18C 2,17C (84%3) 1,68¢
— — — (43 (43

— — 14 4) 10

(22 4 1,317 (70 1,22¢

37 8 27t 132 452

15  $ 12 % 1,592 62 $ $ 1,681
N s W N ]




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(21) Condensed Consolidating Financial Informatior(Continued)

Net Cash Provided by (Used in) Operat
Activities of Continuing Operatior

Cash Flows from Investing Activitie
Proceeds from sale and maturity of
marketable securitie
Purchases of marketable securi
Decrease (increase) in restricted cas
and securitie
Capital expenditure
Investments and acquisitio
Proceeds from sale of discontinued
operations
Advances from discontinued
operations, ne
Proceeds from sale of property, plan
and equipment and other ass

Net Cash Provided by (Used in) Invest
Activities

Cash Flows from Financing Activitie
Long-term debt borrowings, net of
issuance cost
Payments on long-term debt, includi
current portion (net of restricted ca:
Increase (decrease) due from affiliate
net

Net Cash Provided by (Used in) Financ
Activities

Net Cash Used in Discontinued Operati

Effect of Exchange Rates on Cash and ¢
Equivalents

Net Change in Cash and Cash Equival:
Cash and Cash Equivalents at Beginnin
Year (includes cash of discontinued
operations

Cash and Cash Equivalents at End of Y1
(includes cash of discontinued operatic

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2005
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Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ (30¢) $ (12¢) $ 22¢  $ 90 $ — $ (11§
243 — 34C 1 — 584
(64¢) — — — — (64€)
= 3 (6) (1) = (4)
— — (167) (133) — (300)
(10) — (497) 12¢ — (379)
— 82 — — — 82
— — — 13 — 13
— — 3 8 — 11
(415) 85 (327) 16 — (641)
8717 — — 66 — 943
— — (26) (109 — (230)
(123 34 17¢ (83) — —
75€ 34 144 (121 — 81z
— — — 32 — (32
() — (13) 1 — 13
34 ©) 30 (46) - 9
3 17 24¢ 17¢ — 442
$ 37 % 8 $ 27t $ 132 % — $ 452
" s ]




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,

2007 2006 2007 2006 2007 2006 2007 2006

(dollars in millions except per share data)

Revenue $ 1,05¢$ 82z ¢ 1,05 % 83t $ 1,0618% 87t $ 1,10C $ 84¢€
Operating Los: (75) (57) (79) (18) (58) (25) (29 (40
Loss from Continuing Operatiol (647) (16€) (202) (2249) a74) (169 (91) (237)
Income (loss) from Discontinued Operatic — 2 — 23 — 25 — —
Net Loss (647) (168) (202) (202) a74) (139) (91 (237)
Income (Loss) per Share (Basic and Dilutt

Loss from Continuing Operatiol $ 0.49% (0.20% (0.19%$ (0.29% 0.1)$ (0.19% (0.06$ (0.20

Income from Discontinued Operatio — — — 0.0z — 0.0z — —

Net Loss $ (0449$ (020%$ (0.19$ (0.29% (0.1)$ (0.19$%  (0.0$ (0.20

Loss per share was calculated for eactethrenth period on a stand-alone basis. As a restbck transactions during the periods, the
sum of the loss per share for the four quartesach year may not equal the loss per share fdntlge month periods. As a result of the sale
of Software Spectrum in 2006, certain amounts presly included in the 2006 quarterly reports onnkA.0-Q have been reclassified from
continuing operations to discontinued operations.

In the first quarter of 2007, the Companyghased Broadwing and the CDN Business. The Comglan recognized a $427 million net
loss on the extinguishment of various debt instnusién 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 phaside 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.

In the first quarter of 2006, the Companyghased Progress Telecom. The Company also rexfyai$27 million gain related to a debt
exchange.

In the second quarter of 2006, the Compmnmghased ICG Communications. The Company alsgrézed a $55 million loss on the
amendment and restatement of the Company's Seador&l term Loan due 2011.

In the third quarter of 2006, the Companychased TelCove and Looking Glass. The Compamyratognized a $33 million gain from
the sale of Software Spectrum.

In the fourth quarter of 2006, the Compeegognized a $54 million loss on the extinguishnadrdebt.
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Exhibit 12

LEVEL 3 COMMUNICATIONS, INC.
STATEMENT REGARDING COMPUTATION OF RATIO OF EARNING TO FIXED CHARGES AND
PREFERRED STOCK DIVIDENDS

Fiscal Year Ended

2007 2006 2005 2004 2003
Loss from Continuing Operations Before Income Taxes $ (1,136) % (788) $ (702) $ 477) % (746)
Earnings of Equity Invester — — — — 3)
Interest on Debt, Net of Capitalized Inter 577 648 530 485 567
Amortization of Capitalized Intere 68 68 68 68 68
Interest Expense Portion of Rental Expe 63 44 25 29 31
Earnings (Losses) Available for Fixed Char $ (428) $ (28)$ (79) $ 105 $ (83)
Interest on Dek $ 577 $ 648 $ 530 $ 485 $ 567
Preferred Dividend — — — — —
Interest Expense Portion of Rental Expe 63 44 25 29 31
Total Fixed Charge $ 640 $ 692 $ 555 $ 514 $ 598

Ratio of Earnings to Fixed Charg — — — — —

Deficiency $ (L0689 (720) $ (634) $ (409) $ (681)




Exhibit 21

Significant Subsidiaries
As of and for the Fiscal Year ending December 3107

Level 3 Communications, In
Level 3 Financing, Inc
Level 3 Communications, LL!
Broadwing Corporatiol
Eldorado Acquisition Three, LL!
TelCove Operations, LL¢
WilTel Communications Group, LL!
WilTel Communications, LL(C
BTE Equipment, LLC
Level 3 International, Inc
Level 3 Holdings, B.V
Level 3 Communications Limited (Uk
Level 3 Communications GmbH (Germatr
Level 3 Holdings, Inc
KCP, Inc.




Exhibit 23
Consent of Independent Registered Public Accountingirm

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by reference irréggstration statements (Nos. 333-53914, 333-91833-68887, 333-71713, 333-115062,
333-123703, 333-125030, 333-125262, 333-130710,132895, 333-134668, 333-136413, 333-139836, aBd139838) on Form S-and the
registration statements (Nos. 333-79533, 333-42383,68447, 333-58691, 333-52697, 333-115472, 83d135751) on Form S-8 of Level 3
Communications, Inc. of our reports dated Febr2&xy2008, with respect to the consolidated balaheets of Level 3 Communications, Inc.
and subsidiaries as of December 31, 2007 and 20@b6the related consolidated statements of opestaash flows, and changes in
stockholders’ equity (deficit) and comprehensiveslfor each of the years in the three-year pemag@ December 31, 2007, and the
effectiveness of internal control over financigboeting as of December 31, 2007, which reports apjpethe December 31, 2007 annual report
on Form 10-K of Level 3 Communications, Inc.

/s/ KPMG LLP

Denver, Colorad
February 29, 200




Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

| have reviewed this Form 10-K of Level 3 Commutimas, Inc.;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or omsit&de a material fact
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statement$,aéimer financial information included in this repdairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented
in this report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure 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)) fortdgistrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifg prepared;

b. Designed such internal control over financial réipgr or caused such internal control over finah@gaorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

c. Evaluated the effectiveness of the registrant’sld@&ire controls and procedures and presentedsimetport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; and

d. Disclosed in this report any change in the regitsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyesftf, the registrant’s internal control over finaeceporting; and

The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatioernal control over
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardicéctors (or persons performing
the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad 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 repogt

Date: February 29, 2008

/s/ James Q. Crow

James Q. Crow
Chief Executive Office

*

Provide a separate certification for each princgadcutive officer and principal financial officef the registrant. See Rules 1B4(a) anc
15d-14(a).




Exhibit 31.2

CERTIFICATIONS*

[, Sunit S. Patel, certify that:

1.

2.

| have reviewed this Form 10-K of Level 3 Commutimas, Inc.;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or omsit&de a material fact
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statement$,aéimer financial information included in this repdairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented
in this report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure 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)) fortdgistrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifg prepared;

b. Designed such internal control over financial réipgr or caused such internal control over finah@gaorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

c. Evaluated the effectiveness of the registrant’sld@&ire controls and procedures and presentedsimetport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; and

d. Disclosed in this report any change in the regitsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyesftf, the registrant’s internal control over finaeceporting; and

The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatioernal control over
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardicéctors (or persons performing
the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad 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 repogt

Date: February 29, 2008

/s/ Sunit S. Pate

Sunit S. Pate
Group Vice President and Chief Financial Offi

*

Provide a separate certification for epcincipal executive officer and principal financafficer of the registrant. See Rules 13a-14
(a) and 15d-14(a).




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 Level 3 Comnueations, Inc. (the “Company”) for the year endea&aber 31, 2007 as filed with
the Securities and Exchange Commission on thehdasof (the “Report”)] James Q. Crowe, Chief Executive Officer of thepany, certify
pursuant to 18 U.S.C. § 1350, as adopted pursadn®06 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 prets, in all materials respects, the financial dbom and results of
operations of the Company.

/s/ James Q. Crow
James Q. Crow

Chief Executive Office
February 29, 200




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 Level 3 Comnueations, Inc. (the “Company”) for the year endea&aber 31, 2007 as filed with
the Securities and Exchange Commission on thehdaeof (the “Report”)| Sunit S. Patel, Group Vice President and ChiefRcial Officer o
the Company, certify, pursuant to 18 U.S.C. § 1380adopted pursuant to 8§ 906 of the Sarbanes-@xiegf 2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; and

2) The information contained in the Report fairly prets, in all materials respects, the financial dbom and results of
operations of the Company.

/s/ Sunit S. Pate
Sunit S. Pate

Group Vice President and Chief Financial Offi
February 29, 200
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Unless the context otherwise requires, when weheseords “Level 3,” “we,” “us” or “our company” in this Form 10-K, we are
referring to Level 3 Communications, Inc., a Delasvaorporation, and its subsidiaries, unless itlsar from the context or expressly stated
that these references are only to Level 3 Commtioit® Inc. References to our subsidiaries excBid@dwing Corporation, a Delaware
corporation and its subsidiaries, which we acquimedJanuary 3, 2007. In this Form 10-K, we mayné&feBroadwing Corporation and its
subsidiaries as “Broadwing.” In addition, we mayfee to our former subsidiary Software Spectrum, boed its subsidiaries as “Software
Spectrum.”

The Level 3 logo and Level 3 are registered semiaeks of Level 3 Communications, Inc. in the UWhiB¢ates and other countries. All
rights are reserved. This Form 10-K refers to tradenes and trademarks of other companies. The omeatithese trade names and
trademarks in this Form 10-K is made with due rettign of the rights of these companies and wittanyt intent to misappropriate those
names or marks. All other trade names and trademagpearing in this Form 10-K are the propertyluéit 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-looking statemeantsl information that are based on the beliefs ohoanagement as well as

assumptions made by and information currently abédl to us. When we use the words “anticipate”|iéve”, “plan”, “estimate” and
“expect” and similar expressions in this Form 10aK,they relate to us or our management, we agadirtg to identify forward-looking
statements. These statements reflect our curremiswvith respect to future events and are sulbjenertain risks, uncertainties and
assumptions.

Should one or more of these risks or uncertaimtiaterialize, or should underlying assumptions piiagerrect, our actual results may
vary materially from those described in this docam&hese forward-looking statements include, anathgrs, statements concerning:

e our communications business, its advantages anst@iegy for continuing to pursue our business;
* anticipated development and launch of new seniitesir business;

« anticipated dates on which we will begin providoegtain services or reach specific milestones énddvelopment and
implementation of our business strategy;

« growth and recovery of the communications industry;
e expectations as to our future revenue, marginsemresgs and capital requirements; and

« other statements of expectations, beliefs, futlaegand strategies, anticipated developments tined matters that are not historical
facts.

These forward-looking statements are subject ks @d uncertainties, including financial, regutgt@nvironmental, industry growth
and trend projections, that could cause actualtsvarresults to differ materially from those exgwed or implied by the statements. The most
important factors that could prevent us from acimgwur stated goals include, but are not limitdour failure to:

* integrate strategic acquisitions;

* increase the volume of traffic on our network;

« defend our intellectual property and proprietaghts;

« develop new services that meet customer demandgaretate acceptable margins;

» successfully complete commercial testing of neviatietogy and information systems to support newisesy

 attract and retain qualified management and gibesonnel; and




* meet all of the terms and conditions of our deligakbions.

Except as required by applicable law and regulatiare undertake no obligation to publicly update fomward-looking statements,
whether as a result of new information, future ésem otherwise. Further disclosures that we makeetated subjects in our additional filir
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 ttiermation set forth below under “ITEM 1A. RISK FAORS.”

Part |
ITEM 1. BUSINESS

Unless the context otherwise requires, when wehesevords “Level 3,” “we,” “us” or “our company” in this Form 10-K, we are
referring to Level 3 Communications, Inc., a Delagvaorporation, and its subsidiaries, unless itisar from the context or expressly stated
that these references are only to Level 3 Commtioit® Inc. Unless we state specifically to thetrany, references to our subsidiaries
excludes Broadwing Corporation, a Delaware corparatand its subsidiaries, which we acquired on JagB, 2007. In this Form 10-K, we
may refer to Broadwing Corporation and its subsiia as “Broadwing.” Throughout this Form 10-K wseuvarious industry terms and
abbreviations, which we have defined in the GlogsdiTerms at the end of this description of owibess.

Through our operating subsidiaries, we engage pilyria the communications business.

We are a facilities based provider (that is, a jglervthat owns or leases a substantial portiom@filant, property and equipment
necessary to provide its services) of a broad rahggegrated communications services. We havateteour communications network
generally by constructing our own assets, but tiismugh a combination of purchasing and leasingratbmpanies and facilities. Our netw
is an advanced, international, facilities basedroomcations network. We designed our network tovjol® communications services, which
employ and take advantage of rapidly improving ulyiteg optical, Internet Protocol, computing andrsige technologies.

Market and Technology OpportunityWe believe that ongoing technology advances in bpttcal 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$¢htechnology advances. Service
providers that can effectively take advantage dfit@logy improvements and reduce unit costs wilhblke to offer lower prices, which, we
believe, will stimulate substantial increases im demand for communications services. We beliegesthre two primary factors that are
continuing to drive this market dynamic:

« Rapidly Improving Technologies.Over the past few years, both Internet ProtocdP and optical based networking technologies
have undergone extremely rapid innovation, duggrige part, to market based development of undegltéchnologies. This rapid
technology innovation has resulted in both an inapneent in price-performance for optical and Intéfmtocol systems, as well as
rapid improvement in the functionality and applioas supported by these technologies. For exarttpdee improvements are enab
voice over IP services or VolIP that are challengragditional telephone network or PSTN services.Wlkeve that this rapid
innovation will continue well into the future aceoa number of different aspects of the communinatinarketplace.

« High Demand Elasticity. We believe decreases in communications sereiosts and prices cause the development of new
bandwidth-intensive applications, which, over timesult in even more significant increases in badtiwdemand. In addition, we
believe that communications services are direcstiulbes for other, existing modes of informatiastidbution from sources such as




traditional broadcast entertainment and distributibsoftware, audio and video content using platsitedia delivered over motor
transportation systems.

We believe that as communications services impmowee rapidly than these alternative content digtidm systems, significant
demand will be generated from these sources ofrirdiion. We also believe that high elasticity ofrded from both these new
applications and the substitution for existing rilisttion systems will continue for the foreseeduteire. We believe that while high
demand elasticity will be manifested over time, gmment regulation and communications supply chrafficiencies may cause
realization of demand to be delayed.

We also believe that there are significant impiaa that result from this market dynamic:

Incorporating Technology ChangesGiven the rapid rate of improvement in opticadl dnternet Protocol technologies,
communications service providers that are mosttffe at rapidly deploying new services that talleaantage of these technologies
will have an inherent cost and service advantage companies that are less effective at deployawg services that use these
technologies.

Capital Intensity. The rapid improvements in these technologiesthacdheed to move to new technologies more quidults in
shortened economic lives of underlying assets.chiege improvements in service capabilities and cwst reductions, service
providers must deploy new generations of technokmpner, resulting in a more capital-intensive hess model. Those providers
with the technical, operational and financial abitb take advantage of the rapid advancementseiset technologies are expected to
have higher absolute capital requirements, shodtesset lives, rapidly decreasing unit costs aiwkgrrapidly increasing unit deme
and higher cash flows and profits.

Our Communications Business Strategy

We are seeking to capitalize on the opportunitiresgnted by the expanded coverage of our commionisatetwork in the United Stat
and in Europe as well as the significant and ragidancements in optical and Internet Protocol teldyies. Key elements of our strategy
include:

Offer a Comprehensive Range of Communications G&=r@ver Our End-to-End NetworkWe provide a comprehensive range of
communications services designed to meet the rafemls customers over our network. During 2006,expanded our targeted
customer base to include enterprise or businedsroess through our recently completed acquisitions.

Our communications service offerings include: Seiftsh and voice services including wholesale Votihponent services and
consumer oriented VolP services, enterprise omlegsivoice services, managed modem for the diakopss business, wholesale
voice termination services; Internet Protocol aathdervices including Internet access and IP dneriet Virtual Private Networks
and broadband transport services such as wavekerdstk fiber and private line services includirapnsoceanic, backhaul, intercity,
metro and unprotected private line services; cdrdistribution services including video broadcastvices; and colocation services.
The availability of these services varies by lomati

For several years we have been developing serthetsake advantage of the investment that we heade in our network and that
generally target large, existing markets for comivations services. We have also expanded our Bgistiarkets for communications
services through our recent acquisitions that exhbsé to offer services directly to enterprise usibess customers. Through these
efforts we have increased significantly our addxbksmarket by adding new targeted customers dsagelew voice and data servi
that take advantage of the geographic coverage@stchdvantages of our network.




With respect to our wholesale customers, we prothidee customers with several options for accessingntercity network—
including our metropolitan networks and colocatiadilities. Our metropolitan networks enable usdonect directly to points of high
traffic aggregation. These traffic aggregationIfies are typically locations where our customeish to interconnect with our
intercity network. Our metropolitan networks allow to extend our network services to these aggoegpoints at low costs. With
respect to our enterprise customers, we provideethastomers with access to our network eitheritegitly connecting to their
location or by serving that location with a conmaetfrom another communications services provigarof December 31, 2006, and
after giving effect to the acquisition of Broadwjnge have:

» approximately 73,000 intercity route miles in theitdd States and Europe;
* connecting 16 countries;

» with approximately 125 markets having metropolifier networks containing approximately 25,000 eontiles in the
United States and Europe; and

» connecting approximately 6,500 traffic aggregapoimts and buildings in the aggregate.

We believe that providing colocation services iailfies directly connected to our network attracténmunications 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. Therefore, we belighat having colocation
facilities in our larger network access locatidmattwe refer to as Gateways, provides us with apetitive advantage. Additionally,
our metropolitan networks allow us to compete fentain local communications traffic, which congtitsia significant percentage of
the communications market. As of December 31, 286y giving effect to the acquisition of Broadgijiwe had secured
approximately 6.9 million square feet of spacedor Gateway and transmission facilities and oteehnical space and had completed
the build-out of approximately 4.6 million squaeef of this space.

Target Top Global Bandwidth CustomersWith respect to our wholesale services offerjimys primary distribution strategy is to
a national, direct sales force focused on high hédtth usage businesses. These businesses inclewialdent local exchange carriers,
international carriers also known as PTTs, maj®siSroadband cable television operators, wirglesaders, major interexchange
carriers, the U.S. government and enhanced sepvizaders. Providing communications services ta¢hieusinesses is at the core of
our market enabling strategy since bandwidth gdlyegpresents a substantial portion of these lassias’ costs. We identify as
wholesale customers those customers that purclggficeint amounts of capacity to serve the neddbair customers.

Further Develop Existing Enterprise Customer Busie With respect to our business markets custoroersprimary distribution
strategy is to use a locally based direct salesefty target business customers, state governniégher education institutions and
academic consortia with high demands for missidtical communications services. In this categoryalss target regional carriers
that make communications services buying decidiocely.

Develop Market Leading Content Distribution Serviafferings. At December 31, 2006, we operated one of tige# Internet
Protocol backbones in the world. In other words,operate one of the largest networks over whicériret content is transported from
content sources to third party owned access nesnavknected directly to end users. As a resuhisfrietwork scale, we embarked

a strategy to refine our capabilities to addressctimmunications needs of those organizationgtioatuce the content that individu
want to view over the Internet. This service offgrincludes high speed IP services, colocationices\and services that cost
effectively




distribute the content that is produced for constimnpover the Internet. This strategy led us tochase the content distribution
network or CDN assets of SAVVIS, Inc. in Januar®20We believe that one of the largest sourcestofé incremental demand for
communications services will be derived from custosrthat are seeking to distribute their featurle dontent or video over the
Internet. Furthermore, we believe that we are tiilg services provider with a single source, fultgfalio of end-to-end content
distribution solutions, and that we are in a uniguosition to offer a range of building blocks toehéhese customers’ needs.

Expand Metropolitan Network CoverageWe expect to selectively extend the currenthezt our existing metropolitan networks by
opportunistically adding additional connectiondtoldings and other traffic aggregation points frdrese networks to enable us to
reach additional potential customers and reduceasts for the termination of our customer’'s comiaaiions traffic on other
carriers’ networks.

Pursue Acquisition OpportunitiesFor a number of years, we have engaged in sigmifiacquisition activities. In evaluating
potential acquisition opportunities, among othéedia, we evaluate the potential acquisition adowg to the transaction’s ability to
generate positive cash flow from high credit qyatiistomers. For these opportunities, we geneladly for companies with recurring
revenue that comes predominantly from serviceslveady provide, in geographic areas that are ajrsadved, with customers that
are consistent with our existing customer bass.ttis group of acquisitions that generally alsovile significant synergy
opportunities as a result of overlapping networtt aervice offerings.

As we seek to expand the addressable market fasevuices, we also evaluate opportunities that vedpand our service capabiliti
Transactions that would be included in this catggovuld expand the geographic scope of our networkould provide capabilities
for additional services or distribution channelsr these opportunities, we generally consider wdretite targeted company’s
distribution strategy is consistent with our stggtand whether management believes that the targetfrent and/or future revenues
can be significantly increased and/or expensedeasignificantly reduced as a result of a combamatwith our operations. Generally
these acquisition opportunities will not provide ttame level of synergy opportunity that the catgegbacquisitions describe above
provide to us.

Develop Advanced Operational Processes and BusBgggort Systems.We have developed and continue to develop sutiista
and scalable operational processes and businegsrssystems specifically designed to enable wdfey services efficiently to our
targeted customers. We believe that these syst#arsooir customers industry leading performanceddads, reduce our operating
costs, give our customers direct control over sofrtee services they buy from us and allow us tagrapidly while minimizing
redesign of our business support systems.

Provide Low Cost Backbone Services Through An Ugesable Backbone Network.Many portions of our originally constructed
intercity and metropolitan networks were desigreedrovide high quality communications services kiveer cost. As we continue to
integrate our recently acquired operations, owvaost and business processes will seek to enaliie esst effectively deploy future
generations of optical and IP networking componéntsh fiber and transmission electronics and opts) and thereby expand
capacity and reduce unit costs. In addition, oategy is to maximize the use of open, non-proarjeinterfaces in the design of our
network software and hardware. This approach enohtd to provide the company with the ability toghase the most cost effective
network equipment from multiple vendors and allesmta deploy new technology more rapidly and efesdyi.




Attract and Motivate High Quality EmployeesWe have developed programs designed to attralctetain employees with the
technical and business skills necessary for ounbas. The programs include our long term incerpirggrams.

Our Strengths

We believe that the following strengths will assistin implementing our strategy:

Experienced Management Teame have assembled a management team that vesdéiwell suited for our business objectives
and strategy. Our senior management has substarfiatience in leading the development, marketimysale of communications
services and in managing, designing and constgatietropolitan, intercity and international netwsark

A Comprehensive Range of Communications Servidd& provide a comprehensive range of communicatservices designed to
meet the needs of our customers over our netwarknd 2006, we expanded our targeted customertoaselude enterprise or
business customers through our recently complatqdisitions.

Our communications service offerings include: Seiftish and voice services including wholesale Votihponent services and
consumer oriented VolP services, enterprise omlegsivoice services, wholesale voice terminatiovicses, managed modem for the
dial-up access business; Internet Protocol andsgataces including Internet access and IP andrE¢hé&/irtual Private Networks and
broadband transport services such as wavelengihisfider and private line services including traesanic, backhaul, intercity, metro
and unprotected private line services; contentilligion services including video broadcast sersi@nd colocation services. The
availability of these services varies by location.

For several years we have been developing serthe¢sake advantage of the investment that we h@aae in our network and that
generally target large, existing markets for comivations services. We have also expanded our Bgistiarkets for communications
services through our recent acquisitions that exghbsé to offer services directly to enterprise usibess customers. Through these
efforts we have increased significantly our addabks market by adding new targeted customers dsas/@lew voice and data servii
that take advantage of the geographic coverage@stchdvantages of our network.

Significant metropolitan network platform As of December 31, 2006, and after giving d@ffeche acquisition of Broadwing, we
have metropolitan fiber networks in approximate®p Inarkets in the United States and Europe, wlochain approximately 25,000
route miles and connect in the aggregate approrisn&t500 traffic aggregation points and buildin@swr metropolitan networks
enable us to connect directly to points of higfffizaaggregation and customer locations and reducecosts for the termination of our
customer’s communications traffic on other cartiaetworks.

End-to-End Network Platform. Our strategy has been and continues to be toyleptwork infrastructure in major metropolitan
areas and to link these networks with significateicity and trangceanic networks in North America and Europe. Weshe that the
integration of our metropolitan and intercity netk®with our colocation facilities will expand tseope and reach of our on-net
customer coverage, facilitate the uniform deployhwriechnological innovations as we manage owréutipgrade paths and allow us
to grow or scale our service offerings rapidly. Bédieve that we are the only international commatidns service provider with the
unique combination of 1) large fiber count metrdol networks, 2) generally uniformly deployed nyatinduit intercity networks,

3) substantial colocation facilities and 4) sigrafit content distribution technology and services.




» Advanced IP Backbone.We operate one of the largest internationald®vorks or backbones. Our IP services deliver adbrange
of IP transit and network interconnection solutiteitored to meet the varied needs of high bandwidimpanies.

« Extensive Patent Portfolio. Through both organic growth and acquisitions haee developed an extensive patent portfolio,
consisting of approximately 800 patents and paipptications filed in the United States and arotivedworld. Our patent portfolio
includes patents filed in each of the last thresades covering technologies ranging from data anckvservices to content distribut
to transmission and other networking equipment. Wiafrour patents that cover our core technologresservice offerings are not
scheduled to expire for more than ten years. Whileportfolio has only been used to date from &uisi/e perspective to resolve
claims of infringement asserted against Level 3aveeexploring appropriate ways to enforce ourtsgtgainst others. We will
continue to file new patent applications as we aokand develop products and services, and weaerilinue to seek opportunities to
expand our patent portfolio through strategic asitjons.

« Softswitch based Co-Carrier NetworkOur experience in operating our Softswitch basedarrier network is combined with a sel
infrastructure and other management experienceshvificlude extensive local interconnection withdbexchange carriers,
experience in scaling a Softswitch based platf@ma an ability to provide seamless interconnediathe traditional telephone
network or PSTN. We believe that our extensive aoier network and Softswitch infrastructure pra@sdis with a competitive
advantage in the emerging voice over IP or VolPkeimiace.

* A More Readily Upgradeable Network Infrastructurédith respect to a substantial portion of oumwwek, the network was design
to take advantage of technological innovationspiporating many of the features that are not prteisesider communication
networks, and provide us flexibility to take adwege of future developments and innovations. Wegdesli the transmission network
to optimize all aspects of fiber and optronics diameously as a system to deliver the lowest wst to our customers. As fiber and
optical transmission technology changes, we exjpeietalize new unit cost improvements by deploytimgmost cost efficient
technologies in our network. We believe that ouwoek design will enable us to lower costs and gsiwhile enjoying higher margil
than our competitors.

Our Communications Services
Customer Focused Organization

In August 2006, we realigned the customer intemgctir customer facing aspects of our communicatius$ness into four groups to
focus more effectively on the needs of our custemenese four groups are:

* Wholesale Markets Group

« Business Markets Group

« Content Markets Group; and
e Europe

This realignment was implemented to enable thoga@raes in these customer facing roles to devehopdzliver high quality
communications services that are based on the médls customers that the group is seeking toesdtach of these groups is supported by
dedicated employees in sales, marketing, servipeaatuct management and operations. Each of theggrns also supported by centralized
global network services, metropolitan network sesi engineering, information technology, and caeofunctions including legal, finance,
strategy and human resources. It is through thel§¥ghte




Markets, Business Markets, Content Markets and fiigyoups that w e offer a comprehensive rangemhtunications services.

Wholesale Markets Group.The Wholesale Markets Group is focused on detigecommunications services to meet the high baudiith
needs of many of the largest global communicatgargices providers on a wholesale basis. The Wald@darkets Group’s customers will
integrate or package our services into their ovadpcts and services to offer voice, video and dataices to their end-user customers.

The market segments that the Wholesale MarketspGaddresses include:
» domestic and international carriers;

 voice service providers, which includelling card companies, conferencing providers, @mtact centers that use VolP technolog
better manage costs and enable advanced applisation

* wireless providers;

« cable television companies;
« system integrators; and

* the U.S. government.

Business Markets Group.The Business Markets Group is focused on défiggrommunications services to meet the
telecommunications needs of small, medium and largerprises as well as local and regional carriégher education institutions and
academic consortia as well as state and local govemts. Local and regional carriers include ISReaaced service providers, application
service providers, wireless providers, mobile \attmetwork operators, VolP providers as well ascamters and hosting facilities. The
Business Markets Group focuses on providing itgetad customers with the full suite of data, Inégriransport and voice services.

Content Markets Group. As we believe that one of the largest sourcestoféuincremental demand for communications servigéde
derived from customers that are seeking to distiiltlueir feature rich content or video over theinet, the Content Markets Group focuse
offering a range of end-to-end communications sesvbuilding blocks to meet the content distributi@eds of its customers. Customers that
the Content Markets Group serves include:

« video distribution companies;

« providers of online gaming and mega-portals;

« software service providers;

» social networking providers;

« traditional media distribution companies includimgpadcasters, television networks and sports league

Europe. The Europe group focuses on the communicatierslsof European customers and the European aspectstomers located
outside of Europe. The Europe group target custermer similar to the target customers of the Wiatdeslarkets Group and the Content
Markets Group.

Service Offerings

We offer a comprehensive range of communicationgces, which currently include the following sezes. All of these services are
available to customers of each of the customengagroups, however their availability varies bydtion.

« Switched Services.We pioneered and developed the Softswitch—aillised computer system that emulates the functions
performed by traditional circuit switches—which bles us to control




and process voice and data calls over an Intemoéd€dl network. We also offer several traditionituit switch-based voice services.
Our Switched Services include the following.

Level 3 Voice Termination Level 3 Voice Termination consists of long diste origination, transport and termination sesjice
offered over a combination of a circuit switch éaftswitch technologies. These services are offpradarily to inter-exchange
carriers (IXCs), local phone companies, cable corigsaand voice over IP providers.

Level 3 Toll Free Level 3 Toll Free consists of services thatieate toll free calls that are originated or pthoa the
traditional telephone network. These toll freesalle carried over either a circuit switch or Seitish network and delivered to
customers in Internet Protocol or traditional TDbdtrhat. Customers for these services include caliecs, conferencing
providers, and voice over IP providers.

Level 3 International Voice Termination Level 3 International Voice Termination servaféers the termination of internatior
voice traffic. Customers for these services inclisal phone companies, wireless companies, caganies and voice over IP
providers.

Level 3 VoIP Enhanced Local.Level 3 VolP Enhanced Local is a VoIP solutibattenables broadband cable operators, IXCs,
voice over IP providers, and other companies opgraéiheir own switching infrastructure to launchibBsed local and long-
distance voice to residential and business cus®miarany broadband connection. With the purchésewel 3 VolP Enhanced
Local service, a customer obtains the essentiédibgiblocks required to offer residential or buesa voice over IP phone service
such as local phone numbers, local number portyditical and long distance calling, E-911, operaisistance, directory
listings, and directory assistance.

Level 3 Local Inbound Level 3 Local Inbound service terminates tiiadil telephone network originated calls to Intérne
Protocol termination points. Customers, such dscealters, conferencing providers, and voice oRPesdrvice providers, can
obtain telephone numbers from us or port-in loelghone numbers that the customer already confrbésse local calls are then
converted to IP and transported over our backbom@ecustomer’s IP voice application at a custoneézeted IP voice end point.

Level 3 E-911 Direct. Level 3 E-911 Direct is a portfolio of E-911,Bnhanced 911, solutions, including a fixed-logatio
solution with network connections to public safatyswering points or PSAPs that serve approxim&t@lgercent of all U.S.
households, and a solution for nomadic voice oReprbviders that takes advantage of the same nletvemmections as the fixed-
location solution. Enhanced 911 service allowsragrgency services operator to automatically recieifemation related to a
911 caller’s registered address and callback phanger. A nomadic voice over IP provider is a conypéat permits its end
user customer to use VolIP services from more tim@nl@cation. Level 3 E-911 Direct provides the ratncapabilities that route
and complete 911 calls to appropriate selectivéerstand PSAPs on the traditional telephone 91diorkt PSAPs are provided
with calling information that allows them to quexgpropriate databases to determine the subscritegi'stered address and call-
back number. When used with the services proviged third party VolP Positioning Center, or VPCctilect, update and
report subscriber location information, our Leveét-®11 Direct service enables VolIP service proddersupply 911 services to
their subscribers. Level 3 E-911 Direct works imjomction with Level 3 VolP Enhanced Local and Le¥é.ocal Inbound
services as well as on a stand alone basis.

Level 3 One Plus Level 3 One Plus service provides non-faciiimsed resellers and regional carriers with argebically
limited ability to originate calls from the PSTNycha complete end-to-end solution for their intistintrastate and international
traffic. This service suite




features Automatic Number Identification (ANI)-bdsend Carrier Identification Code (Cl®psed services as well as a dedic
end-user service.

Level 3 Business Lines The Level 3 Business Lines service providesadure rich telephone functionality. The serviderifig
includes a PSTN line that connects to the custamrsiness location from our central office fagjlihe telephone number,
which includes associated directory listing; staddservices, which include operator services, dimycassistance, and 911
services; and long-distance access, which provedaal access to all long-distance carriers, inolydievel 3.

Level 3 Switched Long DistanceThe Level 3 Switched Long Distance service isffRistomers reliable service at competitive
prices with features that meet their business néldusse features include intrastate and interstate service at simple, cost-
effective flat rates on interstate and intrastatiésavith no monthly recurring or minimum-usage igfes with access to over 290
international locations.

Level 3 Managed Modem.Level 3 Managed Modem is an outsourced, turnikBgstructure solution for the management of
dial up access to the public Internet. ISPs coremimajority of the customer base for Level 3 Maualglodem and are provided
a fully managed dial up network infrastructure.pist of this service, Level 3 arranges for the fgion of local network
coverage, dedicated local telephone numbers, mwtksnodems as well as dedicated connectivity flerctstomer’s location to
the Level 3 Gateway facility.

Network and Internet ServicesWe offer both wholesale-oriented communicatisewices to enable large scale networks and high
speed access to the Internet as well as similaicesrdesigned for the enterprise marketplace. fiée a portfolio of data
communications services ranging from basic netviiiastructure components such as dark fiber, vemgth, and private line
services to higher level routed data services asdithernet, Internet Transit and IP VPN. Our Nekvand Internet Services include
the following.

Transport Services. Transport services include wavelengths (Levielt8rcity Wavelength Services and Level 3 Metro
Wavelength Services) and private lines (Level &iicity Private Line Services and Level 3 Metro $&s). These services are
available across our metropolitan and intercitgfibetwork. Wavelength services provide unproteptsdt-to-point connections
of a fixed amount of bandwidth using a particulaloc of light on the fiber network. Wavelength sees are available at 2.5
Gbps and 10 Gbps speeds, which represent the taayeacity of dedicated transport services. Thigise offering targets
customers that require significant amounts of badthydesire more direct control and provide tlosin network management.
Private line services are also point to point catioas of dedicated bandwidth but usually includ&NET or SDH protection to
provide resiliency to fiber or equipment outage® &0 offer private line services on an “unpratdtbasis, meaning the
customer is responsible for providing additionailiency, if needed. Private line services are lakée in a range of speeds: DS-1
(1.5 Mbps), DS-3, OC-3, OC-12 and OC-48, as weB$i equivalents. Customers generally use our p@mservices to create
their own SONET/SDH, ATM and IP networks. We typligaffer transport services in annual contractthwnonthly payments
or long-term pre-paid agreements.

Level 3 also provides transport services within toansatlantic cable system connecting North Anaeaied Europe as well as via
leased bulk capacity on other transoceanic systénisrnational Backhaul” transport services, istainecting cable landing
stations and the terrestrial North American andogean networks, are also available.
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High Speed Internet Protocol (IP) Servicelevel 3 operates one of the largest internatibmiarnet backbones providing
connectivity among customer IP, content and apttinanetworks. Built on our own intercity and meioditan networks in North
America and Europe, we provide customers with fpigtiormance, reliability and scalability. Accesghe Internet is enabled
through interconnection among our customers a@ossetwork as well as interconnections with otinégrnet Service provider
“peers.” Level 3 High Speed IP offers a wide ranf&thernet and SONET access port speeds such0&8a46T, GigE, DS-1,
DS-3, OC-3 and OC-12, OC-48 and 10 GigE.

Level 3 Dedicated Internet Accesd_evel 3 Dedicated Internet Access service mtevia high-speed Internet over a Tier One
Internet backbone service through a wide varietgaaess methods and speeds ranging from 56 Kp€148 and Gigabit
Ethernet. The service also includes Domain Namécees, primary, secondary and caching and is availas either a staralene
service or as a compliment to our other commuracatservices.

Ethernet and VPN ServicesBuilt on our optical transport and MPLS netwgnkg offer customers the ability to create private
point-to-point, point-to-multipoint, and full-mestetworks based on Ethernet and IP VPN, ATM and ErRmlay technologies.
These services allow service providers, corporatignvernment entities, and distribution businessesplace multiple networks
with a single, cost-effective solution that simigl#f the transmission of voice, video, and data av&ngle or converged network.
The service allows the customer to achieve thivearence without sacrificing the quality of servaresecurity levels of
traditional dedicated transport offerings. Thedatsmns are used for service provider and corpodate and voice networks, data
center networking, disaster recovery and out-oferegr redundant customer connectivity for othewiee providers. These
services include Level 3 Ethernet VPN, Level 3 IPN/ Level 3 Metro Ethernet Private Line, Level 3MiTand Level 3 Frame
Relay.

Colocation Service. We offer high quality, data center space whestamers can locate servers, content storage cearue
communications network equipment in a safe andregieghnical operating environment. At our colamatsites, we offer high-
speed, reliable connectivity to our network andtteer networks, including metro and intercity netka) the traditional telephone
network and the Internet. Critical components @ Hervice offering are reliable AC/DC power, enggrgy back-up generator
power, equipment cooling and fire protection. Theises are monitored and maintained 24 hours addyincorporate advanced
security access. We believe that our ability to ptament a full range of communications service$witality data center space
enables customers to build complete telecommupigaind application solutions with us.

Dark Fiber Service. Level 3 Intercity Dark Fiber and Level 3 MetraiR Fiber provide carriers, service providers, goweent
entities and large enterprises a complete infresira when a fiber solution is required based aguaapplications, control or
scale requirements. The services include fibeqaailon space in our Gateway and in our networkitias, power and physical
operations and maintenance of the fiber and aseaokciafrastructure.

Professional Services.With Level 3 Professional Services, we offefditechnical support services 24 hours a day topaonie:
wishing to outsource their telecommunications eougipt support at locations across North AmericaEmpe. Customers can
realize improved response time and cost savinggyusvel 3's personnel instead of hiring their odadicated technicians. We
also provide design, implementation and ongoingvagt management services for complex network ptejec
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« Content Distribution. Our Content Distribution primary products and seggiinclude the following.

» Content Delivery Network.Our content delivery network service is a uniquefiguration of our hosting and network assets
located in approximately 25 countries, which isiglesd to improve the performance, reliability, ardch of web applications.
Our caching services provide swift delivery of naedontent such as graphics, video, and voice, emdde efficient downloads
of software releases and security patches. Owaratrg services can be used to deliver single evaritbraries of video, music
animated content. Our Intelligent Traffic Managemssftware can be used to route traffic to indiabservers based on business
rules or continuously monitor systems and to rexaraffic should performance bottlenecks emerge.

» Fiber Optic and Satellite Video Transport Service§Ve offer various products to provide audio aitko feeds over fiber or
satellite for broadcast and production customelngs€é products vary in capacity provided, frequasfayse (that is, may be
provided on an occasional or dedicated basis) &gnd.pgn 2004, Super Bowl® XXXVIII was the first broadcast event ever
carried using our new high definition (HD) transpmroduct.

» Advertising Distribution Services These services include the following. AudiotBigition, where we send radio spots to
stations via electronic and physical distributiSpots are distributed to over 10,500 stations irtitNamerica via the Internet
using no proprietary hardware. Video Distributiamere we have the capability to deliver video cohtdectronically and
physically to television stations, broadcast neks@nd cable networks across the United States.

» Storage. We offer secure storage of media componentsiirclimate-controlled storage facilities locatadBurbank,
California, Chicago, lllinois and Newark, Delaware.

Prior to our acquisition of Broadwing in Januan®ZpBroadwing offered many services that were sinti our services. In addition,
Broadwing offered some services that were not aintd our services. As part of our integration\atiéis, which we have recently begun, we
will evaluate Broadwing's service offering to detgne which services we will continue to offer andigh services we will discontinue.

For a discussion of certain geographic informat@garding our revenue from external customers ang-lived assets, please see the
notes to our Consolidated Financial Statementsapueelsewhere in this Form 10-K. For a discussibour communications revenue,
please also see Management's Discussion and Asalf/§iinancial Condition and Results of Operatiappearing later in this Form 10-K.
Our management continues to review our existingsliof business and service offerings to determimethose lines of business and service
offerings assist with our focus on the deliverycommunications services and meeting our finand@aiives. This exercise takes place both
with respect to integration activities and in thidinary course of our business. To the extentdhetin lines of business or service offerings
are not considered to be compatible with the defieé communications or with obtaining our finaraéjectives, we may exit those lines of
business or stop offering those services.

Our communications network

Our network is an advanced, international, faelitbased communications network. Today, we prisnpridvide services over our own
facilities. At December 31, 2006, and after givafépct to the acquisition of Broadwing, our netwerkcompasses:

< an intercity network covering approximately 67,00i0es in North America;

 local networks in approximately 116 North Ameriqaarkets;
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* an intercity network covering approximately 4,200es across Europe;

* local networks in approximately 9 European markets;

» approximately 6.9 million square feet of Gateway &ransmission facilities in North America and Bupand

* a1.28 Thps capable transatlantic cable systenemilyrequipped at 640 Gbps.

Intercity Networks. Our approximately 67,000 mile fiber optic intercitgtwork in North America consists of the following

« Multiple conduits. In approximately 30,000 milesafr intercity network, we have installed groupsmfitiple conduits. We believe
that the availability of spare conduit will allovs to deploy future technological innovations iniogitnetworking components as well
as providing us with the flexibility to offer condtio other entities.

« Initial installation of optical fiber strands desi&d to accommodate dense wave division multipletiagsmission technology. In
addition, we believe that the installation of newptical fibers will allow a combination of greate@avelengths of light per strand,
higher transmission speeds and longer physicairsphetween network electronics. We also belieat ¢#lach new generation of
optical fiber will allow increases in the perforntanof these network design aspects and will thezefaable lower unit costs.

* High speed SONET transmission equipment employiimgprotection switching and designed for high gyand reliable
transmission. We expect that over time, SONET gurdmetworks will be transitioned to employ a “mestthitecture made possible
by advances in optical technologies. A mesh archite allows carriers to establish alternative getbn schemes that reduce the
amount of capacity required to be reserved forgmtidn purposes.

* A design that maximizes the use of open, non-petamy hardware and software interfaces to allow testly upgrades as hardware
and software technology improves.

During the first quarter of 2001, we completed ocomstruction activities relating to our North Antann intercity network. Also during
2001, we completed the migration of customer teefiom our original leased capacity network to completed North America intercity
network. Deployment of the North American interaitgtwork was accomplished through simultaneoustoaetfon efforts in multiple
locations, with different portions being completddlifferent times. In 2003, we added approxima2e885 miles to our North America
intercity network as part of the Genuity transattiand in 2005, we added approximately 30,000 nfifesuding IRUS) to our intercity
network as part of the WilTel Communications trarigs. In 2006 and January 2007, we added apprdgignd6,000 miles (including IRUS)
to our North America intercity network as part bétvarious acquisitions during that period, (inahgcthe Broadwing transaction which
closed early in the first quarter of 2007).

In Europe, we have completed construction of dugrfioptic intercity network with characteristicedar to those of the North American
intercity network in a multiple ring architectu@uring 2000, we completed the construction of Rirend Ring 2 of our European network.
Ring 1, which is approximately 1,900 miles, consebe major European cities of Paris, Frankfurtsterdam, Brussels and London and was
operational at December 31, 2000. Ring 2, whidpisroximately 1,650 miles, connects the major Geraitées of Berlin, Cologne,
Dusseldorf, Frankfurt, Hamburg, and Munich. Ringezame operational during the first quarter of 2@bsequently, we created two
additional rings generally through IRU acquisitidgasonnect to our expanded operations in Eurogeate described below. The first ring is
approximately 2,150 miles and connects Copenh&yeckholm and Oslo and the second ring is appraeind,700 miles and connects
Milan, Zurich and Geneva.
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During 2002, we completed an expansion of our Eemopoperations to seven additional cities. Our esipa to these additional
locations was facilitated through the acquisitiémwailable capacity from other carriers in theioag During 2003, we completed an
expansion of our European operations to four amfthi cities. In addition, during 2004, we complet@dexpansion of our European
operations to two cities. During 2005, we compledadexpansion of our European operations to ogeiiring 2006, we obtained dark fiber
primarily in those cities currently served by leasevelength capacity and additionally in 2006 wmpleted an expansion of our European
operations to 9 additional cities. In 2007, we expe continue our European expansion to 5 citieSéntral and Eastern Europe by obtaining
dark fiber primarily in those cities currently sedvby leased wavelength capacity. We expect tahesdark fiber with appropriate
transmission equipment to sell a full suite of s@ort and IP services.

Our European network is linked to our North Amenidgatercity network by the Level 3 transatlanti28 Tbps capable cable system,
which was also completed and placed into servicend2000. The transatlantic cable system—whiclrefer to as the Yellow systemhas ¢
current capacity available to us of 640 Gbps anggradeable to 1.28 Tbps. The deployment of tHoWesystem was completed pursuan
a co-build agreement announced in February 2008retly Global Crossing Ltd. participated in the ¢argion of, and obtained a 50%
ownership interest in, the Yellow system. Underdbéebuild agreement, Level 3 and Global Crossird) ech now separately own and
operate two of the four fiber pairs on the Yelloygtem. We also acquired additional capacity on @l@rossing Ltd.’s transatlantic cable,
Atlantic Crossing 1, during 2000 to serve as redmha@apacity for our fiber pairs on the Yellow gyst We also own capacity in the TAT14
cable system. In connection with the WilTel acdiosi, we have secured additional capacity on Gl@raksing's transatlantic cable, Atlantic
Crossing 1, and TAT-14. In 2006, we purchased 3@@l@ts of transatlantic capacity with the righipiarchase 300 Gigabits of additional
capacity from Apollo Submarine Cable System LtdJamuary 2007 we purchased 150 Gigabits of theiaddl capacity available from
Apollo Submarine Cable System Ltd. We are also anwwner on the Japan-US, and CHiiaicable systems and an IRU holder on Sou
Cross cable system, all by virtue of the Wiltel @isgion.

Local Market Infrastructure. Our local facilities include fiber optic metropa@lit networks connecting our intercity network and
Gateway'’s to buildings housing communications-iste@ end users and traffic aggregation pointslugiog ILEC and CLEC central offices,
long distance carrier points-of-presence or POBkd@ead-ends, wireless providers’ facilities aminet peering and transit facilities. As of
December 31, 2006, and after giving effect to ttguisition of Broadwing, we had in the aggregaterapimately 6,500 traffic aggregation
points and buildings connected to our metropolitatworks. Our high fiber count metropolitan netwsatlow us to extend our services
directly to our customers’ locations at low co$iscause the availability of this network infrastture does not require extensive multiplexing
equipment to reach a customer location, whichgsired in ordinary fiber constrained metropolitatworks.

After giving effect to the acquisition of Broadwinge had secured approximately 6.9 million squast bf space for our Gateway and
transmission facilities as of December 31, 2006, lzad completed the buildout of approximately 4iion square feet of this space. Our
initial Gateway facilities were designed to houseal sales staff, operational staff, our transroissind Internet Protocol routing and
Softswitch facilities and technical space to accaate colocation services—that is, the colocatioagoipment by high-volume Level 3
customers, in an environmentally controlled, sesitewith direct access to Level 3's network gafigithrough dual, fault tolerant
connections. Some of our facilities are larger tbaninitial facilities and were designed to inatual smaller percentage of total square feet for
our transmission and Internet Protocol routing/Seitich facilities and a larger percentage of tetplare feet to support colocation services.
Availability of these services varies by location.

As of December 31, 2006, and after giving effedchacquisition of Broadwing, we had operatiofeddjlities-based, local metropolitan
networks in 116 U.S. markets and 9 European markets
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As of December 31, 2006, and after giving effedhmacquisition of Broadwing, we had approximatedp markets in service in North
America and approximately 32 markets in servicEumnope.

Our Content Delivery Network

Content Delivery Network, or CDN, describes a systd computers networked together across the latémprovide content to users in
the most efficient manner to enable an optimal egeerience. In a CDN, nodes or groups of compwaersieployed in multiple locations
closer to the end user, also known as the “edgieeofietwork” and cooperate with each other to fsatexjuests for content by end users,
transparently moving content behind the scenegtimize the delivery process. Requests for coraemtdirected intelligently through
sophisticated software applications to nodes treabptimal for the needs of the end users, suehspecific level of performance or cost
efficiency. For example, when optimizing for perfance, node locations that can serve content guiokhe user may be chosen, whereas,
when optimizing for cost, node locations that &sslexpensive to serve from may be chosen instead.

Our content delivery network is a unique configimmatof our hosting and network assets located pr@pmately 25 countries, which is
designed to improve the performance, reliabilityd aeach of web applications.

We believe that as a result of the combinationuwsfrecently acquired CDN assets and our existifrgstructure, we are strongly
positioned to grow the Level 3 market share in@ReN business. This belief is based on several facto

* Network Scale.Because we own our own network, our ability to @&se capacity to meet the needs of content previsigreater
than other CDN providers who do not have the flgixjtto quickly increase their available networ&pacity.

* Network Reach Our customers reach global Internet destinatigsing an average number of “hops” that are felagar with most
any other provider, enabling our customers to gas#ch their audiences and provide better perfoomalhe fewer number of hops
required by our customers to reach their Interestidations serves to reduce latency and jitter.

* Low Cost Position Because we own the underlying network infragtme, we believe that we are positioned to oftet advantage
to our customers. By moving content at scale, ostamers can take advantage of lower unit costbdndwidth, colocation, servers
and disk space.

CDN Applications

There are an increasing number of application€N, across many types of customers, particularigrhet-centric businesses and
businesses that desire to accommodate increasarghyr file sizes for transmission over the Intérnscial Networking businesses require
CDN to provide their customers with fast reliablasic and video downloads. Likewise, through theafd€DN, software companies are able
to provide software downloads for their custom@mline retailers and advertisers use CDN serviggsdvide images and flash files and to
download advertisements. The media and entertainiménstries use CDN services to provide on-denmsrehming and live streaming.
Online gaming companies provide for game downloagplications updates and delivery of demos arniétsathrough CDN.

Content Distribution Services Architecture

The CDN platform uses our existing physical netwamnk infrastructure, and is composed of the Edgeeser computer, which provid
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 users requestEdye server enables the storage of popular comtenltocation that is closer to the end
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user and thereby reduces bandwidth requirementggoves client response times for content stame¢tle cache. The Global server or
computer load balancing components of the CDN thrend user requests to the content source thastsable to serve the request of the
particular end user, such as routing to the semvited that is closest to the end user or to tieevath the most capacity, depending on the
particular need of the end user.

We also transmit audio and video programming faraustomers over our fiber-optic network and vigelide. We use our network to
carry many live traditional broadcast and cablevision events from the site of the event to thievoek control centers of the broadcasters of
the event. These events include live sporting evefhthe major professional sports leagues. Ferdivents where the location is not known in
advance, such as breaking news stories in remoé¢idms, we provide an integrated satellite andrfiliptic network based service to transmit
the content to our customers. Most of our custorftarthese services contract for the service oawamt-by-event basis; however, we have
some customers who have purchased a dedicatedtpginint service, which enables these custometatsmit programming at any time.

We also distribute advertising spots to radio abelvision stations throughout the United State#fy letectronically and in physical form.
Customers for these services can utilize a netwaded method for aggregating, managing, storingdatidbuting content for content own
and rights holders.

Distribution Strategy

Our communications services sales strategy witheetso our Wholesale Markets Group and Europe igitize a direct sales force
focused on companies with high bandwidth and/oc&oequirements. These businesses include incurtdzaitexchange carriers, establis
next generation carriers, international carries® &nown as PTTs, major ISPs, broadband cableis@evoperators, major interexchange
carriers, wireless carriers, systems integratagemgments, emerging VolP service providers, ogltiard providers, conferencing providers
and call centers.

With respect to our Business Markets Group, mediufarge enterprises will be serviced by a Majorkéss Sales Force or a direct
sales force. Smaller business opportunities wikdéericed by the Small Business Sales Channel dhdemerally offer pre-defined bundles
of services.

Our communications services sales strategy witheeso the Content Markets Group is also to @iizdirect sales force. Targeted
customers include video distribution companiesyjaters of online gaming and mega-portals; softvemevice providers; social networking
providers; and traditional media distribution comigs including broadcasters, television networks sports leagues.

We have in place policies and procedures to retfafinancial condition of potential and existingstomers. We apply these procedt
to determine whether collectibility is probablegrrio the time that we begin delivering servicea tmustomer. If the financial condition of an
existing customer deteriorates to a point wherergay for services is in doubt, we will not recognievenue attributable to that customer
until we receive cash. Based on these policiegppaockdures, we believe our exposure to collecigwithin the communications business
and the possible effect on our financial statemisnisited. We are not immune from the effectpogsible downturns in the economy and
specifically the telecommunications industry; hoeewe believe the concentration of credit riskwiéspect to receivables is mitigated due
to the dispersion of our customer base among gpbgrareas and remedies provided by terms of coistend statutes.

For the year ended December 31, 2006, our topustomers represented approximately 54% of our diolaged total revenue. Revenue
from our largest customer, AT&T Inc. and its suleis, including SBC Communications, BellSouth &idgular, (assuming those
subsidiaries were wholly owned by AT&T for all 09@6), represented approximately 32.4% of our codatad total revenue for 2006. The
next
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largest customer accounted for approximately 6.6%uoconsolidated total revenue and most of tingaiaing top ten customers each acc
for 2% or less of our consolidated total revenue.

In connection with the acquisition of WilTel in Deober 2005, we acquired a large customer contedatden 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 netlwtw the merged SBC and AT&T Communications netwbdt SBC Communications
acquired from the former AT&T.

Business Support Systems

In order to pursue our sales and distribution sgiats, we have developed and are continuing tolalewed implement a set of integra
software applications designed to automate ouratiperal processes. Through the development of astpbcalable business support system,
we believe that we have the opportunity to devel@ompetitive advantage relative to traditionat¢éeinmunications companies. In addition,
we recognize that for the success of certain ofsewices that some of our business support sysigimseed to be easily accessible and
usable directly by our customers.

Key design aspects of the business support systeslapment program are:
 integrated modular applications to allow us to @oigrspecific applications as new services areablail

« ascalable architecture that allows our customedsdsstributors direct access to certain functittrag would otherwise have to be
performed by our employees;

» phased completion of software releases designaliiolw us to test functionality on an incrementadiba

* “web-enabled” applications so that on-line accessrtler entry, network operations, billing, andtouger care functions is available
to all authorized users, including our customers;

» use of a tiered, client/server architecture thaeisigned to separate data and applications, angescted to enable continued
improvement of software functionality at minimumstoand

» use of pre-developed or “shrink wrapped” applicatiovhere applicable, which will interface to onteirnally developed applications.

Our Employees

As of December 31, 2006, and after giving effedchmacquisition of Broadwing, we had approxima@&K00 employees. We believe
that our success depends in large part on outyatuliattract and retain substantial numbers ofified employees.
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Competition

The communications industry is highly competitidenumber of factors in recent years have increéisechumber of competitors in the
market. First, the Telecommunications Act of 198&ated opportunities for non-incumbent providersriter the marketplace. Second, the
capital markets responded by making funding moedlave to new and existing competitors. Third heisiasm over the opportunities crez
by the rapid developments of the Internet led itassand market participants in general to overestit the rate at which demand for
communications services would grow. Finally, thecegence of new IP-based services has created jptedpenew entrants with non-
traditional business models to compete with legaoyiders.

We believe that a confluence of these factors eteah unsustainable level of competition in thekaaWe believe that this was
evidenced by both the number of competitors vymrgsimilar business and by the amount of inventorgapacity each brought to the market
for many services. The result of these actionsavagversupply of capacity and an intensely competénvironment.

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

While we believe that the long-run industry struetwill evolve toward that described above, undetyasurrounds how the existing
competitive landscape will evolve toward this ndémcture. For example, while a number of next-gatien and incumbent providers have
been consolidated, we believe there are still abmimof competitors operating fundamentally pooritess models, with severe resource
constraints, and are unlikely to be long-term stoxs in their current forms. In addition, the uléita impact of the recently completed
transactions by AT&T and Verizon is yet to be known

We believe that each competitor’s long-run sucaesise market will be driven by its available resms (for example, financial,
personnel, marketing, customers) and the effeativenf its business model (for example, servicad@nd mix, cost effectiveness, ability to
adapt to new technologies, channel effectiven&gs)recognize that many of our existing and poténtanpetitors in the communications
industry have resources significantly greater thiars.

Our primary competitors are long distance carrieiajmbent local exchange carriers, competitivallexchange carriers, PTTs, Coni
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 service offerigge other providers of wholesale communicatiomgises including AT&T, Verizon,
Sprint and competitive local exchange carriers. K&yrcompetitors for managed modem services aer gitoviders of dial up Internet access
including Verizon and Qwest Communications.

For our IP and Data services, we compete with comegahat include Verizon, Sprint, AT&T, Qwest Conmications, Global Crossir
Cogent and XO in North America, and Sprint, Verizbrance Telecom, Deutsche Telecom, Global CrosandgCogent in Europe.

For transport services, our key competitors inlniéed States are other facilities based commuisiecatcompanies including AT&T,
Verizon, Sprint, Qwest Communications and XO. Imdpe, our key competitors are other carriers ssdATrs, Telia International, Colt
Telecom Group plc, Verizon, and Global Crossing.
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Our key competitors for our colocation servicesatreer facilities based communications companied,aher colocation providers such
as web hosting companies and third party colocat@mmpanies. In the United States, these compamisde AT&T, Savvis, Equinix,
Switch & Data and Qwest Communications. In Eurapenpetitors include Global Switch, InterXion, Redptielecity and Telehouse Eura

For enterprise services, our key competitors inelmdumbent local exchange carriers (such as AT&rizon and Qwest), long distar
services providers (such as Sprint), and competitizal exchange carriers (such as Time Warnercdaieand XO).

For content distribution network or CDN servicest key competitors include Akamai Technologies himdelight Networks.

The communications industry is subject to rapid sigdificant changes in technology. For instaneeent technological advances pel
substantial increases in transmission capacitytf hew and existing fiber, and the introductiomeiv products or emergence of new
technologies may reduce the cost or increase {h@\sof certain services similar to those whichpl@n on providing. Accordingly, in the
future our most significant competitors may be rarants to the communications industry, whichrexeburdened by an installed base of
outmoded or legacy equipment.

Regulation
Federal Regulation

The Federal Communications Commission or the F&Jurésdiction over interstate and internationahoounications services, among
other things. The FCC imposes extensive regulaonsommon carriers that have some degree of mpdeeér such as incumbent local
exchange carriers or ILECs. The FCC imposes leggdaton on common carriers without market powaghsas us. The FCC permits these
non-dominant carriers to provide domestic inteestarvices (including long distance and accesscasiwithout prior authorization; but it
requires carriers to receive an authorization tstroict and operate telecommunications facilitiess @ provide or resell telecommunications
services, between the United States and interradtmoints. We have obtained FCC approval to landmmsatlantic cable in the United
States. We have obtained FCC authorization to geoviternational services on a facilities and e&alsis. Under the Telecommunications
Act of 1996 or the 1996 Act, any entity, includicable television companies, electric and gasieslitmay enter any telecommunications
market, subject to reasonable state regulatioafety quality and consumer protection.

Generally speaking, CLEC access to ILEC networkbitity poles are implemented through individnalgotiations, which are
governed by the 1996 Act and applicable FCC Rldesler the 1996 Act, CLEC access to ILEC networkseigvily regulated and the
rules governing that access have been contentes. the past several years, however, the Unitatt§SSupreme Court has affirmed FCC
jurisdiction over ILEC unbundling, certain specifinbundling requirements and the F's authority to set the mechanism which governs the
rates ILECs may charge for interconnection and ndbog.

The FCC has been gradually reducing the obligationd ECs to provide unbundled network elementstdmost recent order in 2005,
the FCC eliminated the obligation to provide logaitching and identified circumstances under wiaoHLEC's unbundling obligations with
regard to high capacity local loops and dedicatadsiport would also be eliminated. The availabiityigh capacity loops and transport
depends upon tests based on the capacity of thigyfabe business line density of incumbent wienters, and the existence of collocated
fiber providers in incumbent wire centers. We donedy extensively on unbundled network elementxpased from ILECs but we do
purchase special access provided by the ILECs wuaid#racts or tariffs.
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The FCC has pending a Notice of Proposed RulemgkifigRM”) to initiate a comprehensive review of@algoverning the pricing of
special access service offered by ILECs subjeptitee cap regulation. Special access pricing bgahmrriers currently is subject to price cap
rules, as well as pricing flexibility rules whicleqmit these carriers to offer volume and term diste and contract tariffs (Phase | pricing
flexibility) and/or remove from price caps regutatispecial access service in a defined geograpbéc(Rhase 1l pricing flexibility) based on
showings of competition. In the NPRM the FCC temty concludes to continue to permit pricing fleity where competitive market forc
are sufficient to constrain special access prisesundertakes an examination of whether the cttrigygers for pricing flexibility accurately
assess competition and have worked as intendedNPRM also asks for comment on whether certainaspe ILEC special access tariff
offerings (e.g., basing discounts on previous va@smof service; tying nonrecurring charges and teation penalties to term commitments;
and imposing use restrictions in connection witdunts), are unreasonable. At this time, we havadication when the FCC might
conclude this rulemaking and we cannot prediciripgact, if any, the NPRM will have on our netwoidst structure.

The 1996 Act also codifies the ILECs’ equal ac@ss nondiscrimination obligations and preemptsmnisisient state regulation.

As of August 1, 2001, our tariffs for interstatedarser services were eliminated and our tariffsriternational interexchange services
were eliminated on January 28, 2002. Our rates stilishe 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 aaiwed with the FCC’s orders we maintain a schedudeiorates, terms and conditions for our
domestic and international private line servicemonweb site.

Intercarrier compensation. Telecommunications carriers compensate one anfithaaffic carried on each other’s networks.
Interexchange carriers pay access charges totldleghone companies for long distance calls thgtrate 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 anédh@xchanged traffic, whether it be for localtrastate or interstate traffic, is under
review at the FCC.

Apart from this comprehensive review of intercardempensation, individual compensation issues haea the subject of FCC ruling
The issue of compensation to be paid for callediab the Internet service providers has beenrdfigignt one in the regulatory areas.
Beginning in June 1997, every RBOC advised CLE@stthey did not consider calls in the same lochingparea from their customers to the
CLEC's ISP customers to be local calls under theraonnection agreements between the RBOCs ardltE€s. The RBOCs claimed that
these calls are exchange access calls for whidheexge access charges would be owed. The RBOCsedlalmwever, that the FCC
exempted these calls from access charges so tltatnmpensation is owed to the CLECs for transpouwing terminating such calls. As a
result, the RBOCs threatened to withhold, and imyr@ases did withhold, reciprocal compensatiorttiertransport and termination of such
calls. On February 25, 1999, the FCC issued a [Deoly Ruling on the issue of inter-carrier comeius for calls bound to ISPs. The FCC
ruled that the calls are jurisdictionally interstaalls, not local calls.

The FCC, however, determined that this issue waslispositive of whether intercarrier compensai®owed. That decision was
appealed to the D.C. Circuit which held that theCRt@&d failed to adequately support its conclusiomder the requirements of the 1996 Act.
On April 18, 2001, the FCC adopted a new ordernaigg intercarrier compensation for ISP-bound teafin that Order, the Commission
established a new intercarrier compensation meshafar ISP-bound traffic with declining rates owethree year period. In addition to
establishing a new rate structure, the Commissigped the
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amount of ISP bound traffic that would be “compdisaand prohibited payment of intercarrier comio for ISPbound traffic to carriel
entering new markets. The April 2001 order was afggkto the D.C. Circuit. On May 3, 2002, the DQircuit found that the FCC had not
provided an adequate legal basis for its rulingl, #tuerefore remanded the matter to the FCC. lintieeim, the court let the FCE'rules stanc
It is unclear when the FCC will issue revised firgh in response to the latest remand. On Octol8®@l, the FCC adopted an order in
response to a July 2003 Petition for Forbeararned by Core Communications (“Core Petitioa3king the FCC to forbear from enforcing
rate caps, growth cap, and new market and mirratites of the ISP Remand Order. The FCC grante@€thre Petition with respect to the
growth cap and the new market rules, but deniedP#ition as to the rate caps and mirroring rul€si(e Order”). That decision has been
appealed to the D.C. Circuit.

Prior to 2004, we entered into agreements proviftingpayment of compensation for terminating ISRutmb traffic with Verizon, in its
former Bell Atlantic operating territory, with SBCorporation for the 13-state operating territorgttincludes its affiliates Pacific Bell,
Southwestern Bell, Ameritech and Southern New ExjiBelephone, and with BellSouth in its nine-staierating territory. We also entered
into interconnection agreements with Qwest, CinainBell Telephone, and Sprint that reflect thernarrier compensation rates adopted by
the FCC in its ISP Remand Order. Given the genare¢rtainty surrounding the effect of the FCC deais, appeals, and the remand, we may
have to change how we treat the compensation vegveetor terminating calls bound for ISP-boundficaif the agreements under which
compensation is paid provide for the incorporatibehanges in FCC rules and regulations.

In May 2004, we reached a new interconnection agee¢ with Bell South, now AT&T, that incorporatdeetterms of the ISP Remand
Order. BellSouth requested renegotiation of thieagent in early October 2006 however the partesiue to provide services and
exchange payments under the agreement until assmcagreement is reached. In September 2004, Bewadl Verizon amended our exist
interconnection agreement to establish intercacoenpensation terms. The compensation sectiorabfigreement expires in August 2007.
Level 3 and Verizon will continue to provide sergcunder this agreement until a successor agreasneatched. In late 2003, we reached an
agreement with SBC, now AT&T, continuing paymentttee exchange of ISP-bound traffic. In Februarg®2@ve and SBC agreed to
successor interconnection agreements which coegualiment for the exchange of ISP-bound traffie $BC agreement expired on
December 31, 2006. Level 3 and SBC continue toigeoservices and exchange payments under thatragreeintil a successor agreemet
reached.

We are negotiating new agreements with each oetbagiers but at this time cannot predict whatfitha terms will be, including
compensation for ISP-bound traffic.

Universal Service. Level 3 is subject to federal and state regutettithat implement universal service support faeas to
communications services in rural, high-cost and-iogome markets at reasonable rates; and accesltvémced communications services by
schools, libraries and rural health care provid€rsrently, the FCC assesses Level 3 a percenfdgterstate revenue it receives from retail
customers as its contribution to the federal UrsakBervice Fund. The FCC is currently considecimgnging the method by which our
contributions are assessed to a flat-fee chargh, @sia per-line or per-number charge. Any chamglee assessment methodology may affect
Level 3's revenues but at this time, it is not filolssto predict the extent we would be affectedtill.

State Regulation

The 1996 Act is intended to increase competitiothextelecommunications industry, especially inltoal exchange market. With
respect to local services, ILECs are requiredltmainterconnection to their networks and to pravichbundled access to network facilities
well as a number of other pro-competitive measuBesause the implementation of the 1996 Act isetttip numerous state
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rulemaking proceedings on these issues, it is otiyrdifficult to predict how quickly full compeiitn for local services will be realized.

State regulatory agencies have jurisdiction wharfaxilities and services are used to provide Btate telecommunications services. A
portion of our traffic may be classified as intesttelecommunications and therefore subject te stgulation. We expect that we will offer
more intrastate telecommunications services (inotychtrastate switched services) as our businedpeoduct lines expand. To provide
intrastate services, we generally must obtain #ficate of public convenience and necessity friw $tate regulatory agency and comply
state requirements for telecommunications utilitiesluding state tariffing requirements. We cuthgmare authorized to provide
telecommunications services in all fifty states #melDistrict of Columbia. In addition, we will bequired to obtain and maintain
interconnection agreements with ILECs where we wasprovide service. We expect that we should e tbnegotiate or otherwise obtain
renewals or successor agreements through adogtathers’ contracts or arbitration proceedingsha@ligh the rates, terms, and conditions
applicable to interconnection and the exchangeadfi¢ with certain ILECs could change significgnith certain cases. The degree to which
the rates, terms, and conditions may change wiledd not only upon the negotiation and arbitrafimmcess and availability of other
interconnection agreements, but will also depergignificant part upon state commission proceedthgseither uphold or modify the curr
regimes governing interconnection and the exchafgertain kinds of traffic between carriers. In 004, we reached agreement on new
interconnection agreements with BellSouth in aif $he BellSouth states. In September 2004, wehexhoew interconnection agreements
with Verizon, and with SBC in February 2005.

States also often require prior approvals or raatfons for certain transfers of assets, customeosvnership of certificated carriers and
for issuances by certified carriers of equity dbtde

Local Regulation

Our networks are subject to numerous local reqaiiatsuch as building codes and licensing. SucHaBgus vary on a city-by-city,
county-by-county and state-by-state basis. To linstet 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 oneuimally reasonable or advantageous
terms.

Regulation of Voice over Internet Protocol (Vo
Federal and State

Due to the growing acceptance and deployment oP\&&lrvices, the FCC and state public utility consioiss are conducting regulatory
proceedings that could affect the regulatory dudied rights of entities such as us or our affibateat provide IP-based voice applications.
There is regulatory uncertainty as to the imposittbaccess charges and other taxes, fees ancasgeshon VolP services that use the public
switched telephone network. There is regulatoryeatiainty as to the imposition of traditional retabmmon carrier regulation on VolP
products and services.

The FCC is also considering several petitions filgdndividual companies concerning the regulatigits and obligations of providers
of IP-based voice services, and networks that leaifttbased voice traffic or that exchange thafitrafith operators of PSTN facilities.

On October 18, 2002, AT&T Corporation filed a petitwith the FCC requesting a declaratory rulingttballs that originate and
terminate on the PSTN, but which may be converéa P during some part of the transmission, aegt from access charges under
existing FCC rules. On April 21,
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2004, the FCC rejected AT&T’s Petition, statingtttiee calls described by AT&T were telecommunicasiservices subject to access charges
under existing FCC rules.

On September 22, 2003, Vonage Holdings Corporatidrionage filed a petition with the FCC requestindeclaration that its offerings,
which originate on a broadband network in IP forauwad terminate on the PSTN, or vice versa, arestate information services not subject
to state regulation under the federal Communicatidet and existing FCC rules. On November 10, 2604 FCC adopted an order ruling
Vonage’'s service was an interstate service noestibp state regulation. The FCC did not rule whethe service is only an information
service that is not subject to Title Il under thet AAppeals were filed in a number of circuits, @lhappeals were consolidated and assigned t
the U.S. Court of Appeals for the 8th Circuit. Caaljuments were heard on January 12, 2006. A dedsipending. Until a decision is
released, we cannot predict how a ruling mightcféeir provision of VVolP services.

On June 3, 2005, the FCC issued an order requatingterconnected VolP providers to deliver enteh®11 capabilities to their
subscribers by no later than November 28, 2005h¥¥e modified our service offerings to VolP provila order to assist those providers in
complying with the FCC mandate. A number of partippealed this FCC order. On December 15, 2005 @ Eircuit Court of Appeals
upheld the FCC VolP 911 Order in its entiretysltdo early to predict how this outcome will affeastomer demand for our 911 services

A number of state public utility commissions ar@docting regulatory proceedings that could impactrights and obligations with
respect to IP-based voice applications. Previodlks/Minnesota Public Utilities Commission or MPldged that Vonage’s DigitalVoice
service was a telephone service under state ladvpatered Vonage to obtain state certificatior, fdriffs, and comply with 911 requirements
before continuing to offer the service in the statenage filed a request in the Federal District€dor the District of Minnesota to enjoin t
MPUC's decision. On October 16, 2003, a federafjgudranted Vonage’s request for an injunction, katiog that Vonage provides an
information service immune from state regulatiod #mereby barring the MPUC from enforcing its diexis On December 22, 2004, the U.S.
Court of Appeals for the Eighth Circuit affirmedetbistrict Court’s judgment on the basis of the FCditermination that Vonage's service
was interstate and noted that the MPUC would betivechallenge the injunction if it or another patevailed on an appeal of the FCC'’s
Vonage Order.

We cannot predict the outcome of any of theseiprtitand regulatory proceedings or any similartipeis and regulatory proceedings
pending before the FCC or state public utility coissions. Moreover, we cannot predict how their ootes may affect our operations or
whether the FCC or state public utility commissi@nl impose additional requirements, regulatiomslarges upon our provision of services
related to IP communications.

European Regulation

Unlike the United States which has a fractured leggry scheme with respect to VolIP services, thegean Union has adopted a more
systematic approach to the convergence of netwanrdsv/olP regulation specifically. The European Cassion will oversee the
implementation by its member-states of six newdtives developed to regulate electronic commuraecatin a technology and platform
neutral manner. Implementation of the directives iat been uniform across the Member States dEtinepean Union and it is difficult to
predict when they will be implemented at the nagldavel. Even with harmonization, the nationalulegory agencies will continue to be
responsible for issuing general authorizationssetific licenses.

The European Union’s approach to the regulatiodia@P turns on whether VolIP is voice telephony. Bugopean Commission has
defined voice telephony to have four elementsc@thmercial offering as voice telephony; (2) promisto the public; (3) provision to and
from the public switched telephone network termorapoints; and (4) direct speech transport andcivig of speech in real time,
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particularly at the same level of reliability argegch quality as provided by the PSTN. In its “Camivation from the Commission,
Consultation on Voice on the Internet” in June 2086 European Commission directed tHdetnber States should continue to allow Inte
access providers to offer voice over Internet protoander data transmission general authorizatiand that specific licensing conditions are
not justified.”

The European Commission has subsequently redefmddfinitions to suggest that some VolP offeriags voice telephony. In its
December 2000 communication, the European Commissited that increasing quality and reliabilityaes| as marketing of voice
capabilities with bundled services, made certam&iof “voice over Internet” much more like voiandces. While the current European
Commission directives do not mandate the treatmEXbIP as voice telephony, the commission will ioue to reevaluate the regulation of
VolIP as service quality becomes the equivalentaafitional voice telephony.

In February 2003, the European Union adopted aregwlatory framework for electronic communicatidiat is designed to address i
technologically neutral manner the convergenceoafraunications across telecommunications, compuigibaoadcasting networks. The
directives address: (1) framework (2) interconmettnd access, (3) authorization and licensingyi@ersal service and (5) privacy. These
directives and an additional decision on radio Bpet replace the existing 20 directives on eleétraommunications. Under the framework,
voice telephony providers will face additional galfions, including specific licensing and universaivice obligations. Others will likely face
new regulation. One example could be VolP. If itlsssified as an electronic communications servatier than voice telephony, it would
still be subject to additional regulations to agkieegulatory parity with other electronic commuations.

The United Kingdom was one of the first countrie$ully implement the European Union’s new framekvior electronic
communications, which it did by July 25, 2003. A&t time, certain provisions of the United Kingdarielecommunications Act of 1984
were repealed. Pursuant to that framework, th@dicgy regime was replaced with a general authaoizaOur existing licenses were canceled
and replaced with a general authorization.

Under the regime, the United Kingdom regulates VadRan electronic communication service. The degfeegulation imposed on the
service depends upon whether the service is camside be a Publicly Available Telephone Servic&TB). A service is considered to be a
PATS if the following conditions are met: it is rkated as a substitute for the traditional teleprsmreice; the service appears to the custc
to be a substitute for the traditional public télepe service over which they expect access to eameygservices; or the service provides the
customers sole means of access to the traditioncalitcswitched public telephone network.

While the Ofcom, the United Kingdom regulator, leatablished technical standards and interconnedtbrs for VolP service
providers, it has recently opened a consultaticassess the appropriate allocation of phone nuntbéfslP providers. We cannot predict the
result of this proceeding and how it will affectr@bility to provide services.

As we expand the deployment of our VolP applicationEurope, we will have to consider the apprdpriagulatory requirements for
each nation before deploying services.
Canadian Regulation

The Canadian Radio-television and Telecommunicat@ommission, or the CRTC, has jurisdiction to tatpulong distance
telecommunications services in Canada. Regulatevgldpments over the past several years have tatediithe historic monopolies of the
regional telephone companies, bringing signifi@rhpetition to this industry for both domestic ami&rnational long distance services, but
also
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lessening regulation of domestic long distance comgs. Resellers, which, as well as facilities Has@riers, now have interconnection
rights, but which are not obligated to file tarjffeay not only provide transborder services toltfe. by reselling the services provided by the
regional companies and other entities but also resgll the services of the former monopoly inteoral carrier, Teleglobe Canada or
Teleglobe, including offering international switchgervices provisioned over leased lines. AlthoihghCRTC formerly restricted the pract

of “switched hubbing” over leased lines througlemtediate countries to or from a third country, @RTC lifted this restriction. The
Teleglobe monopoly on international services andiensea cable landing rights terminated as of Octbp£998, although the provision of
Canadian international transmission facilities leservices remains restricted to “Canadian cafrieith majority ownership by Canadians.
Ownership of non-international transmission faigitare limited to Canadian carriers but we can imternational undersea cables landing in
Canada. We cannot, under current law, enter thadan market as a provider of transmission faegiittased domestic services. In 2003, two
committees of the Canadian House of Commons issomieflicting recommendations on whether to lift fbeeign ownership restrictions that
prohibit carriers like us from owning int@anadian transmission facilities. If the ownergigigtrictions are repealed, we anticipate that wk

be able to expand our operations and service offefin Canada. Recent CRTC rulings address issiwbsas the framework for international
contribution charges payable to the local excharaggers to offset some of the capital and opegatiosts of the provision of switched local
access services of the incumbent regional telepbompanies, in their capacity as ILECs, and the eetrant CLECs.

While competition is permitted in virtually all athCanadian telecommunications market segmentbglieve that the regional
companies continue to retain a substantial majofityre local and calling card markets. Beginnimd/fiay 1997, the CRTC released a number
of decisions opening to competition the Canadi@alltelecommunications services market, which detsswere made applicable in the
territories of all of the regional telephone comipanAs a result, networks operated by CLECs may I interconnected with the networks
of the ILECs. Transmission facilities based CLE@ssubject to the same majority Canadian ownersémadian carrier” requirements as
transmission facilities based long distance cari€LECs have the same status as ILECs, but thepdieave universal service or customer
tariff-filing obligations. CLECs are subject to t&n consumer protection safeguards and other CRgGlatory oversight requirements.
CLECs must file interconnection tariffs for sengde interexchange service providers and wirelesgce providers. Certain ILEC services
must be provided to CLECs on an unbundled basisahgbct to mandatory pricing, including centrdlaaf codes, subscriber listings, and
local loops in small urban and rural areas. Favexyear period, certain other important CLEC seggimust be provided on an unbundled
basis at mandated prices, notably unbundled locgid in large, urban areas. ILECs, which, unlikeeCk, remained fully regulated, are
subject to price cap regulation in respect of thélity services and these services must not lmgrbelow cost. Interexchange contribution
payments are now pooled and distributed among IL&@sCLECs according to a formula based on thepaetive proportions of residential
lines, with no explicit contribution payable fromwchl business exchange or directory revenue. ClrE@s pay an annual telecommunications
fee based on their proportion of total CLEC opaggtevenue. All bundled and unbundled local sesriggcluding residential lines and other
bulk services) may now be resold, but ILECs neddnavide these services to resellers at wholgzates. Transmission facilities based ¢
and long distance carriers (but not resellerskeatitled to colocate equipment in ILEC central @8 pursuant to terms and conditions of
tariffs and intercarrier agreements. Certain l@cathpetition issues are still to be resolved. Th& CRas ruled that resellers cannot be
classified as CLECs, and thus are not entitleditBCinterconnection terms and conditions. The CR®@ducted a proceeding in 2004 to
review issues relating to the introduction of Veéehnology. The CRTC has expressed a number afrpnalry views about how it proposes
to regulate VolP services including the view thai¥ services (and service providers) should belatgd according to the CRTC's existing
rules. If the preliminary views are confirmed, thta rules for
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VolP-based services will depend on the categoseofice provider (ie., ILEC, CLEC or reseller), tieture of the service and the geographic
area in which the service is provided.

Our Other Business

Our company was incorporated as Peter Kiewit Sdns!,in Delaware in 1941 to continue a construttiosiness founded in Omaha,
Nebraska in 1884. In subsequent years, we invespetdtion of the cash flow generated by our comsitvn activities in a variety of oth
businesses. We entered the coal mining businek®4i8, the telecommunications business in 1988nfioemation services business in 1990
and the alternative energy business in 1991. We ko made investments in several developmené stagfures.

In December 1997, our stockholders ratified thagiee of the Board to effect the split-off sepamgtour historical construction business
from the remainder of our operations. As a resuthe split-off, which was completed on March 3298, we no longer own any interest in
the prior construction business. In conjunctiorhviite split-off, we changed our name to “Level 3x®aunications, Inc.,” and the entity that
held the prior construction business changed itsen “Peter Kiewit Sons’, Inc.”

On November 30, 2005, we completed the sale of oMtructure, LLC subsidiary to Infocrossing, Inct £84.8 million in total
consideration, including $82.3 million in cash &5 million in Infocrossing common stock. Priorthe sale, { )Structure provided
computer operations outsourcing to customers ldgatienarily in the United States.

On September 7, 2006, we completed the sale of 18fG#e capital stock of our indirect, wholly owngdbsidiary, Software
Spectrum, Inc., to Insight Enterprises, Inc. Inmaction with the transaction, we received totatpeals of approximately $351 million in
cash. Prior to the sale, Software Spectrum waading direct marketer of software and provideraifwgare licensing services to corporatic
With the completion of the sale of Software Spauttrwe exited the information services business.

Coal Mining

We are engaged in coal mining through our subsidle€P, Inc. (“KCP").KCP has a 50% interest in two mines, which areatperby :
subsidiary of Peter Kiewit Sons’, Inc. (“PKS”). Dexr Coal Company (“Decker”) is a joint venture witfestern Minerals, Inc., which is a
subsidiary of Rio Tinto Energy America Inc. BlacktBe Coal Company (“Black Butte”) is a joint vergurith Bitter Creek Coal Company, a
subsidiary of Anadarko Petroleum Corporation. Tleek®r mine is located in southeastern Montanale@tack Butte mine is in
southwestern Wyoming. The coal mines use the sairfaning method.

The coal produced from the KCP mines is sold prip&w electric utilities, which burn coal to prodel steam to generate electricity.
Essentially all of the sales were made under l@mgricontracts. Approximately 37%, 44% and 59% oPt&evenue in 2006, 2005 and
2004, respectively, were derived from long-termtcacts with Commonwealth Edison Company (with Deglked The Detroit Edison
Company (with Decker). KCP has commitments to @elapproximately 12.2 million tons of coal througfhil2 under contracts with
Commonwealth Edison and Detroit Edison. KCP alsodther sales commitments, including those witlr&iBacific, Idaho Power,
PacifiCorp, and Minnesota Power that provide fer delivery of approximately 9.3 million tons thrdug009. The level of cash flows
generated in recent periods by our coal operatiothsot continue because the delivery requirememtder certain of our current long-term
contracts decline significantly. Under a mine mamagnt agreement, KCP pays a subsidiary of PKS amehifee equal to 30% of KCP’s
adjusted operating income. The fee for 2006 wascapately $2 million.
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The coal industry is highly competitive. KCP congzehot only with other domestic and foreign coalsiers, some of whom are larger
and have greater capital resources than KCP, botvéth alternative methods of generating eledyriand alternative energy sources. In 2
the most recent year for which information is aafalié, KCP’s production represented less than 1%taf U.S. coal production. Demand for
KCP’s coal is affected by economic, political aedulatory factors. For example, recent “clean aws may stimulate demand for low sulfur
coal. KCP’s western coal reserves generally hdesvaulfur content (less than one percent) anccareently useful principally as fuel for
coal-fired, steam-electric generating units.

KCP’s sales of its coal, like sales by other westaral producers, typically provide for deliverydastomers at the mine. A significant
portion of the customer’s delivered cost of coaltisibutable to transportation costs. Most of¢bal sold from KCP’s western mines is
currently shipped by rail to utilities outside Mana and Wyoming. The Decker and Black Butte mimesach served by a single railroad.
Many of their western coal competitors are servetidm railroads and such competitors’ customersrofienefit from lower transportation
costs because of competition between railroadsdal hauling business. Other western coal produparsicularly those in the Powder River
Basin of Wyoming, have lower stripping ratios (tlgtthe amount of overburden that must be remavgdoportion to the amount of minable
coal) than the Black Butte and Decker mines, ofesulting in lower comparative costs of producti@s.a result, KCP’s production costs per
ton of coal at the Black Butte and Decker mineslma@as much as four and five times greater thadyat@dn costs of certain competitors.
Because of these cost disadvantages, there issncaase that KCP will be able to enter into add#idong-term coal purchase contracts for
Black Butte and Decker production. In addition stheost disadvantages may adversely affect KCHigyab compete for sales in the future.

We are required to comply with various federaltestnd local laws and regulations concerning ptime®f the environment. KCP’s
share of land reclamation expenses for the yeazdebdcember 31, 2006 was approximately $3 millk@P’s share of accrued estimated
reclamation costs was $96 million at December 8062 We did not make significant capital expenditufor environmental compliance with
respect to the coal business in 2006. We believe@mpliance with environmental protection and lagstoration laws will not affect our
competitive position since our competitors in thiaing industry are similarly affected by such lawawever, failure to comply with
environmental protection and land restoration lawsctual reclamation costs in excess of our atsyeould have an adverse effect on our
business, results of operations, and financial itimmd
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Glossary of Terms

access

access charges

backbone

ATM (asynchronous transfer
mode)

CAP

caching

capacity
carrier

CDN

central office

CLEC

co-carrier

common carrier

Telecommunications services that permit long distacarriers to use
local exchange facilities to originate and/or tarate long distance
service.

The fees paid by long distance carriers to LEC®fa@inating and
terminating long distance calls on the LF local networks

A high-speed network that interconnects smaller, indepgnustworks. I
is the through- portion of a transmission netwaikppposed to spurs
which branch off the throur portions.

An information transfer standard that is one otadgal class of packet
technologies that relay traffic by way of an addregntained within the
first five bytes of a standard fifty-three byte ¢ppacket or cell. The ATM
format can be used by many different informatiostems, including
LANS, to deliver traffic at varying rates, permiitj a mix of data, voice
and video

Competitive Access Provider. A company that proside customers wit
an alternative to the local exchange company foalltransport of private
line and special access telecommunications sen

A process by which a Web storage device or caclee#ged between
Web servers (or origin servers) and a user, andheatrequests for
HTML pages and objects such as images, audio, igied vthen saves a
copy for itself. If there is another request foz #ame object, the cache
will use its copy, instead of asking the originvezrfor it again

The information carrying ability of a telecommurtioas facility.

A provider of communications transmission serviogdiber, wire or
radio.

Content Distribution Network or CDN describes atsgs of computers
networked together across the Internet that coopénransparently to
deliver various types of content to end users. délevery process is
optimized generally for either performance or céghen optimizing for
performance, locations that can serve content utokthe user are
chosen. When optimizing for cost, locations thatlass expensive to
serve from may be chosen inste

Telephone company facility where subscribers’ liagsjoined to
switching equipment for connecting other subscetiereach other,
locally and long distanct

Competitive Local Exchange Carrier. A company tlahpetes with
LECs in the local services mark

A relationship between a CLEC and an ILEC thatra§ceach company
the same access to and right on the other’s netamdiprovides access
and services on an equal ba

A government-defined group of private companiesrixfigy
telecommunications services or facilities to theagal public on a non-
discriminatory basis
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conduit
DS-3
dark fiber

dedicated line
dialing parity

equal access

facilities based carriel
fiber optics

Gbps

ILEC

Interconnection

InterLATA
Internet
IntraLATA

ISDN

A pipe, usually made of metal, ceramic or plaghet protects buried
cables

A data communications circuit capable of transmgttilata at 45 Mbp:
Fiber optic strands that are not connected to itnég®on equipmen
Telecommunications lines reserved for use by pagiccustomers

The ability of a competing local or toll serviceopider to provide
telecommunications services in such a manner thstbmers have the
ability to route automatically, without the useanfy access code, their
telecommunications to the service provider of theteamer’ designation

The basis upon which customers of interexchangéecsiare able to
obtain access to their Primary Interexchange Qafr{EIC) long distance
telephone network by dialing “1”, thus eliminatitige need to dial
additional digits and an authorization code to whsaich acces:

Carriers that own and operate their own networkeodpment

A technology in which light is used to transpoifoirmation from one
point to another. Fiber optic cables are thin figams of glass through
which light beams are transmitted over long distanzarrying enormous
amounts of data. Modulating light on thin stranflglass produces major
benefits including high bandwidth, relatively lowst, low power
consumption, small space needs and total inseitgitivelectromagnetic
interference

Gigabits per second. A transmission rate. One gigajnals 1.024 billion
bits of information

Incumbent Local Exchange Carrier. A company histdly providing
local telephone service. Often refers to one ofRkegional Bell Operatin
Companies (RBOCSs). Often referred to as “LEC” (Udeechange
Carrier).

Interconnection of facilities between or amongttleévorks of carriers,
including potential physical colocation of one @n's equipment in the
other carri€’s premises to facilitate such interconnect

Telecommunications services originating in a LAT#dderminating
outside of that LATA

A global collection of interconnected computer netiee which use a
specific communications protoct

Telecommunications services originating and tertmigan the same
LATA.

Integrated Services Digital Network. An informatimansfer standard for
transmitting digital voice and data over telephbnes at speeds up to 1
Kbps.
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ISPs

IXC

Kbps

LATA

leased line

LEC

local exchange

local loop

long distance carriers

Mbps

MPLS

multiplexing

NAP

OC-3
0C-12
0C-48

Internet Service Providers. Companies formed teigmaccess to the
Internet to consumers and business customers céh hetworks

Interexchange Carrier. A telecommunications comphay provides
telecommunications services between local exchaoges interstate or
intrastate basit

Kilobits per second. A transmission rate. One ktlelguals 1,024 bits of
information.

Local Access and Transport Area. A geographic eosaposed of
contiguous local exchanges, usually but not alweijfsin a single state.
There are approximately 200 LATAS in the Unitedt&sde

An amount of telecommunications capacity dedicabeal particular
customer along predetermined rou

Local Exchange Carrier. A telecommunications corygiat provides
telecommunications services in a geographic are&slinclude both
ILECs and CLECs

A geographic area determined by the appropriate stgulatory authorit
in which calls generally are transmitted withodt ttharges to the calling
or called party

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

Long distance carriers provide services betweeal lexchanges on an
interstate or intrastate basis. A long distanceeramay offer services
over its own or another carr’s facilities.

Megabits per second. A transmission rate. One niegabals
1.024 million bits of informatior

MultiProtocol Label Switching. A standards-approtedhnology for
speeding up network traffic flow and making it @b manage. MPLS
involves setting up a specific path for a givenusage of packets,
identified by a label put in each packet, thussgthe time needed for a
router or switch to look up the address to the nexte to forward the
packet to

An electronic or optical process that combinesgdaumber of lower
speed transmission lines into one high speed krephtting the total
available bandwidth into narrower bands (frequediigision), or by
allotting a common channel to several differemtsraitting devices, one
at a time in sequence (time divisio

Network Access Point. A location at which ISPs exdde traffic with
each other

A data communications circuit capable of transmittilata at 155 bp
A data communications circuit capable of transmittilata at 622 Mbp

A data communications circuit capable of transmittilata at
approximately 2.45 Gbp
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peering

POP

private line

PSTN

Public Safety Answering Point

RBOCs

reciprocal compensation

resale

router

selective router

SONET

The commercial practice under which ISPs excharajéa with each
other. Although ISPs are free to make a privaternencial arrangement,
there are generally two types of peering. Withtesaent free peering
arrangement the ISPs do not need to pay each fothire exchange of
traffic. With paid peering, the larger ISP receipayment from the
smaller ISP to carry the traffic of that smallePISeering occurs at both
public and private exchange poir

Point of Presence. Telecommunications facility veh@icommunications
provider locates network equipment used to conoestiomers to its
network backbone

A dedicated telecommunications connection betweehuser locations

Public Switched Telephone Network. That portioradécal exchange
company’s network available to all users genematiya shared basis (i.e.,
not dedicated to a particular user). Traffic aldimg public switched
network is generally switched at the local exchacg@pany’s central
offices.

An answering location for 911 calls originatingamgiven area. PSAPs ¢
typically a common bureau used to answer emergealty and dispatch
safety agencies such as police, fire, emergencycaleetc.

Regional Bell Operating Companies. Originally, fewen local telephone
companies established as a result of the AT&T Dittgs.

The compensation of a CLEC for termination of alamall by the ILEC
on the CLEC's network, which is the same as thepmngation that the
CLEC pays the ILEC for termination of local calls the ILEC' s network

Resale by a provider of telecommunications servisesh as a LEC) of
such services to other providers or carriers omal@sale or a retail bas

Equipment placed between networks that relaystdataose networks
based upon a destination address contained inatlagpdckets being
routed.

Telephone switch or functional equivalent, con&dlby the relevant loc
exchange carrier (LEC), which determines the PSARHich a 911 call
should be delivered based on the location of tHecgller.

Synchronous Optical Network. An electronics andvaek architecture
for variable bandwidth products which enables tngission of voice, data
and video (multimedia) at very high speeds. SONEg architecture
provides for virtually instantaneous restoratiorsefvice in the event of a
fiber cut or equipment failure by automaticallyaeting traffic in the
opposite direction around the rir
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special access services

streaming

switch

Tbps
T-1
unbundled

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 exchange company ©@AR, which lines or
circuits run to or from the long distance carri€@Hs. Examples of special
access services are telecommunications lines rgrivétween POPs of a
single long distance carrier, from one long distacarrier POP to the
POP of another long distance carrier or from anusat to a long
distance carrier POI

Streaming is the delivery of media, such as moaiatlive presentations,
over a network in real time. A computer (a streagarver) sends the
media to another computer (a client computer), vipiays the media as
it is delivered.

A device that selects the paths or circuits to $edifor transmission of
information and establishes a connection. Switcksrthe process of
interconnecting circuits to form a transmissiorhpag¢tween users and it
also captures information for billing purpos

Terabits per second. A transmission rate. One itezghals 1.024 trillion
bits of information

A data communications circuit capable of transmittilata at
1.544 Mbps

Services, programs, software and training soldreggly from the
hardware

Access to unbundled elements of a telecommunicaervices
provider’s network including network facilities, @igment, features,
functions and capabilities, at any technically flelespoint within such
network.

Voice over Internet Protoc:

VolIP Positioning Center. An entity that maintaimseand user location
database and manages the technology including degs/and routing
number pools used to deliver 911 calls to the cdOPSAP for emergency
handling.

A server connected to the Internet from which Iné¢users can obtain
information.

A communications system that operates without wiGslular service is
an example

A collection of computer systems supporting a comitations protocol
that permits multimedia presentation of informatower the Interne

A term referring to a variety of new Digital Subiber Line technologies.
Some of these new varieties are asymmetric wifierdiht data rates in tl
downstream and upstream directions. Others are ggriemDownstream
speeds range from 384 Kbps “SDSL") to 1.5 to 8 Mbps“ADSL").
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Directors and Executive Officers

Set forth below is information as of February 2802, about our directors and our executive officénsr executive officers have been
determined in accordance with the rules of the SEC.

Name Age
Walter Scott, Jr.(1) 75
James Q. Crowe(: 57
Kevin J. CHara 46
Charles C. Miller, IlI 54
Thomas C. Stort 55
Sunit S. Pate 45
Sureel A. Choksi 34
Brady Rafuse 43
Eric J. Mortense! 48
Admiral James O. Ellis, Jr.(: 59
Richard R. Jaros(: 55
Robert E. Julian(2 67
Arun Netravali(3) 60
John T. Reed(2)(« 63
Michael B. Yanney(1)(3)(4 73
Dr. Albert C. Yates(2 65

(1) Member of Executive Committee
(2) Member of Audit Committee
(3) Member of Compensation Committee

Position

Chairman of the Boar

Chief Executive Officer and Directi

President and Chief Operating Offic

Vice Chairman and Executive Vice Presid

Executive Vice President, Chief Legal Officer aret®tary

Group Vice President and Chief Financial Offi

President Wholesale Markets Group of Level 3 Cominations,
LLC

President Content Markets Group of Level 3 Commatioos, LLC
and President and CEO of Europe Operat

Senior Vice President and Control

Director

Director

Director

Director

Director

Director

Director

(4) Member of Nominating and Governance Committee

Other Management

Set forth below is information as of February 2802, about the following members of senior managegrmgLevel 3 Communications,

LLC, except as otherwise noted.

Name Age
Raouf F. Abdel 39
John Neil Hobb: a7
Lynn E. Refel 47
John F. Waters, J 42
Donald H. Gips 47
Kevin T. Hart 40
Joseph M. Howell, I 60

Walter Scott, Jr. has been the Chairman of the @oathe Company since September 1979, and a diretthe Company since
April 1964. Mr. Scott has been Chairman EmerituBefer Kiewit Sons’, Inc. (“PKS”) since the splif-on 1998. Mr. Scott is also a director
of PKS, Berkshire Hathaway Inc., MidAmerican Enekpldings Company, and Valmont Industries, Inc. @méirman of the Board of
Commonwealth Telephone Enterprises, Inc. (“CommaittheTelephone”). Mr. Scott is also the Chairmaiheaf Executive Committee of the

Board of Directors.

Position

President Business Markets Grc

President Global Network Servic

President Metro Network Servic

Executive Vice President, Chief Technology Offi
Group Vice Presider

Group Vice President, Chief Information Offic
Group Vice Presider
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James Q. Crowe has been the Chief Executive Offitdre Company since August 1997, and a diredttne@Company since
June 1993. Mr. Crowe was also President of the @Gmypntil February 2000. Mr. Crowe was Presidewt @hief Executive Officer of MFS
Communications Company, Inc. (“MFS”) from June 1983une 1997. Mr. Crowe also served as ChairmameoBoard of WorldCom from
January 1997 until July 1997, and as Chairman@Bthard of MFS from 1992 through 1996. Mr. Croweriesently a director of
Commonwealth Telephone. Mr. Crowe is also a merobtire Executive Committee.

Kevin J. O’Hara has been President of the Compamgsiuly 2000 and Chief Operating Officer of thengbany since March 1998.
Mr. O’Hara was also Executive Vice President of@mpany from August 1997 until July 2000. Priottiat, Mr. O’Hara served as
President and Chief Executive Officer of MFS GloNatwork Services, Inc. from 1995 to 1997, and asi& Vice President of MFS and
President of MFS Development, Inc. from October2l@&August 1995. From 1990 to 1992, he was a Yi&sident of MFS Telecom, Inc.
(“MFS Telecom”).

Charles C. Miller, Il has been Vice Chairman aneé&itive Vice President of the Company since Faprig, 2001. Mr. Miller was
also a director from February 15, 2001 until May 2@04. Prior to that, Mr. Miller was PresidentB#lIsouth International, a subsidiary of
Bellsouth Corporation from 1995 until December 20@flor to that, Mr. Miller held various senior Ehofficer and management position at
BellSouth from 1987 until 1995.

Thomas C. Stortz has been Executive Vice Presi@dnéf Legal Officer and Secretary since Febru®94£ Prior to that, Mr. Stortz was
Group Vice President, General Counsel and Secrefahe Company from February 2000 to February 2@0ir to that, Mr. Stortz served
Senior Vice President, General Counsel and Segrefahe Company from September 1998 to Februa®0Q0. Prior to that, he served as
Vice President and General Counsel of Peter Ki8wits’, Inc. and Kiewit Construction Group, Inc.rfrépril 1991 to September 1998. He
has served as a director of Peter Kiewit Sons’, Inc

Sunit S. Patel has been Chief Financial Officecesifay 2003 and a Group Vice President of the Compace March 13, 2003. Prior
to that, Mr. Patel was Chief Financial Officer aidking Glass Networks, Inc., a provider of metragol fiber optic networks, from
April 2000 until March 2003. Mr. Patel was Treasuw&WorldCom Inc. and MCIWorldcom Inc., each lodigtance telephone services
providers from 1997 to March 2000. From 1994 to7,9r. Patel was Treasurer of MFS Communications@any Inc., a competitive local
exchange carrier.

Sureel A. Choksi has been President Wholesale N&afkeup since August 2006. Prior to that, Mr. Gliakas Executive Vice Presid
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 forldpiregy and managing Leve’s communications services. Prior to that, Mr. Céiokas
Executive Vice President Softswitch Services framuhry 2004 and Group Vice President Transporinastructure 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@d®® 2intil August 2000. Prior to
that, Mr. Choksi served as Vice President and Treaof the Company from January 1999 to Februa®000. Prior to that, Mr. Choksi was
a Director of Finance at the Company from 1997388l an Associate at TeleSoft Management, LLC 8i718nd an Analyst at Gleacher &
Company from 1995 to 1997.

Brady Rafuse has been President Content MarketspGince August 2006 and President and CEO of atodean 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 Eurofsedes and Marketing from December 2000 to AuguBii2Brior to that, Mr. Rafuse
served as Head of Commercial Operations for Conagoint venture between AT&T and British Telecdnom
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September 1999 to December 2000, and in a varfgigsitions with British Telecom from 1987 until Bember 2000. His last position wa:
General Manager, Global Energy Sector which he field August 1998 to September 1999 and prior &b lle was Deputy General
Manager, Banking Sector from April 1997 to Augus9a.

Eric J. Mortensen has been Senior Vice PresidahtCamtroller of the Company since 2003. Prior tatthir. Mortensen was Vice
President and Controller of the Company from 1992403 and was the Controller of the Company fr@®71to 1999. Prior to that,
Mr. Mortensen was Controller and Assistant Congroif Kiewit Diversified Group for more than fivegrs.

Admiral James O. Ellis, Jr. U.S. Navy (ret.) hasrba director of the Company since March 2005.dfffe May 18, 2005, Admiral Ellis
became the president and chief executive officéh@fnstitute of Nuclear Power Operations or INR@pnprofit 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
service in the U.S. Navy, as Commander of the &iatCommand. In his Naval career, he held numetomsnands. A graduate of the U.S.
Naval Academy, he also holds M.S. degrees in AeosiEngineering from the Georgia Institute of Tedbgy and in Aeronautical Syster
from the University of West Florida. He served ddawval aviator and was a graduate of the U.S. Nagat Pilot School. Admiral Ellis is also
a member of the Board of Directors of Lockheed Mattorporation, Inmarsat PLC and The Burlington iGdgroup, LLC. Admiral Ellis is
a member of the Nominating and Governance committee

Richard R. Jaros has been a director of the Comgpiace June 1993 and served as President of th@&wgnirom 1996 to 1997.
Mr. Jaros served as Executive Vice President oCthimpany from 1993 to 1996 and Chief Financial €ffiof the Company from 1995 to
1996. He also served as President and Chief Opgratificer of CalEnergy from 1992 to 1993, andriegently a director of Commonwealth
Telephone. Mr. Jaros is a member of the Compems@tionmittee.

Robert E. Julian has been a director of the Comparme March 1998. From 1992 to 1995 Mr. Juliavegrs Executive Vice President
and Chief Financial Officer of the Company. Mr.idalis the Chairman of the Audit Committee.

Arun Netravali has been a director of the CompangesApril 2003. Prior to that, Mr. Netravali wa#i€f Scientist for Lucent
Technologies, working with academic and investnoamimunities to identify and implement important nestworking technologies from
January 2002 to April 2003. Prior to that positittr, Netravali was President of Bell Labs as wsllLaicent’s Chief Technology Officer and
Chief Network Architect from June 1999 to Janua®®2. Bell Labs serves as the research and develdmrganization for Lucent
Technologies. Mr. Netravali is a director of Ag&gstems Inc. Mr. Netravali is a member of the Consation Committee.

John T. Reed has been a director of the Companog sitarch 2003. Mr. Reed is also a Director of ahdi@nan of the Audit Committee
of First National Bank of Omaha. Mr. Reed is ald@mi®man of the Board of Alegent Health, a healtle ca/stem headquartered in Omaha,
Nebraska and a member of the Board and Chairm#redfudit Committee of Father Flanal’s Boys’ Home located in Boys Town,
Nebraska. Mr. Reed was Chairman of HMG Propertiesreal estate investment banking joint venturglo€arthy Group, Inc. from 20C
until February 2005. Prior to that, he was ChairmficCarthy & Co., the investment banking affisadf McCarthy Group. Prior to joining
McCarthy Group in 1997, Mr. Reed spent 32 yeark Withur Andersen LLP. Mr. Reed is the Chairmarha Nominating and Governance
Committee and a member of the Audit Committee.

Michael B. Yanney has been a director of the Comsamce March 1998. He has served as ChairmaredBttard of The Burlington
Capital Group, LLC (formerly known as America Fidmpanies L.L.C.)
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for more than the last five years. Mr. Yanney asoved as President and Chief Executive Officarhaf Burlington Capital Group, LLC.
Mr. Yanney is the Chairman of the Compensation Cdtemand a member of the Executive Committee hadNibminating and Governance
Committee.

Dr. Albert C. Yates has been a director of the Camypsince March 2005. Dr. Yates retired after 12 yeas president of Colorado State
University in Fort Collins, Colorado in June 206& was also a chancellor of the Colorado State éigity System until October 2003, ans
a former member of the board of the Federal Resgoaed of Kansas City-Denver Branch and the boanirectors of First Interstate Bank
and Molson Coors Brewing Company. He currently agmas a director of Centennial Bank Holdings, émzl StarTek, Inc. Dr. Yates is a
member of the Audit Committee.

Raouf F. Abdel has been President Business Magketsp since February 2007. Prior to that, Mr. Abdas Group Vice President of
Integration and Development Services from March&2@0February 2007. Prior to those roles, Mr. Absdlas Senior Vice President of
Integration and Development Services from Noven@®&5 to March 2006, responsible for managing L&&Integration and systems and
process development. Prior to that, Mr. Abdel wesi& Vice President of Product Development frormpt8mber 2003 to November 2005,
responsible for developing and managing Level 3pco development activities. Prior to that, Mr. Abdvas Senior Vice President of M&A
Integration from March 2002 to September 2003, @asjble for managing the execution of Level 3'&gration activities. From July 2000
until March 2002, Mr. Abdel was Senior Vice Presitlef Network Deployment, and from September 1988 duly 2000, Mr. Abdel was
Vice President of Colocation Services. Mr. Abdéhga Level 3 in February 1998 as Senior Directo€ofnstruction.

John Neil Hobbs has been President Global Netwerki&s since August 2006. Prior to that, Mr. Hoblas Executive Vice President
Sales and Marketing from January 2006 to Augus62B0ior to that, Mr. Hobbs was Group Vice Prestdelobal Sales from September 2!
to January 2006. Prior to that, Mr. Hobbs was Edi Global Accounts for Concert, a joint ventbetween AT&T and British Telecom
from July 1999 until September 2000. Prior to thét, Hobbs was Director Transition and Implememtiatior the formation of Concert
representing British Telecom from June 1998 unty 1999. From April 1997 until June 1998, Mr. Heblvas British Telecom’s General
Manager for Global Sales & Service and from Ap€&iB4 until April 1997, Mr. Hobbs was British TelecnGeneral Manager for Corporate
Clients.

Lynn E. Refer has been President Metro Network iSeswsince August 2006. Prior to that, Mr. Refes\Whief Executive Officer of
Looking Glass Networks, Inc., a provider of metrlitaon optical networking services, from April 206 August 2006. Prior to Looking Gla
Networks, Mr. Refer was Senior Vice President ofvidek Planning and Engineering at MCIWorldCom fréypril 1999 to March 200C
From April 1997 until March 1999, Mr. Refer was ¥iPresident and then Senior Vice President of BlgnDevelopment and Business
Analysis at WorldCom and MCIWorldCom. Mr. Referalseld Vice President and Senior Vice Presidenitipas at MFS Communications
from 1993 to 1996.

John F. Waters, Jr. has been Executive Vice Prasi@hief Technology Officer since January 2004o0P0 that, Mr. Waters was Group
Vice President and Chief Technology Officer of @@mpany from February 2000 to January 2004. Poidhat, Mr. Waters was Vice
President, Engineering of the Company from Noveni®&7 until February 1, 2000. Prior to that, Mr.té&fa was an executive staff member
of MCI Communications from 1994 to November 1997.

Donald H. Gips has been Group Vice President Catpdstrategy since January 2001. Prior to thatQifrs was Group Vice President,
Sales and Marketing of the Company from FebruaB02@rior to that, Mr. Gips served as Senior VicesRlent, Corporate Development
from November 1998 to February 2000. Prior to that, Gips served in the White House as Chief Doméd3blicy Advisor to Vice President
Gore from April 1997 to April 1998. Before workirag the White House, Mr. Gips was at the Federal @anications Commission as the
International Bureau Chief and Director of Strategi
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Policy from January 1994 to April 1997. Prior t@ lgiovernment service, Mr. Gips was a managemesiuttant at McKinsey and Company.

Kevin T. Hart has been Group Vice President Gl&atems Development and Chief Information Offidace January 2005. Prior to
that, Mr. Hart was Vice President of Telecommurna#, Media & Entertainment at Capgemini (formefiyst & Young), a management
consulting firms in Dallas, Texas, for over ninagg In that role, he was responsible for the divgrawth and direction of the organization’s
Communications Operations Support Systems, BilBnginess Support Systems and the Network Manage®ystems service offerings and
delivery. Prior to joining Capgemini’s managememnsulting practice, he held the positions of Dioeatf Strategic Planning at International
Paper and Manager of Operations at SBC Communicatio

Joseph M. Howell, Il has been Group Vice Presideorporate Marketing since February 2000. Prigh&d, Mr. Howell served as
Senior Vice President, Corporate Marketing fromdder 1997 to February 1, 2000. Prior to that, Mswdll was a Senior Vice President of
MFS/WorldCom from 1993 to 1997.

Until the Annual Meeting of Stockholders in 2008 tBoard will be divided into three classes, destigd Class I, Class Il and Class |ll.
At our 2007 Annual Meeting of Stockholders, thartaf office of the following directors will expiréValter Scott, Jr., James Q. Crowe,
Robert E. Julian, Arun Netravali, John T. Reed Bfichael B. Yanney. The term of office of the followy individuals will expire at our 2008
Annual Meeting of Stockholders: Admiral James QisElr., Richard R. Jaros and Dr. Albert C. Yafseach annual meeting of
stockholders, successors to the class of direstbhose term expires at that annual meeting willlbeted for a one-year term. Our officers are
elected annually to serve until each successdedsesl and qualified or until his or her deathjgeation or removal.

We believe that the members of the Audit Committeeindependent within the meaning of the listitagndards of The NASDAQ Stock
Market, LLC. The Board has determined that Mr. RbEe Julian, Chairman of the Audit Committee, dfied as a “financial expert” as
defined by the Securities and Exchange Commis3iba.Board considered Mr. Julian’s credentials amanfcial background and found that
he was qualified to serve as the “financial expert.

Code of Ethics

We have adopted a code of ethics that compliestétstandards mandated by the Sarbanes-Oxleyf&02. The complete code of
ethics is available on our websitevatw.level3.com At any time that the code of ethics is not addédzon our website, we will provide a
copy upon written request made to Investor Relatibevel 3 Communications, Inc., 1025 Eldorado Bl&toomfield, Colorado 80021. We
caution you that any information that is includadur website is not part of this 10-K. If we améhe code of ethics, or grant any waiver
from a provision of the code of ethics that appl@sur executive officers or directors, we willpigly disclose such amendment or waiver as
required by applicable law, including by postinglsamendment or waiver on our websitevatw.level3.conor by filing a Form 8K with the
Securities and Exchange Commission or SEC.

SEC Filings

Our Form 10-K, along with all other reports and adraents filed with or furnished to the SEC are mlplvailable free of charge on
the investor relations section of our website amsas reasonably practicable after we file sucter@s$ with, or furnish them to, the SEC."
caution you that the information on our websitaads part of this or any other report we file with,furnishes to, the SEC.
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Section 16(a)—Beneficial Ownership Reporting Compédince

To our knowledge, no person that was a directacetive officer or beneficial owner of more thar®4.6f the outstanding shares of our
common stock failed to timely file all reports réma under Section 16(a) of the Securities Exchakgieof 1934.

Employees

As of December 31, 2006, and after giving effedhmacquisition of Broadwing, we had approximafeK00 total employees. We
believe that our success depends in large partioahility to attract and retain substantial nunshafrqualified employees.

ltem 1A. RISK FACTORS
Forward Looking Statements

We, or our representatives, from time to time makenor may have made certain forward-looking statés) whether orally or in
writing, including without limitation statements a@or to be made in this Form 10-K, our Quarterp&ts on Form 10-Q, information
contained in other filings with the Securities abhatchange Commission, press releases and othecmdauments or statements. In addition,
our representatives, from time to time, participatepeeches and calls with market analysts, cené&rs with investors or potential investors
in our securities and other meetings and conferer®eme of the information presented at these Bpsecalls, meetings and conferences
include forward-looking statements. We use workis texpects,” “anticipates” or “believes” to idefytforward-looking statements.

We wish to ensure that all forward-looking statetaeare accompanied by meaningful cautionary statésnso as to ensure to the fullest
extent possible the protections of the safe haebtablished in the Private Securities LitigatioridR® Act of 1995. Accordingly, all forward-
looking statements are qualified in their entireyyreference to, and are accompanied by, the fallgpwiscussion of certain important factors
that could cause actual results to differ materifsthm those projected in such forward-looking staénts. We caution the reader that this list
of important factors may not be exhaustive. We atgein a rapidly changing business, and new ristofa emerge from time to time. We
cannot predict every risk factor, nor can we asiessmpact, if any, of all such risk factors orr business or the extent to which any factor,
or combination of factors, may cause actual regaltiffer materially from those projected in amyward-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 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 recently acqgired operations, and thus may not fully realize theanticipated benefits from such
acquisitions.

Level 3 and Broadwing entered into the Broadwinggaewith the expectation that our acquisition oed&dwing will result in benefits -
each company. Achieving the anticipated benefithefBroadwing merger will depend in part upon Weetve can integrate our businesses
in an efficient and effective manner.

In addition, since December 2005, we have acquédlel Communications Group, LLC, Progress TelectnC, ICG
Communications, Inc., TelCove, Inc., Looking Glakstworks Holding Co., Inc. and
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the CDN services business of SAVVIS and from timéme we may acquire additional businesses inra@ecwe with our business strategy.
The integration of our acquired businesses andwnye businesses that we may acquire involvesnabeu of risks, including, but not limited
to:

« demands on management related to the significarease in size after the acquisition;

the disruption of ongoing business and the diversiomanagement’s attention from the managemedaity operations to the
integration of operations;

* loss of key personnel of the recently acquired atpans;

 loss of customers post-integration;

* higher integration costs than anticipated;

« failure to fully achieve expected synergies andxsavings;

- difficulties in the assimilation and retention afjhly qualified, experienced employees;

 resistance to the assimilation of different cultuaad practices, and complexity in the assimilatibpersonnel and operations which
are broadly geographically dispersed; and

* unanticipated impediments in the integration ofatépents, systems, including accounting systembntdogies, books and records
and procedures, as well as in maintaining unifal@ndards, controls, including internal control ofieancial reporting required by tl
Sarbanes-Oxley Act of 2002, procedures and policies

If we cannot efficiently and effectively integratequired businesses or operations, we would bly likeexperience material negative
consequences to our business, financial conditiorsults of operations. Successful integratiothefe acquired businesses or operations
depend on our ability to manage these operati@adize opportunities for revenue growth presentedtiengthened service offerings and
expanded geographic market coverage and, to sogreajdo eliminate redundant and excess costdlyoréalize the expected synergies.
Because of difficulties in combining geographicaligtant operations, we may not be able to achiegdinancial strength and growth we
anticipate from the acquisitions.

We cannot be certain that we will realize our dptited benefits from our recent acquisitions, at thie will be able to efficiently and
effectively integrate the recently acquired operaias planned. If we fail to integrate the regeatiquired operations efficiently or fail to
realize the benefits we anticipate, it could haveaderial adverse effect on our business, finarmadition, results of operations and future
prospects.

We need to continue to increase the volume of traffon our network to become profitable.

We must continue to increase the volume of Intemietia, voice and video transmissions on our conations network at acceptable
prices in order to realize our targets for antitddasales and revenue growth, cash flow, operafiiicjencies and the cost benefits of our
network. If we do not maintain or improve our cunreslationship with existing customers and develep large volume and enterprise
customers, we may not be able to substantiallyess® traffic on our network, which would adversafgct our ability to become 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 us to provide gervices was determined by a court to infringat@nt held by another entity that is
unwilling to grant us a license on terms acceptables, we could be precluded by court order frang such technology and would likely
required to pay a significant
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monetary damages award to the patent-holder. Temessful enforcement of such patents, or our iitgld negotiate a license for any such
technology on acceptable terms, could force ugése using the technology and offering servicesrpurating the technology. In the event
that a claim of infringement was brought againsbased on the use or sale of our technology onagany of our customers based on their
use of our technology for which we would be obléghto indemnify, we could be subject to litigattondetermine whether such use or sale of
the relevant technology is, in fact, infringing.iJkitigation would be expensive and distractiregardless of the outcome of the suit.

While our own extensive patent portfolio may detdrer telecommunications providers from bringingtsactions, patent infringement
claims are increasingly being asserted by patedifgpcompanies, whose sole business model isfir@patents against operators, such as
Level 3, for monetary gain. Because such patemtihglcompanies do not provide services or use tdolyy, the assertion of our own patents
by way of counter-claim would be largely ineffeetiwe have already been the subject of time-conmayamd expensive patent litigation
brought by certain patent holding companies andavereasonably expect that we will face furtheintdain the future.

Our business requires the continued development efffective business support systems to implement ¢amer orders and to provide
and bill for services.

Our business depends on our ability to continugeteelop effective business support systems. Thasismplicated undertaking requir
significant resources and expertise and suppam fford-party vendors. Business support systemseeded for:

* implementing customer orders for services;
* provisioning, installing and delivering these seed; and
« monthly billing for these services.

Because our business provides for continued rajoidth in the number of customers that we servethad/olume of services offered,
there is a need to continue to develop our busisgsgort systems on a schedule sufficient to megtgsed service rollout dates. The failure
to continue to develop effective business suppatiesns could materially adversely affect our apiiit implement our business plans and
meet our financial goals and objectives.

Our revenue is concentrated in a limited number otustomers.

A significant portion of our communications revensi€oncentrated among a limited number of custentesr the year ended
December 31, 2006, our top ten customers reprasapggroximately 54% of our consolidated total rexerRevenue from our largest
customer, AT&T Inc. and its subsidiaries, includ®BC Communications, BellSouth and Cingular, (agegrthose subsidiaries were wholly
owned by AT&T for all of 2006), represented approately 32.4% of our consolidated total revenue2fa®6. The next largest customer
accounted for approximately 6.6% of our consolidatgal revenue and most of the remaining top testamers each account for 2% or less
of our consolidated total revenue. If we lost onenore of these major customers, or if one or nmoagor customers significantly decreased
orders for our services, our business would be miadlieand adversely affected.

In connection with the acquisition of WilTel in Demober 2005, we acquired a large customer contedetden WilTel and SBC
Communications, a subsidiary of AT&T. We expect tihe revenue generated under this contract wiltinae to decline over time as SBC
Communications migrates its traffic from our netiwitw the merged SBC and AT&T Communications netwbdt SBC Communications
acquired from the former AT&T.
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We may lose customers if we experience system faids that significantly disrupt the availability and quality of the services that we
provide.

Our operations depend on our ability to avoid aiitijate any interruptions in service or reducedagaty for customers. Interruptions in
service or performance problems, for whatever neasould undermine confidence in our services ange 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 loss to customers. Althoughattempt to disclaim liability in our service
agreements, a court might not enforce a limitatinriability, which could expose us to financiat$o In addition, we often provide our
customers with guaranteed service level commitmdintge are unable to meet these guaranteed sdeieécommitments as a result of
service interruptions, we may be obligated to ptevéredits, generally in the form of free servioed short period of time, to our customers,
which could negatively affect our operating results

The failure of any equipment or facility on ourwetk, including the network operations control egrand network data storage
locations, could result in the interruption of @mser service until necessary repairs are effeatedmacement equipment is installed.
Network failures, delays and errors could also ltdsam natural disasters, terrorist acts, powesés, security breaches and computer viri
These failures, faults or errors could cause dekstvice interruptions, expose us to customeililiglor require expensive modifications that
could significantly hurt our business.

There is no guarantee that we will be successful tombining our existing service offering with our ecently acquired content
distribution services.

As we believe that one of the largest sourcestofélincremental demand for our communicationsiseswvill be derived from
customers that are seeking to distribute theiufeatich content or video over the Internet, wechased the content distribution network or
CDN assets of SAVVIS, Inc. in January 2007. Assulteof this acquisition, we now need to combirie DN service offering with our
existing communications services—including highespinternet access, transport and colocation sswi¢o provide a single source, end-to-
end content distribution solution. Although we haeéd high speed Internet access, transport adatibn services since the late 1990’s, we
have only been selling our CDN services since tmpietion of the acquisition of the SAVVIS assetdanuary 2007. As a result, there are
many difficulties that we may encounter, includmgstomer acceptance, intellectual property mattecgnological issues, developmental
constraints and other problems that we may notigatie. There is no guarantee that we will be ssafakin generating significant revenues
from our CDN service offering.

Rapid technological changes can lead to further copetition.

The communications industry is subject to rapid sigdificant changes in technology. In additiorg thtroduction of new services or
technologies, as well as the further developmemixidting services and technologies may reducedbeor increase the supply of certain
services similar to those that we provide. As altesur most significant competitors in the futumay be new entrants to the communications
industry. These new entrants may not be burdenehbystalled base of outdated equipment. Our éusurccess depends, in part, on our
ability to anticipate and adapt in a timely manteetechnological changes. Technological changestandesulting competition could have a
material adverse effect on our business.
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Failure to complete development, testing and introdction of new services, including VolP services, atd affect our ability to compete
in the industry.

We continuously develop, test and introduce newrnanications services that are delivered over oormanications network. These
new services are intended to allow us to addresssegments of the communications marketplace andrpete for 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 introdoictof new services, the success of these upgradgdendependent on the conclusion of
contract negotiations with vendors and vendors imgeheir obligations in a timely manner. In adalitj new service offerings may not be
widely accepted by our customers. If our new serafferings are not widely accepted by our custem&e may terminate those service
offerings and be required to impair any assetsforination technology used to develop or offer ¢hesrvices. If we are not able to
successfully complete the development and intradncif new services in a timely manner, our busramuld be materially adversely
affected.

During our communications business operating histor, we have generated substantial losses, which weect to continue.

The development of our communications businessiredjuand may continue to require, significant exgitures. These expenditures
could result in substantial negative cash flow froperating activities and substantial net losseghi® near future. For the fiscal years ended
December 31, 2006 and December 31, 2005, we irdtlosses from continuing operations of approxinya$190 million and $707 million,
respectively. We expect to continue to experienssds, and may not be able to achieve or sustairatipg profitability in the future.
Continued operating losses could limit our abitiiyobtain the cash needed to expand our networkenméerest and principal payments on
our debt or fund other business needs.

We will need to continue to expand and adapt otwaoik in order to remain competitive, which may uag significant additional
funding. During 2005, we deployed a new generaiooptical transmission equipment. Additional exgian and adaptations of our
communications network’s electronic and softwammponents will be necessary in order to respond to:

e growing number of customers;

« the development and launching of new services;

* increased demands by customers to transmit largeuats of data;
« changes in customers’ service requirements;

» technological advances by competitors; and

* governmental regulations.

Future expansion or adaptation of our network keitjuire substantial additional financial, operatioemnd 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.
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The prices we are able to charge for certain of outommunications services have been decreasing iretpast and may decrease over
time resulting in lost revenue for which we may beinable to compensate.

Over the past few years, the prices that we aetaldharge for certain of our communications sewihave been decreasing. These
decreases resulted from downward market pressdrether factors including:

¢ increased transmission capacity by our competangsus on our respective existing and new networks;

e our customer agreements containing volume basethgror other contractually agreed upon decreaspsi¢es during the term of the
agreement; and

« technological advances or otherwise.

As our prices for communications services decréasehatever reason, if we are unable to increeféd volume through additional
services from which we can derive additional rexeauif we are unable to reduce our operating es@&rour operating results will decline.

Excluding the effects of acquisitions, we also cam to expect managed modem related revenue tmaerto decline primarily due to:
e an increase in the number of subscribers migrdtrgoadband services;
e continued pricing pressures; and
¢ declining customer obligations under existing cactal arrangements.
We may be liable for the material that content prouders distribute over our network.

The law relating to the liability of private netwooperators for information carried on or dissertedahrough their networks is still
unsettled. We may become subject to legal clairasing to the content disseminated on our netwBdk.example, lawsuits may be brought
against us claiming that material on our networkadiich one of our customers relied was inaccu@aims could also involve matters such
as defamation, invasion of privacy and copyrigfiimgement. In addition, there are other issue$ aagconline gambling where the legal
issues remain unclear. Content providers operatiivgite networks have been sued in the past, sorestsuccessfully, based on the content
of material. If we need to take costly measuregtiice our exposure to these risks, or are reqtorddfend ourselves against such claims,
our financial results could be negatively affected.

Because our VoIP services are relatively new serds there is no guarantee that these services willig broad market acceptance.

Although we have sold Softswitch based servicesesihe late 1990’s, we have only been selling caic® over Internet Protocol (or
VolP) services for a limited period of time. Asesult, there are many difficulties that we may emter, including regulatory hurdles,
technological issues, intellectual property maftdevelopmental constraints and other problemswieanay not anticipate. To date, our
revenue from the sale of VolP services has not bagnificant relative to our total consolidated eaues and there is no guarantee that we
be successful in generating significant VolP rewnu
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The success of our subscriber based VolP servicasdependent on the growth and public acceptance ¥bIP telephony in general.

The success of our subscriber based VolP sengagspiendent upon future demand for VolIP telephemyices in general in the
marketplace. In order for the IP telephony mar&etdntinue to grow, several things need to ocawluting the following:

» Telephone and cable service providers must contmirevest in the deployment of high speed broadbaeiworks to residential and
commercial customers.

* VolIP networks must continue to improve quality ef\dce for real-time communications, managing dffestich as packet jitter,
packet loss and unreliable bandwidth, so thatdqodlity service can be provided.

« VolIP telephony equipment and services must achaesimilar level of reliability that users of thelpic switched telephone network
have come to expect from their telephone servit#uding emergency calling features and capakslitie

« VolIP telephony service providers must offer cost feature benefits to their customers that arad@efft to cause the customers to
switch away from traditional telephony service pdavs.

If any or all of these factors fail to occur, ounl? services business may not continue or growxpsated.

The need to obtain additional capacity for our netwrk from other providers increases our costs.

We use network resources owned by other companigmftions of our network both in the United S¢aaed in Europe. We obtain the
right to use such network portions, including blecommunications capacity and rights to use @lagt, through operating leases and IRU
agreements in which we pay for the right to usdnsather companies’ fiber assets and through agneesnie which we exchange the use of
portions of our network for the use of portionsath other companies’ networks. In several of tlamgeements, the counter party is
responsible for network maintenance and repaa.dbéunter party to a lease, IRU or an exchangemsufinancial distress or bankruptcy, we
may not be able to enforce our rights to use setWark assets or, even if we could continue tosussh network assets, we could incur
material expenses related to maintenance and ré&gaicould also incur material expenses if we weggiired to locate alternative network
assets. We may not be successful in obtaining nedr® alternative network assets if needed. Faituobtain usage of alternative network
assets, if necessary, could have a material adirapsct on our ability to carry on business opersti In addition, some of our agreements
with other providers require the payment of amotmtservices whether or not those services ard.use

In the normal course of business, we need to émteinterconnection agreements with many domestit foreign local telephone
companies, but we are not always able to do saworéble terms. Costs of obtaining local servioanflother carriers comprise a significant
proportion of the operating expenses of long distazarriers. 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 cqetitive position. These changes could increasieorease the costs of providing our serv

We may be unable to hire and retain sufficient quafied personnel; the loss of any of our key execw officers could adversely affect
on our business.

We believe that our future success will dependiigé part on our ability to attract and retain higtkilled, knowledgeable, sophistical
and qualified managerial, professional and techpiessonnel. We
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have experienced significant competition in atiracand retaining personnel who possess the skilswe are seeking. As a result of this
significant competition, we may experience a stygtaf qualified personnel.

Our businesses are managed by a small number aXemutive officers, particularly James Q. Crowkie€Executive Officer, Kevin J.
O’Hara, President and Chief Operating Officer atdu@s C. Miller, Ill, Vice Chairman and ExecutiV&e President. The loss of any of
these key executive officers could have a matadakrse effect on our business.

We must obtain and maintain permits and rights-of-way to operate our network.

If we are unable, on acceptable terms and on dytibasis, to obtain and maintain the franchisesnjts and rights-of-way needed to
expand and operate our network, our business ¢gmitdaterially adversely affected. In addition, ¢hacellation or non-renewal of the
franchises, permits or rights-of-way that are aiedicould materially adversely affect our busin€ss. communications operating
subsidiaries are defendants in several lawsuits din@ong other things, challenge the subsidiaties’ of rights-of-way. The plaintiffs have
sought to have these lawsuits certified as clasre It is likely that additional suits challengiuse of our rights-of-way will occur and that
those plaintiffs also will seek class certificatidine outcome of this litigation may increase aosts and adversely affect our operating
results.

Termination of relationships with key suppliers coud cause delay and costs.

Our business is dependent on third-party suppi@riber, computers, software, optronics, transiois electronics and related
components that are integrated into our networlnif of these relationships is terminated or a keipfails to provide reliable services or
equipment and we are unable to reach suitablenalige arrangements quickly, we may experienceifsignt additional costs. If that
happens, our business could be materially adveegtdgted.

Increased industry capacity and other factors couldead to lower prices for our services.

Additional network capacity available from our costipors may cause significant decreases in thegifior the services that we offer.
Prices may also decline due to capacity increasadtng from technological advances and stratagipiisitions. Increased competition has
already led to a decline in rates charged for warit@lecommunications services.

Recent acquisitions by AT&T and Verizon will createa tendency for the ILEC acquirer to favor their wholly owned or fully integrated
interexchange carrier.

We acquire a significant portion of our access,cvenection between our owned network and the mest@remises, from ILECs. With
the recent ILEC acquisitions of major interexhanggiers, the ILECs now compete directly with ousimess and may have a tendency to
favor themselves and their affiliates to our degnm It is not yet clear what effect, if any, willsult from the constraints agreed to by the
ILECs to protect independent interexchange carggesnst this discrimination in the procurementhef bottleneck local access circuits. The
ILECs favoring themselves in access could have tenaaadverse effect on our ability to obtain aathin customers because access is often
necessary in most cases to connect enterprisenceig@nd carrier customers to our network. Netvaoidess represents a very large portion
of our total costs and if we face less favorableipg and provisioning, we will be at a competitadsadvantage versus the ILECs.
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The opportunity to obtain access from competitive ecess providers to the ILECs has been significantieduced as a result of the
AT&T and Verizon mergers.

A principal method of connecting with our customisrthrough local transport and last mile circuvis purchase from the ILEC. Anott
method is our purchasing such circuits from contivetiaccess providers like AT&T and MCI. We belighat competitive access providers
are the only entities that exert competitive pgcpressure on the ILECs. While the likely resulthaf acquisitions by AT&T and Verizon is
higher prices for special access over time, ibispossible to determine at this time how advensddng term effect on us will be.

We are subject to significant regulation that couldchange in an adverse manner.

Communications services are subject to significagtlation at the federal, state, local and intiéonal levels. These regulations affect
our business and our existing and potential cortgrstiDelays in receiving required regulatory apgis (including approvals relating to
acquisitions or financing activities), completimgdrconnection agreements with incumbent local axgh carriers or the enactment of new
and adverse regulations or regulatory requirenmaalg have a material adverse effect on our busihessldition, future legislative, judicial
and regulatory agency actions could have a matadiadrse effect on our business.

Federal legislation provides for a significant dpration of the U.S. telecommunications industngluding the local exchange, long
distance and cable television industries. Thisslagjon remains subject to judicial review and &ddal Federal Communications
Commission, or FCC, rulemaking. As a result, wencaupredict the legislation’s effect on our futuggerations. Many regulatory actions are
under way or are being contemplated by federalssaig authorities regarding important items. Thas®ns could have a material adverse
effect on our business.

States also often require prior approvals or re#ttfons for certain transfers of assets, custowreosvnership of certificated carriers and
for issuances by certified carriers of equity dbtde
Canadian law currently does not permit us to offerservices directly in Canada.

Ownership of facilities that originate or terminataffic in Canada is currently limited to Canadizarriers. This restriction hinders our
entry into the Canadian market unless appropriagmgements can be made to address it.
Potential regulation of Internet service providersin the United States could adversely affect our opations.

The FCC has, to date, treated Internet serviceigeov as enhanced service providers. In additiomg@ess has, to date, not sought to
heavily regulate the provision of IP-based servi@sh Congress and the FCC are considering prégtsat involve greater regulation of IP-
based service providers. Depending on the contahteope of any regulations, the imposition of stegjulations could have a material
adverse effect on our business and the profitghifiour services.

The communications industry is highly competitive \ith participants that have greater resources and @reater number of existing
customers.

The communications industry is highly competitidany of our existing and potential competitors h&émancial, personnel, marketing
and other resources significantly greater tharMasy of these competitors have the added competitilvantage of a larger existing custc
base. In addition, significant new competition cbafise as a result of:

» the consolidation in the industry, led by AT&T avidrizon;

« allowing foreign carriers to compete in the U.Srkes
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« further technological advances; and

 further deregulation and other regulatory initiagv

If we are unable to compete successfully, our lassircould be significantly hurt.
We may be unable to successfully identify, managead assimilate future acquisitions, investments andtrategic alliances, which could
adversely affect our results of operations.

We continually evaluate potential investments anategic opportunities to expand our network, elatonnectivity 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 investmisnstrategic allies or opportunities;

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

 the possibility that definitive agreements will e finalized;

* potential regulatory issues applicable to the mlemunications business;

« the loss or reduction in value of the capital inwent;

« the inability of management to capitalize on thpantunities presented by these arrangements; and

 the possibility of insolvency of a strategic ally.

There can be no assurance that we would successfidrcome these risks or any other problems eneoenh with these investments,
strategic alliances or similar arrangements.
Revenue under our agreement with SBC Services ispgected to continue to decline materially.

As part of our acquisition of the communicationsibass of WilTel Communications Group, LLC, or WilTwe acquired a multi-year
contract with SBC Services, Inc. which we refeasathe SBC Contract Services Agreement. RecerBlg, Services Inc. became a subsidiary
of AT&T Inc. and announced its intention to migréte services provided by WilTel to the merged SBvices, Inc. and AT&T network.
WilTel and SBC amended the SBC Contract Servicesemgent to run through 2009 and it provides a reimgigross margin purchase
commitment of $67 million through the end of 2087Ad $75 million from January 2008 through the eh20®9. Originating and terminating
access charges paid to local phone companies ssegéhrough to SBC in accordance with a formwaadpproximates cost. Additionally,
the SBC Master Services Agreement provides fopthenent of $25 million in 2007 from SBC if we meettain performance criteria. We
expect the revenue generated by the SBC Contracic8e agreement to decline materially in 2007.

Other Operations

Environmental liabilities from our historical operations could be material.

Environmental liabilities from our historical op&mms could be material. Our operations and priogedre subject to a wide variety of
laws and regulations relating to environmental geon, human health and safety. These laws andatgns include those concerning the
use and management of hazardous and non-hazaumstarsces and wastes. We have made and will centinonake significant
expenditures relating to our environmental comméabligations. Despite our best efforts, we mayatall times be in compliance with all
of these requirements.
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In connection with certain historical operation®g ave responded to or been notified of potentigirenmental liability at
approximately 148 properties as of February 157200 are engaged in addressing or have liquidédesf those properties. Of these: (a)
have formal commitments or other potential futussts at 15 sites; (b) there are 10 sites with mahforture costs; (c) there are 11 sites with
unknown future costs and (d) there are 34 sitels matlikely future costs. The remaining 78 properthave been dormant for several years.
We could be held liable, jointly or severally, amidhout regard to fault, for such investigation aedchediation. The discovery of additional
environmental liabilities related to historical ogons or changes in existing environmental regquints 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 extensive lawisragulations that impose stringent operationaintenance, financial assurance,
environmental compliance, reclamation, restorasiod closure requirements. These requirements iachmbe governing air and water
emissions, waste disposal, worker health and safetyefits 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 reclanatosts that exceed reserves for these
matters also could require us to incur materiatos

General

If we are unable to comply with the restrictions and covenants in our debt agreements, there would ksedefault under the terms of
these agreements, and this could result in an aceetion of payment of funds that have been borrowed

If we were unable to comply with the restrictiomglaovenants in any of our debt agreements, thetddaoe a default under the term:
those agreements. As a result, borrowings under alitbt instruments that contain cross-acceleratiamoss-default provisions may also be
accelerated and become due and payable. If amgesétevents occur, there can be no assurancedghabwd be able to make necessary
payments to the lenders or that we would be ablmtbalternative financing. Even if we were alideobtain alternative financing, there car
no assurance that it would be on terms that arepaable.

We have substantial debt, which may hinder our growh and put us at a competitive disadvantage.

Our substantial debt may have important consequenueuding the following:

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

* a substantial portion of our cash flow will be usednake principal and interest payments on oudtandebt, reducing the funds that
would otherwise be available for operations andrieibusiness opportunities;

« asubstantial decrease in cash flows from operatitigities or an increase in expenses could madtéficult to meet debt service
requirements and force modifications to operations;

« We have more debt than certain of our competitehsch may place us at a competitive disadvantage; a

« substantial debt may make us more vulnerable maantiirn in business or the economy generally.
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We had substantial deficiencies of earnings to cixed charges of approximately $722 million foetfiscal year ended December 31,
2006. We had deficiencies of earnings to coverdfiglearges of $634 million for the fiscal year en@&tember 31, 2005, $409 million for 1
fiscal year ended December 31, 2004, $681 mill@rtte fiscal year 2003 and $936 million for thechl year 2002.

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 debt or to raidditional capital on acceptable terms, our ghititoperate our business would be
impaired. As of December 31, 2006, not taking extoount capital markets transaction that we engagddring the first quarter 2007, we
had an aggregate of approximately $7.362 billiofong-term debt on a consolidated basis and includingeatimaturities, and approximat
$374 million of stockholders’ equity.

Our ability to make interest and principal paymesrisour debt and borrow additional funds on favteabrms 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 surewreatvill be able to refinance our debt or raise
additional capital on acceptable terms.

Restrictions and covenants in our debt agreementait our ability to conduct our business and couldprevent us from obtaining
needed funds in the future.

Our debt and financing arrangements contain a nuwftsgnificant limitations that restrict our abji to, among other things:

« borrow additional money or issue guarantees;

« pay dividends or other distributions to stockhotger

* make investments;

« create liens on assets;

» sell assets;

« enter into sale-leaseback transactions;

* enter into transactions with affiliates; and

e engage in mergers or consolidations.
If certain transactions occur with respect to our epital stock, we may be unable to fully utilize oumet operating loss carryforwards to
reduce our income taxes.

As of December 31, 2006, we had net operatingdasyforwards of approximately $7.0 billion for fa@l income tax purposes. If
certain transactions occur with respect to ourteéptock that result in a cumulative ownershipngeof more than 50 percentage points by 5.
percent stockholders over a three-year period gsrdaed under rules prescribed by the U.S. IntdReaenue Code and applicable
regulations, annual limitations would be imposethwéspect to our ability to utilize our net opérgtloss carryforwards and certain current
deductions against any taxable income it achiavésture periods.

We have entered into transactions over the lasethears resulting in significant cumulative chanigethe ownership of our capital
stock. Additional transactions that we enter irdsonell as transactions by existing 5% stockholdeas we do not participate in could cause
to incur a 50 percentage point ownership changgbystockholders and, if we trigger the above-nbt¢einal Revenue Code imposed
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limitations, such transactions would prevent usnffally utilizing net operating loss carryforwardad certain current deductions to reduce
income taxes.
The unpredictability of our quarterly results may adversely affect the trading price of our common stok.

Our revenue and operating results will vary siguaifitly from quarter to quarter due to a numbemofdrs, 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
our quarterly results include the following:

« The timing of costs associated with our integratigtivities with respect to our recently completeduisitions;
» demand for communications services;

 loss of customers or the ability to attract newtconers;

« changes in pricing policies or the pricing policedsour competitors;

* costs related to acquisitions of technology or hesses;

« changes in regulatory rulings; and

» general economic conditions as well as those dpdoithe communications and related industries.

A delay in generating revenue or the timing of grdring revenue and expenses could cause signifigaiations in our operating
results from quarter to quarter. It is possible thaome future quarters our results may be belpalysts and investors expectations. In these
circumstances, the price of our common stock wki#lli decrease.

Increased scrutiny of financial disclosure, particlarly in the telecommunications industry in which we operate, could adversely affect
investor confidence, and any restatement of earnirsgcould increase litigation risks and limit our ablity to access the capital markets.

Congress, the SEC, other regulatory authoritiestia@anedia are intensely scrutinizing a numbeiratfcial reporting issues and
practices. Although all businesses face uncertaifitty respect to how the U.S. financial disclostggime may be impacted by this process,
particular attention has been focused recenthhert¢dlecommunications industry and companies’ imeations of generally accepted
accounting principles.

If we were required to restate our financial staata as a result of a determination that we haatiactly applied generally accepted
accounting principles, that restatement could axblgraffect 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 the¢emmunications industry. There can be no
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 wamay adversely affect the financial markets and oubusiness.

Since the September 11, 2001 terrorist attacksahdequent events, there has been considerableaintein world financial markets.
The full effect on the financial markets of thesers, as well as concerns about future terrotiiatles, is not yet known. They could,
however, adversely affect our ability to obtairefiting on terms acceptable to us, or at all.
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There can be no assurance that there will not tieduterrorist attacks against the United Statdd.8. businesses. These attacks or
armed conflicts may directly affect our physicatiféies or those of our customers. These eventiddcoause consumer confidence and
spending to decrease or result in increased \itfatilthe U.S. and world financial markets andremmy. Any of these 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 outside of thiet) States, as well as rights to undersea capaadity extending to other countri
that expose us to risks inherent in internatiomedrations. These include:

» general economic, social and political conditions;

the difficulty of enforcing agreements and collagtreceivables through certain foreign legal system
* tax rates in some foreign countries may exceeckthothe U.S.;

« foreign currency exchange rates may fluctuate, vhauld adversely affect our results of operatiand the value of our international
assets and investments;

» foreign earnings may be subject to withholding fegaents or the imposition of tariffs, exchangetcols or other restrictions;

« difficulties and costs of compliance with foreigawis and regulations that impose restrictions orirugstments and operations, with
penalties for noncompliance, including loss ofises 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 us waddi dilute the ownership of our existing stockholdes

We may issue equity in the future in connectiorhveitquisitions or strategic transactions, to adjustratio of debt to equity, including
through repayment of outstanding debt, to fund egjman of our operations or for other purposes. Vg immsue shares of our common stoc
prices or for consideration that is greater thatess than the price at which we are offering @mmmon stock in this offering. To the extent
we issue additional equity securities, your peragatownership of our common stock 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, future isstes by us of our common stock will have on thekaigprice of our common stock. In
addition, shares of our common stock that we igswennection with an acquisition, may not be sabje resale restrictions. The market
price of our common stock could drop significantlgertain large holders of our common stock, aip&nts of our common stock in
connection with an acquisition, sell all or a sfgrint portion of their shares of common stock i@ perceived by the market as intending to
sell these shares other than in an orderly mammaddition, these sales could impair our abiliydise capital through the sale of additional
common stock in the capital markets.
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Anti-takeover provisions in our charter and by-lawscould limit the share price and delay a change eshanagement

Our restated certificate of incorporation and bydacontain provisions that could make it more diffi or even prevent a third party
from acquiring us without the approval of our induent board of directors. These provisions, amohgrahings:

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

« limit the right of stockholders to call special rtiegs of stockholders; limit the right of stockheld to present proposals or nominate
directors for election at annual meetings of stot#térs; and

» authorize the board of directors to issue prefestedk in one or more series without any actiorth@npart of stockholders.

In addition, the terms of most of our long term d&guire that upon a “change of control,” as defiin 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
aggregate principal amount of that long term debt.

These provisions could limit the price that investmight be willing to pay in the future for shamfur common stock and significan
impede the ability of the holders of our commorcktto change management. Provisions and agreethentshibit or discourage takeover
attempts could reduce the market value of our comstaock.

The market price of our common stock has been subjéto volatility 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 has been sutgjevolatility and, in the future, the marketgeiof our common stock may
fluctuate substantially due to a variety of factamsluding:

« the depth and liquidity of the trading market far common stock;
« quarterly variations in actual or anticipated ofiataresults;

* changes in estimated earnings by securities asalyst

* market conditions in the communications servicesigtry;

< announcement and performance by competitors;

* regulatory actions; and

« general economic conditions.

In addition, in recent months the stock market galhehas experienced significant price and voldfhaetuations. Those market
fluctuations could have a material adverse effadihe market price or liquidity of our common stock

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Our headquarters are located on 46 acres in teddnken Advanced Technology Environment within @iy and County of
Broomfield, Colorado. The campus facility, whichoiwned by our wholly owned subsidiary HQ Realty.Jrencompasses approximately
850,000 square feet of office space.
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Additionally, we lease approximately 121,180 squfaet of office and technical space in a buildiogdted at 180 Peachtree Street, NW in
Atlanta, Georgia. As part of the WilTel acquisitiawe also lease approximately 213,594 square fegftioe and technical space in the
building known as One Technology Center locatetDt South Cincinnati Avenue in Tulsa, Oklahomapasg of the TelCove acquisition in
2006, we also lease approximately 54,000 squatefesdfice space in the Southpointe office parlCanonsburg, Pennsylvania, comprise
approximately 42,500 square feet in the buildingated at 121 Champion Way and approximately artiaddi 11,300 square feet in the
building located at 601 Technology Drive. As pdrttee Broadwing acquisition in the first quarteraf07, we lease approximately 130,000
square feet of office space in a building locatetil®?2 South Capital of Texas Highway in Austinxd® In Europe, we have approximately
211,000 square feet of office space in the Unitetgdlom, approximately 10,000 square feet of offipace in Germany, and approximately
3,000 square feet of office space in France.

Properties relating to our network operations B¢bmmunications business are described under “ITEBIUSINESS—Our
Communications Network” above.

Our Gateway facilities are designed to house |sakds staff, operational staff, our transmissiath l@hrouting/switching facilities and
technical space to accommodate colocation of eqeiiptoy high-volume Level 3 customers. We ended 28f16r giving effect to the
acquisition of Broadwing, with approximately 6.9llion square feet of space for our Gateway andstrassion facilities and have completed
construction on approximately 4.6 million squaretfef this space. Our Gateway space is either owgad or is held pursuant to long-term
lease agreements.

We have entered into various agreements regardingraused office and technical space in orderdage our ongoing operating
expenses regarding such space.

Properties relating to our coal mining segmentd@scribed under “ITEM 1. BUSINESS—Our Other Buss®ss above. In connection
with certain existing and historical operations, ave subject to environmental risks.

ITEM 3. LEGAL PROCEEDINGS
Right of Way Litigation

In April 2002, Level 3 Communications, Inc., andtef its subsidiaries were named as a defendaBairer, et. al. v. Level 3
Communications, LLC, et gla purported class action covering 22 statesq fih state court in Madison County, lllinois. ulyd2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action filed inh®. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fog state of Idaho, which decision is on
appeal. In September 2002, Level 3 Communicatiob€, and Williams Communications, LLC were namediafendants irsmith et. al. v.
Sprint Communications Company, L.P., et @ purported nationwide class action filed inthdted States District Court for the Northern
District of Illinois. In April 2005, the Smith platiffs filed a Fourth Amended Complaint which didtrinclude Level 3 or Williams
Communications, Inc. as a party, thus ending bothpaniesinvolvement in the Smith case. On February 17, 20@%el 3 Communication
LLC and Williams Communications, LLC were namediatendants ifMcDaniel, et. al., v. Qwest Communications Corpioratet al., a
purported class action covering 10 states filethénUnited States District Court for the Northeristict of lllinois. These actions involve the
companies’ right to install its fiber optic cabletwork in easements and right-of-ways crossingtamtiffs’ land. In general, the companies
obtained the rights to construct their networksrfr@ilroads, utilities, and others, and have itetiaiheir networks along the rights-of-way so
granted. Plaintiffs in the purported class actiassert that they are the owners of lands over wthieltompanies’ fiber optic cable networks
pass, and that the railroads, utilities, and otldrs granted the
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companies the right to construct and maintain theiworks did not have the legal authority to doT®we complaints seek damages on the

of trespass, unjust enrichment and slander ofditle property, as well as punitive damages. Thepemies have also received, and may in the
future receive, claims and demands related tosightvay issues similar to the issues in thesesctsdt may be based on similar or different
legal theories. To date, other than as noted aladhvadjudicated attempts to have class actiomstgtanted on complaints filed against the
companies or any of their subsidiaries involvingirtls and demands related to rights-of-way issues haen denied.

It is still too early for the Company to reach acloision as to the ultimate outcome of these astiblowever, management believes that
the Company and its subsidiaries have substargfahdes to the claims asserted in all of thesere{and any similar claims which may be
named in the future), and intends to defend thegoreusly if a satisfactory form of settlement i¢ approved.

Broadwing Class Action

Between May 7, 2001 and June 15, 2001, nine clagmdawsuits were filed in the United States BistCourt for the Southern District
of New York relating to the Broadwing Corporatianitial public offering on behalf of all persons wharchased the Broadwing stock
between July 28, 2000 and the filing of the compkaiEach of the complaints named as defendantsdsring, its directors and officers who
signed the registration statement in connectioh wstinitial public offering, and certain of th@derwriters that participated in the initial
public offering. Broadwing’s directors and officdrave since been dismissed from the case, withejugice. The complaints allege that the
registration statement and prospectus relatinggdtroadwing initial public offering contained miadé misrepresentations and/or omissions
in that those documents did not disclose (1) thatain of the underwriters had solicited and reegiundisclosed fees and commissions and
other economic benefits from some investors in eatian with the distribution of the Broadwing commstock in the initial public offering
and (2) that certain of the underwriters had eut@r® arrangements with some investors that wesigded to distort and/or inflate the
market price for the Broadwing common stock indftermarket following the initial public offerin@he complaints ask the court to award to
members of the class the right to rescind theiclpases of Broadwing’s common stock (or to be awdhrdscissory damages if the class
member has sold the Broadwing stock) and prejudganach post-judgment interest, reasonable attorrayd’experts witness’ fees and other
costs.

On February 15, 2005, the Judge granted prelimiappyoval of a proposed settlement agreement battheeplaintiffs and defendants,
including Broadwing. The proposed settlement id &ilion guaranteed settlement. The insurance @onigs for the defendants agreed to pay
up to $1 billion dollars in total to the extent tliadgment is rendered for the plaintiffs. If plaffs succeed in recovering more than $1 billion
from the underwriters, the companies that wentipublich as Broadwing, will not have to pay anyi@didal amounts. The defendants’
insurance companies will be paying the settlenteaitis subject to the final approval of the distdourt.

On August 31, 2005 the Judge issued an order yilagitertain provisions of the proposed settlenagrt set deadlines for its final
approval. On April 21, 2006, one of the underwstsued in this class action, JPMorgan Chase, amedumsettlement with plaintiffs for $4
million. On April 24, 2006, a fairness hearing tve proposed settlement was held in which the Jdabeot rule on the proposed settlement,
but instead took the proposed settlement undesachént. Should the Judge not grant final approviideosettlement agreement, we believe
that we have meritorious defenses to plaintiffiégadtions and will vigorously defend ourselves.

In an appeal by a series of underwriters from treridt Court decision to grant class certificatiarthis matter the Second Circuit Court
of Appeals (“Second Circuit”) issued an opinion@ecember 5, 2006 reversing the District Court amaektifying the class. The District
Court has indicated
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that it will hold in abeyance a final decision cenuing granting approval of the settlement agree¢mpending the resolution of petitions
seeking clarification by the Second Circuit ofdecision and the impact that such decision willeham the ability of this matter to proceed as
a class action. On January 7, 2007 plaintiffs fagoketition for rehearing and rehearing en banh thié Second Circuit with respect to the
class certification issue. On January 24, 2007Swond Circuit entered an order permitting the midet underwriters to brief the issues
raised in the petition for rehearing within 14 daye hearing has been scheduled on the petitiari Bsbruary 23, 2007.

The Company and its subsidiaries are parties toyrotirer legal proceedings. Management believesatmatesulting liabilities for these
legal proceedings, beyond amounts reserved, wilimaderially affect the Company’s financial conditior future results of operations, but
could effect future cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted during the fourth quastehe fiscal year covered by this report to sevat security holders, through the
solicitation of proxies or otherwise.

Part Il

ITEMS5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOC KHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information. Our common stock is traded on the NASDAQ Globak8eMarket of The NASDAQ Stock Market LLC under
symbol “LVLT.” As of February 23, 2007, there weapproximately 7,990 holders of record of our commstatk, par value $.01 per share.
The table below sets forth, for the calendar qusiitedicated, the high and low per share closing gaces of our common stock as reported
by the NASDAQ Global Select Market of The NASDAQ@&t Market LLC.

Year Ended December 31, 200 High Low

First Quarter $5.60 $2.73
Second Quarte 5.72 3.78
Third Quartel 5.46 3.44
Fourth Quarte 6.02 4.93
Year Ended December 31, 200 High Low

First Quarter $3.34 $1.90
Second Quarte 244 1.62
Third Quartel 235 1.90
Fourth Quarte 3.90 2.06
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Equity Compensation Plan InformationWe have only one equity compensation plan—The 188k Plan, as amendedwéder whick
we may issue shares of our common stock to empéoydiicers, directors and consultants. This plas heen approved by our stockholders.

The following table provides information about gteares of our common stock that may be issued epertise of awards under the 1995
Stock Plan as of December 31, 2006.

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 stockholr 39,546,33(t $ 4.391%F 101,722,94
Equity compensation plans not approved by
stockholder: 0 $ 0.0 0

t  Includes awards of Outperform Stock Options (“OS0Bbr purposes of this table, these securitiecansidered to use a single share
of our common stock from the total number of shaeserved for issuance under the 1995 Stock Plan.

¥ Includes weighted-average exercise price of outlat@nOSOs at the date of grant. The exercise pfieen OSO is subject to change

based upon the performance of our common stockvelt the performance of the S&P 580ndex from the time of the grant of the
award until the award has been exercised.

Dividend Policy. Our current dividend policy, in effect since Aptil 1998, is to retain future earnings for use inlmusiness. As a
result, our directors and management do not aamtieipaying any cash dividends on shares of our amrstock in the foreseeable future. In
addition, we are effectively restricted under dertéebt covenants from paying cash dividends omeshaf our common stock.

Performance Graph.

The following performance graph shall not be deetoduk incorporated by reference by means of angigé statement incorporating
reference this Form 10-K into any filing under ®ecurities Act of 1933, as amended or the Secsifiichange 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 total returruofcommon stock for the five year period from 2@@ugh 2006 with the S&P®00

Index and the Nasdaq Telecommunications Index.gfaph assumes that the value of the investmen®t@8 on December 31, 2001, and
that all dividends and other distributions weravested.
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Comparison of Five Year Cumulative Total Return
Among Our Common Stock, the S&P® 500 Index
and the Nasdaq Telecommunications Index

2001 2002 2003
Year

Level 3 Common Stock
S&P 500® Index
NASDAQ Telecommunications

2004

2005 2006

== Lavel 3 Common Slock
=5 & P 500

=i— NASDAG Telecommunications

12/01 12/02 12/03 12/04 12/05 12/06
100.0C 98.0C 114.0C 67.8C 57.4C 112.0C
100.0C 77.9C 100.2¢ 111.1f 116.61 135.02
100.0C 61.62 110.7¢ 106.1¢ 100.6c 127.11
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ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Communicegtionc. and its subsidiaries appear below.

Fiscal Year Ended(1)
2006 2005 2004 2003 2002
(dollars in millions, except per share amounts

Results of Operation:

Revenue $3,37¢ $1,71¢ $1,77€ $2,027 $1,21t
Loss from continuing operations( (790) (707) (478) (695) (872
Income (loss) from discontinued operations 46 69 20 (21) 14
Net loss (744) (638) (458) (711) (858)
Per Common Shar
Loss from continuing operations( (0.79 (1.02) (0.70) (1.23) (2.14)
Income (loss) from discontinued operations 0.0& 0.1C 0.03 (0.04) 0.03
Net loss (0.749 (0.91) (0.67) (1.26) (2.1))
Dividends(4) — — — — —
Financial Position
Total asset 9,994 8,277 7,544 8,302 8,972
Current portion of lon-term debt(5’ 5 — 143 124 3
Long-term debt, less current portion| 7,357 6,02z 5,067 5,24¢ 6,102
Stockholder' equity (deficit)(6) 374 (476) (157) 181 (240)

1)

()

The operating results of Software Spectrum, InSoftware Spectrum”) which was acquired in 2002 swid in 2006, { )Structure, LLC
(“( 1 )Structure”), which was sold in 2005, the Midwegid¥ Optic Network business acquired from Genditg, in 2003 and sold in
2003, as well as Software Spectrum’s contact semvitsiness obtained in the Software Spectrum atiqnign 2002 and sold in 2003 are
included in discontinued operations for all peripdssented for which Level 3 owned each business.

The Company purchased substantially all of thetassel operations of Genuity, Inc. in February 2008 Company also purchased
Telverse Communications, Inc. in July 2003.

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

The Company purchased WilTel Communications Gralg; (“WilTel”) on December 23, 2005, and recordgmpeoximately

$38 million of revenue attributable to this buss@s2005. The Company purchased Progress Telddoth(“Progress Telecom”) on
March 20, 2006, ICG Communications, Inc. (“ICG Commitations”) on May 31, 2006, TelCove, Inc. (“TeM@d) on July 24, 2006 and
Looking Glass Networks Holding Co., Inc. (“Lookiass”) on August 2, 2006. The WilTel, Progresetein, ICG Communications,
TelCove and Looking Glass results of operationsfarahcial position are included in the consolidbatimancial statements from the
respective dates of their acquisition. During 206, Company recorded revenue attributable to Besgfelecom of $49 million, ICG
Communications of $46 million, TelCove of $166 foill and Looking Glass of $33 million.

In 2002, the Company recognized approximately $illiom of termination and settlement revenue, $illion of impairment and
restructuring charges, a gain of approximately $t@lion from the sale of Commonwealth TelephoneeEprises, Inc. common stock,
$88 million of induced conversion expenses attablé to the exchange of the Company’s convertiblet decurities, $120 million of
federal tax benefits due to legislation enacte?062 and a gain of $255 million as a result oféhdy extinguishment of long-term debt.

In 2003, the Company recognized approximately $84kon of termination and settlement revenue, $4ilion of impairment and
restructuring charges, a gain of approximately §iflon from the sale
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of “91 Express Lanes” toll road assets, $200 millad induced conversion expenses attributableee#tthange of the Company’s
convertible debt securities, and recognized a gb$#1 million as a result of the early extinguigimhof long-term debt.

In 2004, the Company recognized a gain of $197anilhs a result of the early extinguishments ofadedong-term debt and
$113 million of termination revenue.

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

In 2006, the Company recognized $11 million of teation revenue, approximately $13 million of immaént and restructuring charg
and recognized a net loss on early extinguishmiegi¢lot of $83 million as a result of the amendneerd restatement of its senior seci
credit facility and certain debt exchanges and mgat®ns.

In 2005, the Company sold {Structure and recognized a gain on the sale ofndition. For fiscal years 2005 and 2004,)6tructure
revenues approximated costs. Losses attributatifetoperations ofi()Structure for fiscal years 2003 and 2002 were iillion and
$6 million, respectively.

In 2006, the Company sold Software Spectrum anadigreized a gain on the sale of $33 million. The meqloss) from the operations of
Software Spectrum including the contact servicesrass sold in 2003 were $13 million, $20 milli@20 million, $(16) million and $20
million for the fiscal years 2006, 2005, 2004, 2@ 2002, respectively.

The Company’s current dividend policy, in effegtcg April 1998, is to retain future earnings foe irs the Company’s business. As a
result, management does not anticipate paying asly dividends on shares of common stock in thesézrable future. In addition, the
Company is effectively restricted under certainastants from paying cash dividends on shares abitsmon stock.

In 2002, the Company received net proceeds of $4i®n from the issuance of $500 million of 9% JonConvertible Subordinated
Notes due 2012. Also in 2002, the Company repuszhassing cash and common stock, approximately $1fn face amount of its
long-term debt and recognized a gain of approxim&255 million as a result of the early extinguigmt of debt.

In 2003, the Company received net proceeds of $&#i#®n from the issuance of $374 million of 2.873%6nvertible Senior Notes due
2010 and the issuance of $500 million of 10.75%i@dWotes due 2011. The Company completed a delitamge whereby the
Company issued $295 million (face amount) of 9% @wtible Senior Discount Notes due 2013 and comstock in exchange for
$352 million (book value) of long-term debt. In &étwh, Level 3 using cash on hand, restricted aashthe proceeds from the issuance
of the 10.75% Senior Notes due 2011, repaid in fiad $1.125 billion purchase money indebtednetstanuding under the Senior
Secured Credit Facility. Also in 2003, the Compagyurchased, using common stock, approximatelydF1killion face amount of its
long-term debt and recognized a gain of approxim&41 million as a result of the early extinguisémh of debt.

In 2004, the Company received net proceeds of $38ibn from the issuance of a $730 million Sen8®cured Term Loan due 2011 :
the issuance of $345 million of 5.25% Senior Cotilskr Notes due 2011. The Company used the neeprxxto repay portions of its
9.125% Senior Notes due 2008, 11% Senior Note2d08, 10.5% Senior Discount Notes due 2008 ancb¥ Zenior Euro Notes due
2008. The Company repurchased portions of theandsig notes at prices ranging from 83 percenBtpedcent of the repurchased
principal balances. The net gain on the early gxtishment of the debt, including transaction castalized foreign currency losses and
unamortized debt issuance costs, was $50 milliothiese transactions. Also in 2004, the Compang ppproximately $54 million and
assumed obligations to extinguish a capital leddigation and recognized a gain of $147 milliontbe transaction.
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In 2005, the Company received net proceeds of $&Hion from the issuance of $880 million of 10% ®Bertible Senior Notes due
2011. Also in 2005, a wholly-owned subsidiary af thompany received net proceeds of $66 million ftbencompletion of a
refinancing of the mortgage of its corporate heatligus. 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 $ii#ln from the issuance of $150 million of Floagi Rate Senior Notes due 2011,
net proceeds of $538 million from the issuance5&®million of 12.25% Senior Notes due 2013, netpeds of $326 million from the
issuance of $335 million of 3.5% Convertible Semimtes due 2012 and net proceeds of $1.239 bikenluding prepaid interest) from
the issuance of $1.250 billion of 9.25% Senior Matae 2014. Also in 2006, the Company exchangeattaop of its outstanding 9.12&

Senior Notes due 2008, 11% Senior Notes due 2008 @5% Senior Discount Notes due 2008 for $46ionilbf cash and $692 million
aggregate principal of new 11.5% Senior Notes di®2In addition, the Company redeemed the remgiairistanding 9.125% Senior
Notes due 2008 totaling $398 million, 10.5% Sem@count Notes due 2008 totaling $62 million and398 of the 10.75% Senior Not

due 2011 totaling $497 million.

In 2002, the Company issued approximately 47 nmlBbares of common stock, valued at approximabg$nillion, in exchange for
long-term debt. Included in the value of commorcktissued, are induced conversion premiums of $#ldmfor convertible debt
securities.

In 2003, the Company issued approximately 216 omlshares of common stock, valued at approxim&@58 million, in exchange for
long-term debt. Included in the value of commorcktiesued, are induced conversion premiums of $2illibn for convertible debt
securities.

In 2004, the Company realized $95 million of foreiurrency losses on the repurchase of its Eurordarated debt. The unrealized
foreign currency losses had been recorded in @bearprehensive Income within Stockholders’ EquitefiDit).

In 2005, the Company issued 115 million sharesoairmon stock, valued at approximately $313 milliasthe stock portion of the
purchase price paid to acquire WilTel.

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

In 2006, the Company issued 20 million shares afmon stock, valued at approximately $66 millionftes stock portion of the
purchase price paid to acquire Progress Telecom)iltién 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 staelied at approximately

$623 million, as the stock portion of the purchpsee paid to acquire TelCove; and 21 million skavBcommon stock, valued at
approximately $84 million, as the stock portiortled purchase price paid to acquire Looking Glass.
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ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

This document contains forward looking statementsiaformation that are based on the beliefs ofagament as well as assumptions
made by and information currently available to Ue&&€ommunications, Inc. and its subsidiaries (“&e$” or the “Company”)When used i
this document, the words “anticipate”, “believepldn”, “estimate” and “expect” and similar expresss, 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 risksetdamties and assumptions. Should one or moreesft risks or uncertainties materialize, or

should underlying assumptions prove incorrect,aaesults may vary materially from those descrilvethis document.

The following discussion should be read in conjiorctvith the Company’s consolidated financial staéats (including the notes
thereto), included elsewhere herein.

Level 3 Communications, Inc., through its operasndsidiaries, is primarily engaged in the commatidns business, with additional
operations in coal mining.

Communication Services

The Company is a facilities based provider of aadrmange of integrated communications serviceseRa for communications servic
is recognized on a monthly basis as these seraigeprovided. For contracts involving private lingvelengths and dark fiber services, L¢
3 may receive up-front payments for services tddlarered for a period of up to 20 years. In theitgations, Level 3 will defer the revenue
and amortize it on a straight-line basis to earmioger the term of the contract. At December 3062@r contracts where up-front payments
were received for services to be delivered in thargé, the Company’s weighted average remainingracnperiod was approximately 15
years.

The Company separates its communications servitestiree separate categories: 1) Core CommunisaServices, 2) Other
Communications Services, and 3) SBC Contract SesviEach category of revenue is in a different pludishe service life cycle, requiring
different levels of investment and focus and pringddifferent contributions to the Company’s AdptOIBDA. Adjusted OIBDA is defined
by the Company as operating income (loss) fronttrsolidated statements of operations, less deimtiand amortization expense, less
non-cash compensation expense included withimsggltieneral and administration expense on the tidased statements of operations, and
less the non-cash portion of restructuring and impent charges. Management of Level 3 believesghatth in revenue from its Core
Communications Services is critical to the longrtesuccess of its communications business. At threegame, the Company believes it must
continue to manage effectively the positive castvél from its SBC Contract Services and its Othem@uainications Services including the
Company’s mature managed modem business anddtedakeciprocal compensation. Core Communicati@ngi&s includes transport and
infrastructure, IP and data services, voice andXeleo and advertising distribution services. @@emmunications Services includes
managed modem and related reciprocal compensatibiegacy managed IP service business. In 200%r@bmmunications Services
included DSL aggregation services which are nodompgovided. SBC Contract Services includes alrévenues related to the SBC Contract
Services Agreement contract, which was obtaingtlérDecember 23, 2005 acquisition of WilTel.

The Company’s transport and infrastructure senvilcelside colocation services, wavelength, private,ldark fiber and transoceanic
services. Growth in transport and infrastructureereie is largely dependent on increased demartmhfadwidth services and available capital
of companies requiring communications capacitytieir own use or in providing capacity as a serpiaavider to their customers.
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These expenditures may be in the form of up-fraynpents or monthly payments for private line, wawgth or dark fiber services. An
increase in demand may be partially offset by desliin unit pricing.

IP and data services primarily include the Compsaiygh-speed Internet access service and EthemddPaVirtual Private Network
(“VPN") services. Level 3's high-speed Internetess service is a high quality and high-speed Isteancess service offered in a variety of
capacities. The Company’s VPN services permit lessias of any size to replace multiple networks witingle, cost-effective solution that
greatly simplifies the converged transmission dtgpvideo, and data. This convergence to a sipiglform can be obtained without
sacrificing the quality of service or security l&vef traditional ATM and Frame Relay offerings. NBervices also permit customers to
prioritize network application traffic so that highiority applications, such as voice and videe, mot compromised in performance by the
flow of low priority applications such as email.

The conversion from narrow band dial-up serviceSigher speed broadband services is expected tease demand for the Company’s
Core Communications Services. Revenue growth matea is dependent on the continued increasegeusy both enterprises and
consumers and the pricing environment. An incréaslee reliability and security of information tremitted over the Internet and declines in
the cost to transmit data have resulted in incbasibzation of e-commerce or web based servigebusinesses. The Company, however,
continues to experience lower revenue growth dyeite compression for its IP and data servicess€&ldeclines were partially offset by an
increase in billable IP and data traffic for 20@8npared to 2005. This increase in billable IP diatfiic is partially due to acquisitions made
in 2006. Current high levels of available capaaityl the numerous companies competing in this maeket resulted in a very competitive
pricing environment.

In 2006, the Company continued to experience mipiressure for IP and data services with the aegpaige per megabyte declining
approximately 25%. The Company experienced pricepression of approximately 30% in 2005 for IP aathdservices. In addition to
pricing pressures, the decline in the Company’'sameprice per megabyte was attributable to higrlaffic from larger customers and
customers continuing to move to higher speed seswvidth a lower price per megabyte. The largerarusts have a lower price per megabyte
due to higher volume commitments.

The Company continues to experience pricing presiurthose transport and infrastructure custortfesrequire simple, low quality,
point-to-point services, as competitors aggresgipatsued this business. However, Level 3 belighrascompetitors are less willing to
discount these services if it requires investmembéremental capacity to meet the customer’s requénts. For those customers that provide
high quality content or require a combination efisport, IP and voice solutions on a regional tional platform, Level 3 is seeing that price
compression is starting to moderate and, in maesgg;grices are starting to increase. Level 3 d#téo remain disciplined in its approach to
pricing for its transport and IP services.

The Company has developed voice services thatttenge and existing markets. The Company beli¢gvasthe efficiencies of Level 8’
IP and optical-based network, including its Softstvitechnology, will provide customers a lower calgtrnative than the existing circuit-
switched networks. The Company is moving to devéloih its capability to market and sell in the woinarket and develop the internal
systems and processes necessary to support theeneiaes being launched. The revenue potentialdime services is large; however, the
revenues and margins are expected to continuectméd®ver time as a result of the new low-cosai optical-based technologies. In
addition, the market for voice services is beirrgeted by many competitors, several of which amgelaand have more financial resources
than the Company.

Vyvx provides audio and video programming for itstmmers over the Company’s fiber-optic network aiadcsatellite. It uses the
Company’s fiber-optic network to carry live traditial broadcast and cable television events fronsitieeof the event to the network control
centers of the broadcasters of the event.

62




For live events where the location is not knowmdivance, such as breaking news stories in remoé¢idos, Vyvx provides an integrated
satellite and fiber-optic network-based serviceansmit the content to its customers. Most of Vgwustomers for these services contrac
the service on an event-by-event basis; howeverxW¥as some customers who have purchased a detljpaite-to-point service which
enables these customers to transmit programmiagyatime.

Vyvx also distributes advertising spots to radid &elevision stations throughout the U.S., botletedmically and in physical form.
Customers for these services can utilize a netwaded method for aggregating, managing, storingdatidbuting content for content own
and rights holders.

The Company expects to continue to develop itsezdrdistribution services through the acquisitibthe SAVVIS Content Delivery
Network (‘CDN") services business (“SAVVIS CDN Business”) ish it purchased in the first quarter of 2007 f&8%.5 million in cash. The
Company believes that the addition of the SAVVISNCBuUSsiness with its strong, broad portfolio of peagewill help the Company secure its
commercial efforts in the heavily patented CDN ne&rk

The Company’s Other Communications Services areimaaervices that are not areas of emphasis faCtimepany. Other
Communications Services currently include managedam, related reciprocal compensation and legacyaged IP services.

The Company and its customers continue to see omersumigrate from narrow band dial-up servicesighér speed broadband services
as the narrow band market matures. Additionally efica Online, a primary consumer of the Companiésap services, announced a
strategic change in its approach to its dial-uprimet access business that has accelerated thef itsslial-up subscribers. During the fourth
guarter of 2006, the America Online strategy bdumring the effect of accelerating the decline imageed modem revenues and is expected
to contribute to further declines in managed modevenue in 2007 and beyond. The Company recogmigptbximately $286 million of
managed modem revenue in 2006, an approximate 28%te from the $396 million of managed modem rexerecognized in 2005. The
declines in managed modem revenue in 2006 havediéss=t to some extent by an increase in markateshsia result of certain competitors
exiting segments of this business in the seconfdfi2i006. Level 3 believes that the laest structure of its network will enable it to qoete
aggressively for new business in the IP-based marke

Level 3 receives compensation from other carridremwit terminates traffic originating on those @8’ networks. This reciprocal
compensation is based on interconnection agreeméthtshe respective carriers or rates mandateth®yCC. The Company earns the
majority of its reciprocal compensation revenuerfrproviding managed modem services.

Legacy managed IP services primarily include lowespservices which utilize ATM technology, as vesllVPN and managed security
services. The Company’s legacy Internet accesséssiconsists primarily of a business that wasieadjin the Genuity transaction in 2003.
The Company has elected not to pursue additiorstbmers and to limit the capital invested in thismponent of its business.

The SBC Contract Services Agreement was an agradmemeen SBC Services Inc. and WilTel and wasinéthin the WilTel
acquisition in December 2005. Recently, SBC Sesvioe. became a subsidiary of AT&T Inc., (togett®BC”). WilTel and SBC amended
their agreement in June 2005 to run through 2068.Company recognized approximately $893 millionesenue under the SBC Contract
Services Agreement during 2006. The agreement gigsvé gross margin purchase commitment of $33%omiilom December 2005 through
the end of 2007, and $75 million from January 2808ugh the end of 2009. SBC had satisfied $268anibf the December 2005 to end of
2007 gross margin purchase commitment through Dbeeefil, 2006. The remaining minimum gross margimmiment under the
agreement as of December 31, 2006 was approximgé&lynillion for the period through the end of 208Ad $75 million from January 2008
through the end of 2009. Originating and termirgaticcess charges paid to local phone companigmased through to SBC in accordance
with a formula that approximates cost.
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Additionally, the SBC Contract Services Agreememtviles for the payment of $50 million from SBQédrtain performance criteria are met
by Level 3. The Company met the required performatiteria and recorded revenue of $25 million®@ under the agreement. Level 3 is
eligible to earn another $25 million in 2007 ifiteets the performance criteria. Of the annual atso®0% is based on monthly performance
criteria and the remaining 50% is based on perfageariteria for the full year. The Company expéotearn the performance payment in
2007.

Given the expected reduction in the SBC Contracti€es revenue and the overall increase in revémue acquisition activity,
concentration of revenue among a limited numbeaustomers is expected to be reduced in periodegqubst to 2006. However, if Level 3
would lose one or more major customers, or if ongore major customers significantly decreasedrders for Level 3 services, the
Company’s communications business would be makg@ald adversely affected.

Level 3's management continues to review all of@oenpany’s existing lines of business and serviteriags to determine how those
lines of business and service offerings assist thighCompany’s focus on delivery of communicatisessices and meeting its financial
objectives. This exersise takes place both withaeisto integration activities and in the normalse of business. To the extent that certain
lines of business or service offerings are not iclared to be compatible with the delivery of comimeations services or with obtaining
financial objectives, Level 3 may exit those limédusiness or stop offering those services.

Management focuses on Adjusted OIBDA, cash flowmfoperating activities and capital expenditureasteess the operating
performance of the communications business. Managetbelieves that Adjusted OIBDA, when viewed owme, reflects the operating
trends and performance of its communications bgsingdjusted OIBDA, or a similar measure, alsanisralicator of performance used by
Level 3's competitors and is used by managemeeavatuating relative performance.

Management of Level 3 believes the introductiome@iv services or technologies, as well as the fudhgelopment of existing
technologies, may reduce the cost or increaseumg!\s of certain services similar to those provithgd_evel 3. The ability of the Company
anticipate, adapt and invest in these technologyngés in a timely manner may affect the future ssgof the Company.

The Company completed the initial planned deploytnoéthe next generation of optical transport teatbgy in its North American and
European networks in the fourth quarter of 2005 eandly in the first quarter of 2006, respectivaliile Company has decided to deploy the
technology for additional routes in North AmericedéEurope and completed the deployments on thegesa 2006. The Company
completed an upgrade of its IP backbone techndloglye fourth quarter of 2005. Level 3 believed thés deployment of new equipment to
the existing network equipment will allow the Compdo optimize the amount of traffic it carries otiee network and lower the cost of
providing services.

To expand its service offerings in Europe, the Canypexpects to invest approximately $20 milliondadark fiber based expansion in
nine European markets. Portions of this expansierewompleted in 2006 and the Company expectsnplete the remainder of the
expansion in 2007. The dark fiber is expected jpdaie or supplement existing wavelength capacity.

The communications industry continues to consatidaevel 3 has participated in this process withabquisitions of WilTel in 2005;
Progress Telecom, ICG Communications, TelCove auking Glass in 2006; and Broadwing Corporationr¢@&iwing”) and the SAVVIS
CDN Business in January 2007. Level 3 will contitoevaluate consolidation opportunities and conétke additional acquisitions in the
future.

The successful integration of these businessed etel 3 is important to the success of Level 32 TQompany must quickly identify
synergies, integrate the networks and support azgtons, while maintaining the service qualityééssexpected by customers in order to
realize the anticipated benefits of
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these acquisitions. Successful integration of tlaesgiired businesses will depend on the Companyiisyato manage these operations,
realize opportunities for revenue growth preseibtedtrengthened service offerings and expandedrgpbig market coverage and, to some
degree, to eliminate redundant and excess cofitfiytagealize the expected synergies. If the Conypiamot able to efficiently and effectively
integrate the acquired businesses or operatioes;dmpany may experience material negative consegedo its business, financial
condition or results of operations.

Level 3 has embarked on a strategy to expand itertumetro presence. The strategy will allow tloenpany to terminate traffic over its
owned metro facilities rather than paying thirdtjgerto terminate the traffic. Level 3’s ability poovide high-speed bandwidth directly to
customer facilities is expected to be a competitifeantage as local exchange companies often dorovitle this service. The Company
intends to offer the traditional set of serviceshase markets and concentrate its sales effortiseobhandwidth intensive businesses. The
expansion into new metro markets should also peaititional opportunities to sell services on@menpany’s national and international
networks. This new metro strategy includes the &tippns of Progress Telecom, ICG CommunicatioredCbve and Looking Glass. As part
of its metro strategy and as a result of the adiprisof TelCove in the third quarter of 2006 antbBdwing in the first quarter of 2007, the
Company is also targeting enterprise customersttirhrough its newly created Business Marketsuprdescribed in more detail below.
With the acquisition of the SAVVIS CDN services mess, Level 3 embarked on a strategy to exparmbitgent delivery network services.

The Company is focusing its attention on 1) growiegenue through Core Communications Servicesp@ipteting the integration of
acquired businesses, 3) developing its metro né&tatoategy and enterprise business, 4) continurgpow improvements in Adjusted
OIBDA as a percentage of revenue, and 5) managisly ftows provided by its Other Communications ®&wand SBC Contract Services.
The anticipated change in the composition of then@any’s revenue will require the Company to mangugrating expenses carefully and
concentrate its capital expenditures on those tdobres and assets that will enable the Companlgtelop its Core Communications
Services further and replace the decline in revemgeearnings from Other Communications ServicesSBIC Contract Services.

In the third quarter of 2006, Level 3 announcedftiimation of four customer-facing groups to besterve the changing needs of
customers in growing markets and drive growth actbe organization:

*  The Wholesale Markets Group services the conications needs of the largest global service pleng, including carriers, cable
companies, wireless companies, and voice servinadars. These customers typically integrate L&vsérvices into their own products
and services to offer to their end user customers.

e The Content Markets Group focuses on serving maaibcontent companies with large and growing badthaieeds. Customers
this market include video distribution companiegviders of gaming, mega-portals, software serpicviders, social networking
providers, as well as more traditional media disifion companies such as broadcasters, televigitwmonks and sports leagues.

*  The Business Markets Group targets enterprissomers and regional carriers who value a Igrafessional sales force. Specific
customer markets include small, medium, and latggnesses, local and regional carriers, state@rad §overnment entities, and higher
education institutions and consortia.

e The European Markets Group serves the laiE@sipean consumers of bandwidth, including thedstr§uropean and international
carriers, large system integrators, voice serviowigders, cable operators, Internet service pragideontent providers, and government
and education sectors.

The Company believes that the alignment arouncboest markets should allow it to drive growth wieleabling it to better focus on the
needs of the customers. Each group will be supgdyehe
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dedicated sales, marketing, service managemengmasfacing operations, and necessary supportiress required to execute and increase
revenue in these key markets.

In addition to the operational metrics mentionedwes) the Company is also focusing on improvingidgsidity and financial condition
and extending the maturity dates of certain debitlawering the effective interest rate on its cansting debt over the long term. In
January 2006, the Company completed the exchanggvefal tranches of its debt maturing in 2008faew tranche of debt maturing in
2010. The Company was able to extend the matuaity df approximately $692 million of debt due ir08Go 2010.

In March 2006, Level 3 Financing issued $150 millaf Floating Rate Senior Notes due in 2011 and$8blion of 12.25% Senior
Notes due in 2013. In April 2006, Level 3 Financissued an additional $300 million of the 12.25%i8eNotes due in 2013. The procet
from these offerings were used to fund the castigyoof the WilTel and Progress Telecom acquisgias well as fund the cost of
construction, installation, acquisition, lease,@epment or improvement of other assets to be unskdvel 3's communications business.

In an underwritten public offering in June 2006ykE3 issued $335 million of 3.5% Convertible Semimtes due 2012. The Company
also completed the underwritten public offeringl@b million shares of its common stock for whicheiteived $543 million in net proceeds.
Level 3 used a portion of these proceeds to redssdected series of its debt securities maturirgPip8. In July 2006, Level 3 redeemed all of
its 9.125% Senior Notes due 2008 and 10.5% SengmoDnt Notes due 2008 for total consideration4§smillion, excluding accrued
interest. The remaining proceeds were used to dicqdisitions and for general corporate purposefyding working capital and capital
expenditures.

In June 2006, Level 3 Financing amended and rekistexisting $730 million senior secured creditility to reduce the interest rate
payable under the agreement by 400 basis poin@ifyrthe prepayment provisions and make other $igelcthanges. The Company paid
approximately $42 million to existing lenders arid $nillion to third parties in costs to complete thansaction.

Level 3 Financing issued $600 million and $650 imillof 9.25% Senior Notes due 2014 in October 2096 December 2006,
respectively. The Company received net procee®d @39 million after transaction costs from the feguances. On December 28, 2006,
Level 3 Financing used a portion of the proceedtaplete a tender offer to repurchase $497 millibh0.75% Senior Notes for total
consideration of $543 million, excluding accruetenest. The remaining proceeds were used to fumddht of construction, installation,
acquisition, lease, development or improvementtioéioassets to be used in Level 3's communicatioisiness.

In January 2007, in two separate transactionsCtmpany completed the exchange of $605 milliorio10% Convertible Senior Notes
due 2011 for a total of 196.8 million shares of &le¥'s common stock.

On February 8, 2007, Level 3 announced that itékimg to refinance Level 3 Financing’s $730 millidenior Secured Term Loan. In
addition to increasing the loan amount to up tet$illion, the Company is also seeking, among othigigs, to reduce the interest rate
payable under the agreement and extend the mafaity2011 to 2014. The refinancing of the Senieci8ed Term Loan is expected to cl
in mid-March 2007.

On February 14, 2007, Level 3 Financing issued $adin of its 8.75% Senior Notes due 2017 and®8dllion of its Floating Rate
Senior Notes due 2015 and received net proceedidd2f million.

On February 15, 2007, Level 3 announced callsedemption of all of its outstanding $488 milliongaggate principal amount of
12.875% Senior Notes due 2010, all of its outstegn&i96 million aggregate principal amount of 11.25éfior Notes due 2010 and all of its
outstanding € 104 million of 11.25% Senior Euro &otlue 2010. Also on February 15, 2007, Level ®anced tender offers to purchase for
cash any and all of Level 3 Financing's outstan@h80 million aggregate principal amount of Flogtin
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Rate Notes due 2011 and any and all of Level 3tstanding $78 million aggregate principal amountb¥% Senior Notes due 2008.

On February 20, 2007, Level 3 announced tenderoffo purchase for cash any and all of the cudstg $692 million aggregate
principal amount of its 11.5% Senior Notes due 2@@ to purchase for cash any and all of its antihg€ 50 million aggregate principal
amount of 10.75% Senior Euro Notes due 2008.

On February 23, 2007, Level 3 Financing completedresent solicitation with respect to certain anmeedts to the indenture governing
Level 3 Financing’s outstanding 12.25% Senior Naligs 2013 that allow for the incurrence of debebaspon a multiple of cash flow
available for fixed charges on a “pro forma” bagigng effect to any acquisition, merger or condation completed prior to February 1,
2007.

The Company will continue to look for opportunitisimprove its financial position in 2007 and fedts resources on growing revenue,
integrating the acquired businesses and managstg,docluding the realization of expected syner@iiem the acquired businesses, for the
communications business.

Coal Mining

Level 3, through its two 50% owned joint ventureface mines in Montana and Wyoming, sells coal prily through long-term
contracts with public utilities. The long-term cattts for the delivery of coal establish the priacdume, and quality requirements of the coal
to be delivered. Revenue under these and otheramsis recognized when coal is shipped to theoousr.

Information Services

On November 30, 2005, the Company sold its wholimed subsidiary, i()Structure, LLC, which provided computer outsougcin
services primarily to small and medium-sized busses. The Company also completed the dispositids odmaining subsidiary in the
information services business, Software Spectram,dn September 7, 2006. The results of operatioddinancial position fori()Structure
and Software Spectrum are reflected as discontinpedations for all periods presented in this repor

Critical Accounting Policies

The Company has identified the policies below #tcat to its business operations and the undedstanof its results of operations. The
effect of any associated risks related to theseipslon the Company’s business operations is gégmlithroughout this Management's
Discussion and Analysis of Financial Condition &ebults of Operations where these policies affec@ompany’s reported and expected
financial results.

Revenu

Revenue for communications services, including @omrivate line, wavelengths, colocation, Intemetess, managed modem, data
services, video and dark fiber revenue is recoghimenthly as the services are provided. Commumioatservices are provided either on a
usage basis, which can vary period to period, ar@ntractually committed amount.

Reciprocal compensation revenue is recognizedwhBn an interconnection agreement is in place attther carrier, or at rates
mandated by the FCC. Periodically, the Company weikive payment for reciprocal compensation sesvin excess of FCC rates and before
an agreement is in place. These amounts are irctindgther current liabilities on the consolidatedance sheet until a final agreement has
been reached and the necessary regulatory apptmaadsbeen received at which time the reciprocalpensation revenue is recognized.
These amounts were insignificant to the Compar80i6 and 2005.
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Revenue attributable to leases of dark fiber purstmindefeasible rights-of-use agreements (“IRUkat qualify for sales-type lease
accounting, and were entered into prior to Junel809, was recognized at the time of delivery asmkptance of the fiber by the customer.
Certain sale and long-term IRU agreements of dade fand capacity entered into after June 30, 18@9required to be accounted for in the
same manner as sales of real estate with propepsovements or integral equipment. This accourtiiegtment results in the deferral of
revenue for the cash that has been received armddhgnition of revenue ratably over the term ef éigreement (currently up to 20 years).

Termination revenue is recognized when a custonseodnects service prior to the end of the conaciod, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination revésagso recognized when customers
make termination penalty payments to Level 3 tdesebntractually committed purchase amounts tattustomer no longer expects to meet
or when a customer and Level 3 renegotiate a contrader which Level 3 is no longer obligated toyide product or services for
consideration previously received and for whicheraye recognition has been deferred. Terminatioeme® is reported in the same manner as
the original product or service provided.

Accounting practice and guidance with respect éoatcounting treatment of revenue continues tovevéiny changes in the accounting
treatment could affect the manner in which the Camypaccounts for revenue within its communicatiand coal businesses.

Nor-Cash Compensation

The Company adopted SFAS No. 123R, “Share-Baseah&aty (“SFAS No. 123R") effective January 1, 2086-AS No. 123R requires
that compensation cost relating to share-based @atytransactions be recognized in the financiaéstants based on the fair value of equity
or liability instruments issued. The Company addjites expense recognition provisions of SFAS N@&, 1Rccounting for Stock-Based
Compensation” (“SFAS No. 123"), in 1998. Therefdles effect of applying the change from the origpravisions of SFAS No. 123 on the
Company’s financial position or results of operatidor the year ended December 31, 2006 was itigigni. Although the recognition of the
value of the instruments results in compensatioprofessional expenses in an entity’s financiaiesteents, the expense differs from other
compensation and professional expenses in that tfesges, though generally permitted to be settledsh, are typically settled through the
issuance of common stock, which would have a diuéffect upon earnings per share, if and when sptibns are exercised. The
determination of the estimated fair value usectmrd the compensation or professional expensesiatsd with the equity or liability
instruments issued requires management to makenhenwof assumptions and estimates that can charfyectuate over time.

Long-Lived Assets

Property, plant and equipment is stated at codtuiaed by provisions to recognize economic impaitnmermalue when management
determines that events have occurred that reqoiemalysis of potential impairment. Costs assodidigectly with network expansions and
the development of business support systems, ghineenployee-related costs are capitalized. The gamy capitalized $72 million,
$51 million and $66 million of cost, primarily detlabor and related employee benefits, in 200652nd 2004, respectively.

Intercity network segments, gateway facilities dlogetworks and operating equipment that have p&aed in service are being
depreciated over their estimated useful lives, grilyranging 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 inesgueriods for specific assets could differ
significantly from these estimates. Due to changéschnology and the competitive environment, ¢hestimates require a significant amount
of judgment. Management monitors and evaluategtesmates on an
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annual basis or as circumstances change that rdepata a change in estimate is required. Duringg2fi@ Company extended the total useful
lives of its existing fiber assets from seven toygars, its existing transmission equipment frore fo seven years and its existing IP
equipment from three to four years.

The Company at least annually, or as events ounrtistances change that could affect the recovesabflthe carrying value of its long-
lived assets, conducts a comprehensive revieweofdinrying value of its assets to determine ifdteying amount of the assets are
recoverable in accordance with SFAS No. 144 “Actimgrfor the Impairment or Disposal of Long-livedsgets.” This review requires the
identification of the lowest level of identifiabtash flows for purposes of grouping assets subje@view. The estimate of undiscounted ¢
flows includes long-term forecasts of revenue ghgwtoss margins and capital expenditures. Alheke items require significant judgment
and assumptions. An impairment loss may exist viherestimated undiscounted cash flows attributabtbe assets are less than their
carrying amount. If an asset is deemed to be iragdathe amount of the impairment loss recognizptesents the excess of the asset’s
carrying value as compared to its estimated fdirejebased on management’s assumptions and pajecti

The Company assessed its communications long-tgedts for impairment at December 31, 2006, aretrdeted that an impairment
charge was not required. The communications netivailides network equipment, fiber, multiple coriducustomer premise equipment and
colocation facilities. Historically, Level 3 hasauated colocation facilities, certain additionahduits and its communications network assets
as separate asset groupings. Beginning in 200&;dhepany stopped evaluating colocation assets aehaand began including them in the
communications network asset group due to chamggeeinature of the cash flows from the delivergalbcation services. The majority of
the Company'’s colocation customers now purchaser girvices in conjunction with their colocatiomvéees thereby reducing the
independence of colocation services cash flows ftmer services. In addition, the percentage ajeation space used to support the
communications network asset has increased over filme impairment analysis is based on a long-tarsh flow forecast to assess the
recovery of the communications assets over thémated useful lives.

Level 3 also assesses the carrying value of gobdwidn annual basis in accordance with SFAS Na.“Gbodwill and Other Intangible
Assets.” (SFAS No. 142). The carrying value of geitids compared to its fair value. If the fair ved does not exceed the carrying value of
the goodwill, an analysis is performed to deternifraa impairment charge should be recorded. The@amy also evaluates intangible assets
with indefinite lives individually on an annual lissor as events or circumstances change that edigdt the recoverability of the carrying
value of the asset, in accordance with SFAS No. Th2 Company did not record charges for the inmpaiirt of long-lived assets or goodwill
in 2006, 2005 or 2004.

Management'’s estimate of the future cash flowsbattable to its long-lived assets and the fair gadfiits businesses involve significant
uncertainty. Those estimates are based on managjerassumptions of future results, growth trends imdustry conditions. The impairment
analysis of long-lived assets also requires manageito make certain subjective assumptions anthasts regarding the expected future use
of certain additional conduits evaluated for impant separately from the network asset group. Memagt will continue to assess the
Company’s assets for impairment as events occas andustry conditions warrant. Given the significancertainty, judgment and
assumptions involved in developing the estimatdsitoire cash flows and the number of years of raingiuseful life of certain of the
Company’s assets, it is possible that the Compaay cetermine that an impairment charge is requireéde future due to changes in these
assumptions and estimates.

Use of Estimates

The preparation of financial statements in conféymiith generally accepted accounting principleguises management to make
estimates and assumptions that affect the repartemints of assets and
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liabilities and disclosure of contingent assets latullities at the date of the financial statenseaihd the reported amounts of revenues and
expenses during the reporting period. The mosdtatiestimates and assumptions are made in detegrine allowance for doubtful
accounts, revenue reserves, recovery of long-lassets, useful lives of long-lived assets, acctfioalestimated tax and legal liabilities, cost
of revenue disputes for communications servicefgummable contracts recognized in purchase accogiatind asset retirement obligations.
Actual results could differ from those estimated assumptions.

Recently Issued Accounting Pronouncem

The Company adopted Emerging Issues Task Forc&@E'Elssue No. 04-6, Accounting for Stripping Costs Incurred during Riotion
in the Mining Industry” (“"EITF No. 04-6") effectivdanuary 1, 2006. EITF No. 04-6 concluded thapginig costs incurred during the
production phase of a mine are variable produgtisis that should be included in the costs ofrikieritory produced during the period that
the stripping costs are incurred. EITF No. 04-@Her defines inventory produced as mineral thatiiess extracted. As a result, stripping
costs related to exposed, but not extracted mimeust be expensed as incurred rather than defentddhe mineral is extracted. The
Companys coal mining business had previously deferregitng costs and amortized these costs over thegariwhich the underlying cc
is mined. The Company’s adoption of EITF No.®4n January 1, 2006 required it to adjust begmnatained earnings (accumulated defi
for the amount of prepaid stripping costs previpusferred. The Company decreased beginning efui$d million as a result of the
adoption of EITF No. 04-6.

The FASB issued SFAS No. 153, “Exchanges of Non-&ary Assets”, which was effective for Level 3 8tay January 1, 2006. Under
SFAS No. 153, the Company will measure assets egauhat fair value, as long as the transactiorchasmercial substance and the fair
value of the assets exchanged is determinablerwigi@isonable limits. A non-monetary exchange haswercial substance if the future cash
flows of the entity are expected to change sigaifity as a result of the exchange. The adoptid®F#S No. 153 did not have a material
effect on the Company'’s financial position or résoif operations as Level 3 is a party to a limitedhber of non-monetary transactions and
those transactions have not been material.

In June 2006, the FASB issued Interpretation N¢.'A8counting for Uncertainty in Income Taxes—Arntédmretation of FASB
Statement No. 109” (“FIN No. 48"). FIN No. 48 cléeis the accounting for uncertainty in income tasexognized in an enterprise’s financial
statements in accordance with FASB Statement N@,. “Ktcounting for Income Taxes.” FIN No. 48 als@gcribes a recognition threshold
and measurement attribute for the financial statémezognition and measurement of a tax positikartaor expected to be taken in a tax
return that results in a tax benefit. Additional{N No. 48 provides guidance on de-recognitionpine statement classification of interest
and penalties, accounting in interim periods, disaie, and transition. This interpretation is affecfor fiscal years beginning after
December 15, 2006. The adoption of FIN No. 48 isexpected to have a material effect on the Comgdimancial position or results of
operations.

In June 2006, the FASB ratified the consensus airEdsue No. 06-3, “How Taxes Collected from Custesrand Remitted to
Governmental Authorities Should Be Presented intheme Statement” (“EITF No. 06-3"). The scopeedf F No. 06-3 includes any tax
assessed by a governmental authority that is direeposed on a revenue-producing transaction betveeseller and a customer and may
include, but is not limited to, sales, use, valddea, Universal Service Fund (“USF”) contributi@sl some excise taxes. The Task Force
affirmed its conclusion that entities should pregbase taxes in the income statement on eithesss@r a net basis, based on their
accounting policy, which should be disclosed punsta APB Opinion No. 22, “Disclosure of AccountiRglicies.” If such taxes are
significant, and are presented on a gross bagigriounts of those taxes should be disclosed. dieasus on EITF No. 06-3 will be
effective for interim and annual reporting peridaginning after December 15, 2006. The Companyeatlgr records USF contributions on a
gross basis in its consolidated statements of
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operations, but records sales, use, value addedxaigk taxes billed to its customers on a neshiasts consolidated statements of
operations. The adoption of EITF No. 06-03 is nqiexted to have a material effect on the Compdiyascial position and results of
operations.

In September 2006, the Securities and Exchange Gssiun issued Staff Accounting Bulletin (“SAB”) Nd08, “Considering the
Effects of Prior Year Misstatements when Quantify@urrent Year Misstatements.” SAB No. 108 requénealysis of misstatements using
both an income statement (rollover) approach apal@nce sheet (iron curtain) approach in assessatgriality and provides for a one-time
cumulative effect transition adjustment. The Conypatiopted SAB No. 108 for the year ended DecembgP@06. The adoption of SAB
No. 108 did not have a material effect on the Camy’'s results of operations and financial condition.

In September 2006, the FASB issued SFAS No. 1580y Value Measurements,” which defines fair vakestablishes a framework for
measuring fair value in generally accepted accagrpirinciples, and expands disclosures about #direvmeasurements. SFAS No. 157 does
not require any new fair value measurements, ltiges guidance on how to measure fair value byignog a fair value hierarchy used to
classify the source of the information. This stagairis effective for fiscal years beginning aftemdmber 15, 2007 and interim periods wi
that fiscal year. The Company is currently assgstia potential effect that the adoption of SFAS e/ will have on its financial
statements.

On December 21, 2006, the FASB issued FASB Stafitiea No. EITF 00-19-2, “Accounting for Registrani Payment
Arrangements” (“FSP EITF 00-19-2"). FSP EITF 00-2@ddresses an issuer’s accounting for registrgéyment arrangements. FSP EITF
00-19-2 specifies that the contingent obligatiomiake future payments or otherwise transfer congiig under a registration payment
arrangement, whether issued as a separate agreemeciuded as a provision of a financial instrurher other agreement, should be
separately recognized and measured in accordaticé&S®WAS No. 5, “Accounting for Contingencies” (“SBEA0. 5”). A “registration
payment arrangement” is defined as an arrangerhanspecifies that the issuer will endeavor (Ifjléoa registration statement for the resale
of specified financial instruments and/or for tlesale of equity shares that are issuable uponisgesc conversion of specified financial
instruments and for that registration statemeietaleclared effective by the Securities and Exch@wmmission. The arrangement requires
the issuer to transfer consideration to the copatgy if the registration statement for the resdlthe financial instrument or instruments
subject to the arrangement is not declared effeanf effectiveness of the registration stateniemot maintained. FSP EITF 00-19-2
specifies that if the transfer of considerationema registration payment arrangement is probaidecan be reasonably estimated at
inception, the contingent liability under the régasion payment arrangement shall be included énafocation of proceeds from the related
financing transaction using the measurement guelan8FAS No. 5. FSP EITF 00-19-2 also requiretagedisclosures about the terms of
each registration payment arrangement, even iikbéhood of the issuer having to make any payraemder the arrangement is remote. FSP
EITF 00-19-2 is effective immediately for registoat payment arrangements entered into after Decehe€2006 and for fiscal years
beginning after December 31, 2006, and interimqusriwithin those fiscal years, for registration payt arrangements entered into prior to
the issuance of FSP EITF 00-19-2. The Company addpSP EITF 00-19-2 for the year ended Decembe2(®16. The adoption of FSP
EITF 00-19-2 did not have a material effect on@wmpany’s results of operations and financial coouli
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Results of Operations 2006 vs. 2005
Revenuefor 2006 and 2005 is summarized as follows:

2006 2005
(dollars in millions)

Communication: $3,311 $1,64E

Coal Mining 67 74

$3,37¢  $1,71¢

Communications revenue is separated into thregaoaés: 1) Core Communications Services (includiagsport and infrastructure
services, wholesale IP and data services, voisgécesrand Vyvx services), 2) Other Communicatioas/Bes (including managed modem
and its related reciprocal compensation, legacyamed IP services and DSL aggregation), and 3) S&@réct Services. Revenue
attributable to these service groupings is providetthe following table:

2006 2005
(dollars in millions)

Core Communications Service

Transport and Infrastructu $1,014 $ 653
Wholesale IP and Da 301 186
Voice 536 120
Vyvx 122 3
1,97z 962

Other Communication Service
Managed Moden 286 396
Reciprocal Compensatic 102 100
Managed IF 57 83
DSL Aggregation — 79
445 658
SBC Contract Services 893 25
Total Communications Revenue $3,311 $1,64F
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The Company’s Core Communications Services reverareased 105% in 2006 compared to 2005. The growttie Company’s
existing services as well as the acquisitions dif@lj Progress Telecom, ICG Communications, TelCave Looking Glass contributed to-
increase. During 2006, the Company recorded revéooethe date of acquisition attributable to Pesg Telecom of $49 million, ICG
Communications of $46 million, TelCove of $166 moifl and Looking Glass of $33 million. During 20@6e Company integrated a
significant portion of WilTel into the business. Asesult, separate revenue information for forsédm el customers is no longer available
other than for SBC Contract Services.

Transport and infrastructure revenue increased 52006 primarily due to the acquisitions of WilTBrogress Telecom, ICG
Communications, TelCove and Looking Glass. In aoldjtincreased demand for complex nationwide sohstiand colocation capacity in
large markets contributed to the revenue growt0id6. Termination revenue related to transportiafrestructure services decreased
approximately $129 million from $131 million in 2B@ $2 million in 2006. The termination revenu€®05 was primarily attributable to t
termination of dark fiber lease agreements with tastomers.

Wholesale IP and data revenue increased 62% in @20®@rily due to customers obtained in the actjoiss of WilTel, Progress
Telecom, ICG Communications, TelCove and Lookingssl Wholesale IP and data revenue also increasetb draffic growth in North
America from new and existing customers that exedebde approximately 25% rate of price compressi&®006. Traffic growth was
mitigated by one customer’s migration of trafficit® own network which was acquired via a mergehwiother carrier. Improved market
acceptance of the Company’s VPN service and théreged growth of previously awarded contracts alsotributed to the increase in
wholesale IP and data revenue. Wholesale IP ardrdaénue includes $7 million of termination reveimu 2006.

Level 3’s voice revenue increased 347% in 2006.imbease is primarily attributable to the openagi@acquired in the WilTel, TelCove
and ICG Communications acquisitions, particuladynéstic and international voice termination servj@nd growth in Level 3's existing
wholesale and VolP-related services including véézenination, local inbound, enhanced local antftek services. On a combined basis,
voice services experienced a 321% increase in esmftuse in the fourth quarter of 2006 comparetiécsame period in 2005.

Vyvx revenue increased to $122 million in 2006 assult of including a full year of Vyvx revenuetime Company’s results. Vyvx was
acquired in December 2005 as part of the WilTeLésition.

The Company expects to recognize termination revémthe future if customers desire to renegotatgracts or are required to
terminate service. The Company is not able to egtrthe specific value of these types of transastimtil they occur, but does not currently
expect to recognize significant termination revefureghe foreseeable future. The Company expects Communications Services revenue
to increase in 2007 as a result of the Progresscdel, ICG Communications, TelCove and Looking Gessuisitions completed in 2006, the
Broadwing and SAVVIS CDN Business acquisitions ctatgd in January 2007 and expected increases iamtfor the Company’s Core
Communications Services.

Managed modem revenue declined 28% in 2006 asufi oéshe continued migration from narrow bandldip services to higher speed
broadband services by end user customers. Thigehaas resulted in a decline in the demand for gethenodem ports. America Online,
Company’s largest managed modem customer, contitouediuce the number of ports it purchases frorelL® in 2006. In addition to the
port cancellation provisions, the contracts witheéima Online contain market-pricing provisions thave the effect of lowering revenue as
Level 3 is obligated to provide America Online dueed per port rate if Level 3 offers another coobetter pricing for a lower volume of
comparable services. Managed modem revenue alioaten 2006 as a result of certain contracts peamewed or renegotiated at prices
lower than were in effect in 2005. The declinemanaged modem revenue have been partially offsetdogases in market share as a result
of certain competitors exiting segments of the
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managed modem business in the second half of 2B@Company expects managed modem revenue to geritrdecline in the future
primarily due to an increase in the number of stibecs migrating to broadband services and thenpiatepricing concessions as contracts are
renewed.

The Company did not recognize DSL aggregation negen 2006 due to the fact that the Company’s pynxSL aggregation customer
completed the migration of its DSL subscribergsaiwn network in the third quarter of 2005. In itidd, the Companys other DSL contrac
expired in 2005 and were not renewed. The Companyg dot expect to recognize DSL aggregation revantie foreseeable future.

Reciprocal compensation revenue increased $2 milfi@006. The Company has historically earnediagrity of its reciprocal
compensation revenue from managed modem serviegel B has interconnection agreements in placthéomajority of traffic subject to
reciprocal compensation. The majority of the Conypmimterconnection agreements provide rate strestthrough 2007. Level 3 continues
to negotiate new interconnection agreements or dments to its existing interconnection agreemeiitts s local carriers. As a result of the
Company’s acquisitions of TelCove and Broadwing, @ompany has started to generate a portion oétprocal compensation revenue
from voice services. By the end of 2007, up to Z28%s total reciprocal compensation revenue iseexed to be earned from voice services
which is included in Core Communications Serviagenue. To the extent that the Company is unaldegtonew interconnection agreeme
or signs new agreements containing lower ratethese is a significant decline in the Company’s aggd modem dialp business, or FCC
state regulations change such that carriers areegatred to compensate other carriers for terrmgdSP-bound traffic, reciprocal
compensation revenue may decline significantly avee.

The Company’s legacy Managed IP business congistaply of a business that was acquired in the @grtransaction in 2003. The
Company has not invested in this service and isottely looking for new customers. The declinggmenue is attributable to the
disconnection of service by existing customers. Chenpany expects this trend to continue in 2007.

SBC Contract Services revenue increased significam006 as a result of including a full yearSBC Contract Services revenue in the
Company'’s results. The SBC Contract Services ageaemas obtained in December 2005 as part of tHEaMacquisition. Under the terms
of the agreement, SBC has gross margin purchasmitorants through 2009. As of December 31, 2006r¢h@aining minimum gross
margin commitment under the agreement to be utiltagring 2007 was approximately $67 million, an® $illion from January 2008
through the end of 2009. Additionally, the SBC Gant Services provides for the payment of $50 oiillif certain performance criteria are
met by Level 3. Level 3 is eligible to earn $25lmil in 2006 and 2007. Of the annual amount, 50%ased on monthly performance and the
remaining 50% is based on performance criteridHferfull year. The Company met the required perforae criteria and earned $25 million
in 2006. SBC has begun to migrate its traffic ® &T&T network acquired in 2005. As a result, then@pany expects SBC revenue to dec
significantly in 2007 and beyond. However, SBC naigk comply with the minimum gross margin comménis under the terms of the
contract.

Coal mining revenue decreased to $67 million in 2006 comparé&¥4# million in 2005. The decline in revenue fO08 is attributable 1
a decline in the average price per ton of coal,qmdtially offset by a slight increase in tonspgldd. The price decline is attributable to coal
sold under a contract that was renewed in 2005anthined lower price per ton than the originaltcaat.

Cost of Revenudor the communications business, as a percentagevefue for 2006 and 2005 was 44% and 28%, rasplctThe
increase in 2006 cost of revenue, as a percenfageenue, is primarily attributable to the recdgm of termination revenue in 2005, with
corresponding cost of revenue, and the signifigaide and SBC Contract Services revenue obtain#ueinVilTel acquisition. The margins
for the voice and SBC Contract Services revenudoarer than the margins earned on other comporneditsded in Core and Other
Communications Services revenue. Partially offsgtthe lower WilTel
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margins were the margins earned by Progress Teld@®&nCommunications, TelCove and Looking Glassrgdifes for these businesses were
slightly higher in 2006 than those reported by@mnpany in 2005. In 2005, the Company recogniz&8$iillion of termination revenue
with no corresponding cost of revenue, favorabfgaing the cost of revenue percentage. Excludiegérmination revenue, cost of revenue
as a percentage of revenue would have been 30%0& Zhe Company expects cost of revenue as argageeof revenue to increase in the
first half of 2007 as the Company begins includmger margin revenue from the Broadwing businesgimed in January 2007 and then to
decline in the second half of 2007 and on an olbeddis for 2007 as the lower margin revenue uSi Contract Services declines and
expected cost of revenue synergies from the adipisiare realized.

Cost of revenue as a percentage of revenue farolemining business increased to 85% in 2006 ff@&b in 2005. The increase in cost
of revenue as a percentage of revenue for thensivéihg business is due to a decline in the avepaige per ton of coal sold in 2006
compared to 2005 and due to increased product tp2B06 related to changes in stripping ratios iasteased tire and fuel costs. In additi
in the second quarter of 2005, the Company wastalflevorably resolve certain production tax issdée resolution of this matter resultec
a $5 million reduction in cost of revenue. Cost@fenue as a percentage of revenue for 2005 wasaitd¥excluding the effect of the $5
million reduction in cost of revenue for the peridéhe Company expects cost of revenue for the mir@hg business in 2007 to be
comparable with 2006.

Depreciation and Amortization expense was $730 million in 2006, a 13% increas®m 2005 depreciation and amortization expense of
$647 million. The increase is primarily attributatib the communications tangible and intangible@sthat were acquired in the WilTel
acquisition in December 2005, the Progress Telescauisition in March 2006, the ICG Communicatiooguasition in May 2006, the
TelCove acquisition in July 2006 and the Looking€al acquisition in August 2006. This increase veaiigily offset by an $80 million
decrease in depreciation expense attributableetinttrease in estimated useful lives for netwdbkffiand IP and transmission equipment.

Due to the acquisitions of: Progress Telecom irfitsequarter of 2006; ICG Communications in tleea@nd quarter of 2006; TelCove
and Looking Glass in the third quarter of 2006; &ndadwing and the SAVVIS CDN Business in the faaarter of 2007, Level 3 expects
depreciation and amortization expenses to incres2e07.

Selling, General and Administrativeexpenses increased 64% to $1.258 billion in 20061 769 million in 2005. This increase is
primarily attributable to the inclusion of expensssociated with the operations acquired in th@®@ljlProgress Telecom, ICG
Communications, TelCove and Looking Glass trangastin December 2005, March 2006, May 2006, Juf62hd August 2006,
respectively. Specifically, increases in compensatbonus and employee related costs, networkebists and facility-based expenses all
contributed to the increase in selling, general aahbinistrative expenses in 2006.

Included in operating expenses for 2006 and 200% %84 million and $51 million, respectively, ofmoash compensation and
professional expenses recognized under SFAS Ndr 8P8 SFAS No. 123, respectively, related to grahtaitperform stock options,
warrants and other stock-based compensation awEnds$33 million increase in non-cash compensaigrense in 2006 is primarily
attributable to an increase in the number of od¢per stock options granted to employees and areass in the value of the options granted
to employees associated with the increasing pfiteeoLevel 3 common stock in 2006. These increasse offset by a reduction in the
amount of restricted stock and restricted stocksugnianted in 2006 compared to 2005.

In addition, during the second quarter of 2006,@stober 2005 and January 2006 outperform stodkmpgrants were revalued using
May 15, 2006 as the grant date, in accordance $F#AS No. 123R, and resulted in a $6 million incesimsnon-cash compensation expense
during the second quarter of 2006. As
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stated in the Company’s proxy materials for its@®Mnual Meeting of Stockholders, over the coursthe years since April 1, 1998, the
compensation committee of the Company’s Board oé®@ors had administered the 1995 Stock Plan uheédoelief that the action of the
Companys Board of Directors to amend and restate that gffactive April 1, 1998 had the effect of exterglihe original term of the Plan
April 1, 2008. After a further review of the termabthe plan, however, the compensation committéerdened that an ambiguity could have
existed that may have resulted in an interpretatiahthe expiration date of the plan was Septer@beR005. To remove any ambiguity, the
Board of Directors sought the approval of the Conyfmstockholders to amend the plan to extendeaha of the plan by five years to
September 25, 2010. This approval was obtainguea2@®06 Annual Meeting of Stockholders held on NI&y2006 which resulted in a final
measurement date of May 15, 2006 for the outperfgptions granted in October 2005 and January 2006.

The Company expects selling, general and admitigtraxpenses to increase in 2007 on an overait laasa result of the inclusion of a
full year of expenses for the 2006 acquisitionPafgress Telecom, ICG Communications, TelCove auking Glass and the January 2007
acquisitions of Broadwing and the SAVVIS CDN BusiseThe Company expects the increase in sellimgrgéand administrative expenses
will be higher in the first half of 2007. In thecamd half of 2007, the Company expects that saviirgs integration synergies from the
Broadwing acquisition will result in reduced sedligeneral and administrative expenses as compatbe first half of 2007.

Restructuring and Impairment Chargeswere $13 million in 2006 and $23 million in 2006.2006, the Company recognized
$5 million of restructuring charges related to worke reductions in the communications businedédarth America. The employees impac
by this workforce reduction were Level 3 employa#fected by the integration of companies acquiredd05 and 2006. As of December 31,
2006, the Company had remaining obligations of fkas $1 million.

In 2005, the Company recognized $15 million relatethe workforce reductions in the communicatibosiness in North America and
Europe. The employees affected by this workfordeicdon provided support functions or worked dikgcn mature services. All obligations
attributable to the 2005 restructuring activitiesrevpaid by December 31, 2005.

The Company expects to record restructuring charg2807 in connection with the integration of thetro businesses acquired in 2006
and the Broadwing acquisition completed in Jan2&@7.

The Company recognized non-cash impairment chaig®4 million in 2006 and $9 million in 2005 resolj from the decision to
terminate projects for certain voice services angrbjects in the communications business. In &fdi?005 included a $1 million reduction
in expected lease impairment obligations. Thesgpt®have identifiable costs which Level 3 canleste separately for impairment. The
costs incurred for these projects, including céigitd labor, were impaired as the Company did mpeet to utilize the assets in the future. In
addition, during the second quarter of 2006, L&vecognized $4 million of non-cash impairment dearrelated to excess land of the
communications business deemed available for saBeimany. This charge resulted from the differdreteveen the recorded carrying value
and the estimated market value of the land.

Adjusted OIBDA is defined by the Company, as operating incomes)lfsem the consolidated statements of operatiess,
depreciation and amortization expense, less nom-@ampensation expense included within sellingegairand administration expense on the
consolidated statements of operations, and lessaheash portion of restructuring and impairmdrarges. Adjusted OIBDA is not a
measurement under accounting principles generatlg@ed in the United States and may not be usedhgy companies. Management
believes that Adjusted OIBDA is an important pdrtte Company’s internal reporting and is an inthcaf profitability and operating
performance used by the chief operating decisiokemar decision making group, especially in a adgittensive industry such as
telecommunications. Adjusted OIBDA excludes inteegense and income tax expense and other
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gains/losses not included in operating income. Edioly these items eliminates the expenses assoeidtie the Company’s capitalization and
tax structures. Note 18 of the consolidated finalngtiatements provides a reconciliation of Adjusi#BDA for each of the Company’s
operating segments.

Adjusted OIBDA for the communications business %887 million and $458 million for 2006 and 2005 pectively. The increase is
primarily attributable to the Adjusted OIBDA cortttition from the operations acquired in the WilTeipgress Telecom, ICG
Communications, TelCove and Looking Glass traneastand growth in the Company’s Core Communicat®grvices revenue partially
offset by related costs. Partially offsetting thesgeases was a $122 million reduction in termamaand settlement revenue from 2005 to
2006.

Adjusted OIBDA for the mining business decrease$i&anillion in 2006 from $16 million in 2005. Thedrease is primarily attributable
to the favorable resolution of certain productiar issues, which resulted in a $5 million decreashe cost of revenue for the mining
business in the second quarter of 2005 and a deiclithe average price per ton of coal sold in 28@@pared to 2005.

The Company expects Adjusted OIBDA to increasedid72based on the inclusion of a full year of resunt2007 for Progress Telecom,
ICG Communications, TelCove and Looking Glass dredinclusion of the results of the January 200 Ussitipns of Broadwing and the
SAVVIS CDN Business and continued growth in Corer@aunications Services.

Interest Incomewas $64 million in 2006, increasing $29 milliontds35 million in 2005. The increase in interesbime was due to an
increase in the Company’s average return on itgqgiorto 4.3% in 2006 compared to 2.8% in 2005e Hverage portfolio balance was
$1.5 billion and $1.2 billion in 2006 and 2005, pestively. Pending utilization of cash and cashiejants, the Company invests its funds
primarily in government and government agency sgearand money market funds. The investment siyagenerally provides lower yields
on the funds than on alternative investments, édtices the risk to principal in the short term iptiothese funds being used in the Company’
business.

Interest Expense, netncreased by $118 million to $648 million in 200&htpared to 2005. Interest expense increased phnzeria
result of interest expense attributable to theainse of $880 million of 10% Convertible Senior Notkie 2012 issued in the second quarter of
2005, $550 million of 12.25% Senior Notes due 23%8ed in the first half of 2006, $150 million dbkting Rate Senior Notes due 2011
issued on March 14, 2006 and $335 million of 3.58fi¢&rtible Senior Notes due 2012 issued on Jun2d®; and $1.250 billion of 9.25%
Senior Notes due 2014 issued in the fourth quaft@006.In addition, the Company exchanged portions d®.i125% Senior Notes due 20
11% Senior Notes due 2008 and 10.5% Senior Disddates due 2008 for new 11.5% Senior Notes due 20tiBg the first quarter of 200
thereby increasing the effective interest expemsthis debt. The increase in interest expense fremdebt issuances was partially offset by
the July 13, 2006 redemption of the 9.125% Senitesldue 2008 and 10.5% Senior Discount Notes @08 2nd a 400 basfssint reductiol
in the interest rate on the $730 million Senior@ed Term Loan due 2011 subsequent to its amendmé&te June of 2006.

Level 3 expects interest expense to decrease ifi 2&8ed on the overall net effect of the 2005 @@b2inancing transactions described
above; the December 27, 2006 repurchase of $49iomif 10.75% Senior Notes due 2011; the Janu@f7 Z2xchange of $605 million of
10% Convertible Senior Notes due 2011 for 196.8onilshares of Level 3 common stock; the Februdry2D07 issuance of $700 million of
8.75% Senior Notes due 2017 and $300 million oty Rate Senior Notes due 2015; the Februard®7 announced calls for redempt
of all of its outstanding $488 million of 12.875%r8or Notes due 2010, all of its outstanding $9Biani of 11.25% Senior Notes due 2010
and all of its outstanding € 104 million of 11.258énior Euro Notes due 2010; the February 15, 28@dwnced and currently pending tender
offers to purchase for cash any and all of LevElrfancing’s $150 million of Floating Rate Notes @841 and any and all of its $78 million
of 11% Senior Notes due 2008; and the Februar@®7 announced and currently pending tender oftepsirchase for cash any and all o
outstanding
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$692 million of 11.5% Senior Notes due 2010 and amy all of its outstanding € 50 million of 10.7%8énior Euro Notes due 2008.

Loss on Extinguishment of Debwas $83 million in 2006 and zero in 2005. In therth quarter of 2006, the Company realized a $54
million loss from the repurchase of the $497 milljarincipal amount of Level 3 Financing’s 10.75%n®e Notes due 2011 and in the second
quarter of 2006, Level 3 realized a $55 millionslasn the amendment and restatement of Level 3 Eimgis Senior Secured Term Loan due
2011. These losses were partially offset by thei$ififon gain realized on the debt exchange infife quarter of 2006.

In January 2007, in two separate transactionsCtimapany exchanged $605 million of its 10% Convéetienior Notes due 2011 for
approximately 196.8 million shares of the Comparmgsimon stock and expects to recognize a $177omilbss associated with these
exchanges.

On February 15, 2007, Level 3 Communications, ¢adled for redemption of all of its outstanding 8448illion aggregate principal
amount of 12.875% Senior Notes due 2010 at a prcal to 102.146% of the principal amount therabff its outstanding $96 million of
11.25% Senior Notes due 2010 at a price equal 18B¥8% of principal amount thereof and all of itéstanding € 104 million of 11.25%
Senior Euro Notes due 2010 at a price equal to8¥8% of principal amount thereof. Level 3 will pagcrued and unpaid interest on the
senior notes to, but not including, the redemptiate. All of these senior notes will be redeemed dyel 3 on March 16, 2007. The Comp
expects to recognize a loss of approximately $4Bamiassociated with these redemptions in the fjicsarter of 2007.

Level 3 also announced four tender offers for égagfebruary 2007 that were pending as of March0D720n February 15, 2007, Level 3
Financing, Inc. commenced a tender offer to pureliascash any and all of the outstanding $150@nilaggregate principal amount of its
Floating Rate Notes due 2011 for a price equallto80.00 per $1,000 principal amount of the natdsch includes $1,050.00 as the tender
offer consideration and $30.00 as a consent payrelditionally, Level 3 Communications, Inc. comneed a tender offer to purchase for
cash any and all of its outstanding $78 millionragate principal amount of 11% Senior Notes due3Z60a price equal to $1,054.28 per
$1,000 principal amount of the notes, which incki#&,024.28 as the tender offer consideration 80d0® as a consent payment. The
Company expects to recognize a loss associatedivésie tender offers in the first quarter of 2aB&,amount of which will depend on the
amounts tendered for each issuance.

On February 20, 2007, Level 3 Communications, étemmenced a tender offer to purchase for cash mahakh of the outstanding $692
million aggregate principal amount of its 11.5% ®eMotes due 2010 for a price equal to $1,115&6%1,000 principal amount of the
11.5% Senior Notes due 2010, which includes $1288&s the purchase price and $30.00 as a consanepa Level 3 Communications, It
also commenced a tender offer to purchase for @agland all of the outstandings® million aggregate principal amount of its 10.75%niol
Euro Notes due 2008 for a price equal to € 1,06pet%E 1,000 principal amount of the Senior Eurdadsalue 2008, which includes €
1,031.45 as the purchase price and € 30.00 assaicbpayment. The Company expects to recognizesaalgsociated with these tender offers
in the first quarter of 2007, the amount of whicii depend on the amounts tendered for each isgudtach of these tender offers were
pending as of March 1, 2007.

The Company may enter into additional transactinr)07 to repurchase or exchange existing debintlag result in gains or losses on
the extinguishment of debt.

Other, netis primarily comprised of gains and losses on #ie ef marketable securities and non-operatingtsssalized foreign
currency gains and losses and other income.

Income Tax Expensevas $2 million in 2006 compared to $5 million inGB The Company incurs income tax expense attiiberta
income in various Level 3 subsidiaries, includingaC that are required to file state or foreignoime tax returns on a separate legal entity
basis.
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As of December 31, 2006, Level 3 had net operdtiag carryforwards of approximately $7.0 billionr federal income tax purposes,
including $298 million of net operating loss caogfards from acquired companies after limitatidret resulted from the acquisitions. If
certain transactions occur with respect to Levelczipital stock that result in a cumulative ownigrshange of more than 50 percentage
points by 5-percent shareholders over a threepeand as determined under rules prescribed bytBe Internal Revenue Code (“IRC”) and
applicable regulations, annual limitations wouldit@osed with respect to the Compangbility to utilize its net operating loss carmyf@rds
and certain current deductions against any taxabtame Level 3 achieves in future periods. LevhbS entered into transactions over the last
three years resulting in significant cumulativerodpes in the ownership of its capital stock. Additibtransactions could cause the Company
to incur a 50 percentage point ownership change-pgrcent shareholders and, if the Company trigtersbove-noted IRC imposed
limitations, could prevent it from fully utilizinget operating loss carryforwards and certain ctideductions to reduce income taxes.

Income from Discontinued Operationswas $46 million for 2006 and is comprised of $13iom from the operations of Software
Spectrum and a $33 million gain from the sale divéare Spectrum to Insight Enterprises, Inc. (“gigl") in September, 2006. Income from
discontinued operations was $69 million for 2008 ancomprised of $20 million from Software Spentrand a $49 million gain from the
sale of (i )Structure to Infocrossing.

Income from Discontinued Operations declined in@08rsus the same period in 2005 due to the seédefdfvare Spectrum on
September 7, 2006. Software Spectrum earns a @isgionate share of its revenue at the end of tiatgr but incurs operating expenses
ratably during the quarter. As a result of the gal8eptember 2006, operating expenses for Soft@peetrum exceeded the gross profits
earned on sales through the transaction date die tyclical nature of the Software Spectrum begsin

Software Spectrum increased its sales and markeffogs and resources targeting mid-market buseesver the last 18 months of its
ownership by the Company resulting in higher rewsnand profits for the period ending Septembef@62Zompared to the twelve months
ended December 31, 2005. The increase in grosegonats partially offset by an increase in opeg@gnpenses, primarily for employee
related costs, and the disproportionate level efafing expenses recognized for the partial thirargr of 2006.

Level 3 received gross proceeds of approximateBB83$8illion and recognized a gain on the sale of@afe Spectrum, after transaction
costs, of approximately $33 million in the thirdagter of 2006. During the fourth quarter of 2006ye&l 3 paid $2 million to Insight as a final
post-closing working capital adjustment.

Results of Operations 2005 vs. 2004

Revenuefor 2005 and 2004 is summarized as follows:

2005 2004

(dollars in millions)
Communication $1,645 $1,68E
Coal Mining 74 91

$1,71¢ $1,77¢
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2005 2004
(dollars in millions)

Core Communications Service

Transport and Infrastructu $ 653 $ 574
IP and dat: 186 167
Voice 120 53
Vyvx 3 —
962 794

Other Communication Service
Managed Moden 396 488
DSL aggregatiol 79 138
Reciprocal Compensatic 100 150
Managed IP 83 115
658 891
SBC Contract Services 25 —
Total Communications Revenue $1,645 $1,68E

Transport and infrastructure revenue increase®@b 2rimarily due to increased demand for colocasipace in large markets in North
America and Europe, and an increase in wavelemyttnue due to sales to 360Networks, France Telecwhother new and existing
customers. Transport and infrastructure reven@9@5 includes $4 million attributable to WilTel. &nldition, termination revenue related to
transport and infrastructure services increasedoappately $23 million in 2005. The termination emue in 2005 was primarily attributable
to agreements reached with France Telecom and 880rkes relating to the termination of existing déiber lease agreements with those
customers described below.

On February 22, 2005, France Telecom and Leveidified an agreement to terminate a dark fibereageat signed in 2000. Under the
terms of the agreement France Telecom returnefibthieto Level 3. Under the original IRU agreemehg cash received by Level 3 was
deferred and amortized to revenue over the 204gear of the agreement. As a result of this transagct.evel 3 recognized unamortized
deferred revenue of approximately $40 million as-cash termination revenue in the first quarte2@d5. The wavelength sales described
above were a part of this transaction.

On March 1, 2005, Level 3 entered into an agreeméht360networks in which both parties agreedcetoninate a 20-year IRU
agreement. Under the new agreement 360networkseetihe dark fiber originally provided by LevellBder the original IRU agreement,
signed in 2000, the revenue associated with the ma®ived by Level 3 was deferred and amortizedwenue over the 20-year term of the
agreement. As a result of this transaction, Levelc®gnized the unamortized deferred revenue afoappately $86 million as non-cash
termination revenue in the first quarter of 200Be avelength sales described above were a ptrisafansaction.

IP and data revenue increased in 2005 primarilytdueaffic growth from new and existing custom#irat exceeded the rate of price
compression as well as improved market acceptatte €Company’s new VPN service. In addition, 20P&nd data revenue includes
$1 million attributable to WilTel.

Level 3’s voice revenue, excluding WilTel, incredde 7% in 2005. The increase is primarily attriblgao the Company’s wholesale
voice products including voice termination and ldnhound services. Voice termination and localdnbd services experienced a 35% and
49%, respectively, increase in minutes of use énftlurth quarter of 2005 compared to the same @@ni@004. The Company also recorded
voice revenue of $5 million attributable to WilTel the period Level 3 owned WilTel in the fourtbarter of 2005.
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The Vyvx business was acquired on December 23, 36@fart of the WilTel transaction. Revenue of $iian is included from the
acquisition date through the end of the year.

Managed modem revenue declined in 2005 as a &stiié continued migration from narrow band dialagpvices to higher speed
broadband services by end user customers. Thigehasulted in a decline in the demand for managedem ports. America Online, the
Company’s largest managed modem customer, redheenlimber of ports it purchased from Level 3 byrapimately 25% in the second
half of 2004 and decreased the number of portshagied by an additional 30% primarily in the secloald of 2005.

Partially offsetting this decline in managed modewenue in 2005 was the revenue purchased in thésitions of the managed modem
businesses from ICG Communications and Sprint ceteglin the second and fourth quarter of 2004 easyely.

DSL aggregation revenue decreased significantB0Bb as the Company’s primary DSL aggregation costdegan to migrate its DSL
subscribers to its own network beginning in thstfquarter of 2005. The customer completed theatiar of its subscribers in the third
quarter of 2005. In addition, the Company’s oth&.zontracts expired in 2005 and were not renewed.

Reciprocal compensation revenue declined from 28@ds primarily due to a settlement with a majarrir in the third quarter of 20C
which did not recur in 2005. The settlement restikate issues for 2004 and prior periods and regitt the recognition of $31 million of
revenue for services provided in prior periods stievenue had been deferred as the Company ditbmetan interconnection agreement in
place and approved by the relevant authoritieaduiition to this agreement, the Company signeddotenection agreements with other
carriers in 2004 and 2005 that resulted in the Gowipeceiving a lower rate per minute for termingftiraffic. The majority of the Comparsy’
interconnection agreements provide rate structinesigh 2006. The Company earns the majority afeitsprocal compensation revenue fr
managed modem services.

The Company’s legacy Managed IP business congistaply of a business that was acquired in the @grtransaction in 2003. The
Company has not invested in this service and isattely looking for new customers. The declinggrenue is attributable to the
disconnection of service by existing customers.

The SBC Contract Services revenue was obtaindeeililTel transaction. Under the terms of the agrerst, SBC has gross margin
purchase commitments through 2009. Level 3 eareeshue of approximately $25 million attributablehé contract in 2005.

Coal mining revenue decreased to $74 million in 2005 comparé&®91 million in 2004. The decline in revenue f003 was attributabl
to a significant reduction in coal required to heghased in 2005 under a contract with Detroit &uisom 2004 levels. The Company has
signed new agreements with Detroit Edison, but Vaitter tonnage requirements and lower prices.

Cost of Revenudor the communications business, as a percentagevefue for 2005 and 2004 was 28% and 27%, rasphyctin
2005, the Company recognized $133 million of temtion revenue, primarily related to 360networks Brethce Telecom in the first quarter.
In 2004, termination revenue was $113 million, mafsivhich was attributable to the McLeod transatiio the fourth quarter. An increase in
termination revenue with no corresponding cosewtnue, positively affected the percentage in pe#rs. Excluding termination revenue in
2005 and 2004, the cost of revenue, as a perceafageenue, would have been 30% and 28%, resgdgtiVhe increase in 2005 is
attributable to the increase in voice servicesabich the corresponding cost of revenue is genehidlher than Level 3's other services.

Cost of revenue, as a percentage of revenue, éardhl mining business was relatively consisten26®5 and 2004 at 72% and 73%,
respectively. The decrease in cost of revenuepgsaentage of revenue is attributable to the fablereesolution of certain production tax
issues related to prior periods that
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resulted in a $5 million decrease in the cost wéneie for the mining business in the second quaft2005.

Depreciation and Amortization expenses were $647 million in 2005, a 4% decraase 2004 depreciation and amortization expenses
of $671 million. The decrease is primarily attridbolie to shorter-lived communications assets tha¢ \pkaced in service in prior years
becoming fully depreciated during 2004 and 2005.

Selling, General and Administrativeexpenses decreased 6% to $769 million in 2005 8882 million in 2004. This decrease was
primarily attributable to lower compensation andoogee related costs resulting from the workforeduction for the communications
business which occurred in the first quarter of2@eclines in base compensation, bonus, travalyittng and facilities expenses all
contributed to the decrease in selling, generalaatmdinistrative expenses in 2005 for the commuitinatbusiness. Also contributing to the
decline in operating expenses were lower advegisimarketing and bad debt expenses. Partially tifigethe reduction in communications
expenses was an increase in operating expens@élficel since its acquisition in the fourth quart#r2005.

Included in operating expenses for 2005 and 2004 %81 million and $43 million, respectively, ofmoash compensation and
professional expenses recognized under SFAS Norel2ted to grants of stock options, warrants ahédrostockbased compensation awar
The $8 million increase in non-cash compensatigersge was primarily attributable to the restrictertk units granted by the Company in
second quarter of 2005 resulting in increased valuke stock based compensation distributed to@yeps associated with an increasing
price of the Level 3 common stock.

Restructuring and Impairment Chargeswere $23 million in 2005 and $14 million in 200hélCompany recognized $15 million
related to the workforce reductions of the commaitidms business in North America and Europe in 200& employees affected by this
workforce reduction provided support functions arked directly on mature services. All obligatiatibutable to the 2005 restructuring
activities were paid by December 31, 2005.

During 2005, the Company recognized $9 million @amstash impairment charges resulting from the dati® terminate projects for
certain voice services and IT projects in the comications business. The costs incurred for thesgis, including capitalized labor, were
impaired as the carrying value of these projecteeded their estimated fair value.

The Company recorded real property lease impaircieentges of $14 million for leases in North Americal Europe in the fourth
quarter of 2004. The charge resulted from ceased@isertain space, the signing of subleases fistieg vacant space at lower than estim
rates, and extending the estimated sublease datether vacant properties due to market conditions

Adjusted OIBDA for the communications business was $458 millioth 3463 million for 2005 and 2004, respectively. Heeline in
2005 is primarily attributable to the decline imamunications revenue partially offset by highentigation revenue recognized by the
Company in 2005. The termination revenue recognigethe Company in 2005 was $133 million versus3tillion in 2004. The decline in
revenue was offset by a reduction in operating egee primarily attributable to lower compensatiod amployee related costs resulting fi
the workforce reduction for the communications bass which occurred in the first quarter of 2008 lamver advertising, marketing and bad
debt expenses.

Adjusted OIBDA for the mining business decreasefilt® million in 2005, from $18 million in 2004. Tldecrease was due to the
expiration of higher margin contracts in 2004 whietre replaced by contracts at lower prices aneétdannage in 2005.

Adjusted OIBDA for the Company’s other businessesréased from negative $1 million in 2004, to niege$3 million in 2005. This
change was due to the increase in professionaxpenses in 2005.
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Interest Incomewas $35 million in 2005 increasing $22 million frét3 million for 2004. The increase in interestame was due to
the increase in the Company'’s average return goitfolio to 2.8% in 2005 from 1.3% in 2004. Theeeage portfolio balance increased to
$1.2 billion in 2005 from $1.0 billion in 2004.

The Company elected to take advantage of the gistde and purchase longerm U.S. government securities. The maturity datethe
government securities ranged from November 2008utitn February 2008. Due to the WilTel acquisitiod axpected liquidity requiremen
the Company classified certain government secarifieeviously classified as held to maturity, asilable for sale which means they are
reported at market value instead of cost at theoétige reporting period. The Company has charaeteiits remaining securities as held to
maturity.

Interest Expense, netncreased by $45 million to $530 million in 2005 wpared to 2004, primarily as a result of increassetest
expense from the issuance of the Company’s $88mif 10% Convertible Senior Notes due 2011 i $slecond quarter of 2005. In
addition, there was an increase in interest expduedo the accretion on discount notes and hiiglerest rates on the variable rate debt.
was partially offset by the refinancing transactibat occurred in the fourth quarter of 2004. Le¥&linancing entered into a $730 million
Senior Secured Term Loan due 2011 and the Compangd $345 million of 5.25% Senior Convertible Nalee 2011 in the fourth quarter
of 2004. The Company used the proceeds from thasséctions to repurchase approximately $1.1 hittibthe Company public debt due |
2008. Overall, the refinancing transaction in therth quarter of 2004 reduced the Company’s anintexlest expense by approximately
$16 million in 2005 compared to the same perioadf4.

In addition, the extinguishment of the Allegianepital lease obligation, assumed in the Genuitydipn, in the second quarter of
2004 resulted in a decrease in interest expena@da.

Gain on Extinguishment of Debtwas zero in 2005 and $197 million in 2004. In tberth quarter of 2004, the Company repurchased
portions of its 9.125% Senior Notes due 2008, 1EH@ Notes due 2008, 10.5% Senior Discount NotesaD08 and 10.75% Senior Euro
Notes due 2008. The Company repurchased portiotieeajutstanding notes at prices ranging from 88que to 89 percent of the repurche
principal balances. The net gain on the early gxtishment of the debt, including transaction cagtalized foreign currency losses and
unamortized debt issuance costs, was $50 milliothfese transactions. In the second quarter of 26@4Company paid approximately
$54 million and assumed certain obligations torgdish the Allegiance capital lease obligation ewbgnized a gain of $147 million on the
transaction.

Income Tax Expensewvas $5 million in 2005 compared to $1 million inG20 In 2005, the communications business incurdetitianal
tax expense attributable to increased income iiowarLevel 3 subsidiaries, including Coal, that l@guired to file state income tax returns on
a separate legal entity basis.

Income from Discontinued Operationswas $69 million for 2005 and is comprised of $2@ion from Software Spectrum and a $49
million gain from the sale ofi()Structure to Infocrossing. In 2004, discontinugemtions of Software Spectrum resulted in netatpey
income of $20 million.

Revenue for Software Spectrum arig$tructure increased 1% from $1.936 billion in 20641.958 billion in 2005 primarily as a result
of sales to a systems integrator on behalf of tepatment of Navy in addition to increased salekéosmall-medium business market
customers. This was partially offset by an incraassales under software publishers’ agency licepprograms that result in only a service
fee being recognized as revenue, rather than tlegsprice of the software. The software reselletustry is seasonal, with revenue and
operating income typically being higher in the setand fourth quarters of the Company’s fiscal year

Software Spectrum began experiencing an increasa@s under Microsoft’6.0 licensing program and similar programs offdrg othe
suppliers in 2003. Under these programs, new emserwide licensing arrangements are priced, biéiad collected directly by the software
publishers. Software Spectrum continued to progales and support services related to these ti@mssiand earns a service
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fee directly from publishers for these activitiéhe Company recognized the service fee it receigagvenue and not the entire value of the
software under this program. Software Spectrumrosmbapproximately $74 million and $54 million efvenue attributable to these types of
contracts in 2005 and 2004, respectively. The ed@thselling price of the software sold under tregeements was $1.235 billion and
$975 million for the corresponding periods.

The cost of revenue for Software Spectrum anB{ructure, as a percentage of its revenue, wasféf2905 and 91% for 2004.
Software Spectrum is very reliant on rebates regkfvrom software publishers to improve its opegtiesults. In 2005 and 2004, Software
Spectrum earned approximately $40 million and $4Ram, respectively, in rebates which reduced arfstevenue. Software Spectrum does
not earn rebates from Microsoft on agency prograliess

Selling, general and administrative expenses ®iSbftware Spectrum and YStructure businesses increased from $134 milhd20i04
to $152 million in 2005 primarily as a result of imerease in headcount at Software Spectrum.
Liquidity and Capital Resources

Cash flows provided by (used in) continuing operagifor the years ended December 31, 2006 and 2&§aectively are as follows
(dollars in millions):

Year Ended
December 31
2006 2005
Communications** $207 $(120)
Other 4 2
Total $221 $(118)

** ncludes interest expense net of interest income

The improvement in communications operating casivglfor 2006 is primarily attributable to improveperating results after excluding
the effects of $129 million of non-cash terminatienenue in the first quarter of 2005. The improwesllts are directly attributable to the
operations of WilTel, Progress Telecom, ICG Comroations, TelCove and Looking Glass which were aegliiate in 2005 and the first
nine months of 2006, and additional revenue frome@ommunications Services. Fluctuations in worldagital balances resulted in an
incremental source of cash of $67 million in 2006nhpared to 2005. An increase in cash provided bpwatts receivable was partially offset
by an increase in cash used for accounts payabletarr current liabilities and a decline in dedefrrevenue. The increase in cash provided
by accounts receivable was, in part, due to amedti the accounts receivable balance for SBC @on8ervices at the end of the year as they
migrated traffic to their own network. Partiallyfeétting the increase in cash provided by operatand working capital fluctuations were
higher cash interest payments in 2006. Cash iritpegsnents increased by $108 million in 2006 cora@gdo 2005.

The increase in operating cash flows for the othesinesses is primarily attributable to fluctuasiam working capital accounts and other
noncurrent liabilities, partially offset by a dease in operating earnings.

Cash used for investing activities in 2006 primaitiicluded cash used for the acquisitions of Pregyiieelecom—3$68 million, ICG
Communications—$39 million, TelCove—$590 milliondabooking Glass—$77 million. In addition, $392 rah was used for capital
expenditures primarily for the communications basi and $98 million to purchase short-term mabketsecurities. The Company also
increased its restricted securities by $21 milljprigarily for its coal business and acquired comgs. In the second quarter of 2006, the
Company received $27 million from Leucadia for WéTel
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purchase price adjustment and $5 million of prosdesim the sale of Infocrossing shares receivatien(i )Structure transaction. In the fou
quarter of 2006, $275 million of marketable sedesiheld by the Company matured. The Company redeiet proceeds of $307 million
from the sale of Software Spectrum in 2006. The gamy also received distributions from Software $pae of $18 million during 2006.

Financing sources in 2006 consisted of $680 miltbnet proceeds from the issuance of: the Flod®ate Senior Notes due 2011 and
12.25% Senior Notes due 2013; $326 million fromdffering of 3.5% Convertible Senior Notes due 2082249 from the offering of 9.25
Senior Notes due 2014; and $543 million of procdeata the offering of 125 million shares of comm&inck. Financing uses included the
$46 million of premiums paid to holders of the eabed notes and $5 million of third-party cost®eagsged with the debt exchange
transaction in January 2006. The $730 million SeSecured Term Loan amendment and restatementeeldhie payment of $53 million in
fees to lenders and third parties. In July and Ddxsr 2006, respectively, the Company used $461omitif cash to redeem all the
outstanding 9.125% Senior Notes due 2008 and 1&&#tor Discount Notes due 2008, excluding accrottést of $9 million, and Level 3
Financing used $543 million of cash to repurchair$million of its 10.75% Senior Notes due 2011.

Cash flows used in discontinued operating activitiereased as a result of lower earnings anduidicins in working capital.

The Company incurred losses from continuing openatof $790 million for the year ended December2BD6. The Company used
$171 million of cash for operating activities arapital expenditures in 2006. The Company expeetistiie communications business will
continue to consume cash in 2007; however, the ataficash consumed is expected to decline duhagéar, excluding the timing effects
of working capital requirements and interest paytsiein 2007, the Company expects its costs wiltiooe to exceed revenue and it will
continue to consume cash primarily due to intgpagments and capital expenditures. The Companycexpaljusted OIBDA to improve in
2007 primarily as a result of the WilTel, Progré@stecom, ICG Communications, TelCove, Looking Gl&®adwing and SAVVIS CDN
Business acquisitions and the growth in Core Comaatinns Services revenue partially offset by rems in Other and SBC Contract
Services revenue. Interest payments are expectgttease in 2007 based on financing and othetataparkets transactions completed or
announced through the time of this filing. Cap&apenditures for 2007 are expected to range frodd $6illion to $650 million and will
consist of $100 million to $150 million of base #&apexpenditures (estimated capital required tepkéne network operating efficiently and
product development), approximately $75 milliorst®0 million of capital expenditures for integratiand approximately $400 million to
$425 million of success-based capital expenditasseciated with incremental revenue. The majofithe Company’s ongoing capital
expenditures are expected to be success-based, thadl to incremental revenue. In total, the @any expects that cash required for
operating activities and capital expenditures veitige from $225 million to $335 million in 2007 ,obxding fluctuations in working capital.
The Company does not have any significant prinapabunts due on its outstanding debt until 20080fA3ecember 31, 2006, the Company
had debt (excluding capital lease payments) of $fidlibn and $363 million that matures in 2008 &aGD9, respectively.

Level 3 has approximately $1.916 billion of casiistt equivalents and marketable securities on hebd@mber 31, 2006. In addition,
$136 million of current and non-current restrictsturities are used to collateralize outstandittgrie of credit, long-term debt, certain
operating obligations of the Company or certaida®ation liabilities. Based on information availalait this time, management of the
Company believes that the Compamngurrent liquidity, anticipated future cash flofk@m operations and the financing activities cortgadeor
announced in the first quarter of 2007, will befisignt to fund its business including the acquisis of Broadwing and the SAVVIS’ CDN
Business.
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The Company may elect to secure additional cajittde future, at acceptable terms, to improvdidisidity or fund acquisitions. In
addition, in an effort to reduce future cash intéayments, as well as future amounts due at ityaturextend debt maturities, Level 3 or its
affiliates may, from time to time, issue new dedtter into debt for debt, debt for equity or casim$actions to purchase its outstanding debt
securities in the open market or through privatedgotiated transactions. Level 3 will evaluate angh transactions in light of then existing
market conditions and the possible dilutive eftecstockholders. The amounts involved in any suahsiaction, individually or in the
aggregate, may be material.

In January 2006, the Company completed private @axgpd offers to exchange a portion of its outsta;8ii25% Senior Notes due 20
11% Senior Notes due 2008 and 10.5% Senior Disddates due 2008 (together the “2008 Notes”) thaeweld by eligible holders in a
private placement for cash and new 11.5% SenioeNdtie 2010. The Company issued $692 million aggeggrincipal amount of 11.5%
Senior Notes due 2010 as well as paid $46 milliocash consideration in exchange for the 2008 Nigtedered in the transactions. The
Company also paid approximately $13 million in cémttotal accrued interest on the 2008 Notes tiadtbeen accepted for exchange to the
closing date and $5 million in transaction costs.

In March 2006, Level 3 Financing issued $150 millaf Floating Rate Senior Notes due in 2011 and$88lion of 12.25% Senior
Notes due in 2013. In April 2006, Level 3 Financissued an additional $300 million of the 12.25%i8eNotes due in 2013. The procet
from these offerings were used to fund the castigroof the WilTel and Progress Telecom acquisgias well as to fund the cost of
construction, installation, acquisition, lease,@epment or improvement of other assets to be unskdvel 3's communications business.

In June 2006, Level 3 issued $335 million of 3.5%n@ertible Senior Notes due 2012. The Company @sapleted the offering of 125
million shares of its common stock for which iteded $543 million in net proceeds. Net proceedsewsed to redeem all of its 9.125%
Senior Notes due 2008 and 10.5% Senior Discoungs\Naiie 2008 for total consideration of $461 milliexcluding accrued interest of $9
million. The remaining proceeds were used for agitjahs and for general corporate purposes, inogiorking capital and capital
expenditures.

On June 27, 2006, Level 3 Financing amended andteekits existing $730 million senior secured @dragreement to reduce the interest
rate payable under the agreement by 400 basissponatdify the prepayment provisions and make atpecified changes. Level 3 Financing
paid approximately $42 million to existing debt éhis and $11 million to third parties in transactimsts to complete the transaction.

Level 3 Financing issued $600 million and $650 imillof 9.25% Senior Notes due 2011 in October aedeinber 2006, respectively,
and received net proceeds of $1.239 billion (exalggrepaid interest) after transaction costs. L8J@nancing used a portion of the
proceeds to complete a tender offer to repurchd8e fhillion of 10.75% Senior Notes due 2011 foatabnsideration of $543 million,
excluding accrued interest. The remaining proceezte used to fund the cost of construction, instialh, acquisition, lease, development or
improvement of other assets to be used in Levet@&smunications business.

In January 2007, in two separate transactionsCtmpany completed the exchange of $605 milliort010% Convertible Senior Notes
due 2011 for a total of 196.8 million shares of &e¥'s common stock.

On February 8, 2007, Level 3 Financing announcatlithis seeking to refinance its $730 million sersecured credit agreement into a
loan amount of up to $1.4 billion. In addition teieasing the loan amount, Level 3 Financing is ateking, among other things, to reduce
the interest rate payable under the agreementxaaddethe maturity from 2011 to 2014. The refinagodf the senior secured credit facility is
expected to close in mid-March 2007.
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On February 14, 2007, Level 3 Financing issued $#li®n of its 8.75% Senior Notes due 2017 and®8&tllion of its Floating Rate
Senior Notes due 2015 and received net procee®88% million. The proceeds from these offeringseageected to be used to refinance
certain Level 3 Financing debt and to fund the oésonstruction, installation, acquisition, leadeyelopment or improvement of other assets
to be used in Level 3’'s communications business.

On February 15, 2007, Level 3 Communications, ¢adled for redemption of all of its outstanding 848illion aggregate principal
amount of 12.875% Senior Notes due 2010 at a pdcal to 102.146% of the principal amount therabff its outstanding $96 million
aggregate principal amount of 11.25% Senior Notes2010 at a price equal to 101.875% of principadant thereof and all of its
outstanding € 104 million aggregate principal amamifrl1.25% Senior Euro Notes due 2010 at a prgakto 101.875% of principal amount
thereof. Level 3 will pay accrued and unpaid insé@n the senior notes to but not including thenegtion date. All of these senior notes will
be redeemed by Level 3 on March 16, 2007.

Level 3 also announced on February 15, 2007 thatll2Financing, Inc. has commenced a tender tffeurchase for cash any and all
of the outstanding $150 million aggregate princgualount of its Floating Rate Notes due 2011 forigepequal to $1,080 per $1,000 princi
amount of the notes, which includes $1,050 asehddr offer consideration and $30.00 as a consgmhent. Additionally, Level 3
Communications, Inc. commenced a tender offer tolmse for cash any and all of its outstandingr§ifBon aggregate principal amount of
11% Senior Notes due 2008 for a price equal toBILZB per $1,000 principal amount of the noteschvimcludes $1,024.28 as the tender
offer consideration and $30.00 as a consent pay(tegether the “Tender Offers”).

On February 20, 2007, Level 3 Communications, éacnmenced a tender offer to purchase for cash mahakh of the outstanding $692
million aggregate principal amount of its 11.5% i®eiNotes due 2010 for a price equal to $1,115&6%1,000 principal amount of the
11.5% Senior Notes due 2010, which includes $1288&s the purchase price and $30.00 as a consanepa Level 3 Communications, It
also commenced a tender offer to purchase for aagland all of the outstandings® million aggregate principal amount of its 10.75%niol
Euro Notes due 2008 for a price equal to € 1,06pet= 1,000 principal amount of the Senior Eurddsalue 2008, which includes €
1,031.45 as the purchase price and € 30.00 asserbpayment.

As a result of the financing transactions completednnounced after December 31, 2006, the Compdufire debt payment
obligations have changed significantly. The follogZisummarizes on a pro forma basis the Companysaxiual payment obligations as of
December 31, 2006 related to debt, excluding chlpiaes and excluding issue discounts and fairevatijustments and including those
financing transactions subsequently announced laséa as of March 1, 2007, that will require estedacash payments during each of the
five succeeding years as follows: 2007—$1 millia@898—3$144 million; 2009—$363 million; 2010—$1,647limn, 2011—%$1,503 million
and $3,410 million thereafter. These pro forma gelytments do not include the effects of the Comjmpgnding tender offers or the penc
refinancing of Level 3 Financing’s Senior Securedri Loan.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposexisting businesses, investments or
other non-core assets. In 2005, the Company coatptbt sale of thei()Structure business to Infocrossing for approximya$85 million in
cash and Infocrossing common stock. On Septemt2008, Level 3 completed the sale of Software Spetfor $351 million in cash to
Insight.

The communications industry continues to consatidaével 3 has participated in this process withahquisitions of WilTel, Progress
Telecom, ICG Communications, TelCove, Looking Gl&®adwing and SAVVIS CDN Business acquisitionsvé&l 3 will continue to
evaluate consolidation opportunities and could nedditional acquisitions in the future.
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On December 23, 2005, the Company completed thaisiign of WilTel from Leucadia National Corporaii and its subsidiaries. The
consideration paid consisted of approximately $8@Bon in cash (including $27 million of post-cliog working capital and other
adjustments which reduced the total purchase pypte$ $100 million in cash to reflect Leucadia&s/img complied with its obligation to
retain that amount of cash with WilTel, and 115limil shares of Level 3 common stock valued at $3ilBon. The Company also incurred
costs of approximately $7 million related to thensaction.

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom. Under the terms of the ageag Level 3 issued
approximately 20 million shares, valued at appratety $66 million, and $69 million in cash. The Quemy also incurred approximately $1
million of costs attributable to the transactioheglpurchase price was reduced by $2 million irstmond quarter due to post-closing
adjustments based on actual working capital aseotlosing date.

Progress Telecom is a regional wholesale netwarkces company. Progress Telecom’s network spdd@9niles, includes 29 metro
networks and connects to international cable lagglin south Florida and 31 mobile switching centerthe southeastern region of the United
States. Progress Telecom serves approximately @0roers with a significant concentration of intgronal and wireless carrier customers.

On May 31, 2006, the Company completed the aciuisitf ICG Communications, a privately held Colarauhsed telecommunications
company. Under terms of the agreement, Level 3 fgd&d consideration of $178 million, consistingagfproximately 26 million shares of
Level 3 common stock, valued at $131 million, ad8 #illion in cash. The Company also incurred co$tgess than $1 million related to the
transaction. Post-closing adjustments, primarilykirgy capital and other contractual matters resulteadditional consideration of
approximately $3 million, of which $1 million wasidl in the third quarter of 2006 and $2 million wasorded as a liability at December 31,
2006 and was paid in the first quarter of 2007.

ICG Communications primarily provides transporteiet Protocol (“IP”) and voice services to wingliand wireless carriers, Internet
service providers and enterprise customers. ICGr@anications’ network has more than 2,000 metroragibnal fiber miles in Colorado
and Ohio and includes approximately 500 pointsrefence. ICG Communications serves more than Ligftomers.

On July 24, 2006, Level 3 completed the acquisitibmelCove, a privately held Pennsylvania-basésttenmunications company.
Under terms of the agreement, Level 3 paid $446aniln cash and issued approximately 150 millibargs of Level 3 common stock valt
at $623 million. In addition, Level 3 repaid $133lion of TelCove debt and acquired $13 milliondapital leases in the transaction. Also,
Company paid third party costs of approximately $fiion related to the transaction, which includeattain costs incurred by TelCove.

TelCove is a leading facilities-based provider @tropolitan and regional communications servicetuthing transport, Internet access
and voice services. TelCove's network has more #2000 local and long haul route miles servingrniéikets across the eastern United
States with approximately 4,000 buildings on neiCbve has over 13,000 customers.

On August 2, 2006, Level 3 completed the acquisitibLooking Glass, a privately held lllinoissed telecommunications company.
Company paid consideration of approximately $13iomilin cash, including transaction costs of $4lianl and approximately 21 million
shares of Level 3 common stock valued at $84 millla addition, at the closing, Level 3 repaid apgmately $67 million of Looking Glass
liabilities.

Looking Glass provides data transport servicesugiog SONET/SDH, wavelength and Ethernet as wetlaak fiber and carrier-neutral
collocation. Looking Glass’ network includes approately 2,000
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route miles serving 14 major metro markets, witfillier connectivity to approximately 215 buildindgooking Glass also has dark fiber
connectivity to approximately 250 additional builgs.

After integration, the Progress Telecom, ICG Comitations, TelCove and Looking Glass’ metropolitaud aegional networks will
connect Level 3's national backbone network disetdltraffic aggregation points. These aggregagioimts include other carriers’ points of
presence, local telecommunications companies’ akoffices, wireless providers’ switch centers,ooaltion and data centers, cable company
head ends, and high-bandwidth enterprise locatrisr to the acquisitions of Progress Telecom, [C@nmunications and TelCove, Level 3
had an extensive metro infrastructure in 36 marlssnecting to approximately 900 traffic aggregatpoints, and Level 3 believes that th
facilities have been a source of considerable céithmeadvantage. With the acquisition of Progréstecom, ICG Communications, TelCove
and Looking Glass, the number of Level 3's traffiggregation points increased to approximately 5ia@0e U.S. and approximately 5,300
globally.

On January 3, 2007, Level 3 acquired Broadwing @a@tion, a publicly held provider of optical netwa@ommunications services.
Under the terms of the merger agreement dated @cfidl) 2006, Level 3 paid $8.18 of cash plus 1.3tires of Level 3 common stock for
each share of Broadwing common stock outstandietpaing. In total, Level 3 paid approximately $#dlion of cash and issued
approximately 122 million shares of the Companygmmon stock, valued at $688 million. In connectigth the acquisition of Broadwing,
the Company guaranteed $180 million in aggregateipal amount of Broadwing Corporation’s 3.125%n@ertible Senior Debentures due
2026 (the “Broadwing Debentures”). As of FebruaBy 2007, the holders of $179 million in aggregatagipal amount of the Broadwing
Debentures had converted their Broadwing Debeniatesa total of 17 million shares of Level 3 conmsiock and approximately $106
million in cash pursuant to the terms of the indemtgoverning the Broadwing Debentures and theeageat whereby Level 3 acquired
Broadwing. The remaining $1 million in aggregatmpipal amount of the Broadwing Debentures was memsed by Broadwing at 100% of
par as required by the indenture governing the @rirag Debentures.

Broadwing delivers data, voice and media soluttorsnterprises and service providers over its 1®rfe intercity fiber network.
Approximately half of Broadwing’s revenue comesifirthe wholesale market, with business customergpdsing the remaining revenue.

On January 23, 2007, the Company acquired the @obdivery Network services business of SAVVIS;.Inder the terms of the
agreement, Level 3 paid $132.5 million in cashdgudre certain assets, including network elementstomer contracts, and intellectual
property used in the SAVVIS CDN Business. The pasehprice is subject to certain customary postrajosorking capital adjustments.

The SAVVIS CDN Business provides solutions thatrioye performance, reliability, scalability and reaxf customers’ online content.
Initially developed in 1996 as Sandpiper Netwotks, division developed, deployed and operated thwdve first content delivery network.
has a globally distributed infrastructure in mdrart 20 countries.

Off-Balance Sheet Arrangements

Level 3 has not entered into off-balance sheehgaments that have had, or are likely to haverieentor future material effect to its
results of operations or its financial position.
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Contractual Obligations

The following tables summarize the contractualgdtions and commercial commitments of the Compameaember 31, 2006, as
further described in the notes to the financiatesteents.

Payments Due by Period

Less than 1-3 4-5 After
Total 1 Year Years Years 5 Years
Contractual Obligations
Long-Term Debt, including current portic $7,417 $ 5 $ 513 $4,47¢ $2,42C
Interest Expense Obligatio 3,30¢ 632 1,294 875 507
Asset Retirement Obligatior 202 4 9 18 171
Operating Lease 865 116 216 160 373
Purchase Obligatior 152 152 — — —
Other Commercial Commitments
Letters of Credi 45 14 2 1 28

The Company’s debt instruments contain certain gamts which, among other things, limit additiomaleébtedness, dividend payments,
certain investments and transactions with affisatethe Company should fail to comply with theswenants, amounts due under the
instruments may be accelerated at the note holdestsetion after the declaration of an event dadk.

Long-term debt obligations reflect only amountsoreled on the balance sheet as of December 31,&006xclude issue discounts and
fair value adjustments. As of December 31, 2006 atlitstanding obligation of $275 million of 9% Centible Senior Discount Notes due in
2013 had not accreted to its face value. Theseswatkaccrete to their full face value of $295 hwih in the fourth quarter of 2007.

Interest expense obligations assume interest oateariable rate debt do not change from Decembe?@06. In addition, interest is
calculated based on debt outstanding as of Dece®&Ih@006 and on existing maturity dates.

Purchase obligations represent all outstandinghase order amounts of the Company as of Decemh&0856.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Level 3 is subject to market risks arising frommges in interest rates and foreign exchange ratgeesf December 31, 2006, the
Company had borrowed a total of $880 million ur@&enior Secured Term Loan and Floating Rate Sélates due 2011. Amounts drawn
on these debt instruments bear interest at LIB&snplus an applicable margin. As the LIBOR ralastfiate, so too will the interest expense
on amounts borrowed under the debt instrumentswiighted average interest rate on the variabéeinstruments at December 31, 2006,
was approximately 8.95%. A hypothetical increasth@variable portion of the weighted average bgt&% (i.e. a weighted average rate of
9.95%) would increase annual interest expenseeo€timpany by approximately $9.0 million. At Decem®g, 2006, the Company had
$6.538 hillion (excluding discounts and premiumfsixed rate debt bearing a weighted average istenate of 8.87%. A decline in interest
rates in the future will not benefit the Companyhaiespect to the fixed rate debt due to the temubsconditions of the loan agreements that
require the Company to repurchase the debt atfsgmkpremiums.

The Company’s business plan includes operatingaetenunications network businesses in Europe. A3eaember 31, 2006, the
Company had invested significant amounts of capitéthe region for its communications businesdwla separate debt issuances, the
Company issued a total of € 800 million ( € 154lianl outstanding at December 31, 2006) in SeniaoBIbtes in February 2000 as an
economic
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hedge against its net investment in its Europednsidiaries at the time. As of December 31, 2006 Gbmpany held enough foreign-
denominated currency to fund its current workinpitzd obligations and remaining interest paymemtét® Euro denominated debt. The
Company has not made significant use of finanaistruments to minimize its exposure to foreign ency fluctuations.

The change in interest rates is based on hypo#h@tiovements and is not necessarily indicativdhefactual results that may occur.
Future earnings and losses will be affected byaddluctuations in interest rates and foreign cocserates.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Financial statements and supplementary financiatimation for Level 3 Communications, Inc. and Sdlagies begin on page F-1.

ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of DisclosarControls and Procedures

Under the supervision and with the participatiomof management, including our principal executffeer and principal financial
officer, we conducted an evaluation of our disctestontrols and procedures, as such term is definddr Rule 1345(e) promulgated und
the Securities Exchange Act of 1934, as amendé&dcffange Act”)Based on this evaluation, our principal executiffecer and our principe
financial officer concluded that our disclosure trols and procedures were effective as of the érldeoperiod covered by this annual report.

Management’s Report on Internal Control Over Finandal Reporting

Management of the Company is responsible for @stdabf and maintaining adequate internal contr@rdinancial reporting, as such
term is defined in Exchange Act Rules 13a-15(f) 4Bd-15(f) under the Securities Exchange Act of41%3 amended. Under the supervision
and with the participation of our management, idiig our principal executive officer and princigaancial officer, management assessed
the effectiveness of internal controls over finahcgporting as of December 31, 2006 based onultelines established internal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO). As permitted by
applicable rules and regulations, the Company kelsiged from its evaluation the internal controkofinancial reporting of ICG
Communications, Inc. acquired May 31, 2006, TelCdre., acquired July 24, 2006 and Looking Glassadeks Holding Co., Inc. acquired
August 2, 2006. Total revenues excluded for thegeised businesses from their acquisition datd3goember 31, 2006 represented
approximately 7.3% of the Company’s consolidatedltevenues for the year ended December 31, Z0fiél assets excluded for these
acquired businesses at December 31, 2006 reprdsappeoximately 12.8% of the Company’s consolidateal assets as of December 31,
2006.

Our internal control over financial reporting indks policies and procedures that provide reasoraisierance regarding the reliability
financial reporting and the preparation of finahstatements for external reporting purposes imatance with U.S. generally accepted
accounting principles.

Based on our assessment, management believesuthiatarnal control over financial reporting waseetive as of December 31, 2006.
The results of management’s assessment have baeweed with the Audit Committee of the Company’saBa of Directors.
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The Company’s independent registered public ac@ogifitm, KPMG LLP, has issued an audit report tsnaissessment of the
Company’s internal control over financial reportismigDecember 31, 2006. This report appears on p&je

Changes in Internal Control over Financial Reportirg.

As a result of the acquisitions of WilTel Commurticas Group, LLC on December 23, 2005; Progresecieh, LLC on March 20,
2006; ICG Communications, Inc. on May 31, 2006,Cieele, Inc. on July 24, 2006; and Looking Glass Neks Holding Co., Inc. on
August 2, 2006, the Company has expanded its iatteontrols over financial reporting to include solidation of the results of operations as
well as acquisition related accounting and disdlestior each acquisition. As a result of the irdéign activities associated with the
acquisitions, the Company has also expanded &snat controls over financial reporting to inclutkrtain processes and systems of the
acquired companies that were integrated during¢ae. There were no other changes in the Compamgmal control over financial
reporting identified in connection with the evaloatrequired by paragraph (d) of Exchange Act Ra&s-15 or 15d-15 that occurred during
the last fiscal quarter that have materially afféctor are reasonably likely to materially afféhe Company’s internal control over financial
reporting.

ITEM 9B. OTHER INFORMATION

None.

Part Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

The information required by this Item 10 is incar@ed by reference to our definitive proxy statetienthe 2007 Annual Meeting of
Stockholders to be filed with the Securities angl&ange Commission, however certain informatioméslided in ITEM 1. BUSINESS above
under the caption “Directors and Executive Officers
ITEM 11. EXECUTIVE COMPENSATION

The information required by this Iltem 11 is incorgted by reference to our definitive proxy statetenthe 2007 Annual Meeting of
Stockholders to be filed with the Securities anghl&nge Commission.

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

For information as of December 31, 2006, with resp@ compensation plans (including individual cangation arrangements) under
which our equity securities are authorized for ésse, please see “ltem 5. MARKET FOR REGISTRANTSMMON EQUITY,
RELATED STOCKHOLDER MATTERS AND ISSUER REPURCHASES- EQUITY SECURITIES” above.

The information required by this Item 12 is incargied by reference to our definitive proxy statetienthe 2007 Annual Meeting of
Stockholders to be filed with the Securities angh&nge Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this Item 13 is incarq@ed by reference to our definitive proxy statetienthe 2007 Annual Meeting of
Stockholders to be filed with the Securities anghl&nge Commission.
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ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
The information required by this Item 14 is incargied by reference to our definitive proxy statetienthe 2007 Annual Meeting of
Stockholders to be filed with the Securities anghl&nge Commission.
Part IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(&) Financial statements and financial statement sdasdeaquired to be filed for the registrant undemis 8 or 15 are set forth
following the index page at page F-I. Exhibitsdilas a part of this report are listed below. Exhilsicorporated by reference are
indicated in parentheses.

3.1 Certificate of Amendment to the Level 3 Communiaasi, Inc. Certificate of Incorporation and the
Level 3 Communications, Inc. Restated Certificdtthoorporation. (Exhibit 3 to the Registrant’s
Current Reports on Forn-K filed on May 27, 2005 and May 17, 200

3.2 Specimen Stock Certificate of Common Stock, pane&.01 per share (Exhibit 3 to the Registrant’s
Form ¢-A filed on March 31, 1998
3.3 Amended and Restated By-laws of Level 3 Commuraaatilnc. (Exhibit 3(ii) to the Registrant’s

Current Report on Formr-K dated May 17, 2006

41.1 Form of Senior Indenture (incorporated by refereindéxhibit 4.1 to Amendment 1 to the Registrant’
Registration Statement on Form S-3 (File No. 338839 filed with the Securities and Exchange
Commission on February 3, 199

41.2 First Supplemental Indenture, dated as of Septe2hd®99, between the Registrant and IBJ
Whitehall Bank & Trust Company as Trustee relatm¢he Registrant’s 6% Convertible Subordinated
Notes due 2009 (Exhibit 4.1 to the Regist’'s Current Report on Form 8-K dated September 20,
1999).

4.1.3 Second Supplemental Indenture, dated as of FebR@ar8000, between the Registrant and The Bank
of New York as Trustee relating to the Registraf® Convertible Subordinated Notes due 2010
(Exhibit 4.1 to the Registre’s Current Report on Forn-K dated February 29, 200(

4.2 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as
Trustee relating to the Registrant’s 11% SenioreNatue 2008 (Exhibit 4.1 to the Registrant’s
Registration Statement on Forr-4 File No. 33-37362).

4.3 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as
Trustee relating to the Registrant’'s%% Senior Notes due 2010 (Exhibit 4.2 to the Regigts
Registration Statement on Forr-4 File No. 33-37362).

4.4 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as
Trustee relating to the Registrant’'s %2 % Senior Discount Notes due 2010 (Exhibit 4.3 ® th
Registrar's Registration Statement on For-4 File No. 33-37362).

4.5 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as
Trustee relating to the Registrant's%Q% Senior Euro Notes due 2008 (Exhibit 4.1 to the
Registrar's Registration Statement on For-4 File No. 33-37364).

4.6 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as
Trustee relating to the Registrant's¥%% Senior Euro Notes due 2010 (Exhibit 4.2 to the
Registrar's Registration Statement on For-4 File No. 33-37364).
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4.7

4.8

4.9

4.10.1

4.10.2

411

412

4.13

4.14

4.15

4.16

Amended and Restated Indenture dated as of J@QCB, by and between the Company and The

of New York, as successor to IBJ Whitehall Bank &gt Company, as trustee (amends and restates
the Senior Debt Indenture, a Form of which wagifds an Exhibit to the Company’s Registration
Statement on Form S-3-File No. 333-68887) (ExHititto the Registrant’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
New York, as successor to IBJ Whitehall Bank & Ti@empany, as Trustee (Exhibit 4.2 to
Registrar’'s Current Report on Forn-K filed July 8, 2003)

Indenture, dated as of October 1, 2003, by anddmtviLevel 3 Communications, Inc., as Guarantor,
Level 3 Financing, Inc. as Issuer and The Bank@vYork as Trustee relating to the Level 3
Financing, Inc. 10.75% Senior Notes due 2011 (EkHKi 1 to the Registrant’'s Annual Report on
Form 1(-K for the year ending December 31, 20(

Indenture, dated as of October 24, 2003, by anddmt the Registrant and The Bank of New York as
Trustee relating to the Registrant’s 9% Convertidmior Discount Notes due 2013 (Exhibit 4.12 to
the Registrars Annual Report on Form -K for the year ending December 31, 20(

First Supplemental Indenture, dated as of Febrda®p05, by and between the Company and The
Bank of New York, as Trustee relating to the Regisfs 9% Convertible Senior Discount Notes due
2013. (Exhibit 4.12.2 to the Registrant’'s AnnuapBet on Form 10-K for the year ending

December 31, 2005

Supplemental Indenture, dated as of October 204,28@0ong Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated as
of October 1, 2003, among Level 3 Financing, lheyel 3 Communications, Inc. and The Bank of
New York as Trustee, relating to Level 3 Financimg,’s 10.75% Senior Notes due 2014.

(Exhibit 99.1 to the Registre’s Current Report on Forn-K filed October 22, 2004

Supplemental Indenture, dated as of October 204 2@fong Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated as
of October 1 2003, among Level 3 Financing, Indsaser, Level 3 Communications, Inc. as
Guarantor and The Bank of New York as Trusteefirgldo Level 3 Financing, Inc.’s 10.75% Senior
Notes due 2011. (Exhibit 99.1 to the Regisl's Current Report on Form 8-K/A-1 filed October 22,
2004).

Indenture, dated December 2, 2004, among LevelBmmications, Inc. and The Bank of New Yc
(Exhibit 4.1 to the Registre’s Current Report on Forn-K filed December 7, 2004

Supplemental Indenture, dated December 1, 2004n@revel 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LU & he Bank of New York, as Trustee, rela
to the Level 3 Financing 10.75% Senior Notes duEl2(Exhibit 4.2 to the Registrant’s Current
Report on Form -K filed December 7, 2004

Second Supplemental Indenture dated as of Ap#iD85, by and between Level 3
Communications, Inc. and the Bank of New York,rastee (Exhibit 4.1 to the Registrant’s Current
Report on Form-K filed April 8, 2005).

Indenture, dated as of January 13, 2006, amongl Be€emmunications, Inc. as Issuer and The Bank
of New York, as Trustee relating to the 11.50% 8eNiotes Due 2010 (Exhibit 4.1 to the Registrant’s
Current Report on Formr-K dated January 17, 200t
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4.17

4.18

4.19

4.20

4.21

4.22

4.23

4.24

4.25

Indenture, dated as of March 14, 2006, among L&w@mmunications, Inc., as Guarantor, Level 3
Financing, Inc., as Issuer and The Bank of New YagkTrustee, relating to the Floating Rate Senior
Notes due 2011 of Level 3 Financing, Inc. (Exhibit to the Registra’s Current Report on Form I8-
dated March 16, 2006

Indenture, dated as of March 14, 2006, among L@w@mmunications, Inc., as Guarantor, Level 3
Financing, Inc., as Issuer and The Bank of New YaskTrustee, relating to the 12.25% Senior Notes
due 2013 of Level 3 Financing, Inc. (Exhibit 4.2he Registrant’s Current Report on Form 8-K dated
March 16, 2006)

Third Supplemental Indenture between Level 3 Cominations, Inc. and The Bank of New York, as
Trustee, relating to up to $345,000,000 aggregateipal amount of 3.5% Convertible Senior Notes
due 2012, dated as of June 13, 2006 supplemem¢ tArhended and Restated Indenture dated as of
July 8, 2003 (Senior Debt Securities) (Exhibit 1t the Registrant’s Current Report on Form 8-K
dated June 13, 200¢

Supplemental Indenture, dated as of October 126,28@0ng Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated as
of March 14, 2006, among Level 3 Financing, Ineyél 3 Communications, Inc. and The Bank of
New York as Trustee, relating to Level 3 Financimg,’s Floating Rate Senior Notes due 2011
(Exhibit 4.1 to the Registre’s Current Report on Forn-K dated October 17, 200¢

Supplemental Indenture, dated as of October 12,28@ong Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LLi@ & he Bank of New York as Trustee,
Supplementing the Indenture dated as of March @d62among Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York assiee, relating to Level 3 Financing, Inc.’s
Floating Rate Senior Notes due 2011 (Exhibit 4.theoRegistrant’s Current Report on Form 8-K
dated October 17, 200¢

Supplemental Indenture, dated as of October 126,28@0ong Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated as
of March 14, 2006, among Level 3 Financing, Ineyél 3 Communications, Inc. and The Bank of
New York as Trustee, relating to Level 3 Financiimg,'s 12.25% Senior Notes due 2013 (Exhibit 4.3
to the Registra’'s Current Report on Forn-K dated October 17, 200¢

Supplemental Indenture, dated as of October 126,28@0ong Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LLi@ & he Bank of New York as Trustee,
supplementing the Indenture dated as of March @d62among Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York assiee, relating to Level 3 Financing, Inc.’s
12.25% Senior Notes due 2013 (Exhibit 4.4 to thgi®eant’'s Current Report on Form 8-K dated
October 17, 2006

Indenture, dated as of October 30, 2006, amongll3@®mmunications, Inc., as Guarantor, Level 3
Financing, Inc., as Issuer, and The Bank of NewkYas Trustee, relating to the 9.25% Senior Notes
due 2014 of Level 3 Financing, Inc. (Exhibit 4.1the Registrant’s Current Report on Form 8-K dated
October 30, 2006

Supplemental Indenture, dated as of December 2B, 20mong Level 3 Communications, Inc., Level
3 Financing, Inc., Level 3 Communications, LLC arte Bank of New York as Trustee,
supplementing the Indenture dated as of Octob20Q3, among Level 3 Financing, Inc., as Issuer,
Level 3 Communications, Inc., as Guarantor, and Béwek of New York as Trustee, relating to Level
3 Financing, Inc.’s 10.75% Senior Notes due 201142E&xhibit 4.2 to the RegistrastCurrent Repo
on Form K dated December 28, 200!
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4.26

4.27

4.28

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

Indenture, dated as of February 14, 2007, amongll2Communications, Inc., as Guarantor, Level 3
Financing, Inc., as Issuer and The Bank of New YaskTrustee, relating to the Floating Rate Senior
Notes due 2015 of Level 3 Financing, Inc. (Exhibit to the Registra’s Current Report on Form 18-
dated February 20, 200°

Indenture, dated as of February 14, 2007, amongll2Communications, Inc., as Guarantor, Level 3
Financing, Inc., as Issuer and The Bank of New YaskTrustee, relating to the 8.75% Senior Notes
due 2017 of Level 3 Financing, Inc. (Exhibit 4.2he Registrant’s Current Report on Form 8-K dated
February 20, 2007

Supplemental Indenture, dated as of February 237,28mong Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LIBEpadwing Financial Services, Inc. and The
Bank of New York, as Trustee, supplementing thehtdre dated as of March 14, 2006, among Level
3 Financing, Inc., as Issuer, Level 3 Communicaidnc., as Guarantor, and The Bank of New York
as Trustee, relating to Level 3 Financing, Inc2s26% Senior Notes due 2013 (Exhibit 4.1 to the
Registrar’'s Current Report on Forn-K filed February 26, 2007

Separation Agreement, dated December 8, 1997, thamuong Peter Kiewit Sons’, Inc., Kiewit
Diversified Group Inc., PKS Holdings, Inc. and Kie@onstruction Group Inc. (Exhibit 10.1 to the
Registrar’'s Form 1-K for 1997).

Amendment No. 1 to Separation Agreement, dated Ma8; 1997, by and among Peter Kiewit
Sons’, Inc., Kiewit Diversified Group Inc., PKS Hiahgs, Inc. and Kiewit Construction Group Inc.
(Exhibit 10.1 to the Registre’s Form 1-K for 1997).

Form of Aircraft Time-Share Agreement (Exhibit 1@othe Registrant’s Annual Report on Form 10-
K for the year ended December 31, 20!

Warrant Agreement, dated as of April 15, 2002, leetwthe Registrant and Walter Scott, Jr.
(Exhibit 10.9 to the Registre’s Annual Report on Form -K for 2002).

Assignment and Amendment Agreement, dated as @& ddn2006, by and among Level 3 Financing,
Inc, Level 3 Communications, Inc., Merrill Lynch fital Corporation and the lenders named therein
(Exhibit 10.1 to the Registrée’s Current Report on Forn-K dated June 30, 200¢

Guarantee Agreement, dated December 1, 2004, abeed 3 Communications, Inc., the
Subsidiaries party thereto and Merrill Lynch Calp@arporation. (Exhibit 10.2 to the Registrant’s
Current Report on Formr-K filed December 7, 2004

Collateral Agreement, dated December 1, 2004, arhengl 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, L@ &Merrill Lynch Capital Corporation.
(Exhibit 10.3 to the Registrée’s Current Report on Forn-K filed December 7, 2004

Indemnity, Subrogation and Contribution Agreemeated December 1, 2004, among Level 3
Communications, Inc., Level 3 Financing, Inc., $wébsidiaries party thereto and Merrill Lynch
Capital Corporation. (Exhibit 10.4 to the Registigi€Current Report on Form 8-K filed December 7,
2004).

Offering Proceeds Note Subordination Agreemenedi&tecember 1, 2004, among Level 3
Communications, Inc., Level 3 Communications, L@ & evel 3 Financing, Inc. (Exhibit 10.5 to the
Registrar’'s Current Report on Forn-K filed December 7, 2004

Loan Proceeds Note, dated December 1, 2004, idgukdvel 3 Communications, LLC to Level 3
Financing. (Exhibit 10.6 to the Registr's Current Report on Forn-K filed December 7, 2004
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10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

Loan Proceeds Note Collateral Agreement, dated idbee 1, 2004, among Level 3 Financing, Inc.,
Level 3 Communications, Inc. and Merrill Lynch CapiCorporation. (Exhibit 10.7 to the Registrant’
Current Report on Formr-K filed December 7, 2004

Confirmation of OTC Convertible Note Hedge, datestBmber 2, 2004, from Merrill Lynch
International to Level 3 Communications, Inc. (EbihL0.8 to the Registrant’s Current Report on
Form &K filed December 7, 2004

Confirmation of OTC Warrant, dated December 2, 20&m Merrill Lynch International to Level 3
Communications, Inc. (Exhibit 10.9 to the Registi@Qurrent Report on Form 8-K filed December 7,
2004).

Special Retention Bonus Agreement, dated Febru&rg@6, by and between Software
Spectrum, Inc. and Keith R. Coogan (filed as ExHibi14 to the Registrant’s Annual Report on
Form 1(-K for the year ended December 31, 20t

Securities Purchase Agreement, dated as of Febt8a?005, among Level 3 Communications, Inc.
and the Investors named therein (Exhibit 10.1 ¢oRlegistrant’s Current Report on Form 8-K filed
February 22, 2005

The 1995 Stock Plan (Amended and Restated Aptif28) as amended as of May 15, 2006
(Exhibit 10.1 to the Registre’s Current Report on Forn-K dated May 17, 2006

Form of Master Deferred Issuance Stock Agreemehewél 3 Communications, Inc. (Exhibit 10.1 to
the Registrar's Current Report on Forn-K filed May 27, 2005)

Form of Level 3 Communications, Inc. Outperformckt@ption Master Award Agreement
(Exhibit 10.1 to the Registré’s Current Report on Forn-K filed June 30, 2005

Purchase Agreement by and among Level 3 CommuoreatLLC, PT Holding Company LLC,
Progress Telecommunications Corporation, EPIK Comiaations Incorporated, Florida Progress
Corporation, Odyssey Telecorp, Inc. and Level 3 @amications, Inc. dated as of January 25, 2006
(Exhibit 10.1 to the Registré’s Current Report on Forn-K dated January 30, 200t

Form of Registration Rights and Transfer Restrichgreement by and among Level 3
Communications, Inc., PT Holding Company LLC, Pesg Telecommunications Corporation,
Caronet, Inc., and EPIK Communications Incorporatelle entered into on the closing of the
transaction contemplated by the Purchase Agreegt)& (Exhibit 10.2 to the Registrant’s Current
Report on Form-K dated January 30, 200t

Agreement and Plan of Merger by and among Leveb@@unications, Inc., Eldorado Acquisition
Three, LLC and TelCove, Inc. dated as of April 3006. (Exhibit 10.1 to the Registrant’s Current
Report on Form-K dated April 19, 2006)

Registration Rights and Transfer Restriction Agreetndated May 31, 2006, by and among Level 3
Communications, Inc., MCCC ICG Holdings LLC, ColuialCapital Equity Partners IlI(QP), L.P.,
Columbia Capital Partners Ill (Cayman), L.P., CobianCapital Equity Partners IIl (Al), L.P.,
Columbia Capital Investors Ill, L.L.C., Columbia @&l Employees Investors lll, L.L.C., M/C
Venture Partners V, L.P., M/C Venture Investor4,.C., Chestnut Venture Partners, L.P., and Bear
Investments, LLLP. (Exhibit 10.1 to the Regist’s Current Report on Forn-K dated June 1, 200¢€

Stock Purchase Agreement, dated July 20, 2006, g@mevel 3 Communications, Inc., Technology
Spectrum, Inc. and Insight Enterprises, Inc. (EitHib.1 to the Registrant’s Current Report on
Form ¢-K dated July 26, 2006
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10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

10.32

12
21

Registration Rights Agreement, dated as of Augu20R6, between Level 3 Communications, Inc.
and Cheshire Holding Corp., as agent for the schialders of Looking Glass Networks Holding
Co., Inc. (Exhibit 10.1 to the Registr’s Current Report on Forn-K dated August 3, 2006

Consent, dated as of August 7, 2006, by Level 3 @omcations, Inc. relating to that certain
Securities Purchase Agreement, dated as of Febti8a3005, by and among Level 3
Communications, Inc. and the Investors named ornitiitxh Thereto (Exhibit 10.1 to the Registrant’s
Current Report on Formr-K dated August 7, 2006

Agreement and Plan of Merger among Level 3 Comnatiuins, Inc., Level 3 Services, LLC, Level 3
Colorado, Inc. and Broadwing Corporation, datedfaSctober 16, 2006 (Exhibit 10.1 to the
Registrar’'s Current Report on Forn-K dated October 17, 200¢€

Registration Agreement, dated October 30, 2006 hgnh@vel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneB&ith Incorporated, Morgan Stanley & Co.
Incorporated, Credit Suisse Securities (USA) LL®, Morgan Securities Inc. and Wachovia Capital
Markets, LLC relating to Level 3 Financing, Inc9225% Senior Notes due 2014 (Exhibit 4.2 to the
Registrar’'s Current Report on Forn-K dated October 30, 200¢

Agreement and Plan of Merger, dated as of Octobe2006, as Amended by the First Amendment to
Agreement and Plan of Merger Dated as of Novembe@06, among Level 3 Communications, |
Level 3 Services, LLC, Level 3 Colorado, LLC (n/kfavel 3 Colorado, Inc.) and Broadwing
Corporation (attached as Annex A to the proxy stat/prospectus included in the registrant’s
Registration Statement on Form S-4 (333-138462pfimorated by reference to Exhibit 2.1 to the
Registrant’s Registration Statement on Form S-8{B33462)). (Exhibit 10.1 to the Registrant’s
Current Report on Formr-K/A dated November 27, 200¢

Registration Agreement, dated December 28, 2006ngrhevel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneB&ith Incorporated, Morgan Stanley & Co.
Incorporated, Credit Suisse Securities (USA) LL@igBoup Global Markets Inc. and Wachovia
Capital Markets, LLC relating to Level 3 Financirigg.’s 9.25% Senior Notes due 2014 (Exhibit 4.1
to the Registra’s Current Report on Forn-K dated December 28, 200!

Exchange Agreement, dated as of January 11, 2@8@dh@Level 3 Communications, Inc.,
Southeastern Asset Management, Inc., on behat$ afvestment advisory clients, and Legg Mason
Opportunity Trust, a series of Legg Mason Investinienst, Inc. (Exhibit 10.1 to the Registrant’s
Current Report on Formr-K dated January 17, 200°

Registration Agreement, dated February 14, 2000ngnb.evel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneBénith Incorporated, Credit Suisse Securities
(USA) LLC, Citigroup Global Markets Inc., Morgana®ley & Co. Incorporated and Wachovia
Capital Markets, LLC relating to Level 3 Financitig¢.’s Floating Rate Senior Notes due 2015
(Exhibit 4.3 to the Registre’s Current Report on Forn-K dated February 20, 2007

Registration Agreement, dated February 14, 2000ngnbevel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneB#&ith Incorporated, Credit Suisse Securities
(USA) LLC, Citigroup Global Markets Inc., Morgana®ley & Co. Incorporated and Wachovia
Capital Markets, LLC relating to Level 3 Financirige.’s 8.75% Senior Notes due 2017 (Exhibit 4.4
to the Registra’s Current Report on Forn-K dated February 20, 2007

Statements re computation of rati
List of subsidiaries of the Compar
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23

311
31.2
32.1

32.2

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 pursuant to
Section 906 of the Sarbar- Oxley Act of 2002

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbar- Oxley Act of 2002
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SIGNATURES
Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report tc
signed on its behalf by the undersigned, theredatp authorized, this ¥ day of March, 2007.

LEVEL 3 COMMUNICATIONS, INC.

By: /s/ JAMES Q. CROWI
Name: James Q. Crov
Title: Chief Executive Office

Pursuant to the requirements of the Securities &xgl Act of 1934, this report has been signed bélpthe following persons on beh
of the registrant and in the capacities and ord#tes indicated.

/sl WALTER SCOTT, JR Chairman of the Board March 1, 2007
Walter Scott. Jr
/s/ JAMES Q. CROWI Chief Executive Officer and Director March 1, 2007
James Q. Crow
/s/ SUNIT S. PATEL Group Vice President and Chief Financial Officer March 1, 2007
Sunit S. Pate (Principal Financial Officer)
/s/ ERIC J. MORTENSE! Senior Vice President and Controller (Principal March 1, 2007
Eric J. Mortensel Accounting Officer)
/s JAMES O. ELLIS, JR Director March 1, 2007
James O. Ellis, J
/s RICHARD R. JARO¢ Director March 1, 2007
Richard R. Jaro
/s ROBERT E. JULIAN Director March 1, 2007
Robert E. Julial
/sl ARUN NETRAVALI Director March 1, 2007
Arun Netravali
/s/ JOHN T. REEL Director March 1, 2007
John T. Ree!
/sl MICHAEL B. YANNEY Director March 1, 2007

Michael B. Yanne)

/s/ ALBERT C. YATES Director March 1, 2007
Albert C. Yates
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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 consolidated balsineets of Level 3 Communications, Inc. and slidrsés as of December 31,
2006 and 2005, and the related consolidated statsmé&operations, cash flows, changes in stockdrsldquity (deficit), and comprehensive
loss for each of the years in the three-year perimted December 31, 2006. These consolidated fadastatements are the responsibility of
the Company’s management. Our responsibility exjoress an opinion on these consolidated finasta¢ments based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marnagfeas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenéspects, the financial position of
Level 3 Communications, Inc. and subsidiaries aBexfember 31, 2006 and 2005, and the results ofdperations and their cash flows for
each of the years in the three-year period endegmber 31, 2006, in conformity with U.S. generalégepted accounting principles.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the
effectiveness of Level 3 Communications, Iagriternal control over financial reporting as afd@mber 31, 2006, based on criteria establ
in Internal Control—Integrated Frameworgsued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO), and
our report dated March 1, 2007 expressed an urfggatipinion on management’'s assessment of, andfteetive operation of, internal
control over financial reporting.

/s/KPMG LLP

Denver, Colorado
March 1, 2007




Report of Independent Registered Public Accountindrirm

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

We have audited management’'s assessment, inclodbd accompanying Management’'s Report on InteZoakrol Over Financial
Reporting, that Level 3 Communications, Inc. mairgd effective internal control over financial refiog as of December 31, 2006, based on
criteria established imternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatidrise Treadway
Commission (COSO). Level 3 Communications, Inc.anagement is responsible for maintaining effedtiternal control over financial
reporting and for its assessment of the effectigerd internal control over financial reporting.r@esponsibility is to express an opinion on
management’s assessment and an opinion on théiedfeess of the Company’s internal control oveaficial reporting based on our audit.

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversighti8dénited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethatigianternal control over financial
reporting was maintained in all material respe®is: audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahgaéiag the design and operating effectivenessateirnal control, and performing such
other procedures as we considered necessary airthenstances. We believe that our audit providesagonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablesasuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company'’s internal control over fircgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdegtessary to permit preparation of financakestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jge reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygsats that could have a material effect on thenfiizd statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @g¢taisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

In our opinion, managemestassessment that Level 3 Communications, Inc.taiaad effective internal control over financiapogting
as of December 31, 2006, is fairly stated, in a@tenal respects, based on criteria establishéaténnal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidrike Treadway Commission (COSO). Also, in ounam, Level 3
Communications, Inc. maintained, in all materiapects, effective internal control over financieporting as of December 31, 2006, base
criteria established imternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatidriie Treadway
Commission (COSO).

Level 3 Communications, Inc. acquired ICG Commuitiices, Inc. on May 31, 2006; Telcove, Inc. on J2dy 2006; and Looking Glass
Networks Holding Co., Inc. on August 2, 2006. Magimgnt excluded from its assessment of Level 3 Camwations, Inc's internal control
over financial reporting as of December 31, 20B6sé acquired businesses’ internal control ovanfifal reporting associated with total
assets of $1.3 billion and total revenues of $24Bam included in the consolidated financial staents of Level 3 Communications, Inc. and
subsidiaries as of and for the year ended DeceBier




2006. Our audit of internal control over finandi@porting of Level 3 Communications, Inc. also exigld an evaluation of the internal control
over financial reporting of ICG Communications, .InEelcove, Inc., and Looking Glass Networks Hotd@o., Inc.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the
consolidated balance sheets of Level 3 Communitgtimc. as of December 31, 2006 and 2005, antethged consolidated statements of
operations, cash flows, changes in stockholdensitggdeficit), and comprehensive loss for eaclthefyears in the three-year period ended
December 31, 2006, and our report dated March@7 28pressed an unqualified opinion on those cadeteld financial statements.

/s/KPMG LLP

Denver, Colorado
March 1, 2007
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
For each of the three years ended December 31, 2006

Revenue
Communication:
Coal mining
Total revenue
Costs and Expenses (exclusive of depreciation arattezation shown separate
below):
Cost of revenue
Communication:
Coal mining
Total cost of revenue
Depreciation and amortizatic
Selling, general and administrati
Restructuring and impairment charges
Total costs and expenses
Operating Loss
Other Income (Expense
Interest incom:
Interest expens
Gain (loss) on early extinguishment of debt,
Other, net
Total other income (expense)
Loss from Continuing Operations Before Income Taxes
Income Tax Expense
Loss from Continuing Operations

Discontinued Operation
Income from discontinued operatic
Gain on sale of discontinued operations

Income from Discontinued Operations

Net Loss

Earnings (Loss) Per Share of Common Stock (Basidluted):
Loss from Continuing Operatiol
Income from Discontinued Operations
Net Loss

2006 2005 2004
(dollars in millions, except per
share data)

$3,311 $1,645 $1,68¢
67 74 91
3,37€  1,71¢  1,77¢
1,46C 463 436
57 53 67
1,517 516 503
730 647 671
1,25¢ 769 822
13 23 14
3516 1058 2,01C
(140) ~ (236)  (234)
64 35 13
(648)  (530)  (485)
(83) — 197
19 29 32
(648) _ (466) _ (243)
(788) ~ (702) ~ (477)
2) (5) (1)
(790) ~ (707) (479
13 20 20
33 49 —
46 69 20

$ (744) $ (638) $ (4598

$(0.79 $(1.01) $(0.70)
05 010 _ 0.03
$(0.74 $(0.91) $(0.67)

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31, 2006 and 2005

Assets
Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Receivables, less allowances for doubtful accooh#i7 and $17, respective
Current assets of discontinued operati
Other
Total Current Assets
Property, Plant and Equipment, |
Marketable Securitie
Restricted Cash and Securit
Goodwill and Other Intangibles, n
Noncurrent Assets of Discontinued Operati
Other Assets, net
Total Assets

Liabilities and Stockholde’ Equity (Deficit)
Current Liabilities:
Accounts payabl
Current portion of lon-term debt
Accrued payroll and employee bene
Accrued interes
Deferred revenu
Current liabilities of discontinued operatic
Other
Total Current Liabilities

Long-Term Debt, less current portic
Deferred Revenu
Other Liabilities

Commitments and Contingenci
Stockholder’ Equity (Deficit):

Preferred stock, $.01 par value, authorized 100@@shares: no shares outstanc
Common stock, $.01 par value, authorized 2,2500@@shares: 1,178,423,105 outstanding

in 2006 and 817,767,818 outstanding in 2
Additional paic-in capital
Accumulated other comprehensive income (I
Accumulated deficit
Total Stockholders’ Equity (Deficit)
Total Liabilities and Stockholders’ Equity (Defigit

See accompanying notes to consolidated finanassients.
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2006

2005

(dollars in millions,
except per share

data)
$1681 $ 379
235 176
46 34
326 392
— 597
101 92
2,38¢ 1,67C
6,46¢ 5,632
— 234
90 75
919 291
— 264
128 111
$ 9,994 § 8,277
$ 391 $ 367
5 —
92 79
143 102
142 199
— 539
156 137
929 1,42¢:
7,357 6,023
753 737
581 570
12 8
9,30t 7,75¢
4) (51)
(8,93¢9) (8,192)
374 (476)
$ 9,994 $ 8,277




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

For each of the three years ended December 31, 2006

Cash Flows from Operating Activitie
Net Loss
Income from discontinued operations
Loss from continuing operations
Adjustments to reconcile loss from continuing opiers to net cash

provided by (used in) operating activities of canthg operations

Depreciation and amortizatic

(Gain) loss on debt extinguishments,

Loss on impairment

Gain on sale of property, plant and equipment, Comaealth Telephon
shares and other ass

Non-cash compensation expense attributable to stockda

Deferred revenu

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 &equ
Receivable!
Other current asse
Payables
Other current liabilitie:

Other

Net Cash Provided by (Used in) Operating Activitié€ontinuing
Operations

Cash Flows from Investing Activitie
Proceeds from sales and maturities of marketaloigrities
Purchases of marketable securi
Decrease (increase) in restricted cash and sex3jnite:
Capital expenditure
Advances (to) from discontinued operations,
Acquisitions, net of cash acquired, and investm
Proceeds from sale of discontinued operationsphetsh solc
Proceeds from sale of Commonwealth sh
Proceeds from sale of property, plant and equippzerd other

investment:
Net Cash Used in Investing Activitii

(continued)

2006 2005 2004
(dollars in millions)
$(744) $(638) $(458)
(46) (69) (20)
(790) (707) (478)
730 647 671
83 — 197
8 9 —
(7) (9  (30)
84 51 43
(53) (121)  (66)
19 16 16
38 33 75
32 30 (27)
131 3 (6)
8 (15) 13
(23) (12) (16)
(32) 26) (117
) 17) 3)
221 (118) (122
280 584 70
(98) (648  (410)
(21) @4 22
(392) (300) (272
18 13 7
(7490 (379  (69)
307 82 —
— — 41
7 11 19
$(648) $(641) $(593)

See accompanying notes to consolidated finanassients.
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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, 2006

Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance c

Payments on and repurchases of lterga debt, including current portion a

refinancing cost
Equity offering
Net Cash Provided by (Used in) Financing Activil

Discontinued Operations (Revi—See Note 1)

Net cash provided by (used in) discontinued opegadictivities

Net cash used in investing activit|

Net cash used in financing activiti

Effect of exchange rates on cash and cash equigalen
Net Cash Provided by (Used in) Discontinued Opens

Effect of Exchange Rates on Cash and Cash Equigalen
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 opesation

Cash and Cash Equivalents at End of Y
Cash and cash equivalents of continuing operations
Cash and cash equivalents of discontinued opesgation

Supplemental Disclosure of Cash Flow Informati
Cash interest pai
Income taxes pai

Noncash Investing and Financing Activiti
Common stock issued for acquisitic

Amendment and restatement of $730 million credieamen

Long-term debt issued in exchange transac
Long-term debt retired in exchange transac

Settlement of debt obligation and current liakaktiwith restricted securitit

Decrease in deferred revenue related to acquisi

2006 2005 2004
(dollars in millions)
$ 2256 $943 $ 985

1,110 (1300  (1,027)
543 _ _

1,68 ~ 813 @2)
(20) (5) 58
(23) (22) (4)
R ) B Y
— (4) 3
@3) ~ (32 56
10  (13) 15

1,22¢ 9 (686)
379 338  1,08C
73 105 49

$1681 $379 $ 338
$ — $ 73 $ 105
$ 559 $451 $ 421
— — 11
$ 904 $313 $ —
730 — —
619 — —
692 — —
10 2 —

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)
For each of the three years ended December 31, 2006

Accumulated

Additional Other
Common Comprehensive  Accumulated
Paid-in
Stock Capital Income (Loss) Deficit Total
(dollars in millions)
Balances at December 31, 2( $7 $7,36C $ (90) $(7,09¢) $ 181
Common Stock
Stock plan grant — 22 — — 22
Shareworks pla — 34 — — 34
401(k) plan — 17 — — 17
Convertible Note Hedge and Warrant (See
Note 15) — (62) — — (62)
Net Loss — — — (458) (458)
Other Comprehensive Income = — 109 — 109
Balances at December 31, 2004 7 7,371 19 (7,559 (157)
Common Stock
WilTel acquisition 1 312 — — 313
Stock plan grant — 37 — — 37
Shareworks pla — 24 — — 24
401(k) plan — 15 — — 15
Net Loss — — — (638) (638)
Other Comprehensive Loss = — (70) — (70)
Balances at December 31, 2005 8 7, EE (51) (8,192 (476)
Adjustment for EITF No. 04-6 = — — (3) (3)
Adjusted balances at December 31, 2005 8 7, EE (51) (8,19%) (479
Common Stock
Acquisitions 2 902 — — 904
Equity offering, net of offering cos 2 541 — — 543
Stock plan grant — 60 — — 60
Shareworks pla — 25 — — 25
401(k) plan — 18 — — 18
Net Loss — — — (744) (744)
Other Comprehensive Income = — 47 — 47
Balances at December 31, 2006 $12 $9,30¢ $ 4) $(8,939) $ 374

See accompanying notes to consolidated financgdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
For each of the three years ended December 31, 2006

2006 2005 2004
(dollars in millions)
Net Loss $(744) $(638) $(458)
Other Comprehensive Income (Loss) Before Incomees:
Foreign currency translation income (loss 45 (72) 29
Unrealized holding gains (losses) on marketablétyggecurities and other
arising during periot (1) (1) (2)
Reclassification adjustment for losses includedehloss 3 3 82
Other Comprehensive Income (Loss), Before Income3a 47 (70) 109
Income Tax Benefit Related to Items of Other Corhpresive Income (Loss) — — —
Other Comprehensive Income (Loss), Net of Income3a 47 (70 109
Comprehensive Loss $(697) $(708) $(349
SUPPLEMENTARY STOCKHOLDERS' EQUITY (DEFICIT) INFORM ATION
Net Foreign
Currency
Translation
Adjustment Other Total
(dollars in millions)
Accumulated other comprehensive income (Ic
Balance at December 31, 2C $ (84) $ (6) $ (90)
Change 134 (25) 109
Balance at December 31, 2004 50 (31) 19
Change (69) (€Y) (70)
Balance at December 31, 2005 (19) (32) (51
Change 48 @) _ 47
Balance at December 31, 2006 $ 29 $(33) $ (4

See accompanying notes to consolidated financgdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include tumants of Level 3 Communications, Inc. and subsiés (the “Company” or “Level
3") in which it has control, which are enterpriggsnarily engaged in communications and coal minkFifty-percent-owned mining joint
ventures are consolidated on a pro rata basisidiificant intercompany accounts and transactiene been eliminated.

On December 23, 2005, Level 3 acquired WilTel Comitations Group, LLC and its operating subsidia(i&gilTel”). In addition the
Company acquired Progress Telecom, LLC (“Progredscbm”) on March 20, 2006, ICG Communications, (fCG Communications”pn
May 31, 2006, TelCove, Inc. (“TelCove”) on July 2906 and Looking Glass Networks Holding Co., [fitooking Glass”) on August 2,
2006. The WilTel, Progress Telecom, ICG Communicetj TelCove and Looking Glass results of operatioash flows and financial
position are included in the consolidated finanstaktements from the respective dates of theiriaitiqun (See Note 2).

On September 7, 2006, Level 3 sold Software Spethoc. (“Software Spectrum”), the Company’s softeveeseller business, to Insight
Enterprises, Inc. (“Insight Enterprises”). On Noy®#n 30, 2005, Level 3 sold {Structure, LLC (“(i) Structure”), Level 3's wholly owned IT
infrastructure management outsourcing subsidiatgfticrossing, Inc. (“Infocrossing”). The two bussses comprised Level 3’s information
services segment. The results of operations, fiahoondition and cash flows for the Software Spgotand (i )Structure businesses have
been classified as discontinued operations in timsalidated financial statements and related fdemfor all periods presented in this report
(See Note 3).

Communications

The Company’s communications business providesaddirange of integrated communications servicesarily in the United States
and Europe as a facilities-based provider (that jmovider that owns or leases a substantialgrodf the property, plant and equipment
necessary to provide its services). The Companyiesded, through a combination of constructiom¢cpase and leasing of facilities and o
assets, an advanced international, end-to-enditifzssbased communications network. The Compargythalt, and continues to upgrade, the
network based on optical and Internet Protocolrietisgies in order to leverage the efficiencieshafse technologies to provide lower cost
communications services.

Revenue for communications services, includinggiavine, wavelengths, colocation, Internet acaess)aged modem, voice, video and
dark fiber, is recognized monthly as the servigespaovided based on contractual amounts expectbd tollected. Management establishes
appropriate revenue reserves to address, wheréchgm, circumstances that at the time servicesrandered, collection is not reasonably
assured either due to credit risk, the potentiabfing disputes or other reasons. Reciprocal pensation revenue is recognized only when
an interconnection agreement is in place with agrothrrier.

Certain sale and long-term indefeasible right & asIRU agreements of dark fiber and capacityregeired to be accounted for in the
same manner as sales of real estate with propepsovements or integral equipment. This accourtiiegtment results in the deferral of the
cash that has been received and the recognitioevefiue ratably over the term of the agreementdntly up to 20 years).
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Termination revenue is recognized when a custolisepdtinues service prior to the end of the contpaciod, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination revésag¢so recognized when customers
required to make termination penalty payments teel 8 to settle contractually committed purchaseamts that the customer no longer
expects to meet or when a customer and Level 3jmia¢e a contract under which Level 3 is no longaligated to provide services for
consideration previously received and for whicheraye recognition has been deferred. Terminatioema® is reported in the same manner as
the original service provided, and amounted to iillion, $133 million and $113 million and in 2008005 and 2004, respectively (See
Note 4).

The Company is obligated under dark fiber IRUs athetr capacity agreements to maintain its networdficient working order and in
accordance with industry standards. Customerstaigabed for the term of the agreement to pay fieirtallocable share of the costs for
operating and maintaining the network. The Compaepgnizes this revenue monthly as services aneduo.

Level 3's customer contracts require the Companyéet certain service level commitments. If
Level 3 does not meet the required service levtaisay be obligated to provide credits, usuallyhia form of free service, for a short perio«
time. The original services that resulted in thedds are not included in revenue and, to datee Imat been material.

Cost of revenue for the communications businedsdies leased capacity, right-of-way costs, acckasges and other third party costs
directly attributable to the network, but excludiepreciation and amortization and related impaitregpenses. The Company also includes
in communications cost of revenue the satellitegp@mnder lease costs, the package delivery codttharblank tape media costs attributable
to its video distribution business.

The Company recognizes the cost of network senasdbey are incurred in accordance with contracagairements. The Company
disputes incorrect billings from its suppliers etwork services. The most prevalent types of desputclude disputes for circuits that are not
disconnected by its supplier on a timely basisasaie bills with incorrect or inadequate informatiDepending on the type and complexity
of the issues involved, it may and often does takeeral quarters to resolve the disputes.

In determining the amount of the cost of netwonki®e expenses and related accrued liabilitiegtiect in its financial statements, the
Company considers the adequacy of documentatidisobnnect notices, compliance with prevailing caciual requirements for submitting
these disconnect notices and disputes to the prowitthe network services, and compliance witlintsrconnection agreements with these
carriers. Significant judgment is required in estiing the ultimate outcome of the dispute resotupoocess, as well as any other amounts
may be incurred to conclude the negotiations dtesany litigation. Actual results could vary fraime estimated amounts accrued for disp!

Although it has not done so recently, the Companay periodically enter into agreements to acquitevagk assets from other
telecommunications service carriers. These camieng in turn acquire network assets from Levelr@nBactions in which Level 3 transfers
network assets to and acquires network assetstfrersame third party at or about the same timeedieered to as “contemporaneous
transactions.” These transactions would genera&lyeloorded as non-monetary exchanges of similatsaasbook value, as these transactions
do not represent the culmination of an earningsgss. Contemporaneous transactions do not reghk irecognition of revenue. Net cash or
other monetary assets paid or received in conteamgaus transactions are recorded as an adjustongéra book value of the transferred
property. The adjusted book value becomes theiogrialue of the transferred property, plant andigapent. The Company did not enter
into these types of agreements during the thressy@aled December 31, 2006. Beginning JanuaryQg,26e Company measures non-
monetary assets exchanges at fair value in accoedaith SFAS No. 153, “Exchanges of Non-Monetarge&s”, (“SFAS No. 153).
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Concentration of Credit Risk

The Company provides communications services tada vange of wholesale and enterprise customargjimg from well capitalized
national carriers to smaller, early stage compariike Company has in place policies and procedoresview the financial condition of
potential and existing customers and concludescibitgctibility of revenue and other out-of-poclkaipenses is probable prior to the
commencement of services. If the financial conditdd an existing customer deteriorates to a polmtne payment for services is in doubt, the
Company will not recognize revenue attributabléhgt customer until cash is received. As a reduth® WilTel acquisition in 2005 and the
Progress Telecom, ICG Communications, TelCove aaking Glass acquisitions in 2006, the total nundferustomers increased to
approximately 18,000 at December 31, 2006. A sicgnift portion of WilTel's revenue is attributabe $BC Services, Inc., a wholly owned
subsidiary of AT&T Inc. (“SBC”) and as a result,ato the credit worthiness of SBC, the Company da¢dbelieve its overall credit risk has
increased significantly. The policies and proceddoe reviewing the financial condition and recagng revenues of these additional
customers related to the acquisitions remainedis@ms with those described above. The Companyrbastime to time entered into
agreements with value-added resellers and oth@mehaartners to reach consumer and enterpriseatsdidr voice services. The Company
has policies and procedures in place to evaluatéincial condition of these resellers priorriiating service to the final customer. The
Company is not immune from the effects of the dasmin the communications industry; however, managr@ believes the concentration of
credit risk with respect to receivables is mitighttie to the dispersion of the Company’s custorase lamong different industries and
geographic areas and remedies provided by the tefietntracts and statutes.

A significant portion of Level 3's communicationsrgice revenue was concentrated among a limitedoeuwf customers through the
end of 2006. Revenue attributable to AT&T Inc. anbysidiaries, including SBC Communications, BelitBocCommunications and Cingular
Wireless (assuming those companies were subsislimiall of 2006), amounted, on an aggregate basikl.1 billion for the year ended
December 31, 2006, representing approximately 82ep¢ of consolidated revenue for the year andakided within the Communications
segment in the consolidated statements of opermatiRwior to the acquisition of WilTel in Decemb@&08, AT&T Inc. and subsidiaries was
a significant customer of the Company. Revenue ffamne Warner Inc. and subsidiaries, including Aroar©nline, amounted, on an
aggregate basis, to $220 million, $288 million $3d4 million for the years ended December 31, 20065 and 2004, respectively,
representing approximately 7 percent, 8 percentlnpkercent of consolidated revenue for the resgegears and is included within the
Communications segment in the consolidated statenoérmperations. Given the expected reductioménSBC Contract Services revenue
the overall increase in revenue from acquisitictivilg concentration of revenue among a limited fngmof customers is expected to be
reduced in periods subsequent to 2006. Howevkg\él 3 would lose one or more major customers, @ne or more major customers
significantly decreased its orders for Level 3 gz, the Company’s communications business woellchaterially and adversely affected.

The Company’s DSL aggregation services were prignprovided to a single customer on an exclusivedin certain markets, which
exclusivity expired at the end of the first quat€2005. The customer completed the migratioriékisting DSL customers to its own
network during the third quarter of 2005

Discontinued Information Services

On September 7, 2006, Level 3 sold Software Spethoc. (“Software Spectrum”), the Company’s softeveeseller business, to
Insight. On November 30, 2005, Level 3 solg$tructure, Level 3's wholly owned IT infrastructumanagement outsourcing subsidiary to
Infocrossing. The two businesses comprised LeweirBbormation services segment. The results ofatpers, financial condition and cash
flows for the Software Spectrum antd)Structure businesses have been classified asntiisaed
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operations in the consolidated financial statemantkrelated footnotes for all periods presentdtiiBreport (See Note 3).

Software Spectrum is a global reseller of busisedsvare, primarily to large and medium sized besges. Revenue is recognized as
either an agency fee, whereby sales under ceitainsing programs permit Software Spectrum to reizegonly a service fee paid by the
software publisher as revenue, or on a “gross”shasivhich case the Company recognizes the fullevaf the software sold as revenue.
Accounting literature provides guidance to enablepanies to determine whether revenues from thedlires of goods and services should
recorded on a “gross” or “net” basis. The Compaeljeves that the facts and circumstances, partigulaose involving pricing and credit
risk indicate that the majority of Software Speuniisi sales should be recorded on a “gross” basis.|dtitude and ability of Software
Spectrum to establish the selling price to theamast is an important indication of “gross” revemaporting. The assumption of credit risk is
another important factor in determining “gross” s “net” reporting. Software Spectrum has theaesibility to pay suppliers for all
products ordered, regardless of when, or if, itezté from its customers. Software Spectrum is stdely responsible for determining the
creditworthiness of its customers.

Microsoft Corporation, a significant supplier offtseare to Software Spectrum, changed certain licgngrograms in 2001 whereby new
enterprise-wide licensing arrangements are pricldd and collected directly by Microsoft. In 2QG3veral other suppliers, for whom
Software Spectrum resells products and serviceggrbadopting this type of program. Software Spectwill continue to provide sales and
support services related to these transactionsvihearn a service fee directly from the softwatelishers for these activities. Under this
licensing program, Software Spectrum only recognthe service fee paid by the software publishee@snue and not the entire value of the
software. The Company continues to sell productieumarious licensing programs, but beginning i820as experienced an increase in the
level of sales under these new programs and maregempects further adoption of agency licensirggams in the future. If Microsoft and
other software publishers are able to successfulhement and sell a significant amount of softwmaméler this program, or it is determined
that the accounting for reselling of the softwéreldd be recorded on a “net” basis, the Company exggrience a significant decline in
information services revenue, but will also expecea comparable decline in cost of revenue.

Microsoft is the primary provider of business safterto the Company’s Software Spectrum businedsicifosoft should successfully
implement programs for the direct sale of softwthreugh volume purchase agreements or other amaergs intended to exclude the
distribution or resale channel, Software Spectrumssilts of operations would be materially and askly affected.

In 2005, Microsoft notified Software Spectrum obposed changes to Microsoft's sales agency prograich, after being finalized by
Microsoft, went into effect for customer contraetgered into after July 1, 2006. All contracts ctatgd prior to July 1, 2006, were
grandfathered under the previously existing safemey program. Under the revised program for agéymy sales as currently drafted, the
number of performance metrics against which So#v&pectrum is measured and the standard of penficenan those metrics are expected
to increase. Based on a preliminary evaluation mfdéoft's proposed program changes, Software Sp@oexpects that the amount of
agency fees it earns from Microsoft will be reduosdr the thregrear period in which it is implemented. Due to gnendfathering of existir
sales agency program sales, however, Software rBpeeinticipates that the program changes will meEha significant effect on Software
Spectrum’s results of operation or financial pasitin 2006.

Revenue is recognized from software sales at the &if product shipment, or in accordance with gres of licensing contracts, when
the price to the customer is fixed, and colledtipik reasonably assured. Revenue from maintenemcacts is recognized when invoiced,
the license period has commenced, when the pritestoustomer is fixed, and collectibility is remaably assured, as Software Spectrum has
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no future obligations associated with future parfance under these maintenance contracts. Advaltiogbiare recorded as deferred revenue
until services are provided.

Cost of revenue for Software Spectrum includesctlicests of the licensing activity and costs togpase and distribute software. The
costs directly attributable to advance billings ée¢erred and included in other current and nomeurassets in the consolidated balance sheet
Rebate income received from software publishersdegnized as a reduction of cost of revenue ip#rad in which the rebate is earned
based on a systematic allocation of the total eelratome considered probable of being realized.

Concentration of Credit Risk

The Company’s customer base consists of severat#imal accounts including corporations, governmganeies, educational
institutions, non-profit organizations and othesibess entities. For the year ended December 35, 2@ single customer represented more
than 10 percent of information services revenue.

Coal Mining

Historically, coal sold by Level 3’s coal miningenations has been sold primarily under long-termtra@ts with public utilities, which
burn coal in order to generate steam to producgriity. A substantial portion of Level 3's coalvenue was earned from lotgrm contract
during 2006, 2005 and 2004. The remainder of L8is=kales are made on the spot market. Costs ehusvrelated to coal sales include costs
of mining and processing, estimated reclamatiomtsgogyalties and production taxes.

The long-term contracts for the delivery of codhbtish the price, volume, and quality requiremenitthe coal to be delivered. The
contracts also contain provisions for periodic prcijustments through the use of indices for iteuth as materials, supplies and labor. Other
portions of the price are adjusted for changegaayction taxes, royalties and changes in costamew legislation or regulation. These
contractual adjustments are recognized in revesuleachanges occur and become billable to themess.

The terms and conditions of the long-term contrgetserally require the customer to meet annuakaotital commitments. Thus, the
customer has the ability to defer or acceleraté sli@ments during the year to meet its requiresidRévenue under these contracts is
recognized when coal is actually shipped to théotner.

Concentration of Credit Risk
Level 3's coal sales contracts are concentrateldl s@veral electric utility and industrial companisthe event that these customers do
not fulfill contractual responsibilities, Level ®uld pursue the available legal remedies.

Selling, General and Administrative Expenses

Selling, general and administrative expenses irchalaries, wages and related benefits (includimgaash charges for stock based
compensation), property taxes, travel, insurarar, contract maintenance, advertising and otheir@dtrative expenses. Selling, general
administrative expenses also include network rdlatgenses such as network facility rent, utilifasl maintenance costs.

Advertising Costs

Level 3 expenses the cost of advertising as indukedvertising expense is included as a componkselting, general and administrat
expenses in the accompanying consolidated statsménperations.
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Advertising expense was $8 million, $6 million &ii7 million for the years ended December 31, 22065 and 2004, respectively.

Rent Expense

The Company recognizes rent expense on a straighbasis over the term of the lease based oruthesfminimum rental payments
during the lease term.

Stock-Based Employee Compensation

The Company has accounted for stock-based emptmrapensation using a fair value based method parsa&FAS No. 123
“Accounting for Stock-Based Compensation” (“SFAS.N@3") since 1998. For the years ended Decemhe2(®I5 and 2004, the Company
recognized expense using the accelerated vestitigppa@ogy of FASB Interpretation No. 28 “Accountifay Stock Appreciation Rights and
Other Variable Stock Option or Award Plans” (“FII8"2 (See Note 15). Beginning January 1, 2006, L&vatiopted the provisions of SFAS
No. 123R “Share-Based Payment” (“SFAS No. 123R"). Under SBS 123R, the Company separates each award istmgdranches and
recognizes expense for each tranche over the ggstiniod in the same manner as under FIN 28. Thptamh of SFAS No. 123R did not he
a material effect on the Company’s financial positor results of operations.

Depreciation and Amortization

Property, plant and equipment are recorded at Pagireciation and amortization for the Companytperty, plant and equipment are
computed on straight-line and accelerated (foragetoal assets) methods based on the followinfulibess:

Facility and Leasehold Improvemel 10- 40 year
Network Infrastructure (including fiber and condt 12- 25 year
Operating Equipmer 4-7 year:
Furniture, Fixtures, Office Equipment and Ot 2-7 year:

During 2006, Level 3 determined that the pericgikijpects to use its existing fiber and certain emeipt is longer than the remaining
useful lives as originally estimated. As a resthié, Company extended the depreciable life of itstieg fiber from 7 years to 12 years, its
existing transmission equipment from 5 to 7 yeadits existing IP equipment from 3 years to 4 gear

Leasehold improvements are depreciated over theeshas their estimated useful lives or lease tetinas are reasonably assured.

Depletion on mineral properties is provided on #sJof-extraction basis determined in relation e@lccommitted under sales contracts.
The Company’s coal mining business does not usm#bkreserve estimates for purposes of depletivnrather, depletes the properties over
the estimated recoverable tons of coal that argined|to be delivered under existing coal contracts

Earnings (Loss) Per Share

Basic earnings (loss) per share have been compsted the weighted average number of shares odistaduring each period. Diluted
earnings (loss) per share is computed by incluthedlilutive effect of common stock that would bsued assuming conversion or exercis
outstanding convertible notes, stock options, stmded compensation awards and other dilutive giesuiNo such items were included in
computation of diluted loss per share in 2006, 2608004 because the Company incurred a loss fomtirniing operations in each of these
periods and the affect of inclusion would have baeti-dilutive.
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Trade Accounts Receivable

Trade accounts receivable are recorded at thedagda@mount and can bear interest. The allowancgdfabtful accounts is the
Company’s best estimate of the amount of probatalditlosses in the Company’s existing accountsivable. The Company determines the
allowance based on an analysis of the aging oftiseunts receivable balance. The Company revievaliwance for doubtful accounts
quarterly. Past due balances over 90 days andaoseecified amount are reviewed individually folectibility. Account balances are
charged off against the allowance after all medrtolection have been exhausted and the potéiotiakcovery is considered remote. The
Company does not have any off-balance sheet argdsure related to its customers.

Restricted Cash and Securities

The Company classifies any cash or investmentsctiisteralize outstanding letters of credit, lalegm debt, or certain operating or
performance obligations of the Company as resttickesh. The Company also classifies cash or invergswestricted to fund certain
reclamation liabilities as restricted cash. Thesification of restricted cash on the consoliddtaldnce sheet as current or noncurrent is
dependent on the duration of the restriction aeddtlrpose for which the restriction exists.

Long-Lived Assets

The Company segregates identifiable intangibletagsmuired in an acquisition from goodwill. In aastance with SFAS No. 142,
“Goodwill and Other Intangible Assets” (“SFAS Nal2I'), goodwill is no longer amortized, and is eathd for impairment at least annually.

Other intangible assets primarily include custonwntracts, customer relationships and technologuieed in business combinations.
The intangible assets with estimated useful livesaanortized on a straight-line basis over the etqueperiod of benefit which ranges from 2
to 15 years. Certain intangibles acquired in th&ldliand TelCove transactions have an indefinfee lin accordance with SFAS No. 142, the
Company evaluates its indefinite lived intangibdsets for impairment annually or as circumstanbasge that could affect the recoverabi
of the carrying amount of the assets.

The Company at least annually, or as events ounrtistances change that could affect the recovesabflthe carrying value of its long-
lived assets, conducts a comprehensive revieweofdinrying value of its assets to determine ifdteying amount of the assets are
recoverable in accordance with SFAS No. 144 “Actimgrfor the Impairment or Disposal of Long-livedgets.” This review requires the
identification of the lowest level of identifiabtash flows for purposes of grouping assets subje@view. The estimate of undiscounted ¢
flows includes long-term forecasts of revenue ghgwtoss margins and capital expenditures. Alheke items require significant judgment
and assumptions. An impairment loss may exist viherestimated undiscounted cash flows attributabtbe assets are less than their
carrying amount. If an asset is deemed to be iradathe amount of the impairment loss recognizptesents the excess of the asset’s
carrying value as compared to its estimated fdirejebased on management’s assumptions and pajecti

For purposes of this review, Level 3 has histolyca¢parately evaluated colocation facilities, agrtadditional conduits and its
communication network (including network equipmdifiter, conduits and customer premise equipmentfese were the lowest levels with
separately identifiable cash flows for the groupifigissets. Beginning in 2006, the Company stogpatuating colocation assets separately
and began including them in the communications agtwrouping due to changes in the nature of tish daws from the delivery of
colocation services. The majority of the Comparmygkcation customers now purchase other servicesnjunction with their colocation
services thereby reducing the independence of attotservices cash flows from other services.diitéon, the percentage of colocation
space used to support the communications netwart &ss increased over time.
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Management'’s estimate of the future cash flowsbattable to its long-lived assets and the fair gadfiits businesses involve significant
uncertainty. Those estimates are based on manatjsrassumptions of future results, growth trends iadustry conditions. The impairment
analysis of long-lived assets also requires manageio make certain subjective assumptions anthasts regarding the expected future use
of certain empty conduits included in the netwaskes group and the expected future use of cenaptyeconduit evaluated for impairment
separately from the network asset group.

Accounting for Asset Retirement Obligations

The Company follows the policy of providing an a@rfor reclamation of mined properties in accomawith SFAS No. 143,
“Accounting for Asset Retirement Obligations” (“SBEANo0. 143"), based on the estimated total coséstioration of such properties to meet
compliance with laws governing surface mining. Ehestimated costs are calculated based on thetexifeiture risk adjusted cash flows to
remediate such properties discounted at a riskrfrie The Company also provides an accrual fagatibns related to certain colocation
leases and right-of-way agreements in accordantteSHAS No. 143, based on the estimated totalafaststoration of such properties to
their original condition. These estimated obligati@re calculated based on the expected futureudised cash flows using the Company’s
estimated weighted average cost of capital atithe the obligation is incurred and applying a ptuligy factor for conditional restoration
obligations. Changes in expected future cash flamesdiscounted at interest rates that were in eéfiethe time of the original estimate for
downward revisions to such cash flows, and at @sterates in effect at the time of the change fovard revisions in the expected future cash
flows.

Income Taxes

Deferred income taxes are provided for the tempatdferences between the financial reporting andtasis of the Company’s assets
and liabilities using enacted tax rates in effectthe year in which the differences are expeate@terse. The U.S. net operating losses not
utilized can be carried forward for 20 years tasefffuture taxable income. The majority of the iigngurisdiction net operating losses not
utilized can be carried forward indefinitely. A uation allowance has been recorded against deftaxeabsets, as the Company is unable to
conclude under relevant accounting standards tigtriore likely than not that deferred tax assalisbe realizable.

Comprehensive Income (Loss)

Comprehensive income (loss) includes income (lasd)other non-owner related changes in equitynutided in income (loss), such as
unrealized gains and losses on marketable secucitissified as available for sale, foreign curyeinanslation adjustments related to foreign
subsidiaries, and other adjustments.

Foreign Currencies

Generally, local currencies of foreign subsidiaaes the functional currencies for financial repatpurposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaatgsr Revenue, expenses and cash flows are texhsising average exchange rates
prevailing during the year. Gains or losses resglffom currency translation are recorded as a corapt of accumulated other
comprehensive income (loss) in stockholders’ eqfgigficit) and in the statements of comprehensigs.| A significant portion of the
Company’s foreign subsidiaries have the Euro aduhetional currency, which experienced significlnttuations against the U.S. dollar
during 2006, 2005 and 2004. As a result, the Compas experienced significant foreign currencydfation adjustments that are recognized
as a component of accumulated other comprehensteenie (loss) in stockholders’ equity (deficit) andhe
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statement of comprehensive loss in accordanceS#HS No. 52 “Foreign Currency Translation.” The Qamy considers its investments in
its foreign subsidiaries to be long-term in nature.

Use of Estimates

The preparation of financial statements in conféymiith generally accepted accounting principleguises management to make
estimates and assumptions that affect the repartemints of assets and liabilities and disclosui@afingent assets and liabilities at the date
of the financial statements and the reported ansoofitevenues and expenses during the reportingdoérhe most critical estimates and
assumptions are made in determining the allowamcddubtful accounts, revenue reserves, recovésabfllong-lived assets, useful lives of
long-lived assets, accruals for estimated liabgitihat are probable and estimatable, cost of uevdisputes for the communications services,
unfavorable contract liabilities set up in purchaseounting and asset retirement obligations. Acaslts could differ from those estimates
and assumptions.

Recently Issued Accounting Pronouncements

The FASB issued SFAS No. 153, “Exchanges of Non-dary Assets”, which was effective for Level 3 Stay January 1, 2006. Under
SFAS No. 153, the Company will measure assets eggthat fair value, as long as the transactiorcbhasnercial substance and the fair
value of the assets exchanged is determinablenwii@isonable limits. A non-monetary exchange haswercial substance if the future cash
flows of the entity are expected to change sigaifity as a result of the exchange. The adoptid®F#S No. 153 did not have a material
effect on the Company’s financial position or réswlf operations as Level 3 is a party to a limitedhber of non-monetary transactions and
those transactions have not been material.

Emerging Issues Task Force (“EITF”) Issue No. 04Ag,counting for Stripping Costs Incurred duringoBuction in the Mining
Industry” (“EITF No. 04-6") establishes appropriaecounting for stripping costs incurred during pneduction phase and is effective for
fiscal years beginning after December 15, 2005FEWB. 04-6 concludes that stripping costs incudhedng the production phase of a mine
are variable production costs that should be iregdid the costs of the inventory produced duriregghriod that the stripping costs are
incurred. EITF No. 04-6 further defines inventorgpguced as mineral that has been extracted. Asudt retripping costs related to exposed,
but not extracted mineral are expensed as incuatber than deferred until the mineral is extraciéte Company’s coal mining business
previously deferred stripping costs and amortitedsé costs over the period in which the underlgive is mined. The Company’s adoption
of EITF No. 04-6 required it to adjust by $3 millideginning retained earnings (accumulated defieitthe amount of prepaid stripping costs
previously deferred as of January 1, 2006.

In June 2006, the FASB issued Interpretation N¢.'A8counting for Uncertainty in Income Taxes—Arntédmretation of FASB
Statement No. 109,” (“FIN No. 48"). FIN No. 48 dféas the accounting for uncertainty in income taxecognized in an enterprisdinancial
statements in accordance with FASB Statement N@,. “Ktcounting for Income Taxes.” FIN No. 48 als@gcribes a recognition threshold
and measurement attribute for the financial statémezognition and measurement of a tax positikartaor expected to be taken in a tax
return that results in a tax benefit. AdditionalyN No. 48 provides guidance on de-recognitionpine statement classification of interest
and penalties, accounting in interim periods, disaie, and transition. This interpretation is affecfor fiscal years beginning after
December 15, 2006. The adoption of FIN No. 48 isexpected to have a material effect on the Comparonsolidated results of operations
or financial condition.

In June 2006, the FASB ratified the consensus difr Esue No. 06-3, “How Taxes Collected from Custesrand Remitted to
Governmental Authorities Should Be Presented irlfbeme Statement”
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(“EITF No. 06-3"). The scope of EITF No. 06-3 indles any tax assessed by a governmental authaaitystdirectly imposed on a revenue-
producing transaction between a seller and a cwestamd may include, but is not limited to, sales,walue added, Universal Service Fund
(“USF”) contributions and some excise taxes. ThekTreorce concluded that entities should presemsettaxes in the income statement on
either a gross or a net basis, based on their atioguolicy, which should be disclosed pursuamdRB Opinion No. 22, “Disclosure of
Accounting Policies.” If such taxes are significantd are presented on a gross basis, the amouthissef taxes should be disclosed. The
consensus on EITF No. 06-3 will be effective faehim and annual reporting periods beginning dtecember 15, 2006. The Company
currently records USF contributions on a grosssiasits consolidated statements of operationsrdndrds sales, use, value added and excise
taxes billed to its customers on a net basis indtssolidated statements of operations. The adopfi&El TF No. 063 is not expected to have
material effect on the Company’s consolidated tssefl operations or financial condition.

In September 2006, the Securities and Exchange Gssiun issued Staff Accounting Bulletin (“SAB”) Nd08, “Considering the
Effects of Prior Year Misstatements when Quantify@urrent Year Misstatements.” SAB No. 108 requéinealysis of misstatements using
both an income statement (rollover) approach apal@nce sheet (iron curtain) approach in assessatgriality and provides for a one-time
cumulative effect transition adjustment. The Conypatiopted SAB No. 108 for the year ended Decembg2@06. The adoption of SAB
No. 108 did not have a material effect on the Camy’'s results of operations and financial condition.

In September 2006, the FASB issued SFAS No. 1540y Value Measurements,” which defines fair valestablishes a framework for
measuring fair value in generally accepted accagrpirinciples, and expands disclosures about #direvmeasurements. SFAS No. 157 does
not require any new fair value measurements, ltiges guidance on how to measure fair value byignog a fair value hierarchy used to
classify the source of the information. This stagairis effective for fiscal years beginning aftem@mber 15, 2007 and interim periods wi
that fiscal year. The Company is currently assgstia potential effect that the adoption of SFAS e/ will have on its financial
statements.

On December 21, 2006, the FASB issued FASB Staditiea No. EITF 00-19-2, “Accounting for Registrai Payment
Arrangements” (“FSP EITF 00-19-2"). FSP EITF 00-2@ddresses an issuer’s accounting for registrgéyment arrangements. FSP EITF
00-19-2 specifies that the contingent obligatiomiake future payments or otherwise transfer congiitg under a registration payment
arrangement, whether issued as a separate agreenieciuded as a provision of a financial instrurher other agreement, should be
separately recognized and measured in accordatice&SWAS No. 5, “Accounting for Contingencies” (“SBAN0. 5”). A “registration
payment arrangement” is defined as an arrangerhanspecifies that the issuer will endeavor (Ifjléoa registration statement for the resale
of specified financial instruments and/or for tlesale of equity shares that are issuable uponisgesc conversion of specified financial
instruments and for that registration statemeietaleclared effective by the SEC. The arrangengeplires the issuer to transfer
consideration to the counterparty if the registrastatement for the resale of the financial imsent or instruments subject to the arrange!
is not declared effective or if effectiveness af thgistration statement is not maintained. FSHFBIJ-19-2 specifies that if the transfer of
consideration under a registration payment arraegeis probable and can be reasonably estimatedegition, the contingent liability under
the registration payment arrangement shall be dtealun the allocation of proceeds from the relditeahcing transaction using the
measurement guidance in SFAS No. 5. FSP EITF 0R-48eo requires certain disclosures about the tefreach registration payment
arrangement, even if the likelihood of the isswarihg to make any payments under the arrangemesiniste. FSP EITF 00-19-2 is effective
immediately for registration payment arrangementered into after December 21, 2006 and for figealrs beginning after December 31,
2006, and interim periods within those fiscal ye&wsregistration payment arrangements enteredgribr to the issuance of FSP EITF 00-
19-2. The Company adopted FSP EITF 00-19-2 for the
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year ended December 31, 2006. The adoption of HEP B-19-2 did not have a material effect on the Comfsargsults of operations and
financial condition.

Reclassifications
Certain current and prior year amounts have bedagssified to conform to the December 31, 2006gr&sion.

The Company has separately disclosed the operativegsting and financing portion of the cash floatsibutable to its discontinued
operations for all periods presented.

(2) Acquisitions

In 2006, the Company embarked on a strategy torekjte presence in metropolitan markets and beenirg services to enterprise
customers through its Business Markets Group. Jinggegy will allow the Company to terminate traifiver its owned facilities rather than
paying third parties to terminate the traffic. Tgansion into new metro markets should also peaititional opportunities to sell services
to bandwidth intensive businesses on the Comparatisnal and international networks. In order tpegite the expansion of its metro
business, Level 3 acquired Progress Telecom, IC@mMmnications, TelCove and Looking Glass in 2006 fédsults of operations
attributable to each acquisition are included mdbnsolidated financial statements from the dagequisition.

Looking Glass Acquisition: On August 2, 2006, Level 3 completed the acquisiibLooking Glass, a privately held lllinois-based
telecommunications company. The consideration pgidevel 3 consisted of approximately $13 millionciash, including $4 million of
transaction costs, and approximately 21 millionrebaf Level 3 common stock valued at $84 millisnaddition, at the closing, Level 3
repaid approximately $67 million of Looking Glasahlilities. The transaction purchase price is miiject to any post-closing adjustments.

Level 3 entered into certain transactions with LingkGlass prior to the acquisition of Looking GlégsLevel 3, whereby Level 3
received cash for communications services to beiged in the future and which was originally recizgual as deferred revenue. As a result of
the acquisition, Level 3 can no longer amortize tleéferred revenue into earnings and, accordingtiyced the purchase price applied to the
net assets acquired in the Looking Glass trangabtjds2 million, the amount of the unamortized defd revenue balance on August 2, 2006.

TelCove Acquisition: On July 24, 2006, Level 3 completed the acquisitbfelCove, a privately held Pennsylvania-based
telecommunications company. Under terms of theeageat, Level 3 paid $446 million in cash and issaproximately 150 million shares
Level 3 common stock, valued at $623 million. Inligidn, Level 3 repaid $132 million of TelCove debitd acquired $13 million in capital
leases in the transaction. Also, the Company fraid party costs of approximately $15 million reldtto the transaction, which included
certain costs incurred by TelCove. The transagtiice is not subject to any post-closing adjustment

Level 3 entered into certain transactions with Tel€prior to the acquisition of TelCove by Leveliereby Level 3 received cash for
communications services to be provided in the fuand which was originally recognized as deferes@nue. As a result of the acquisition,
Level 3 can no longer amortize this deferred reeento earnings and, accordingly, reduced the @mgelprice applied to the net assets
acquired in the TelCove transaction by $3 millitte amount of the unamortized deferred revenuenbalan July 24, 2006.
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ICG Communications: On May 31, 2006, Level 3 acquired all of the stoEkCG Communications, a privately held Coloraddxh
telecommunications company, from MCCC ICG HoldingsC excluding certain assets and liabilities. Untdee terms of the purchase
agreement, Level 3 purchased ICG Communicationarf@aggregate consideration consisting of appraeiyp@6 million shares of Level 3
common stock, valued at $131 million, and approxétya$45 million in cash. The Company also incurcedts of less than $1 million related
to the transaction. Post-closing adjustments, pilynaorking capital and other contractual mattegsulted in additional consideration of
approximately $3 million, of which $1 million wasidl in the third quarter of 2006 and $2 million wasorded as a liability at December 31,
2006 and paid in the first quarter of 2007.

Level 3 entered into certain transactions with IC@nmunications prior to the acquisition of ICG Counitations by Level 3, whereby
Level 3 received cash for communications serviodsetprovided in the future and which was originadicognized as deferred revenue. As a
result of the acquisition, Level 3 can no longeodire this deferred revenue into earnings andpraiiagly, reduced the purchase price
applied to the net assets acquired in the ICG Comications transaction by $1 million, the amounttef unamortized deferred revenue
balance on May 31, 2006.

Progress Telecom: On March 20, 2006, Level 3 completed its acdjoisiof all of the membership interests of Progreskecom from
PT Holding Company LLC (“PT Holding”) excluding ¢am specified assets and liabilities of Progrestedom. Progress Telecom was
owned by PT Holding which is jointly owned by Pregs Energy, Inc. and Odyssey Telecorp, Inc. Uritetarms of the purchase agreement,
Level 3 purchased Progress Telecom for an aggregatdase price consisting of approximately $69%ionilin cash and approximately 20
million shares of Level 3 common stock, valued &g $illion. The purchase price was subsequentlyced by $2 million for working capit
and other contractual matters. The Company recgiagchent of the $2 million adjustment in July 2006.

Level 3 entered into certain transactions with Reeg Telecom prior to the acquisition of Progresiedom by Level 3, whereby Level 3
received cash for communications services to beiged in the future and which was originally recizgual as deferred revenue. As a result of
the acquisition, Level 3 can no longer amortize théferred revenue into earnings and, accordimgtiuced the purchase price applied to the
net assets acquired in the Progress Telecom trigmséy $4 million, the amount of the unamortizexfeired revenue balance on March 20,
2006.

WilTel: On December 23, 2005, the Company completeddbeisition of WilTel from Leucadia National Corption and its
subsidiaries (together “Leucadia”). The considerapaid consisted of approximately $390 milliorcash (which included a $16 million
adjustment for estimated excess working capitdlis $1200 million in cash to reflect Leucadia’s hyicomplied with its obligation to leave
that amount of cash in WilTel, and 115 million ngwdsued unregistered shares of Level 3 commorkstatued at $313 million.

The Company also incurred costs of approximatelyn@iifon related to the transaction. The cash pasehprice was subject to post-
closing adjustments based on actual working cagitdlother contractual items as of the closing.dat®arch 2006, Leucadia and Level 3
agreed that the purchase price for WilTel shoulttekese by approximately $27 million as a resulvofking capital and other contractual
post-closing adjustments. Level 3 received payméttie $27 million adjustment in April 2006.

The final valuation indicated that the fair valuetee identifiable assets acquired exceeded tla ddthe purchase price paid and the
liabilities assumed in the transaction. As a reshé excess value was applied against the fairevad the long-lived assets obtained in the
transaction. The $27 million post-closing adjustimesulted in an additional decrease in long-liaedets in the first quarter of 2006.
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Level 3 entered into certain transactions with \Wilprior to the acquisition of WilTel by Level 3hereby it received cash for
communications services to be provided in the &t a result of the acquisition, Level 3 canaragler amortize this deferred revenue into
earnings and accordingly, reduced the purchase ppplied to the net assets acquired in the Wifealsaction by $2 million, the amount of
the unamortized deferred revenue balance on Deae23h@005.

The acquisition includes all of WilTel's communiicats business and WilTel's Vyvx video transmissiarsiness. The acquisition also
includes a multi-year contract between SBC Servite,and WilTel (“SBC Contract Services AgreemégnRecently, SBC Services, Inc.
became a subsidiary of AT&T Inc. (“AT&T") (togeth€8BC") and announced its intention to migrate $kevices provided by WilTel to the
merged SBC Services, Inc. and AT&T network. Wil&ad SBC amended the SBC Contract Services Agreamemh through 2009. The
agreement provides a gross margin purchase commtimh&335 million from December 2005 through timel ®f 2007, and $75 million from
January 2008 through the end of 2009. SBC hadiedtB268 million of the December 2005 to the eR@@)7 gross margin purchase
commitment through December 31, 2006. As of Decer@hbe2006, the remaining minimum gross margin cament under the agreement
to be utilized in 2007 was approximately $67 milli@and $75 million from January 2008 through thé eh2009. Originating and terminatil
access charges paid to local phone companies ssegéhrough to SBC in accordance with a formwaadpproximates cost. Additionally,
the SBC Contract Services Agreement provides fepdiyment of $50 million from SBC if certain perfaance criteria are met by Level 3 in
2006 and 2007. The Company met the required pediocen criteria and recorded revenue of $25 milllo8006 under the agreement. Levi
is eligible to earn another $25 million in 2007timeets the performance criteria.

As specified in the purchase agreement with LewacatfilTel transferred certain excluded assets tachdia and Leucadia assumed
certain excluded liabilities. The excluded assettuded all cash and cash equivalents in exce$3@F million at closing, all marketable
securities, WilTel's headquarters building located ulsa, Oklahoma and certain other miscellanemsets. In addition, WilTel assigned to
Leucadia all of its right to receive cash paymérdm SBC totaling $236 million, pursuant to the mémation, Mutual Release and Settlement
Agreement, dated June 15, 2005, among Leucadid,ehdhd SBC. The excluded liabilities include dIMgilTel's long-term debt obligation
WilTel's obligations under its defined benefit pemsplan, certain other employee related liab#ited other claims. The agreement required
Leucadia to pay in full all of WilTel's obligationsnder its credit agreement and for Leucadia tease WilTel from any obligation under the
outstanding mortgage note secured by its headgedmtilding. Level 3 entered into an agreement Wwéhcadia to lease a portion of the
former WilTel headquarters building in Tulsa.

ICG: On April 1, 2004, the Company acquired the whale dial access customer contracts of ICG Commatiaits, Inc. (“ICG”).The
Company agreed to pay approximately $35 millionash to acquire the contracts and related equipméith provide dial-up Internet
access to various large customers and other led8/Pg The terms of the agreement required Letelgay $25 million at closing and
additional payments of $5 million on both July 002 and October 1, 2004. The purchase price wgscub post-closing adjustments, but
those adjustments were not material. Level 3 mégr#ite traffic from the customer contracts acquirech ICG onto its own network
infrastructure and the migration was substantiatignplete by the end of 2004.

Sprint : On October 1, 2004, the Company acquired thdeglate dial Internet access business of Sprint Canizations Company,
L.P. (“Sprint”). Level 3 paid $34 million in cash &acquire the business, which provides dial-uprivgeaccess to leading Internet service
providers (“ISPs”) throughout the United States agtkeed to provide discounted services to Sprattwere valued at $5 million, which was
accounted for as part of the purchase price. L&waid Sprint entered into a transition services@gent for the migration of customers onto
the Level 3 network, which Level 3 completed in thied quarter of 2005. During the migration periodtil such time as a customer contract
was assumed or assigned,
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amounts received for services provided by Sprirreveecounted for as a reduction in purchase paagpposed to revenue. The net amount
received prior to the assumption or assignmerti@se contracts totaled $5 million through Decen®3e2005 and therefore reduced the
purchase price to $29 million. With the completadrthe migration activities, Level 3 recognizesegenue, amounts received from all
customer contracts acquired in this transactioe. rfEisults of operations attributable to the Sm#sets acquired and liabilities assumed are
included in the consolidated financial statemerdmfthe date of assumption or assignment of cotstrac

Purchase Price Allocatio

Under business combination accounting, the totall fourchase price for each of the acquired congsanas allocated to the net tangible
and identifiable intangible assets based on tistimated fair values as of the acquisition daté® dllocation of the purchase price was based
upon valuations performed for each acquired compé@hyg valuations for the WilTel and the Progresked@m acquisitions have been
finalized. The valuations for the ICG CommunicatipelCove and Looking Glass acquisitions are énpgitocess of being finalized.

The valuations for the WilTel and Looking Glass @isgions indicated that the fair value of the assequired exceeded the total of the
purchase price paid and the liabilities assumetiartransactions. As a result, the excess valnegative goodwill was applied against the
fair value of the long-lived assets in 2006. Thiigtons for the Progress, ICG Communications aglC®ve acquisitions indicated that the
fair value of the assets acquired was less thatothkof the purchase price paid and the liak#ithssumed in the transactions. As a result, the
excess purchase price was assigned to goodwigon acquisition in 2006.

Tangible and Intangible Long-Lived Assets

In performing the purchase price allocation forteacquired company, the Company considered, amibreg factors, the intention for
future use of acquired assets, analyses of hisidii@ncial performance and estimates of futunégumance of each acquired company’s
products. The fair value of assets was based,rin@aa valuation using either a cost, incomen@ame cases market valuation approach and
estimates and assumptions provided by managemeatahgible assets primarily include the real amd@nal property used to provide
communications and video services in the case ¢f&Viln addition, tangible assets include the failue of software purchased or developed
by each company if applicable. Intangible assetsisb primarily of customer relationships and thes¥/trademark. Management has
established an indefinite life on the Vyvx tradeknand lives ranging from 6 to 15 years for the oosér relationships.

Deferred Revenu

The fair value of deferred revenue included infthal purchase price allocation for each acquireshpany was determined based on
monthly amounts billed in advance for which sersiasuld be provided to customers in the period inhiately following acquisition. Level
did not record deferred revenue for long-term caets in which the acquired company had alreadyivedeconsideration from the customer
as Level 3 does not expect to incur any directinogemental costs associated with these contracts.

Current and Noncurrent Obligations

The fair value of each acquired company’s curriatilities was determined based on the expected bas's for the twelve months
following the date of acquisition. Level 3 did mesent value the cash flows as it does not expeqgtresent values to be significantly
different than the gross cash flows.
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The noncurrent obligations assumed in each acouigif applicable, have been recorded at theis@né value using an appropriate
interest rate. The Company has identified certauaed facilities that it does not expect to atlifor the combined business. The Company
has also revalued the asset retirement obligatbeach acquired company using Level 3's weightestage cost of capital rather than the
acquired company’s weighted average cost of capital

The unaudited financial information in the tabléopesummarizes the combined results of operatidriewel 3 and the acquired
businesses, on a pro forma basis, as though thpasves acquired in 2005 and 2006 had been combmefithe beginning of each of the
periods presented. The pro forma financial inforarais presented for informational purposes onlgt ot indicative of the results of
operations that would have been achieved if theiaitopns had taken place at the beginning of ed¢he periods presented. The pro forma
financial information for all periods presentedlirdes the preliminary business combination accogreiffect on historical revenues of the
acquired companies, adjustments to depreciaticacquired property, amortization charges from a@glintangible assets, restructuring ¢
and acquisition costs reflected in the historitatesnents of operations for periods prior to Le/slacquisition.

Unaudited
Pro Forma
Years ended
December 31
2006 2005
(dollars in
millions, except
per share data)

Revenue $ 367€ $  3,93¢
Loss from Continuing Operatiol (815) (661)
Income from Discontinued Operatio 46 69
Net Loss (769) (592
Per share

Loss from continuing operatiol $ (0.7C) $ (0.64)

Net loss $ (0.66) $ (0.58)
Pro Forma Weighted Shares Outstanding (in thou$: 1,157,69: 1,028,63¢

Included in the actual results and pro forma firi@noformation for the year ended December 31 628 certain amounts which affect
the comparability of the results, including netsles of $83 million as a result of the early extisgments of certain long-term debt,
$11 million of termination revenue, a gain of appneately $33 million from the sale of Software Spam, a workforce reduction charge of
$5 million, and non-cash impairment charges of $i8an that primarily resulted from the decisiont&rminate certain information
technology projects in the Communications business.

Included in the actual results and pro forma firi@noformation for the year ended December 31,528 certain amounts which affect
the comparability of the results, including terntioa revenue of $133 million, a gain on the salé igiStructure of $49 million, a workforce
reduction charge of $15 million, and non-cash impant charges of $9 million that primarily resulfesim the decision to terminate projects
for certain voice products in the Communicationsibess.
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The fair value of the assets acquired and theliligisiassumed in the ICG Communications, TelCaw lzooking Glass transactions are
based upon preliminary valuations as of their repe acquisition dates after reflecting other cactual purchase price adjustments and are
subject to change due to further analysis of tisetasacquired and liabilities assumed as welltagiation plans. The fair value of assets
acquired and liabilities assumed in the WilTel &rdgress Telecom transactions are based uponladiluation after reflecting other
contractual purchase price adjustments. The fdiregaof the assets acquired and the liabilitiearassl for the companies Level 3 acquirec
as follows.

cG Progress ICG Managed
Looking Glass TelCove  Communications Telecom  WilTel  Sprint Modem
(dollars in millions)
Assets:
Cash and cash
equivalents $ 3 $ 3 $ 6 $— $ 128 $— $—
Accounts receivabl 8 23 7 3 257 — —
Other current asse 2 5 2 2 22 3 2
Property, plant and
equipment, ne 183 796 10 77 629 — —
Goodwill — 179 127 32 — — —
Identifiable intangible asse 9 273 49 36 152 31 37
Other assets 1 — 4 = 26 — =
Total Assets 206 1,27¢ 205 150 1,214 34 39
Liabilities:
Accounts payabl 5 20 6 1 204 — —
Accrued payrol 1 6 2 1 29 —
Other current
liabilities 9 20 10 7 61 — 4
Current portion of capital
leases — 3 — 1 — — —
Capital lease — 10 3 8 — - —
Deferred revenue—
Acquired Compan' 1 — 4 2 4 — —
Deferred revenue—
Level 3 (2) 3) Q) 4) 2) 5 —
Other liabilities 28 7 3 = 98 — =
Total Liabilities 42 63 27 _ 16 431 _ 5 _4
Purchase Price $164 $1,21¢ $178 $134 $ 783 $29 $35

(3) Discontinued Operations

The Company sold the two businesses, Software Bpeetnd (i )Structure, that comprised Level 3's informationvéses segment and
are presented as discontinued operations.

Software Spectrum

On September 7, 2006, Level 3 sold Software Spethoc. to Insight, a leading provider of infornmatitechnology products and
services. In connection with the transaction, Lé/egceived total proceeds of $353 million in casinsisting of a base purchase price of ¢
million and a working capital adjustment of approately $66 million. The purchase price was sulfieetorking capital and certain other
post-closing adjustments. During the fourth quanfe2006, the Company paid $2 million to Insightlas final working capital adjustment.
Level 3 recognized a $33 million gain on the tratisa in the third quarter of 2006 after transactiosts.
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The following is the summarized results of operadiof the Software Spectrum business for the pdrand January 1, 2006 through
September 7, 2006 and for the years ended Dece3ib2005 and 2004:

January 1,
Through Twelve Months
September 7, Ended
2006 2005 2004
(dollars in millions)
Revenue! $1,40C $1,894 $1,861
Costs and Expense
Cost of revenu 1,26¢ 1,717 1,70&
Depreciation and amortizatic 8 10 11
Selling, general and administrati 111 143 125
Restructuring and impairment charges 1 — 2
Total costs and expenses 1,38¢ 1,87C 1,84<
Income from Operations 11 24 18
Other Income (Expense) 5 (1) 7
Income from Operations Before Income Taxes 16 23 25
Income Tax Expense (3) (3) (5)
Income from Discontinued Operations $ 13 $ 20 $ 20

The following is summarized financial informatioor the Software Spectrum business as of Decemh&0Rb:

December 31
2005
(dollars in millions)

Assets
Current Assets
Cash and cash equivale $ 73
Receivable! 431
Other 93
Total Current Assets 597
Property, Plant and Equipment, | 6
Goodwill and Other Intangible Assets, | 242
Other 16
Total Assets 861
Current Liabilities:
Accounts payabl 420
Accrued payroll and employee bene 17
Deferred revenu 67
Other 35
Total Current Liabilities 539
Deferred Revenu 11
Other Noncurrent Liabilities 12
Total Liabilities 562
Net Assets $299
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(i)Structure

On November 30, 2005, Level 3 sold)Structure to Infocrossing for proceeds of $85 immllwhich consisted of $82 million in cash and
$3 million of Infocrossing, Inc. common stock. Ttesh purchase price is subject to post-closingsaugents based on actual working capital
as of the closing date. The Company and Infocrgsaie in the process of completing the working tedgidjustments through arbitration.
Level 3 recognized a $49 million gain on the tratisa in the fourth quarter of 2005.

The following is the summarized results of operadiof the ( )Structure business for the eleven months endeaiber 30, 2005 and
the year ended December 31, 2004:

January 1, Twelve

Through Months
November 30, Ended
2005 2004

(dollars in millions,
except per share
data)

Revenue! $64 $75
Costs and Expense

Cost of revenu 47 53
Depreciation and amortizatic 8 13
Selling, general and administrative _ 9 _9
Total costs and expenses 64 _75
Income from Discontinued Operations — —
Gain on Sale of Discontinued Operations _49 =
Income from Discontinued Operations $49 $—

(4) Termination Revenue

On March 1, 2005, Level 3 entered into an agreeméht360networks in which both parties agreedcetoninate a 20-year IRU
agreement. Under the new agreement, 360networnksezt the dark fiber originally provided by Levelllhder the original IRU agreement,
signed in 2000, the cash received by Level 3 wéerdml and amortized to revenue over the 20-year tf the agreement. As a result of this
transaction, Level 3 recognized the unamortize@refl revenue of approximately $86 million as naskctermination revenue in the first
quarter of 2005.

On February 22, 2005, France Telecom and Leveidified an agreement to terminate a dark fibereagest signed in 2000. Under the
terms of the agreement, France Telecom returnefikthieto Level 3. Under the original IRU agreemehe cash received by Level 3 was
deferred and amortized to revenue over the 204pear of the agreement. As a result of this transact.evel 3 recognized the unamortized
deferred revenue of approximately $40 million as-gash termination revenue in the first quarte2@d5.

Level 3 and McLeodUSA Incorporated (“McLeod”) ergdrinto an agreement on November 1, 2004, wheretiyebt returned certain
intercity dark fiber provided by Level 3 under @@9%greement and provides discounted network srvalLevel 3 in exchange for cash and
other consideration. Cash received under the 1§88ement was deferred and amortized to revenuetige€0-year term of the agreement.
Level 3 had no further service obligations withp@s to the fiber and therefore recognized theridion of remaining unamortized deferred
revenue for the fiber returned as non-cash termainaevenue in 2004. The Company allocated the atsquaid to McLeod to fiber and
prepaid network expenses. The value of the fibeirmed was determined based on the capital castsvibuld be avoided in pulling additiol
fiber in certain segments of the Company’s intgrogtwork where fiber inventory would need to bgleaished in the next three years. The
prepaid network expense was valued based on
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the amount of discounted network expense servize€bmpany expects to realize through purchaséesé services on McLeod’s network.

(5) Restructuring and Impairment Charges

In 2006, the Company initiated workforce reductitimst are expected to affect approximately 1,200leyees in its North American
communications business related to the integratfoilTel, Progress Telecom, ICG CommunicationdCbee and Looking Glass into Ley
3’s operations. The accounting treatment for thvesce costs is dependent on whether those indilddffected are former employees of
the acquired companies or Level 3 employees. Ttima&®d severance costs earned by employees atthered companies as of the
acquisition date are included as a liability in Hadance sheet as of the acquisition date. The @oynexpects to incur approximately $30
million of severance and related costs for formeéiT@!, Progress Telecom, ICG Communications, Tel€and Looking Glass employees.
of December 31, 2006, the Company paid $19 milibseverance and related costs for these emplo$eesrance costs attributable to Level
3 employees are recorded as a restructuring cliatpe statement of operations once the employeesdatified that their position will be
eliminated and the severance arrangements are coitaied to the employee.

As of December 31, 2006, the Company had notifregimninated approximately 797 employees (248 fordl 3 and 549 for acquired
businesses) pursuant to these activities. Durifig 2he Company recorded approximately $5 milliomestructuring charges for affected
Level 3 employees. As of December 31, 2006, the gz had remaining obligations of less than $lionilfor those Level 3 employees
terminated or notified. The workforce reductiorribtitable to the WilTel integration activity wastkstantially complete by the end of 2006.
The workforce reductions attributable to the Pregréelecom, ICG Communications, TelCove and Lookdtass integration activities are
expected to be completed in 2007.

In the first quarter of 2005, the Company initiagedorkforce reduction of approximately 470 empksy/é its North American and
European communications business and as a resatimzed severance and related charges of apprtein®l5 million. As of
December 31, 2005, the Company had satisfieditsirgng obligations associated with the workforeduction.

During 2005, the Company identified additional conmications facilities that it no longer requireddamould not provide any future
economic benefit to the Company. Also during tharythe Company revised its lease impairment aisalggeflect improvements in sublei
income for communications facilities impaired ingprperiods. In total, the Company reduced its exgelease impairment obligations by
$1 million in 2005.

The communications business recorded lease impairoharges of $14 million for real property leagedlorth America and Europe in
the fourth quarter of 2004. The charge resultethfogasing use of certain leased space, the sighisigbleases for existing vacant space at
lower than estimated rates, and extending the astinsublease dates for other vacant propertietodmarket conditions.
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A summary of the restructuring charges and relattivity follows:

Severance and Relate:

Number of
Facilities Related
Employees Amount Amount
(in millions) (in millions)

Balance December 31, 20 60 $ 4 $6
2004 Charge 80 — 14
2004 Payments (140 ) _4)
Balance December 31, 2004 — — 16
2005 Charges(Benefi 472 15 Q)
2005 Payments (472) _(15) _(3)
Balance December 31, 2005 — $ — $12
2006 Charge 248 5 —
2006 Payments (242) _ (5 _ (2
Balance December 31, 2006 _ 6 $— $10

The Company paid approximately $2 million, $3 moitliand $4 million of facilities related costs in080 2005 and 2004, respectively.
The remaining lease termination obligations of $iillion are expected to be paid over the termsefimpaired leases, which extend to 2(
if the Company is unable to negotiate a buyouhefleases.

Impairments

The Company at least annually, or as events ouristances change that could affect the recoverabflithe carrying value of its
communications assets, conducts a comprehensii@we¥d the carrying value of its communicationsedsto determine if the carrying
amount of the communications assets are recoverablecordance with SFAS No. 144, “Accounting foe impairment or Disposal of Long-
Lived Assets” (“SFAS No. 144"). For purposes oflthéview, Level 3 has historically separately eatdd colocation facilities, certain
additional conduits and its communication netwankl(iding network equipment, fiber, conduits andtomer premise equipment) as these
were the lowest levels with separately identifiatdsh flows for grouping of assets. Beginning i0@dhe Company stopped evaluating
colocation assets separately and began includam th the communications network asset group debanges in the nature of the cash
flows from the delivery of colocation services. Thajority of the Company’s colocation customers mchase other services in
conjunction with their colocation services therebglucing the independence of colocation servicel flaws from other services. In additi
the percentage of colocation space used to sutiportetwork asset has increased over time. Theiimpat analysis is based on a long-term
cash flow forecast to assess the recovery of theramications assets over the estimated usefubfifee primary asset. The Company
concluded that the assets were not impaired agoémber 31, 2006. Management’s estimate of thedfwiash flows attributable to its long-
lived assets and the fair value of its businessesive significant uncertainty. Those estimatesba®ed on management’s assumptions of
future results, growth trends and industry condgiol he impairment analysis of long-lived assdto eequires management to make certain
subjective assumptions and estimates regardingxpected future use of certain additional conduoitbided in the network asset group and
the expected future use of certain empty condudtuated for impairment separately from the netwasget group. Management will continue
to assess the Company’s assets for impairmenteagsgccur or as industry conditions warrant.

The Company recognized $8 million of non-cash impant charges in 2006. Level 3 recognized $4 milbb non-cash impairment
charges as a result of the decision to terminatieqts for certain voice services and certainrmi@tion technology projects in the
communications business which had been previowslitalized. These projects have identifiable codtieh Level 3 can separately evaluate
for
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impairment. The costs incurred for these projentduding capitalized labor, were impaired as thaying value of these projects were no
longer expected to provide future benefit to thenBany. In addition, Level 3 recognized $4 millidmon-cash impairment charges primau
related to excess land of the communications basiheld for sale in Germany. This charge resuliu the difference between the recorded
carrying value and the estimated market value efahd.

The Company recognized $9 million of non-cash impant charges in 2005 that primarily resulted fithe decision to terminate
projects for certain voice services and certainrmiation technology projects in the communicatibuasiness which had been previously
capitalized. These projects have identifiable cestich Level 3 can separately evaluate for impairin&he costs incurred for these projects,
including capitalized labor, were impaired as theying value of these projects were no longer etqzkto provided future benefit to the
Company. The Company did not incur asset impairragpénses in 2004.

(6) Loss Per Share

The Company had a loss from continuing operationshfe three years ended December 31, 2006. Therehe effect of the
approximately 481 million, 418 million and 171 rioth shares issuable pursuant to the five, fourtaree series of convertible notes
outstanding at December 31, 2006, 2005 and 206gectively, have not been included in the compantadif diluted loss per share because
their inclusion would have been anti-dilutive te tomputation. In addition, the effect of the apprately 54 million, 59 million and
49 million stock options, outperform stock optiorestricted stock units and warrants outstandiri@eatember 31, 2006, 2005 and 2004,
respectively, have not been included in the contjmurtaf diluted loss per share because their incfusiould have been anti-dilutive to the
computation.

The following details the loss per share calcufeitor the Level 3 common stock (dollars in milli@xcept per share data):

Year Ended
December 31
2006 2005 2004
Loss from Continuing Operations $ (790) $ (707) $ (478
Income from Discontinued Operations (2006 and 2005
include gain on sale 46 69 20
Net Loss $ (7449 $ (638) $ (458
Total Number of Weighted Average Shares Outstandgegl
to Compute Basic and Diluted Earnings Per Share (in
thousands 1,003,25! 699,58¢ 683,84¢
Earnings (Loss) Per Share of Level 3 Common StBelsit
and Diluted):
Loss from Continuing Operatiol $ (0799 $ (1.01) $ (0.70
Income from Discontinued Operations 0.05 0.10 0.03
Net Loss $ (0.7 $ (091) $ (0.6

(7) Disclosures about Fair Value of Financial Instaments
The following methods and assumptions were usetermine classification and fair values of finahanstruments:

Cash and Cash Equivalents

Cash equivalents generally consist of funds inekstédighly liquid instruments purchased with afgoral maturity of three months or
less. The securities are stated at cost, whichoappates fair value.
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Marketable and Restricted Securities

At December 31, 2006, marketable securities comsititely of U.S. Treasury securities that wererabgerized as held to maturity. Thi
securities total $235 million and are reflectedasent assets on the consolidated balance shBeicamber 31, 2006.

At December 31, 2005, marketable securities con$istS. Treasury securities and the Infocrosshmayes received in thd {Structure
transaction which were valued at quoted markeegriEor most of 2005, the Company characterizetltBe Treasury securities as held to
maturity. As a result of the acquisition of WilTatd expected cash flow requirements in 2006, thagamy designated certain Treasury
securities as available for sale in the fourth terasf 2005. These securities totaled $173 millstated at fair value since they were available
for sale, and were reflected as current asseteendnsolidated balance sheet at December 31, Z8@3nfocrossing shares and U.S.
Treasury securities characterized as availabledl® were sold in 2006.

Restricted securities consist primarily of cashestments that serve to collateralize outstandittgrieof credit and certain performance
and operating obligations of the Company.

The cost of the securities used in computing uiredland realized gains and losses is determinegpégific identification. Fair values
are estimated based on quoted market prices faretrities.

The net unrealized holding gains and losses foketable securities classified as available for sadee included in accumulated other
comprehensive income (loss) within stockholderlity (deficit). Securities characterized as Helchaturity are stated at cost. The unreal
holding gains and losses for securities chara&dr@s held to maturity are not reflected in thesotidated financial statements.

At December 31, 2006 and 2005 the unrealized hgldains and losses on the marketable securities agefollows:

Unrealized Unrealized

Holding Holding Fair
Cost Gains Losses Value
(dollars in millions)
2006
Marketable Securitie:
U.S. Treasury securities—Current $235 $— $) $234
$235 $— $(1) 234
2005
Marketable Securitie:
U.S. Treasury securiti—Current $173 $— $— $173
Equity Securitie—Current 3 — — 3
U.S. Treasury securities—Noncurrent 234 = ) 232
$410 $— $(2 $408

The Company recognized $2 million of realized gdios the sale of marketable equity securities08&, $2 million of realized losses
from the sale of marketable debt securities in 28@% $23 million of realized gains from the salemzfrketable equity securities in 2004.
These realized gains and losses are reflectedniarQtet on the consolidated statement of opemfmmall periods presented.

Maturities for the restricted securities have re¢ib presented, as the types of securities are edlsh or money market mutual funds
do not have a single maturity date.

F- 32




Long-Term Debt

The fair value of long-term debt was estimated gisire December 31, 2006 and 2005 average of theruicask price for the publicly
traded debt instruments. The CBRE Commercial M@egaas not traded in an organized public manneg.fain value of this instrument is
assumed to approximate the carrying value at DeeeBih 2006 as it was secured by underlying assbes9% Convertible Senior Discount
Notes due 2013 included within Lc-Term Debt are not traded in an organized publiomea. The fair value of these notes was calculated
using a convertible model, which uses the Bl&ckoles valuation model to value the equity portibthe security and bond math to value
debt portion of the security (using market yieltsother Level 3 traded debt). The 10% Convertitdei® Notes due 2011 included within
Long-Term Debt are not traded in an organized pubknner. Level 3 has obtained a market value &dhird party broker for the 10%
Convertible Senior Notes due 2011.

The carrying amount and estimated fair values o€L8'’s financial instruments are as follows:

2006 2005
Carrying Fair Carrying Fair
Amount Value Amount Value
(dollars in millions)
Cash and Cash Equivalents (excluding discontinpedations’ $1,681 $1,681 $ 379 $ 379
Marketable Securiti—Current 235 234 176 176
Marketable Securiti—Noncurrent — — 234 232
Restricted Securiti—Current 46 46 34 34
Restricted Securiti—Noncurrent 90 90 75 75
Receivables less allowance for doubtful accounts€N8) 326 326 392 392
Investments (Note 1: 14 14 15 15
Accounts Payabl 391 391 367 367
Long-term Debt, including current portion (Note ! 7,362 8,578 6,023 5,266
(8) Receivables
Receivables at December 31, 2006 and 2005 wedlaw$:
Communications Coal Total
(dollars in millions)

2006

Accounts Receivab—Trade $337 $6 $343

Allowance for Doubtful Accounts a7 e 17

Total $320 $6 $326

2005

Accounts Receivab—Trade $400 $ 9 $409

Allowance for Doubtful Accounts 7 e (17)

Total $383 Q $392

The Company recognized bad debt expense in sefjamgral and administrative expenses of $1 milliess than $1 million and
$3 million in 2006, 2005 and 2004, respectivelyvéle3 received $1 million, $2 million and $2 milti@f proceeds for amounts previously
deemed uncollectible in 2006, 2005 and 2004, rdésmie. The Company reduced accounts receivabletla@dllowance for doubtful accou
by less than $1 million, less than $1 million ar&riillion in 2006, 2005 and 2004, respectively, thoe write off of previously reserved
amounts the Company deemed as uncollectible.
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(9) Other Current Assets
At December 31, 2006 and 2005 other current assetsisted of the following:

2006 2005

(dollars in

millions)
Prepaid Asset $ 52 $55
Debt Issuance Costs, r 18 16
Other 31 21
$101 &

Prepaid assets include insurance, software mainéenaent and right of way costs.

(10) Property, Plant and Equipment, net

Costs associated directly with expansions and irgments to the communications network and custanséallations, including
employee related costs, have been capitalizedCbinepany generally capitalizes costs associatednveitivork construction, provisioning of
services and software development. Capitalizedrlabhd related costs associated with employees @muact labor working on capital
projects were approximately $72 million, $51 mifliand $66 million for the years ended Decembe806, 2005 and 2004, respectively.
Included in capitalized labor and related costs $&smillion of capitalized non-cash compensatiostsaelated to options and warrants
granted to employees for each of the years endedreer 31, 2006, 2005 and 2004, respectively.

The Company continues to develop business suppsteras required for its business. The externaktests of software, materials and
services, and payroll and payroll related expefmesmployees directly associated with the projectirred when developing the business
support systems are capitalized and included icépéalized costs above. Upon completion of agutpjthe total cost of the business support
system is amortized over an estimated useful fithree years.

The Company reviews its capitalized projects attleanually or when events and circumstances itelibat the assets may be impail
When previously capitalized software developmeistcare considered to be impaired, the Companyletds and recognizes an impairment
loss in accordance with SFAS No. 144, “Accountiagthe Impairment or Disposal of Long-Lived Asseéts.

Included in Land and Mineral Properties are minpraperties related to the coal business with &lzasis of approximately $5 million
for each of the years ended December 31, 2006 @@%. Ihe remaining Land and Mineral Propertiesrmaaof approximately $209 million
and $205 million for the years ended December 8@62and 2005, respectively, represent owned ask#ie communications business,
including land improvements. The coal mineral prtips include owned and leased assets. The vacmaldease agreements require
minimum lease payments and provide for royalty\erdding royalty payments based on the tons of noaed or sold from the properties.
Depletion on the mineral properties is providedaamits-of-extraction basis determined in relatmeoal committed under sales contracts.

Capitalized business support systems and netwarkteation costs that have not been placed insehéve been classified as
construction-in-progress within property, plant aggiipment below.

The cost and accumulated depreciation of proppkant and equipment has been reduced for impaisrakéen in current and prior
years.
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At December 31, 2006 and 2005, property, planteapndpment were as follows:

Accumulated

Book
Cost Depreciation Value
(dollars in millions)
December 31, 200!
Land and Mineral Propertie $ 214 $ (28 $ 186
Facility and Leasehold Improvemen
Communication: 1,692 (482 1,21C
Coal Mining 151 (148) 3
Network Infrastructur 5,430 (1,409 4,021
Operating Equipmen
Communication: 2,706 (1,799 907
Coal Mining 71 (64) 7
Furniture, Fixtures and Office Equipme 132 (106) 26
Other 28 (24) 4
Construction-in-Progress 104 104

$10,52¢ $(4,0600 $6,46¢

December 31, 200!

Land and Mineral Propertit $ 210 $ (26) $ 184
Facility and Leasehold Improvemen

Communication: 1,532 (355) 1,177

Coal Mining 153 (149) 4
Network Infrastructur 4,705 (1,12¢) 3,57¢
Operating Equipmen

Communication: 2,156 (1,528 628

Coal Mining 69 (62) 7
Furniture, Fixtures and Office Equipme 111 (96) 15
Other 22 (19 3
Construction-in-Progress 35 35

$ 8,99 $(3,361) $5,63Z

The value of property, plant and equipment relébettie ICG Communications, TelCove and Looking &lasquisitions are based on
preliminary valuations. The value of property, pland equipment related to WilTel and Progressciate is based on a final valuation.

During 2006, Level 3 determined that the periodG@loenpany expects to use its existing fiber is larigan the remaining useful life as
originally estimated. As a result, the Company edéal the depreciable life of its existing fibermfr@ years to 12 years. This change in
estimate, effective as of April 1, 2006, was acdedrior prospectively, in accordance with SFAS N84 and reduced depreciation expense
by $54 million in 2006. In addition, this changeeistimate reduced net loss from continuing opematand net loss by $54 million, or
approximately $0.05 per share for the year endezkdber 31, 2006.

In addition, during 2006, Level 3 determined thnet period the Company expects to use its existegrenic equipment is longer than
the remaining useful lives as originally estimat&d.a result, the Company extended the deprecididlef its existing transmission equipm
from 5 years to 7 years and existing IP equipmeamhf3 years to 4 years. This change in estimatectdfe as of July 1, 2006, was accounted
for prospectively, in accordance with SFAS No. 1&dd reduced depreciation expense by $26 millid20B6. In addition, this change in
estimate reduced net loss from continuing operatard net loss by $26 million, or approximately080per share for the year ended
December 31, 2006.

Depreciation expense was $652 million in 2006, $5@4on in 2005 and $613 million in 2004.
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(11) Goodwill and Other Intangibles, net

Goodwill and Other Intangibles, net at December2BD6 and 2005 were as follows (dollars in millipns

Other
Goodwill Intangibles

December 31, 200!
360networks $ — $ 3
Sprint — 5
Telverse — 10
Genuity — 6
WilTel — 135
Progress Telecol 32 33
ICG Communication 127 47
TelCove 179 264
Looking Glass — 8
McLeod 40 —
XCOM 30 —
$408 511

December 31, 200!
360networks $ — $ 4
Sprint — 16
ICG — 4
Telverse — 16
Genuity — 30
WilTel — 151
McLeod 40 —
XCOM 30 —
$ 70 $221

The Company segregates identifiable intangibletagsmuired in a business combination from goodilaccordance with SFAS
No. 142, Goodwill is no longer amortized and theydag amount of the goodwill must be evaluateteast annually for impairment using
fair value based test. An assessment of the cgrmatue of the goodwill attributable to the comnuations business indicated that the assets
were not impaired as of December 31, 2006.

On December 23, 2005, Level 3 completed the adensof WilTel. A final valuation of the assets aged indicated a value of
$152 million for intangible assets. The intangiasets primarily include customer relationshipstaedvyvx trademark. The final valuation
placed an indefinite life on the Vyvx trademark dinds ranging from 6 to 11 years for the custonmedationships.

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom. A final valuation of theegas@acquired in the Progress
Telecom acquisition resulted in a value of $36ionillifor customer-related intangible assets witlestimated useful life of 8 years. The final
purchase price valuation indicated that the purelpsEe exceeded the fair value of the identifi@ssets acquired and liabilities assumed by
$32 million,

On May 31, 2006, Level 3 completed the acquisitbfCG Communications. A preliminary valuation bktassets acquired in the ICG
Communications transaction indicated a value of iBon for customer-related intangible assetswah estimated useful life of 15 years.
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On July 24, 2006, Level 3 completed the acquisitibelCove. A preliminary valuation of the assatgjuired in the TelCove transact
as of the acquisition date, indicates custometedlmtangible assets of approximately $253 millisith lives ranging from 9 to 13 years and
other assets of approximately $20 million with adefinite life.

On August 2, 2006, Level 3 completed the acquisitibLooking Glass. A preliminary valuation of thesets acquired in the Looking
Glass transaction as of the acquisition date, atdiccustomer-related intangibles of approximak8lynillion with an estimated useful life of
8 years. Based on the valuation, Level 3 adjustepreliminary estimate of the amount initiallycahted to customer intangibles from
$41 million at the end of the third quarter of 2@669 million. Also, during the fourth quarter 2006 Level 3 recorded a $24 million liability
for unfavorable leases attributable to Looking Glas

The preliminary purchase price valuations for IC@@nunications and TelCove indicated that the pigelmice exceeded the fair va
of the identifiable assets acquired and liabilisgsumed and resulted in goodwill of $127 milliond $179 million, respectively. The
preliminary valuation of the assets acquired aabllities assumed in the Looking Glass transadtidicates that the fair value of the
identifiable net assets acquired exceeds the caraidn paid to the former owners and resulteceigative goodwill of $24 million which
reduced the fair value of long-lived assets acquinghe transaction on a pro-rata basis.

During the first quarter of 2005, Level 3 purchasemistomer contract from 360networks for cashfahde services valued at
$4 million. The total purchase price was recordedraintangible asset and will be amortized overémaining four-year term of the
customer contract.

At December 31, 2006 and 2005 identifiable intalegéssets were as follows (dollars in millions):

Accumulated
Book
Cost Amortization Value

December 31, 200!
Customer Contract:

Sprint $ 31 $ (26) $ 5
ICG 37 (37) —
Genuity 28 (22) 6
McLeod 49 (49) —
Customer Relationship
Genuity 79 (79) —
360networks 4 2) 3
WilTel 120 (a7 103
Progress Telecol 36 3) 33
ICG Communication 49 (2 a7
Looking Glass 9 2) 8
TelCove 253 9) 244
Trademarks
WilTel 32 — 32
Technology:
Telverse 31 (21) 10
Other: 20 — 20

$778  $(267) $511
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Accumulated
Book
Cost Amortization Value

December 31, 200!
Customer Contract:

Sprint $ 31 $ (15) $ 16

ICG 37 (33) 4

Genuity 28 ()] 11

McLeod 49 (49) —
Customer Relationship

Genuity 79 (60) 19

360networks 4 — 4

WilTel 120 1) 119
Trademarks

WilTel 32 — 32
Technology:

Telverse 31 (15) 16

$411  $(190) $221

Intangible asset amortization expense was $78amjl63 million and $58 million for the years enddetcember 31, 2006, 2005 and
2004, respectively.

The amortization expense related to intangibletasserently recorded on the Company’s books fehe# the five succeeding years is
estimated to be the following for the years endedémnber 31: 2007—3$66 million; 2008—%$52 million; 260$48 million; 2010—
$47 million; 2011—%$47 million and thereafter—$19@lion.
(12) Other Assets, net

At December 31, 2006 and 2005 other assets codgithe following:

2006 2005

(dollars in

millions)
Debt Issuance Costs, r $75 $ 54
Investment: 14 15
Deposits 17 22
Other 22 20
$128 $ 111

In 2005, the Company invested $10 million in Infim€orporation, a privately-held communicationsipment company. Level 3 is
accounting for this investment using the cost metho

See Footnote 13 below for a discussion of debaissgl costs included in other assets, net above.
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(13) Long-Term Debt
At December 31, 2006 and 2005, long-term debt wdslws:

2006 2005
(dollars in
millions)

Senior Secured Term Loan (8.37% due 2( $ 730 $ 730
Senior Notes (11.0% due 20( 78 132
Senior Notes (9.125% — 954
Senior Discount Notes (10.5¢ — 144
Senior Euro Notes (10.75% due 20 65 59
Senior Discount Notes (12.875% due 20 488 488
Senior Euro Notes (11.25% due 20 137 123
Senior Notes (11.25% due 201 96 96
Senior Notes (11.5% due 201 692 —
Fair value adjustment on Senior No (60) —
Senior Notes (10.75% due 201 3 500
Floating Rate Senior Notes (11.8% due 2( 150 —
Issue discount on Senior Noi 4) —
Senior Notes (12.25% due 201 550 —
Issue discount on Senior Noi (2) —
Senior Notes (9.25% due 201 1,25C —
Issue premium on Senior Not 11 —
Convertible Senior Notes (2.875% due 20 374 374
Convertible Senior Notes (5.25% due 20 345 345
Convertible Senior Notes (10.0% due 20 880 880
Convertible Senior Notes (3.5% due 20 335 —
Convertible Senior Discount Notes (9.0% due 2( 275 252
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514
Commercial Mortgage (6.86% due 20: 70 70
Capital leases assumed in acquisitions 23 —
7,362 6,028

Less current portion (5) —

$7,357 $6,02¢

Debt Exchanges, Amendments and Repurchases

2006 Debt Exchange

On January 13, 2006, the Company completed prastbange offers to exchange a portion of its onthiey 9.125% Senior Notes due
2008, 11% Senior Notes due 2008 and 10.5% Sengmobit Notes due 2008 (together the “2008 Notsi) were held by eligible holders
a private placement for cash and new 11.5% Serntes\due 2010. The Company issued $692 millionezgde principal amount of 11.5%
Senior Notes due 2010 as well as paid $46 millibcash consideration in exchange for the 2008 Nietedered in the transactions. The
Company also paid approximately $13 million in césttotal accrued interest to the closing datelen2008 Notes that were accepted for
exchange.

Pursuant to the guidance in EITF No. 96-19, “Debtéiccounting for a Modification or Exchange of Débstruments” (“EITF No. 96-
19"), the Company accounted for the exchange of the %12é&nior Notes due 2008 and the 11% Senior Note2@d08 as an extinguishmi
of debt and recognized a gain of
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approximately $27 million in Other Income in thesfiquarter of 2006. The gain was determined ugiadair value of the new 11.5% Senior
Notes due 2010 at the time of issuance. The féirevaf the 11.5% Senior Notes due 2010 was appateiy $73 million less than the fa
amount of the debt. The accretion of the $73 nmilliiscount will be reflected as interest expendetiore periods using the effective interest
method. The 11.5% Senior Notes due 2010 were redattheir fair value on the transaction datewitichccrete to their face value at
maturity. Premiums paid to holders of the 9.125%i&@eNotes due 2008 and the 11% Senior Notes di® @0$41 million reduced the gain
on extinguishment of debt.

In accordance with EITF No. 96-19, the exchanghefl0.5% Senior Discount Notes due 2008 was ateddar as a modification of
the existing debt. The premiums paid to the holdétke 10.5% Senior Discount Notes due 2008 affBon were added to the existing d«
issuance costs and will be amortized over the tdrthe 11.5% Senior Notes due 2010.

The Company incurred approximately $5 million afdiparty costs associated with the exchange trdiose The costs were allocated
each tranche of debt based on the amount tendereaddhange. The $4 million of fees allocated ®3t125% Senior Notes due 2008 and the
11% Senior Notes due 2008 were capitalized andogithmortized to interest expense over the tertheofespective notes. The $1 million of
costs allocated to the 10.5% Senior Discount Ndtes2008 were expensed in the first quarter of 2006

The principal amount of 2008 Notes tendered igca¢t in the table below (dollars in millions).

Aggregate
Principal Aggregate
Amount Principal Amount
Outstanding Aggregate
2008 Notes Before Principal Amount of Old Notes that Total Cash
Exchange Remained Premium
Exchanged Offers Tendered Qutstanding Payment
9.125% Senior Notes due 2008 $954 $556 $398 $36
11% Senior Notes due 20! 132 54 78 5
10.5% Senior Discount Notes due 2( 144 82 62 5

The exchange offers were made only to qualifietitintsonal buyers and institutional accredited istogs inside the United States
to certain non-U.S. investors located outside thedd States.

The 11.5% Senior Notes are senior unsecured olaligabf the Company, ranking equal in right of payrnwith the old notes not
tendered in the exchange offers as well as allratbeior unsecured obligations of the Company. Th&% Senior Notes due 2010 mature on
March 1, 2010, and bear interest at a rate perraregual to 11.5%. Interest on the notes is payablglarch 1 and September 1 of each year,
beginning on September 1, 2006. The Company maseradome or all of the 11.5% Senior Notes due 2080y time on or after March 1,
2009, at 100% of their principal amount plus acdrimterest.

The Company’s exchange offer registration staterfagrthese notes was declared effective by the @&=iand Exchange
Commission on August 8, 2006 and the exchange wéfating to these notes was subsequently completed

2006 Debt Tenders and Redemptions

On July 13, 2006, Level 3 redeemed all of its @utding 9.125% Senior Notes due 2008 and 10.5% EBrsoount Notes due 2008
remaining after the debt exchange completed onargriB, 2006, described above. Aggregate princgadll premium and accrued interest
totaled $470 million.

The 9.125% Senior Notes due 2008 were redeemertedemption price equal to 100% of the principabant of those notes plus
accrued and unpaid interest. The aggregate pringipaunt of
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9.125% Senior Notes due 2008 that were redeeme&3&&million. The 10.5% Senior Discount Notes 8068 were redeemed at a
redemption price equal to 101.75% of the princgrabunt at maturity of those notes plus accrueduapaid interest. The aggregate principal
amount at maturity of 10.5% Senior Discount Notes 8008 that were redeemed was $62 million.

On December 27, 2006, Level 3 Financing, Inc. (‘&le¥ Financing”) a wholly owned subsidiary of therpany, purchased for cash
$497 million in total principal amount of its 10%5Senior Notes due 2011, representing approxim&8&($% of the aggregate principal
amount outstanding of all 10.75% Senior Notes DQEL2Holders of the 10.75% Senior Notes due 201itilyaendered and accepted for
purchase by Level 3 Financing received $1,092.2Bp@00 principal amount of the these notes, whicluded $1,062.21 as the purchase
price and $30.00 as a consent payment. Level 31Eing paid in cash approximately $528 million taghase the 10.75% Senior Notes due
2011 as well as a $15 million consent payment dridrillion for total accrued interest to the clagitate of the tender offer. The Company
recorded a $54 million net loss on the early extislgment of the debt, including unamortized defdidnce costs of $8 million.

Amendment and Restatement of Credit Facility

On June 27, 2006, Level 3 Financing amended andteekits existing $730 million senior secured iritility (see Senior Secured
Term Loan due 2011 below) to reduce the interdstpayable under the agreement by 400 basis poioidify the pre-payment provisions
and make other specified changes.

The amendment of the credit facility was treatedragxtinguishment of the existing debt instrunthre to the significant change in
lenders of the debt in accordance with EITF No196The fair value of the amended and restatedtdeaility approximated the carrying
value of the original credit facility as the inteteate of the amended and restated credit facipyroximated current market rates. As part of
the transaction, Level 3 Financing paid a prepayrpegmium of approximately $42 million to existidgbt holders. The prepayment
premium along with the unamortized deferred dehiasice costs of $13 million from the original oiffigr, were recognized as a loss on the
extinguishment of debt in the second quarter 0620ie Company also incurred $11 million of thiatty costs to complete this transaction.
These costs were reflected as deferred debt isswasts and will be amortized to interest expense the term of the debt using the effec
interest method.

Debt | nstruments

At December 31, 2006, Level 3 was in compliancdwhie covenants on all outstanding debt issuances.

Senior Secured Term Loan due 2011

On December 1, 2004, Level 3 Communications, Beguarantor, Level 3 Financing, as borrower, amthin lenders entered into a
credit agreement (“Credit Agreement”) pursuant tool the lenders extended a $730 million senionsgtterm loan (“Senior Secured Term
Loan”) to Level 3 Financing. The term loan mature2011 and had a current interest rate of the bardterbank Offering Rate (“LIBOR")
plus an applicable margin of 700 basis points. @re27, 2006, Level 3 Financing amended and restageSenior Secured Term Loan to
reduce the interest rate payable under the agradwietd0 basis points, modify the ppayment provisions and make other specified chai

Interest on the note accrues at the three montlRIBNd is payable in cash on March 5, June 5, Bdgie5 and December 5 of each
year, in arrears, beginning March 1, 2005. Thergsierate was 8.37% at December 31, 2006 and wesleed at the commencement of
interest period beginning December 5, 2006.
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Level 3 Financing’s obligations under this termrl@ae, subject to certain exceptions, secured tigineassets of the Company; and
certain of the Company’s material domestic subsieahat are engaged in the telecommunicationsésss. The Company and these
subsidiaries have also guaranteed the obligatibhswel 3 Financing under the Senior Secured Teaarl. Level 3 Communications, LLC
and its material domestic subsidiaries have guaeahéand have pledged certain of their assets toestire obligations under the Senior
Secured Term Loan. Certain of the initial subsigdigmarantors have been released from their pleddegyaarantee obligations under the
Senior Secured Term Loan.

The Credit Agreement includes certain negative namés which restrict the ability of the Companyyé&ke3 Financing and any restricted
subsidiary to engage in certain activities. TheditrAgreement also contains certain events of defdwdoes not require the Company or
Level 3 Financing to maintain specific financiatioa.

Level 3 used the original net proceeds after tretitaa costs to fund the purchase of certain oéxisting debt securities outstanding at
the time.

Debt issuance costs of $17 million were originathpitalized and were being amortized to interepeage over the term of the Senior
Secured Term Loan. As part of the amendment andtessent of the Senior Secured Term Loan, the m@ngaoriginal debt issuance costs
were written off and are included in the loss om éixtinguishment of debt. The transaction costsriend and restate the Senior Secured
Loan in June 2006 of $11 million were capitalized are being amortized to interest expense overtinaining term of the Senior Secured
Term Loan. After amortization, debt issuance cegse approximately $10 million at December 31, 2006

See Subsequent Events (Note 21) regarding the &gb®2007 announcement to refinance the Senicur8d Term Loan.

11% Senior Notes due 2008

In February 2000, Level 3 Communications, Inc. nezet $779 million of net proceeds, after transactiosts, from a private offering of
$800 million aggregate principal amount of its 1$#nior Notes due 2008 (“11% Senior Notes”). As e€&@mber 31, 2006 a total of
$722 million aggregate principal amount of the 13&nior Notes had been repurchased. Interest amotes accrues at 11% per year and is
payable semi-annually in arrears in cash on Makchrid September 15, beginning September 15, 20@01T% Senior Notes are senior,
unsecured obligations of Level 3 Communications,,lrankingpari passuwith all existing and future senior debt. The 11&aidr Notes
cannot be prepaid by Level 3 Communications, laed mature on March 15, 2008. The 11% Senior Nmie&in certain covenants, which
among other things, limit additional indebtednebgidend payments, certain investments and traisectvith affiliates.

Debt issuance costs of $21 million were originathpitalized and are being amortized to intereseprgp over the term of the 11% Sel
Notes. As a result of amortization and debt repasel, the capitalized debt issuance costs haverbaaced to less than $1 million
December 31, 2006.

See Subsequent Events (Note 21) regarding the &gbtd, 2007 announcement of the Company’s tenffier to purchase the 11%
Senior Notes due 2008.
10.75% Senior Euro Notes due 2008

In February 2000, Level 3 Communications, Inc. nezet € 488 million ($478 million when issued) oftpeoceeds, after debt issuance
costs, from an offering of € 500 million aggregptacipal amount 10.75% Senior Euro Notes due 2008.75% Senior Euro Notes”). As of
December 31, 2006, a total o##80 million aggregate principal amount of the 1067Senior Euro Notes had been repurchased. Intenesie
notes accrues at 10.75% per year and is payaBlerivzs semi-annually in arrears on March 15 and
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September 15 each year beginning on Septembef8, Zhe 10.75% Senior Euro Notes are not redeenigblLevel 3

Communications, Inc. prior to maturity. Debt issceugosts of € 12 million were originally capitalizand are being amortized over the term
of the 10.75% Senior Euro Notes. As a result of izettion and debt repurchases, the net capitalitedd issuance costs have been reduc
less than € 1 million at December 31, 2006.

The 10.75% Senior Euro Notes are senior, unseabiightions of the Company, rankipari passuwith all existing and future senior
debt. The 10.75% Senior Euro Notes contain cedauenants, which among other things, limit add#icndebtedness, dividend payments,
certain investments and transactions with affiiate

The issuance of the € 500 million 10.75% SenioBEJotes has been designated as, and is effectiamasconomic hedge against the
investment in certain of the Company’s foreign sdibsies. Therefore, foreign currency gains andéssresulting from the translation of the
debt have been recorded in other comprehensivenia¢toss) to the extent of translation gains oségson such investment. The 10.75%
Senior Euro Notes were valued, based on currertitagrge rates, at $65 million in the Company’s cadatéd financial statements at
December 31, 2006. The difference between the iogrmalue at December 31, 2006 and the value ahis=®, after repurchases, is recorded
in other comprehensive income.

See Subsequent Events (Note 21) regarding the &gb20, 2007 announcement of the Company’s tenffier i purchase the 10.75%
Senior Euro Notes due 2008.

12.875% Senior Discount Notes due 2010

In February 2000, Level 3 Communications, Inc. sold private offering $675 million aggregate pipad amount at maturity of its
12.875% Senior Discount Notes due 2010 (“12.875%dBdiscount Notes”). The sale proceeds of $36llianj excluding debt issuance
costs, were recorded as long-term debt. As of Deeerdl, 2006, a total of $187 million aggregatagpal amount at maturity of the
12.875% Senior Discount Notes had been repurchésadng $488 million aggregate principal amountstanding. Interest on the 12.875%
Senior Discount Notes accreted at a rate of 12.8F&f4ear, compounded semi-annually, to 100% of thencipal amount on March 15,
2005, which is an aggregate principal amount o8$#dlion. Cash interest did not accrue on the 8% Senior Discount Notes prior to
March 15, 2005. Commencing March 15, 2005, intesaghe 12.875% Senior Discount Notes accrueseatate of 12.875% per year and is
payable in cash semi-annually in arrears.

The 12.875% Senior Discount Notes are subjectdemgption at the option of Level 3 Communicatiom, | in whole or in part, at any
time or from time to time on or after March 15, 80Qevel 3 Communications, Inc. may redeem the 1528 Senior Discount Notes at the
redemption prices set forth below, plus interdsiny, to the redemption date. The following priees for 12.875% Senior Discount Notes
redeemed during the 12-month period commencing arcM15 of the years set forth below and are esprkas percentages of principal
amount.

Year Redemption Price
2006 104.292%
2007 102.14¢%
2008 and thereaftt 100.00(%

The 12.875% Senior Discount Notes are senior, wmedmbligations of the Company, rankipari passuwith all existing and future
senior debt. The 12.875% Senior Discount Notesaiomertain covenants, which among other thingst kkdditional indebtedness, dividend
payments, certain investments and transactionsaffitrates.
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Debt issuance costs of $9 million were originatypitalized and are being amortized to interest egp@ver the term of the 12.875%
Senior Discount Notes. As a result of amortizatiod debt repurchases, the capitalized debt issw@nste have been reduced to $2 million at
December 31, 2006.

See Subsequent Events (Note 21) regarding the &gbtd, 2007 announcement of the Company’s caitedd redeem the 12.875%
Senior Discount Notes due 2010.

11.25% Senior Euro Notes due 2010

In February 2000, Level 3 Communications, Inc. neeg € 293 million ($285 million when issued) oftoceeds, after debt issuance
costs, from an offering of € 300 million aggregptacipal amount 11.25% Senior Euro Notes due 201D.25% Senior Euro Notes”). As of
December 31, 2006, a total 086 million aggregate principal amount of the 1%2Senior Euro Notes had been repurchased. Intengbie
notes accrues at 11.25% per year and is payablieasgmally in arrears in Euros on March 15 and Smyier 15 each year beginning
September 15, 2000.

The 11.25% Senior Euro Notes are subject to redempt the option of Level 3 Communications, Irg.whole or in part, at any time
from time to time on or after March 15, 2005. THe2b% Senior Euro Notes may be redeemed at thenpian prices set forth below, plus
accrued and unpaid interest, if any, to the redemmtate. The following prices are for 11.25% Seifiaro Notes redeemed during the 12-
month period commencing on March 15 of the year$osth below, and are expressed as percentagasnaipal amount.

Year Redemption Price
2006 103.75(%
2007 101.87%%
2008 and thereaftt 100.00(%

Debt issuance costs of € 7 million were originaipitalized and are being amortized over the tdrthen11.25% Senior Euro Notes. As
a result of amortization and debt repurchases;apéalized debt issuance costs have been redadad tillion at December 31, 2006. The
11.25% Senior Euro Notes are senior, unsecuredattdins of the Company, rankipari passuwith all existing and future senior debt. The
11.25% Senior Euro Notes contain certain covenaritih among other things, limit additional indediiess, dividend payments, certain
investments and transactions with affiliates.

The issuance of the € 300 million 11.25% SenioBEJotes has been designated as, and is effectiamasconomic hedge against the
investment in certain of the Company’s foreign sdibsies. Therefore, foreign currency gains andéssresulting from the translation of the
debt have been recorded in other comprehensivenia¢toss) to the extent of translation gains oségson such net investment. The 11.25%
Senior Euro Notes were valued, based on curretitagge rates, at $137 million in the Company’s feiahstatements at December 31, 2006.
The difference between the carrying value at Deeerth, 2006 and the value at issuance, after rbpaes, is recorded in other
comprehensive income.

See Subsequent Events (Note 21) regarding the &esbtb, 2007 announcement of the Company’s caiteod redeem the 11.25%
Senior Euro Notes due 2010.
11.25% Senior Notes due 2010

In February 2000, Level 3 Communications, Inc. neeg $243 million of net proceeds, after transactiosts, from a private offering of
$250 million aggregate principal amount of its BE@2Senior Notes due 2010 (“11.25% Senior Notes$)oADecember 31, 2006, a total of
$154 million aggregate principal amount of the 5%2Senior Notes had been repurchased. Interesteomotes accrues at
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11.25% per year and is payable semi-annually maasron March 15 and September 15 in cash begii@@ptember 15, 2000.

The 11.25% Senior Notes are subject to redemptitimecoption of Level 3 Communications, Inc., inalgor in part, at any time or frc
time to time on or after March 15, 2005. Level Sr@ounications, Inc. may redeem the 11.25% Senioe®Nat the redemption prices set forth
below, plus accrued and unpaid interest, if anyhéoredemption date. The following prices arelfbr25% Senior Notes redeemed during the
12-month period commencing on March 15 of the yeatgorth below:

Year Redemption Price
2006 103.75(%
2007 101.87%%
2008 and thereaftt 100.00(%

The 11.25% Senior Notes are senior, unsecuredatidits of the Company, rankimpgri passuwith all existing and future senior debt.
The 11.25% Senior Notes contain certain covenaritgh among other things, limit additional indebteds, dividend payments, certain
investments and transactions with affiliates.

Debt issuance costs of $7 million were originathpitalized and are being amortized to interest esp®ver the term of the 11.25%
Senior Notes. As a result of amortization and deptirchases, the capitalized debt issuance coststigeen reduced to $1 million at
December 31, 2006.

See Subsequent Events (Note 21) regarding the &ghtd, 2007 announcement of the Company’s caitedd redeem the 11.25%
Senior Notes due 2010.

10.75% Senior Notes due 2011

In October 2003, Level 3 Financing received $48Hiani of net proceeds from a private placement rirfig of $500 million aggregate
principal amount of its 10.75% Senior Notes duel2(f10.75% Senior Notes”). As of December 31, 2006tal of $497 million aggregate
principal amount of the 10.75% Senior Notes hahlsedeemed. Interest on the notes accrues at 1(ébYear and is payable in arrears on
April 15 and October 15 each year in cash. Thesesrare guaranteed by Level 3 Communications, LiClavel 3 Communications, Inc.
(See Note 20).

The 10.75% Senior Notes are subject to redemptitimeaoption of Level 3 Financing, in whole or iarp at any time or from time to
time on or after October 15, 2007, plus accruediarghid interest thereon to the redemption datediéemed during the twelve months
beginning October 15, of the years indicated below:

Year Redemption Price
2007 105.37%
2008 102.68t%
2009 and thereaftt 100.00(%

In connection with the tender offer and relatedssmt solicitation on December 27, 2006, Level 3aRaing entered into a Supplemental
Indenture, dated as of October 1, 2003 (“10.75%eNimdlenture”)among Level 3, as Guarantor, Level 3 Financingssser, and The Bank
New York, as Trustee, relating to the 10.75% NadBegsuant to the Supplemental Indenture, the 10.M6% Indenture was amendec
eliminate substantially all of the covenants, dartapurchase rights and certain events of deémdtrelated provisions contained in the
10.75% Note Indenture.

F-45




The 10.75% Senior Notes are senior, unsecuredatidits of Level 3 Financing, rankimgri passuwith all existing and future senior
unsecured indebtedness of Level 3 Financing.

Debt issuance costs of $14 million were originathpitalized and are being amortized to interesergp over the term of the 10.75%
Senior Notes. As a result of amortization and #purchase transaction, the capitalized debt isguemsts have been reduced to less than
$1 million at December 31, 2006.

Floating Rate Senior Notes due 2011

On March 14, 2006, Level 3 Communications, Incgaarantor and Level 3 Financing, as borrower,redtento an indenture with the
Bank of New York, as trustee, and issued $150 onilaggregate principal amount of floating rate eenotes due 2011 (“Floating Rate
Senior Notes due 2011") in a private offering. Aftensaction costs, the Company received net pasassociated with this offering of $142
million.

The Floating Rate Senior Notes due 2011 rank equaiht of payment with all other senior unsecuoddigations of Level 3 Financing
and have an initial interest rate equal to thexsith London Interbank Offered Rate (“LIBOR”), plés375%, which will be reset semi-
annually. Interest on the notes is payable on Makchnd September 15 of each year, beginning ote®éer 15, 2006. The interest rate was
11.8% at December 31, 2006. The Floating Rate $éldtes due 2011 were priced at 96.782% of pavéhanature on March 15, 2011. T
discount of $4 million is reflected as a reductiotiongterm debt and is being amortized as interest expewer the term of the Floating Ri
Senior Notes due 2011 using the effective intarethod. As of December 31, 2006, these notes anagteed by Level 3
Communications, Inc. and Level 3 CommunicationsCL{See Note 20).

The Floating Rate Senior Notes due 2011 are sutjeetlemption at the option of Level 3 Financingvhole or in part, at any time or
from time to time, on or after March 15, 2008 a& tedemption prices (expressed as a percentagaoigal amount) set forth below, plus
accrued and unpaid interest thereon to the redemptte, if redeemed during the twelve months beggnMarch 15, of the years indicated
below:

Year Redemption Price
2008 102.C%
2009 101.C%
2010 100.C%

On March 14, 2006, Level 3, Level 3 Financing amalinitial purchasers of the Floating Rate Senioted due 2011 entered into a
registration rights agreement relating to the FgaRate Senior Notes due 2011 pursuant to whickelL® and Level 3 Financing agreed to
file an exchange offer registration statement whth Securities and Exchange Commission. The Companrghange offer registration
statement for these notes was declared effectitbdBecurities and Exchange Commission on Augugd@ and the exchange offer rela
to these notes was subsequently completed.

Debt issuance costs of $3 million were capitaliaad are being amortized over the term of the Figafiate Senior Notes due 2011 u
the effective interest method. As a result of aiation, the capitalized debt issuance costs haee beduced to approximately $3 million at
December 31, 2006.

See Subsequent Events (Note 21) regarding the &esbtb, 2007 announcement of Level 3 Financingislée offer to purchase the
Floating Rate Senior Notes due 2011.
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12.25% Senior Notes due 2013

On March 14, 2006, Level 3 Communications, Incgaarantor and Level 3 Financing, as borrower,redtento an indenture with the
Bank of New York, as trustee, and issued $250 onilaggregate principal amount of 12.25% seniorsdite 2013 (“12.25% Senior Notes
due 2013") in a private offering.

On April 6, 2006, the Company issued $300 milliggegate principal amount of 12.25% Senior Notes204.3 in a private offering.
These notes together with the $250 million aggreegancipal amount of 12.25% Senior Notes due 2648ed on March 14, 2006 will be
treated under the same indenture as a single séneges. The Company received net proceeds d $fiBion associated with the 12.25%
Senior Notes due 2013.

The 12.25% Senior Notes due 2013 are senior unsgalnligations of Level 3 Financing, ranking equalight of payment with all oth:
senior unsecured obligations of Level 3 FinanchAsof December 31, 2006, these notes are guarahiekedvel 3 Communications, Inc. and
Level 3 Communications, LLC (See Note 20). The sotdl mature on March 15, 2013. Interest on theea@ccrues at 12.25% per year and
is payable on March 15 and September 15 of eadh lyeginning on September 15, 2006. The $250 milib12.25% Senior Notes due 2013
issued on March 14, 2006 were priced at 96.618%anfThe $300 million of 12.25% Senior Notes dug&2Bsued on April 6, 2006 were
priced at 102% of par. The resulting net discodrhe two issuances of approximately $2 milliomaflected as a reduction in long-term debt
and is being amortized as interest expense oveaethaining term of the 12.25% Senior Notes due 2&13g the effective interest method.

The 12.25% Senior Notes due 2013 are subject tnmptlon at the option of Level 3 Financing in whotdn part, at any time or from
time to time, on or after March 15, 2010 at theeragtion prices (expressed as a percentage of palhamount) set forth below, plus accrued
and unpaid interest thereon to the redemption dfatedeemed during the twelve months beginningd&t5, of the years indicated below:

Year Redemption Price
2010 106.12%%
2011 103.06%
2012 100.00(%

On March 14, 2006, Level 3 Communications, Incyéle Financing and the initial purchasers of tBe2%% Senior Notes due 2013
entered into a registration rights agreement reggrithe 12.25% Senior Notes due 2013 pursuant tohltevel 3 Communications, Inc. and
Level 3 Financing agreed to file an exchange ofgistration statement with the Securities and Brge Commission. The Company’s
exchange offer registration statement for theseswatas declared effective by the Securities andh&ge Commission on August 8, 2006
the exchange offer relating to these notes wasesulently completed.

The debt represented by the 12.25% Senior Note2@L@ together with the Floating Rate Notes duel2fihstitutes purchase money
indebtedness under the indentures of Level 3.

Debt issuance costs of approximately $11 milliomensapitalized and are being amortized over tha trthe 12.25% Senior Notes due
2013. As a result of amortization, the capitalidetht issuance costs have been reduced to $10malliBecember 31, 2006.

9.25% Senior Notes Due 2014

On October 30, 2006, Level 3 Communications, las.guarantor and Level 3 Financing, Inc. as borrpreeeived $588 million of net
proceeds after transaction costs, from a priveeriafy of $600 million aggregate principal amouhits 9.25% Senior Notes due 2014
(“9.25% Senior Notes Due 2014"). On December 1862Qevel 3 Communications, Inc., as guarantorlaael 3 Financing, Inc. as
borrower, received $661 million of net proceedsmtitansaction costs and accrued interest, focanse
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offering of $650 million aggregate principal amowh®.25% Senior Notes due 2014. These notes tegetith the $600 million aggregate
principal amount of 9.25% Senior Notes due 201dddn October 30, 2006 were issued under the satarture and will be treated as a
single series of notes. The Company received tataproceeds of $1.239 billion (excluding prepaittiest).

The 9.25% Senior Notes due 2014 are senior unstollgations of Level 3 Financing, ranking equaftight of payment with all other
senior unsecured obligations of Level 3 FinanchAw of December 31, 2006, these notes are guarahiekedvel 3 Communications, Inc. (<
Note 20). The notes will mature on November 1, 20dterest on the 9.25% Senior Notes Due 2014 ascati9.25% interest per year an
payable semannually in cash on May 1 and November 1 beginMag 1, 2007. The $600 million of 9.25% Senior Natlee 2014 issued ¢
October 30, 2006 were priced at par. The $650 aniltf 9.25% Senior Notes due 2014 issued on Decetrdy@006 were priced at 101.75%
of par plus accrued interest from October 30, 208@resenting an effective yield of 8.86% to thechasers of these senior notes. The
resulting premium of the two issuances of approxaiyeb11 million is reflected as an increase tagléerm debt and is being amortized as a
reduction to interest expense over the remaining td the 9.25% Senior Notes due 2014 using thecttffe interest method.

The debt represented by the 9.25% Senior Notes2Dié constitutes purchase money indebtedness timelérdentures of Level 3
Communications, Inc. A portion of the proceeds wesed to redeem $497 million of the Company’s 18 enior Notes Due 2008 on
December 27, 2006. Gross proceeds from this offaliat exceed the amount necessary to repurchasér@ance the 10.75% Senior Notes
Due 2008 constitutes purchase money indebtednéswiirbe used solely to fund the cost of constiuttinstallation, acquisition, lease,
development or improvement of any assets to be insth@ Company’s communications business, includie cash purchase price of any
past, pending or future acquisitions.

The 9.25% Senior Notes Due 2014 are subject tamptien at the option of Level 3 Financing in wholein part, at any time or from
time to time, on or after November 1, 2010 at #demption prices (expressed as a percentage afgaiamount) set forth below, plus
accrued and unpaid interest thereon to the redempste, if redeemed during the twelve months mggnNovember 1, of the years
indicated below:

Year Redemption Price
2010 104.625%
2011 102.31%
2012 100.00(%

At any time or from time to time on or prior to Nmwber 1, 2009, Level 3 Financing may redeem upp% 8f the original aggregate
principal amount of the 9.25% Senior Notes Due 214 redemption price equal to 109.250% of theggal amount of those notes so
redeemed, plus accrued and unpaid interest thé¢ifemy) to the redemption date (subject to thétrigf holders of record on the relevant
record date to receive interest due on the relemiartest payment date), with the net cash proceensibuted to the capital of Level 3
Financing of one or more private placements togrey®ther than affiliates of Level 3 or underwritfgublic offerings of common stock of
Level 3 resulting, in each case, in gross proceéds least $100 million in the aggregate; providealvever, that at least 65% of the original
aggregate principal amount of the 9.25% Senior iBtge 2014 would remain outstanding immediatelgraftving effect to such redemptic
Any such redemption shall be made within 90 daysuch private placement or public offering uponless than 30 nor more than 60 days’
prior notice.

The 9.25% Senior Notes Due 2014 are not curreatiistered under the Securities Act of 1933 or aatesecurities laws and, unless so
registered, may not be offered or sold except @usto an applicable exemption from the registrateguirements of the Securities Act of
1933 and applicable state securities laws. On @ct80, 2006 and December 28, 2006, Level 3, Lew@hancing and the initial purchasers
of the 9.25% Senior Notes Due 2014 entered intstredgion rights agreements relating to the 9.25%i&
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Notes Due 2014 pursuant to which Level 3 and L8v&ihancing agreed to file an exchange offer regfisin statement with the Securit
and Exchange Commission. The registration statehesibeen filed but not yet declared effective.

Under the terms of the registration rights agredmdrevel 3 Financing may be required to pay “Salddterest” in the event of a
registration default. Special Interest will accaia rate of 0.50% per annum on the principal arhduring the 90-day period after the
occurrence of the registration default and willrgase by 0.25% per annum at the end of each sulsie®@rday period. In no event will the
rate exceed 1.00% per annum on the principal amdfuhie exchange offer is completed on the ternts\aithin the period contemplated by
the registration rights agreements, no speciatestavill be payable. A registration default magwacif the Company fails to file with the
Securities and Exchange Commission and have ddadtdiective the exchange offer registration statenhy certain dates as specified in the
registration rights agreement. The Company beli¢vassthe likelihood of having to make Special iat# payments under the terms of the
registration rights agreement is remote and, @saltr has not accrued a liability for any obligatunder the agreement.

Debt issuance costs of approximately $23 milliomensapitalized and are being amortized over tha trthe 9.25% senior Notes Due
2014. As a result of amortization, the capitalidetit issuance costs have been reduced to $22malliDecember 31, 2006.

2.875% Convertible Senior Notes due 2010

In July 2003, Level 3 Communications, Inc. complettee offering of $374 million aggregate principahount of its 2.875% Convertible
Senior Notes due 2010 (“2.875% Convertible Seniotel”) in an underwritten public offering pursuémthe Company’s shelf registration
statement. Interest on the notes accrues at 2.§&5%ear and is payable semi-annually in arreacast on January 15 and July 15,
beginning January 15, 2004. The 2.875% ConverSleleior Notes are senior, unsecured obligationsegéL3 Communications, Inc., ranking
pari passwwith all existing and future senior unsecured débe 2.875% Convertible Senior Notes contain certavenants, which among
other things, limit additional liens on assetshaf Company.

The 2.875% Convertible Senior Notes are convertitite shares of the Comparmsycommon stock at a conversion rate of $7.18 paes
subject to certain adjustments. On or after July20B7, Level 3, at its option, may redeem for casbr a portion of the notes. Level 3 may
exercise this option only if the current marketprior the Level 3 common stock for at least 2@itrg days within any 30 consecutive trad
day period exceeds prices ranging from 170% ottmersion price on July 15, 2007 decreasing t&d.60the conversion price on or after
July 15, 2009. Level 3 would also be obligateddg the holders of the redeemed notes a cash arequat to the present value of all
remaining scheduled interest payments.

Level 3 used the net proceeds of $361 million rafnsaction costs, for working capital, capitgbenditures and other general corpo
purposes, including new product development, dgiinchases and acquisitions.

Debt issuance costs of $13 million were originakyitalized and are being amortized to intereseagp over the term of the 2.875%
Convertible Senior Notes. As a result of amortmatithe capitalized debt issuance costs have leelrced to $6 million at December 31,
2006.

5.25% Convertible Senior Notes due 2011

On December 2, 2004, Level 3 Communications, lommleted the offering of $345 million aggregatenpipal amount of its 5.25%
Convertible Senior Notes due 2011 (“5.25% Convétidenior Notes”) in a private offering. Interestthe notes accrues at 5.25% per year
and is payable semi-annually in arrears in casbume 15 and December 15, beginning June 15, 20@55.25% Convertible Senior Notes
are senior, unsecured obligations of Level 3 Comigations, Inc., rankingari passuwith all existing and
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future senior unsecured debt of Level 3 Commurocati Inc. The 5.25% Convertible Senior Notes contartain covenants which limit
additional liens on assets of the Company.

The 5.25% Convertible Senior Notes are convertéli¢he option of the holders, into shares of tbenfany’s common stock at a
conversion rate of $3.98 per share, subject tareadjustments. Upon conversion, the Companyhade the right to deliver cash in lieu of
shares of its common stock, or a combination offi @asl shares of common stock. In addition, holdétke 5.25% Convertible Senior Notes
will have the right to require the Company to refhase the notes upon the occurrence of a charagpmirol, as defined, at a price of 100% of
the principal amount plus accrued interest and keméole premium.

On or after December 15, 2008, Level 3, at itsaptmay redeem for cash all or a portion of thesoThe 5.25% Convertible Senior
Notes are subject to redemption at the option @EL8, 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, 2008 plecrued and unpaid interest thereon to the reiil@mgate, if redeemed during the twelve
months beginning December 15, of the years indichétow:

Year Redemption Price
2008 102.25(%
2009 101.50(%
2010 and thereaftt 100.75(%

In connection with the issuance of the notes, L8vated approximately $62 million of the net pratseef the offering to enter into
convertible note hedge and warrant transactioris regpect to the Company’s common stock to reche@atential dilution from conversion
of the notes. Level 3 used the remainder of thereteeds from this offering to fund repurchaseissoéxisting debt securities due in 2008.

Under the terms of the convertible note hedge gearent (the “Convertible Note Hedge”) with Mertilfnch International (“Merrill”),
Level 3 paid $125 million for a forward purchaseiop contract under which it is entitled to purchd@om Merrill a fixed number of shares
Level 3 common stock (at a current price per sbaf3.98). In the event of the conversion of theespthis forward purchase option contract
allows the Company to purchase, at a fixed prieeaktp the implicit conversion price of shares exsunder the convertible notes, a number
of shares equal to the shares that Level 3 issuasibte holder upon conversion. Settlement teffittsioforward purchase option allow the
Company to elect cash or share settlement bas#te@ettlement option it chooses in settling theveosion feature of the notes. The
Company accounted for the Convertible Note Hedgeyant to the guidance in EITF No. 00-19, “Accongtfor Derivative Financial
Instruments Indexed to, and Potentially Settled ®ompany’s Own Stock” (“EITF No. 00-19'Accordingly, the $125 million purchase pr
of the forward stock purchase option contract vea®rded as a reduction to consolidated stockhdldgtsty.

Level 3 also sold to Merrill a warrant (the “Wartgrio purchase shares of Level 3 common stock. Waerant is currently exercisable
for 86,596,380 shares of Level 3 common stockatreent exercise price of $6.00 per share. Levekgived $63 million cash from Merrill
return for the sale of this forward share purchastéon contract. Merrill cannot exercise the Watnamess and until a conversion event
occurs. Level 3 has the option of settling the \Wiatrin cash or shares of Level 3 common stock.dmpany accounted for the sale of the
Warrant as the sale of a permanent equity instramarsuant to the guidance in EITF No. 00-19. Adaagly, the $63 million sales price of
the forward stock purchase option contract wasrtmbas an increase to consolidated stockholdgustye

The Convertible Note Hedge and the Warrant econaliyiallow Level 3 to acquire sufficient sharescoimmon stock from Merrill to
meet its obligation to deliver common stock uponwasion by the holder, unless the common stodeprkceeds $6.00. When the fair value
of the Level 3 common stock
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exceeds such price, the contracts have an offgettionomic impact and, accordingly, will no longereffective as a hedge of the dilutive
impact of possible conversion.

Debt issuance costs of $11 million were originathpitalized and are being amortized to interesergp over the term of the 5.25%
Convertible Senior Notes. As a result of amortmatidebt issuance costs were $8 million at Decer@bgP006.

10% Convertible Senior Notes due 2011

In April 2005, Level 3 Communications, Inc. recah&377 million of net proceeds, after giving effezbffering expenses, from an
offering of $880 million aggregate principal amowfits 10% Convertible Senior Notes due 2011 (“10&avertible Senior Notes”) to
institutional investors. Interest on the notes aesrat 10% per year and will be payable senmually on May 1 and November 1 beginning
November 1, 2005. The 10% Convertible Senior Natesunsecured unsubordinated obligations of Lev@®munications, Inc., rankir
pari passiwith all existing and future unsecured unsubordidatebt of Level 3 Communications, Inc. The 10% \@otible Senior Notes
contain certain covenants which limit additionahl on assets of the Company.

The 10% Convertible Senior Notes will be conveeiby holders at any time after January 1, 2003doner if certain corporate events
occur) into shares of Level 3 common stock at avemsion price of $3.60 per share (subject to adjast in certain events). This is equival
to a conversion rate of approximately 277.77 shpees$1,000 principal amount of notes. In additioiders of the 10% Convertible Senior
Notes will have the right to require the Companyepurchase the notes upon the occurrence of ggeharcontrol, as defined, at a price
100% of the principal amount of the notes plus aedrinterest and a make whole premium.

On or after May 1, 2009, Level 3, at its option,ymadeem for cash all or a portion of the notes T@% Convertible Senior Notes are
subject to redemption at the option of Level 3yhmole or in part, at any time or from time to tinog&, not more than sixty nor less than thirty
days’ notice, on or after May 1, 2009, plus accraed unpaid interest thereon to the redemption, datedeemed during the twelve months
beginning May 1, of the years indicated below:

Year Redemption Price
2009 103.33(%
2010 and thereaftt 101.67(%

Debt issuance costs of $3 million were originaliyitalized and are being amortized to interest egp@ver the term of the 10%
Convertible Senior Notes. As a result of amortmatithe capitalized debt issuance costs have leelrced to $1 million at December 31,
2006.

See Subsequent Events (Note 21) regarding the 3a20@7 debt for equity exchange of the Compan@% XLonvertible Senior Notes
due 2011.

3.5% Convertible Senior Notes due 2012

On June 13, 2006 Level 3 Communications, Inc. xexk$326 million of net proceeds, after giving eff® offering expenses, from a
public offering of $335 million aggregate princigahount of its 3.5% Convertible Senior Notes du#22(03.5% Convertible Senior Notes”).
The 3.5% Convertible Senior Notes were priced 804.0f the principal amount. The notes are senigeaared obligations of the Company,
ranking equal in right of payment with all the Ccenp’s existing and future unsubordinated indebtedridss.3.5% Convertible Senior Not
will mature on June 15, 2012. Interest on the natiide payable semi-annually in arrears on Juh@rid December 15 of each year,
beginning on December 15, 2006.
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At any time before the close of business on Jun@%52, the 3.5% Convertible Senior Notes are cdiile by holders into shares of
Level 3's common stock at a conversion price ofi5er share (subject to adjustment in certain tsyeThis is equivalent to a conversion
rate of approximately 183.1502 shares of commockgper $1,000 principal amount of these notes. Ugmversion, the Company will have
the right to deliver cash in lieu of shares oftiéenmon stock, or a combination of cash and shdresromon stock. In addition, holders of the
3.5% Convertible Senior Notes will have the rightéquire the Company to repurchase the notes tifgoaccurrence of a change in control,
as defined, at a price of 100% of the principal ani@f the notes plus accrued interest. In additiioa holder elects to convert its notes in
connection with certain changes in control, Leveb8Id be required to pay a make whole premiunmbyeiasing the number of shares
deliverable upon conversion of the notes.

The 3.5% Convertible Senior Notes are subjectdemgption at the option of Level 3, in whole or &rfp at any time or from time to
time, on not more than 60 nor less than 30 dayst@oon or after June 15, 2010, plus accrued apaid interest thereon (if any) to the
redemption date, if redeemed during the twelve m®beginning June 15, of the years indicated below:

Year Redemption Price
2010 101.17%
2011 100.5¢%

Level 3 used a portion of the net proceeds from dfffiering and its common stock offering completethe second quarter of 2006 to
redeem certain debt securities maturing in 2008. FfEmaining proceeds were used for acquisitiond@ngleneral corporate purposes,
including working capital and capital expenditures.

Debt issuance costs of $9 million were originatpitalized and are being amortized to interest egp@ver the term of the 3.5%
Convertible Senior Notes. As a result of amort@atithe capitalized debt issuance costs have leelrted to approximately $9 million at
December 31, 2006.

9% Convertible Senior Discount Notes due 2013

In October 2003, Level 3 completed the exchanggppfoximately $352 million (book value) of debt awtrued interest outstanding,
of October 24, 2003, for approximately 20 millidrases of Level 3 common stock and $208 million fbealue) of a new issue of 9%
Convertible Senior Discount Notes.

Level 3 Communications, Inc. issued $295 milliog@gate principal amount at maturity of 9% ConetiSenior Discount Notes.
Interest on the 9% Convertible Senior Discount N@tecretes at a rate of 9% per annum, compounadeidrseually, to an aggregate principal
amount of $295 million by October 15, 2007. Caghriest will not accrue on the 9% Convertible SeBimcount Notes prior to October 15,
2007; however, Level 3 Communications, Inc. magteie commence the accrual of cash interest ooudditanding 9% Convertible Senior
Discount Notes on or after October 15, 2004, inclvldase the outstanding principal amount at mgtofieach 9% Convertible Senior
Discount Note will, on the elected commencement dag¢ reduced to the accreted value of the 9% CtibkeSenior Discount Note as of tt
date and cash interest shall be payable on tha dioApril 15 and October 15 thereafter. Commen@utpber 15, 2007, interest on the 9%
Convertible Senior Discount Notes will accrue & thte of 9% per annum and will be payable in c@shiannually in arrears. Accrued
interest expense for the year ended December 88, @0 the 9% Convertible Senior Discount Notesse§lthan $1 million was added to
long-term debt.

The 9% Convertible Senior Discount Notes are cdiblerinto shares of the Company’s common stock @nversion rate of $9.99 per
share, subject to certain adjustments. The totalb®u of shares issuable upon conversion will rdnga approximately 25 million to
30 million shares depending upon the total acangpidor to conversion. On or after October 15, 2008/el 3, at its option, may redeem for
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cash all or a portion of the notes. Level 3 mayreise this option only if the current market prfoe at least 20 trading days within any 30
consecutive trading day period exceeds 140% ofdheersion price on October 15, 2008. This amolilhbe decreased to 130% and 120%
on October 15, 2008 and 2009, respectively, ifitfiteal holders sell greater than 33.33% of theesotevel 3 is also obligated to pay the
holders of the redeemed notes a cash amount extha present value of all remaining scheduled@stepayments.

The 9% Convertible Senior Discount Notes will béjsat to conversion into common stock at the optibthe holder, in whole or in
part, at any time or from time to time after 18@slafter the issue date at the following convergioces (expressed as percentages of ace
value) plus accrued and unpaid interest theredinet@onversion date, of the time periods indicéieldw:

Year Redemption Price
October 15, 2006 - April 14, 2007 91.65€%
April 15, 2007- October 14, 200 95.78(%
October 15, 2007 and thereaf 100.09%

These notes are senior unsecured obligations d@ll3Communications, Inc., rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Communicatios, |

6% Convertible Subordinated Notes due 2009

In September 1999, the Company received $798 mibdfoproceeds, after transaction costs, from aerioff) of $823 million aggregate
principal amount of its 6% Convertible Subordinakémtes Due 2009 (“Subordinated Notes 2009"). Thiedgdinated Notes 2009 are
unsecured and subordinated to all existing anddutenior indebtedness of the Company. Intereti@®ubordinated Notes 2009 accrues at
6% per year and is payable each year in cash onhMidr and September 15. The principal amount oStit®ordinated Notes 2009 will be ¢
on September 15, 2009. The Subordinated Notes 2@¥%be converted into shares of common stock o€thapany at any time prior to
maturity, unless previously redeemed, repurchasdideoCompany has caused the conversion rightspioee The conversion rate is 15.3401
shares per each $1,000 principal amount of SubatelinNotes 2009, subject to adjustment in certadumstances. On or after Septembel
2002, Level 3, at its option, may cause the conwensghts to expire. Level 3 may exercise thisiaponly if the current market price exce
approximately $91.27 (which represents 140% oftiveversion price) for 20 trading days within anyipe of 30 consecutive trading days
including the last day of that period. As of DecemB1, 2006, less than $1 million of debt had besmverted into shares of common stock.
As of December 31, 2006, a total of $461 milliogrgate principal amount of the Subordinated N2@&9 had been repurchased or
exchanged for common stock.

Debt issuance costs of $25 million were originakyitalized and are being amortized to intereseagp over the term of the
Subordinated Notes 2009. As a result of amortinadiod debt repurchases, the capitalized debt issuzosts have been reduced to $3 million
at December 31, 2006.

6% Convertible Subordinated Notes due 2010

In February 2000, Level 3 Communications, Inc. nesg $836 million of net proceeds, after transactiosts, from a public offering of
$863 million aggregate principal amount of its 6%n@ertible Subordinated Notes due 2010 (“Subordmh&otes 2010"). The Subordinated
Notes 2010 are unsecured and subordinated toiatirexand future senior indebtedness of the Complaterest on the Subordinated No
2010 accrues at 6% per year and is payable aamially in cash on March 15 and September 15 hagjrEeptember 15, 2000. The princi
amount of the Subordinated Notes 2010 will be du&larch 15, 2010.
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The Subordinated Notes 2010 may be converted hrapes of common stock of Level 3 Communications, &t any time prior to the
close of business on the business day immediatelyeping maturity, unless previously redeemed,rekmsed or Level 3
Communications, Inc. has caused the conversionsrighexpire. The conversion rate is 7.416 shagegach $1,000 principal amount of
Subordinated Notes 2010, subject to adjustmergi@in events.

On or after March 18, 2003, Level 3, at its optioray cause the conversion rights to expire. Lewveb§ exercise this option only if the
current market price exceeds approximately $18@vch represents 140% of the conversion pricepfdeast 20 trading days within any
period of 30 consecutive trading days, including st trading day of that period. As of Decembkr2906, no debt had been converted into
shares of common stock. As of December 31, 208@abof $350 million aggregate principal amounttoé Subordinated Notes 2010 had
been repurchased or exchanged for common stock.

Debt issuance costs of $27 million were originahpitalized and are being amortized to interesepgp over the term of the
Subordinated Notes. As a result of amortization @elot repurchases, the capitalized debt issuarste bave been reduced to $5 million at
December 31, 2006.

Commercial Mortgage

In the third quarter of 2005, the Company completedfinancing of the mortgage on its corporatalhaarters. On September 27, 2005,
HQ Realty, Inc. entered into a $70 million loaraatinitial fixed rate of 6.86% through 2010, th¢ieipated repayment date as defined in the
loan agreement (“CBRE Commercial Mortgage”). AR81.0 through maturity in 2015, the interest ratk adjust to the greater of 9.86% or
the five year U.S. Treasury rate plus 300 basistpoHQ Realty, Inc. received $66 million of neb@eeds after transaction costs and has
deposited $4 million into restricted cash accodotguture facility improvements and property taxel§) Realty, Inc. was required to make
interest only payments in the first year and bagaking monthly principal payments in the second yeesed on a 30-year amortization
schedule.

Debt issuance costs of $1 million were capitalizad are being amortized as interest expense ogeetin of the CBRE Commercial
Mortgage. As a result of amortization, the capitadi debt issuance costs have been reduced to &inmail December 31, 2006.

The assets of HQ Realty, Inc. are not availabkatsfy any third party obligations other than #no$ HQ Realty, Inc. In addition, the
assets of the Company and its subsidiaries otlaer ttQ Realty, Inc. are not available to satisfydbigations of HQ Realty, Inc.

Capital Leases

As part of the Progress Telecom transaction corgleh March 20, 2006, the Company assumed ceritat lease obligations of
Progress Telecom for IRU dark fiber facilities & &illion. The capital leases mature at variougsgléiirough 2021As of December 31, 20(
the capital lease obligation is $8 million.

As part of the ICG Communications transaction oryl@4, 2006, the Company assumed certain capitsé¢lebligations of ICG
Communications for IRU dark fiber facilities of $8llion. The capital leases mature at various d#tesugh 2018. As of December 31, 2006
the capital lease obligation is approximately $8iom.

As part of the TelCove transaction completed oy 2dl, 2006, the Company assumed certain capitaélehligations of TelCove
primarily for IRU dark fiber facilities of $13 mithn. The capital leases mature at various datesigitr December 2030. As of December 31,
2006 the capital lease obligation is approxima$dlg million.
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Future Debt Maturities:

The Company’s contractual obligations as of Decer8the2006 related to debt, including capital |samed excluding issue discounts
and fair value adjustments will require estimatadhcpayments during each of the five succeedingsyasafollows: 2007—$5 million; 2008—
$148 million; 2009—%$365 million; 2010—%$2,369 miltip2011—%$2,110 million and $2,420 million thereafte

(14) Asset Retirement Obligations

Asset retirement obligation accretion expense df ®#lion, $13 million and $11 million was recordddring the years ended
December 31, 2006, 2005 and 2004, respectivelyjtieg in total asset retirement obligations, irdihg reclamation costs for the coal
business, of $202 million and $181 million at Debem31, 2006 and 2005, respectively. The totaltastieement obligation as of
December 31, 2006 includes $46 million of assétamtent obligation related to WilTel, ICG Commurtioas and Looking Glass. The total
asset retirement obligation as of December 31, 20€l6des WilTel's asset retirement obligation 86%million.

Expense of $21 million related to the communicaibaosiness was recorded in selling, general andnégtrative expenses on the
consolidated statement of operations for the yede@ December 31, 2006. In addition, expense ohi#idn related to the Company’s coal
mining business was recorded in cost of revenui@iconsolidated statement of operations for tlae gaded December 31, 2006. This was
partially offset by less than $1 million of gairecognized on settlement of obligations attributabléhe use of internal resources rather than
third parties to perform reclamation work. In adiit the coal mining business incurred $2 millidradditional reclamation liabilities as a
result of expanded mining activities and incurr&dhdillion of costs for work performed to remediateviously mined properties.

Level 3 recorded a reduction in the 2006 depramiagixpense totaling approximately $5 million agsutt of a change in the estimated
future asset retirement obligation costs assochattdits 50% interest in the Decker coal mineattordance with SFAS No. 143, Level 3
recorded the full impact of the change in estinratihe current period.

Expense of $10 million related to the communicatibosiness was recorded in selling, general andnégtrative expenses on the
consolidated statement of operations for the yrdee December 31, 2005. In addition, expense ohi$®n related to the Company’s coal
mining business was recorded in cost of revenut@iconsolidated statement of operations for tlee gaded December 31, 2005. In
addition, the coal mining business incurred $3iomillof additional reclamation liabilities as a ritsf expanded mining activities and incur
$2 million of costs for work performed to remediateviously mined properties.

Expense of $7 million related to the communicatibasiness was recorded in selling, general andrashrative expenses on the
consolidated statement of operations for the yede@ December 31, 2004. Expense of $4 millionedléd the Company’s coal mining
business was recorded in cost of revenue on theotidated statement of operations for the year @kcember 31, 2004. In addition, the
coal mining business incurred $4 million of additbreclamation liabilities as a result of expandeding activities and incurred $1 million
of costs for work performed to remediate previousiyed properties.

The Company had noncurrent restricted cash of appedely $59 million and $56 million set aside tm#l the reclamation liabilities at
December 31, 2006 and 2005, respectively.
(15) Employee Benefit Plans

The Company adopted the recognition provisionsFAS No. 123 in 1998. Under SFAS No. 123, the falue of an option or other
stock-based compensation (as computed in accorddtitaccepted option valuation models) on the déigrant was amortized over the
vesting periods of the options.
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Although the recognition of the value of the ingtients results in compensation or professional esggeim an entity’s financial statements,
the expense differs from other compensation anfepsmnal expenses in that these charges may rsatthed in cash, but rather, are gene
settled through issuance of common stock.

Beginning January 1, 2006, the Company adopted S¥&\323R. SFAS No. 123R requires that estimate@ifares be factored in the
amount of expense recognized for awards that arulp vested. The Company has historically re@atdhe effect of forfeitures of equity
awards as they occur. The effect of applying thengle from the original provisions of SFAS No. 128tlke Company’s results of operations,
basic and diluted earnings per share and cash flavike year ended December 31, 2006 was not rahter

The adoption of SFAS No. 123 has resulted in mateon-cash charges to operations since its adopti@998, and the adoption of
SFAS No. 123R on January 1, 2006 will continuessuit in material non-cash charges to operatiotisdériuture. The amount of the noash
charges will be dependent upon a number of facileekjding the number of grants, the fair valueath grant estimated at the time of its
award and the number of grants that ultimately.vest

The Company recognized in net loss from continaipgrations a total of $84 million, $51 million adi3 million of non-cash
compensation in 2006, 2005 and 2004, respectiltetjuded in discontinued operations is non-cashprmmsation expense of $2 million,
$6 million and $3 million in 2006, 2005 and 200dspectively. During the second quarter of 2006 Qhtber 2005 and January 2006 grants
were revalued using May 15, 2006 as the grant dasgcordance with SFAS No. 123R, which resultedn additional $6 million increase in
non-cash compensation expense. As stated in thep&woyis proxy materials for its 2006 Annual MeetofgStockholders, over the course of
the years since April 1, 1998, the compensationnoittee of the Company’s Board of Directors had adstéred the 1995 Stock Plan under
the belief that the action of the Company’s Bodr®ivectors to amend and restate the plan effeciipsl 1, 1998 had the effect of extending
the original term of the Plan to April 1, 2008. &fta further review of the terms of the plan, hogrethe compensation committee determi
that an ambiguity could have existed that may hasgalted in an interpretation that the expiratiatedof the plan was September 25, 200%
remove any ambiguity, the Board of Directors souphtapproval of the Company’s stockholders to airtha plan to extend the term of the
plan by five years to September 25, 2010. This@apgrwas obtained at the 2006 Annual Meeting otltolders held on May 15, 2006. In
addition, the Company capitalized $2 million a yes2006, 2005 and 2004, respectively, of non-@wshpensation for those employees and
contractors directly involved in the constructidrtlee network, installation of customers or devehl@nt of the business support systems.

SFAS No. 123R requires the benefit of tax dedustiorexcess of recognized compensation expensepoeted as a financing cash flow
if the tax benefits are expected to be realizalvéethe Company is currently in a net operating [ossition and does not expect to generate
income in the near term, Level 3's management doesxpect to realize tax benefits from share-basedpensation for the foreseeable
future.
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The following table summarizes non-cash compensatigpense and capitalized non-cash compensatiaatir of the three years ended
December 31, 2006.

2006 2005 2004
(dollars in millions)

0SsO $38 $18 $16
C-0SO — — 1
Restricted Stoc 20 19 4
Shareworks Match Ple — (2) 4
401(k) Match Expens 18 15 18
401(k) Discretionary Grant Plan 12 _ 9 5

88 59 48
Capitalized Noncash Compensation _(2) (2 _(2)

86 57 46
Discontinued Operations _(2) _ () _(3)

$84 51 $43

Non-qualified Stock Options and Warrants

The Company has not granted non-qualified stoclonpt(*“NQSOs”) since 2000. As of December 31, 2G0BNQSOs previously
granted were fully vested and the compensationresgpbad been fully recognized in the consolidataiments of operations. At
December 31, 2006, there were approximately 4.BomiNQSOs outstanding with exercise prices randiom $1.76 to $8.00. The weighted
average exercise price of the NQSOs outstandingh&a® at December 31, 2006.

Transactions involving NQSOs granted are summaidssillows:

Weighted
Exercise Price Average Aggregate
Units Per Unit Exercise Price Intrinsic Value
(in millions)
Balance December 31, 20 8,921,36: $0.12- $84.7¢ $5.95
Options grante: — — —
Options cancelle (361,500 5.43- 84.7¢ 8.23
Options exercised — — —
Balance December 31, 2004 8,559,86: 0.12- 21.6¢ 5.85 Less than $1.
Options grante: — —
Options cancelle (606,15() 5.43- 8.0C 6.00
Options exercise (61,16¢) 0.12- 0.1- 0.12
Options expired (1,746,500  4.04- 21.6¢ 6.36
Balance December 31, 2005 6,146,04¢ 1.76- 8.0( 5.75 Less than $1.
Options grante: — — —
Options cancelle (553,24¢) 1.76- 8.0( 6.29
Options exercise (689,25() 4.95- 5.43 4.97
Options expired — — —
Balance December 31, 2006 4,903,54{ $1.76-3% 8.0C $5.79 $1.0
Options exercisable
December 31, 200 8,559,86: $0.12- $21.6¢ $5.85
December 31, 20C 6,146,04t 1.76- 8.0( 5.75
December 31, 20C 4,903,54¢ $1.76-$ 8.0( $5.79
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Options Outstanding
and Exercisable

Weighted

Number Average
Outstanding Remaining Weighted
as of Life Average

Range of Exercise Price December 31, 2001 (years) Exercise Price

$1.76 — $1.76 2,34¢ 1.28 $1.76
5.43- 5.43 3,654,82! 0.78 5.43
$6.20 — $8.00 1,246,37" 1.06 6.89
4,903,54¢ 0.85 $5.79

At December 31, 2006, there were approximately ailion warrants outstanding ranging in exerciseg@from $4.00 to $29.00. As of
December 31, 2006, all of the warrants previoushnted were fully vested and the compensation esgoad been fully recognized in the
consolidated statements of operations. Of theseawts, all were exercisable at December 31, 20@6,aweighted average exercise price of
$7.79 per warrant.

During the second quarter of 2004, the Companyesypproximately 374,000 warrants to a consultamegment for future consulting
financial advisory services. The warrants allowtbasultant to purchase common stock at $4.00tmesThe warrants vested equally in
quarterly installments over twelve months. The waats expire on April 1, 2011. The Company recoidsd than $1 million of expense
during 2004 for these warrants. As of Decembei2B0D4, these warrants were fully expensed.

Outperform Stock Options

In April 1998, the Company adopted an outperforatisioption (“OSQ”) program that was designed sd the Company’s stockholders
would receive a market return on their investmegfibte OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly management'’s and stockhsldeterests by basing stock option value on tbenBany’s ability to outperform the
market in general, as measured by the Standardo®$@ES&P”) 500 Index. Participants in the OSO gram do not realize any value from
awards unless the Company’s common stock priceediatpms the S&P 500 Index during the life of thargr When the stock price gain is
greater than the corresponding gain on the S&PIB@Ex (or less than the corresponding loss on & S00 Index for grants awarded befi
September 30, 2005), the value received for awamdsr the OSO plan is based on a formula involaimgultiplier related to the level by
which the Company’s common stock outperforms th® S&0 Index. To the extent that Level 3's commaelsbutperforms the S&P 500
Index, the value of OSO units to a holder may eddbe value of nonqualified stock options.

In August 2002, the Company modified the OSO pnogsaa follows:
e OSO targets are communicated in terms of numb&S3s® units rather than a theoretical dollar value.
« The success multiplier was reduced from eight tw.fo

« Awards will vest over 2 years and have a 4-year Fifty percent of the award will vest at the efidhe first year after grant, with the
remaining 50% vesting over the second year (12.8fgparter).

The initial strike price, as determined on the gegr to the OSO grant date, is adjusted over {jthe “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 outstanding
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at December 31, 2006 have a multiplier range freno zo four depending upon the performance of L8&w&dmmon stock relative to the S&P
500 Index as shown in the following table.

If Level 3 Stock

Outperforms the Then the Pre-multiplier Gain Is

S&P 500 Index by: Multiplied by a Success Multiplier of:

0% or Less 0.00

More than 0% but Less than 11% Outperformance percentage multiplied®/ 11
11% or More 4.00

The Pre-multiplier gain is the Level 3 common stpckke minus the Adjusted Strike Price on the ddtexercise.

Upon exercise of an OSO, the Company shall detivgray to the grantee the difference between tlireMrarket Value of a share of
Level 3 common stock as of the day prior to ther@se date, less the Adjusted Strike Price, theetBise Consideration”. The Exercise
Consideration may be paid in cash, Level 3 commocksor any combination of cash or Level 3 commimtls at the Company’s discretion.
The number of shares of Level 3 common stock tddleered by the Company to the grantee is detexchby dividing the Exercise
Consideration to be paid in Level 3 common stockheyFair Market Value of a share of Level 3 comratatk as of the date prior to the
exercise date. Fair Market Value is defined in@&0 agreement, but is currently the closing priexeghare of Level 3 common stock on the
NASDAQ exchange. Exercise of the OSO units doesatpiire any cash outlay by the employ

OSO awards are granted quarterly to eligible pgaitts. Awards outstanding at December 31, 200& badryear life and vest 50% at
the end of the first year after the grant, with tbmaining 50% vesting over the second year (1286#quarter).

The fair value of the OSO units granted is caladaty applying a modified Black-Scholes model with assumptions identified below.
The Company utilized a modified Bla@eholes model due to the additional variables reduio calculate the impact of the success muti
of the OSO program. Beginning January 1, 2006, rasw@t of the adoption of SFAS No. 123R, the Conypalso considers the estimated
forfeiture rate to measure the value of outperfetatk options granted to employees. The Comparigusd that given the relative short life
of the options and the other variables used imtbdel, the modified Black-Scholes model providesasonable estimate of the fair value of
the OSO units at the time of grant.

Year Ended December 31

2006 2005 2004
S&P 500 Expected Dividend Yield Rate 1.78%  1.99%  1.54%
Expected Life 3.4year 2yearr 2year
S&P 500 Expected Volatility Ra 12% 13% 15%
Level 3 Common Stock Expected Volatility Ri 55% 55% 56%
Expected S&P 500Correlation Fac .28 .30 19
Calculated Theoretical Valt 153% 116% 120%
Estimated Forfeiture Ra 10.1% — —
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The fair value of each OSO grant equals the caledltheoretical value multiplied by the Level 3 eoon stock price on the grant date.

The expected life data was stratified based orldeneresponsibility within the Company. The thearal value used in 2006 was
determined using the weighted average exercisevimtfar these groups of employees. Upon adoptioBFAS No. 123R, the Company
updated its calculation of the Expected Life. Vitilgtassumptions were derived using historicaledas well as current market data.

As part of a comprehensive review of its long-t@@mpensation program, the Company temporarily sudgmbawards of OSO units in
April 2005. During the second quarter of 2005, @wmpany granted participants in the plan restristedk units, discussed below.

Beginning in the third quarter 2005, the Compasyésl both restricted stock units and OSO unitsaesgf its long-term compensation
program. In the third quarter of 2005, the Comparade a grant for 2005 of restricted stock unit$ wleat ratably over four years.

The fair value under SFAS No. 123 and SFAS No. 1#8Rhe approximately 8 million, 6 million and Sliion OSO units awarded to
participants during the year ended December 316,22005 and 2004, respectively, was approximaigy million, $18 million and
$22 million, respectively. As of December 31, 200& Company had not reflected $26 million of uneimed compensation expense in its
financial statements for previously granted OSQsuriihe weighted average period over which thi$ wilsbe recognized is 1.48 years.

Transactions involving OSO units awarded are sunm@diin the table below. The Option Price Per Ultgntified in the table below
represents the initial strike price, as determioedhe day prior to the OSO grant date for thos@tgt

Weighted
Weighted Average
Average Aggregate Remaining
Initial Strike Price Initial Intrinsic Contractual
Units Per Unit Strike Price Value Term
(in millions)

Balance December 31, 20 21,483,41. $2.45- $113.8] $15.3€
Options grante: 5,394,05¢ 2.59- 5.7C 3.36
Options cancelle (211,87¢) 2.45- 113.87 4.80
Options expiret (4,873,819 3.02- 113.87 41.94
Options exercised (430,25¢) 2.45- 5.5¢ 3.64

Balance December 31, 2004 21,361,52: 2.45- 25.31 6.61 $ 53 1.59 year
Options grante: 5,859,06¢ 2.03- 3.3¢ 2.61
Options cancelle (1,048,49) 2.03- 25.31 3.00
Options expiret (11,841,49) 2.59- 25.31 8.91
Options exercised (84,62¢) 2.45- 3.0Z 2.86

Balance December 31, 2005 14,245,971 2.03- 6.6¢€ 3.34 $ 9.3 2.34 year
Options grante: 8,092,91! 2.87- 5.3¢ 4.49
Options cancelle (1,101,849 2.03- 6.6¢€ 3.71
Options expiret (3,010,36) 2.03- 6.6¢€ 3.62
Options exercised (2,941,18() 2.03- 4.4¢ 2.97

Balance December 31, 2006 15,285,49! $2.03-  $6.6¢ $ 3.93 $82.7 2.54 year

Options exercisable‘vester’):

December 31, 200 15,507,84° $2.45- $25.3: $ 7.75
December 31, 200 8,453,29¢ 2.59- 6.6¢€ 3.88

December 31, 200 7,903,20( $2.03- $6.6¢ $ 3.48 $52.5 1.78 year
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OSO units Outstanding OSO units Exercisable

at December 31, 200 at December 31, 200
Weighted
Average Weighed
Remaining Life Average Initial Weighted
Number Number Average
Range of Exercise Price Outstanding (years) Strike Price Exercisable Initial Strike Price
$2.03 - $3.02 5,422,62: 2.61 $2.46 3,673,07: $2.43
3.39 -4.90 4,744,59¢ 2.22 4.02 2,897,90: 3.76
5.16 -6.66 5,118,27: 2.76 5.41 1,332,22: 5.75
15,285,49! 2.54 $3.93 7,903,20¢ $3.48

In the table above, the weighted average initiéestprice represents the values used to calcthat¢heoretical value of OSO units on
grant date and the intrinsic value represents #igevof OSO units that have outperformed the S&PI&lex as of December 31, 2006.

The total realized value of OSO units exercisedHeryears ended December 31, 2006, 2005 and 2864320 million, $6 million and
$10 million, respectively. For the twelve monthsled December 31, 2006, 2005 and 2004, respectibedy\Company issued 3.8 million,
2.7 million and 2.1 million shares of Level 3 commsiock upon the exercise of OSO units. The nurabshares of Level 3 stock issued
upon exercise of an OSO unit varies based uporethtve performance of Level 3's stock price amel &P 500 Index between the initial
grant date and exercise date of the OSO unit.

At December 31, 2006, based on the Level 3 comrtank price and post-multiplier values, the Compeauag obligated to issue 9.4
million shares for vested and exercisable OSOkagércentage increase in the S&P 500 Index exdabdepercentage increase in the Level
3 stock price for all grants.

In July 2000, the Company adopted a convertiblearfibrm stock option program (“C-OSQ”) as an exiem®f the existing OSO plan.
The program was a component of the Company’s oggaimployee retention efforts and offered similatdiees to those of an OSO, but
provided an employee with the greater of the value single share of the Company’s common stoekatcise, or the calculated OSO value
of a single OSO at the time of exercise.

C-0OSO awards were made to eligible employees eragdloy the date of the grant. The awards were nm8eptember 2000,
December 2000, and September 2001. The awardedramP000 vested over three years as folldssof each grant at the end of the first
year, a furthe? sat the end of the second year and the remaifisig the third year. The September 2001 awards vestedual quarterly
installments over three years. Each award was iratedd exercisable upon vesting. Awards expired faars from the date of the grant.

As of December 31, 2005, the Company had fully dizexnt the compensation expense in its financiaéstants for C-OSO units
awarded in 2000 and 2001. The final series of C-@Q8i® granted to employees expired in 2005. Theeeno C-OSO units outstanding at
December 31, 2005.
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Transactions involving C-OSO units are summarizeldu:

Weighted
Option Price Average
Units Per Unit Option Price

Balance December 31, 2003 4,064,68: $3.82- $87.2¢ $15.3¢

Options cancelle (24,02¢9) 3.82- 87.2% 3.82

Options expire( (101,09¢) 3.82- 87.2: 33.3¢

Options exercised (1,162,77) 3.82- 87.2: 41.67

Balance December 31, 2004 2,776,77¢ 3.82- 3.8- 3.82

Options cancelle — — —

Options expire( (137,98() 3.82- 3.8- 3.82

Options exercised (2,638,799 3.82- 3.8: 3.82

Balance December 31, 2005 — 9 — $ —
Options exercisabl¢

December 31, 20C 2,776,77¢ $3.82- 3.8Z $ 3.82

December 31, 200 — — _

Restricted Stock and Units

In 2006, 2005 and 2004, approximately 5.9 milli2#,6 million and 0.8 million restricted stock shaor restricted stock units,
respectively, were awarded to employees and nordegeg® members of the Board of Directors. The rettd stock units and shares were
granted to the recipients at no cost. Restrictmn#ransfer lapse over one to four year periods. far value of restricted stock units and
shares awarded in 2006 of $27 million was calcdlatgng the value of the Level 3 common stock @engtant date and is being amortized
over the restriction lapse periods of the awardie fRir value of restricted stock units and shaxearded in 2005 and 2004 of $50 million ¢
$2 million, respectively, was calculated using ¥h&ie of the Level 3 common stock the day priath®award and is being amortized over
restriction lapse periods of the awards. As of Dawoer 31, 2006, the total compensation cost rel@t@wnvested restricted stock or restricted
stock units not yet recognized was $29 million, #relweighted average period over which this cabtow recognized is 2.9 years.

The changes in restricted stock and restrictedkstaits are shown in the following table:

Weighted Average

Number Grant Date Fair Value
Nonvested at December 31, 2( 787,35¢ $5.35
Stock and units grante 696,94 3.52
Lapse of restriction (472,020 5.42
Stock and units forfeited (32,12¢) 4.15
Nonvested at December 31, 2( 980,157 4.05
Stock and units grante 24.,627,23: 2.03
Lapse of restriction (719,716 3.8C
Stock and units forfeited (1,510,83) 2.12
Nonvested at December 31, 2( 23,376,84. 2.06
Stock and units grante 5,874,76! 4.65
Lapse of restriction (7,225,74:) 2.13
Stock and units forfeited (2,575,13) 2.45
Nonvested at December 31, 2( 19,450,72 $2.76

The Weighted Average Grant Date Fair Value of ietstrl stock and restricted stock units grantedrdytie years ended December 31,
2006, 2005 and 2004 were $4.65, $2.03 and $3.5@ectively. The
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total fair value of restricted stock and restricséokck units vested during the years ended DeceBihe006, 2005 and 2004 was $15 million,
$2 million and $2 million, respectively.

Shareworks and 401(k) Plans

The Company had two plans under its Shareworksranogthe Match Plan and the Grant Plan. In Decer®b@2, in order to provide
employees opportunities to diversify their investitsan Company-sponsored savings and retiremenspthe Company decided to enhance
the 401(k) plan by introducing a Company match mpleyee contributions. At the same time the Compigtgrmined that, effective
January 1, 2003, the Shareworks Match Plan wouldismontinued and the Shareworks Grant Plan woelblbed into the 401(k) plan.

Match Plan —The Match Plan was suspended on January 1, 20i@8.t® this date, the Match Plan allowed eligiblaployees to defer
between 1% and 7% of their eligible compensatiopuhase Level 3 common stock at the average stock for the quarter. Full time
employees of the communications business and nenf@irmation services businesses were considdigitlle on the first day of the calenc
quarter after their hire. The Company matched ttaees purchased by the employee on a one-for-ais. l&tock purchased with payroll
deductions was fully vested. Stock purchased wigh@Gompany’s matching contributions vested thregsyafter the end of the quarter in
which it was made. Effective January 1, 2003, pastributions to the Match Plan continued to vhetyever, there will be no further
contributions to the Plan by employees or the Campa

The Company’s quarterly matching contribution wam#ized to compensation expense over the vesgrigg of 36 months.

As of December 31, 2005 the Company had fully airedtto compensation expense the value of the nimgtcontributions and all
matching contributions were fully vested. During #econd quarter of 2005, the Company reversedili@mof non-cash expense in Europe
attributable to the discontinuance of certain gqoétmpensation programs.

401(k) Plan—The Company and its subsidiaries offer their digaliemployees the opportunity to participate shefined contribution
retirement plan qualifying under the provisionsSefiction 401(k) of the Internal Revenue Code (“4DP(n”). Each employee is eligible to
contribute, on a tax deferred basis, a portionnofual earnings generally not to exceed $15,000062The Company matches 100% of
employee contributions up to 7% of eligible earsitg applicable regulatory limits for employeeshd communications businesses.

The Company’s matching contributions are made el 3 common stock based on the closing stoaden each pay date.
Employees are able to diversify the Company’s miatchontribution as soon as it is made, even ij thie not fully vested. The Company’s
matching contributions will vest ratably over thest three years of service or over such shortepgdeuntil the employee has completed three
years of service at such time the employee is 1836 vested in all Company matching contributidriee Company made 401(k) PI
matching contributions of $18 million, $14 milli@md $18 million for the year ended December 3162Q005 and 2004, respectively. The
Company’s matching contributions were recordedetizng, general and administrative expenses.

The Company made a discretionary contribution 401 (k) plan in Level 3 common stock for the yesarded December 31, 2006,
2005 and 2004 equal to three percent, three peacehtwo percent of eligible employees’ earningshegear, respectively. The 2006 deposit
is expected to be made into the employees’401@)wauts during the first quarter of 2007. The 2008 2004 deposits were made into the
employees’ 401(k) accounts during the first quanfehe subsequent year. Level 3 recorded an expefidl1 million, $8 million and
$7 million attributable for the discretionary cadhtrtion in 2006, 2005 and 2004, respectively.
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The WilTel Communications employees began contirigutio the Level 3 plan on June 17, 2006. On JuR0B6, the WilTel
Communications plan assets were merged into thell®plan. Prior to June 17, 2006, employees offM@liCommunications that participat
in the WilTel 401(k) Plan received an employer rhiatg cash contribution of 100% of employee contiiims up to 6% of eligible earnings
or regulatory limits. The Company made matchindghaamtributions of $3 million for the period froranuary 1 through June 16, 2006.

The Progress Telecom employees began contribudititetLevel 3 plan on March 20, 2006. The Progfedscom plan assets were
merged into the Level 3 plan on August 7, 2006.

The ICG Communications employees began contributirte Level 3 plan on July 1, 2006. There wer@nadching cash contributions
for ICG Communications for the period of May 31080the date of acquisition, through July 1, 2006 ICG Communications plan assets
were merged into the Level 3 plan on Septembef062

The TelCove and Looking Glass employees beganibatitrg to the Level 3 plan on August 4, 2006 aegtSmber 9, 2006,
respectively. The matching cash contributions ntadbe TelCove and Looking Glass plans for theqaefiom the respective acquisition
dates to the dates employees began contributitigetbevel 3 plan was less than $1 million eachTieiCove and Looking Glass, respective
The Looking Glass plan assets were merged intb.éfrel 3 plan on November 1, 2006. The Company ntktige TelCove plan assets into
the Level 3 plan on January 2, 2007.

(16) Income Taxes
An analysis of the income tax provision attribueatd loss from continuing operations before incaaxes for each of the three years
ended December 31, 2006 follows:

2006 2005 2004
(dollars in millions)

Current:
United States Feder $— $(14) $—
State — — (2)
Foreign (2) 1 —

@ 6) @
Deferred, net of changes in valuation allowan
United States Feder — — —
State — — —
Foreign — — _

Income Tax Provision $2 $6B) O

The United States and foreign components of incass) from continuing operations before incomestatollows:

2006 2005 2004
(dollars in millions)

United State: $(710) $(717) $(300)
Foreign (78) 15 (177
$(788) $(702) $(477)
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A reconciliation of the actual income tax provisiamd the tax computed by applying the U.S. federtal (35%) to the loss from
continuing operations before income taxes for edc¢he three years ended December 31, 2006 follows:

2006 2005 2004
(dollars in millions)

Computed Tax Benefit at Statutory R $ 276 $ 246 $ 167
State Income Tax Bene 26 23 16
Stock Option Plan Exercis: 3 3) (29)
Taxes on Extinguishments of De (3) — (1)
Other — (12) 33
Change in Valuation Allowance (304) (260) (197)
Income Tax Provision $ @ % B $ O

The components of the net deferred tax assetslified) for the years ended December 31, 20062005 were as follows:

2006 2005
(dollars in millions)

Deferred Tax Asset:

Fixed asset $ 630 $ 790
Accrued payroll and related benel 309 299
Investment in securitie 24 27
Investment in joint venture 89 82
Unutilized tax net operating loss 2,672 2,24¢
Other assets or liabilities 30 38
Total Deferred Tax Assets 3,75¢% 3,48t
Deferred Tax Liabilities
Accrued liabilities and deferred rever (158) (105)
Intangible assets from acquisitions (72) —
Total Deferred Tax Liabilities (230) (105)
Net Deferred Tax Assets before valuation allowe 3,52E 3,38C
Valuation Allowance Component
Net Deferred Tax Asse (3,450 (3,305
Stockholders’ Equity (primarily tax benefit fromtign exercises) (75) (75)
Net Nor-Current Deferred Tax Assets after Valuation Allowa $ — $ —

Deferred income taxes are provided for the tempaddferences between the financial reporting andlasis of the Company’s assets
and liabilities using enacted tax rates in effectthe year in which the differences are expeate@verse. Net operating losses not utilized
be carried forward for 20 years to offset futureatale income. A valuation allowance has been resmadainst deferred tax assets, as the
Company is unable to conclude under relevant adoaustandards that it is more likely than not theterred tax assets will be realizable.
The change in valuation allowance of $304 millinrthe reconciliation of the computed tax benefgtatutory rate to the actual income tax
provision excludes the reduction of valuation ablmwe associated with net deferred tax liabilitiesusinesses acquired during 2006 and the
NOL utilized to offset the taxable gain on salesoftware Spectrum. The ultimate realization of defé tax assets is dependent upon
generation of future taxable income during thegasiin which those temporary differences becomeictdde. The Company considers the
scheduled reversal of deferred tax liabilities jgcted future taxable income and tax planning styias in making this assessment.

F- 65




For federal income tax reporting purposes, the Gomas approximately $7.0 billion of net operafwgs carryforwards at
December 31, 2006, net of previous carrybacks)abaito offset future federal taxable income.

The net operating loss carryforwards expire thro2@®6 and are subject to examination by the talxaaities. The U.S. net operating
loss carryforwards expire as follows (dollars iflions):

Expiring December 31 Amount
2018 $ 3
2019 2
2020 660
2021 978
2022 1,32¢
2023 1,001
2024 974
2025 1,34¢€
2026 741

$7,034

In addition, the Company has approximately $52iamlbf net operating loss carryforwards for forelgoations at December 31, 2006,
the majority of which have no expiration period.

The Internal Revenue Code contains provisions wiiali limit the net operating loss carryforwardsii@mmde to be used in any given
year upon the occurrence of certain events, inotudignificant changes in ownership interestsetain transactions occur with respec
Level 3's capital stock that result in a cumulatbrenership change of more than 50 percentage poynispercent stockholders over a three-
year period as determined under rules prescribatid{y).S. Internal Revenue Code and applicablelaggos, annual limitations would |
imposed with respect to our ability to utilize cat operating loss carryforwards and certain ctideductions against any taxable income it
achieves in future periods.

As of December 31, 2006, the Company has no ptarepiatriate undistributed earnings of foreign glibses as any earnings are
deemed necessary to fund ongoing European opesaimhplanned expansion. Undistributed earnindsrefgn subsidiaries that are
permanently invested, and for which no deferreésebave been provided, amounted to zero and $1ibnmals of December 31, 2006 and
2005, respectively.

(17) Stockholders’ Equity

During 2006, Level 3 completed the sale of 125iomllshares of its common stock, par value $0.01spare, at $4.55 per share in an
underwritten public offering. Level 3 received peeds of $543 million net of $26 million in trandactcosts.

During 2004, the Company'’s stockholders approvptbaosal at the Compars/2004 annual meeting for the reservation of artiaddl
80 million shares of common stock under the Com{zab995 Stock Plan.

The Level 3 1995 Stock Plan permits option holderender shares to the Company to cover incormestdMe on option exercises.
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Issuances of common stock, for option exercisasityeqfferings and acquisitions for the three yeamded December 31, 2006 are sh
below.

Outstanding
Common Shares

December 31, 2003 677,828,63
Option, Shareworks and 401(k) Activity 8,668,08
December 31, 2004 686,496,72
Option, Shareworks and 401(k) Activi 16,271,09
WilTel Communications Group, LLC Acquisition 115,000,00!
December 31, 2005 817,767,81
Equity Offering 125,000,000
Option, Shareworks and 401(k) Activi 18,737,45!
2006 Acquisitions 216,917,83
December 31, 2006 1,178,423,10

(18) Industry and Geographic Data

SFAS No. 131 “Disclosures about Segments of anrgrise and Related Information” defines operatiagrsents as components of an
enterprise for which separate financial informati®available and which is evaluated regularly iy €ompany’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesatjments are managed separately
and represent separate strategic business unitsfteadifferent products and serve different neisk The Company’s current reportable
segments include: communications and coal minieg ($ote 1). Other primarily includes corporate esaad overhead not attributable to a
specific segment. In the third quarter of 2006,Eloenpany exited the information services business result of the sale of Software
Spectrum. Segment information has been revisedartexlassification of the information servicesibhesses as discontinued operations ir
consolidated financial statements (See Note 3).

Adjusted OIBDA, as defined by the Company, consi$tsperating income (loss) before (1) depreciatind amortization expense,
(2) stock-based compensation expense includedmstilliing, general and administrative expensesiertonsolidated statements of
operations and (3) any non-cash impairment costaded within restructuring and impairment experakas reported on the consolidated
statements of operations. The Company excludek-staged compensation due to the recording of neh-campensation expense under the
provisions of SFAS No. 123R. Adjusted OIBDA is amportant part of the Company’s internal reporting & an indicator of profitability
and operating performance used by the chief opeyalkecision maker or decision making group to eatglperformance and allocate
resources. It is a commonly used indicator in gg@tal-intensive communications industry to analgasmpanies on the basis of operating
performance over time. Adjusted OIBDA is not inteddo represent net income or cash flow for théopsrpresented, is not calculated
consistently with the commonly used metric “EBITDARN is not recognized under generally accepteduenting principles (“GAAP but is
used by management to assess segment resultd@ateatesources.

The data presented in the following tables includé&srmation for the twelve months ended DecemBer2B06, 2005 and 2004 for all
statement of operations and cash flow informati@sented, and as of December 31, 2006 and 20@H foailance sheet information
presented. Information related to the acquiredrassies is included from their respective acquisitiates. Revenue and the related expenses
are attributed to countries based on where sergi@grovided.
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Industry and geographic segment financial infororafollows. Certain prior year information has beealassified to conform to the
2006 presentation.

Coal
Communications Mining Other Total
(dollars in millions)
2006
Revenue
North America $3,121 $67 $— $3,18¢
Europe 190 — — 190
Asia — = = —
$3,311 $67 $— $3,37¢€
Adjusted OIBDA:
North America $ 636 $ 8 $(3)
Europe 41 — —
Asia _ = = =
$ 677 $8 3@
Net Capital Expenditure:
North America $ 346 $1 $— $ 347
Europe 45 — — 45
Asia i = = —
$ 391 $1 $— $ 392
Depreciation and Amortization:
North America $ 661 $1 $— $ 662
Europe 68 — — 68
Asia — = = —
$ 729 $1 $— $ 730
Coal
Communications Mining Other Total
(dollars in millions)
2005
Revenue
North America $1,49€ $74 $— $1,57C
Europe 149 — — 149
Asia — = = —
$1,645 $74 $— $1,71¢
Adjusted OIBDA.:
North America $ 437 $16 $(3)
Europe 21 — —
Asia — = =
§ 458  $16 30O
Net Capital Expenditure:
North America $ 271 $2 $— $ 273
Europe 27 — — 27
Asia — = = —
$ 298 $2 $— $ 300
Depreciation and Amortization:
North America $ 560 $5 $— $ 565
Europe 82 — — 82
Asia — = = —
$ 642 $5 $— $ 647
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2004

Revenue
North America
Europe
Asia

Adjusted OIBDA:
North America
Europe
Asia

Net Capital Expenditure:

North America
Europe
Asia

Depreciation and Amortizatiol

North America
Europe
Asia

| dentifiable Assets
December 31, 200
North America
Europe
Asia

December 31, 200
North America
Europe
Asia

Coal

Communications Mining Other Total
(dollars in millions)

$1,54¢€ $91 $— $1,637
139 — — 139
$1,68E $91  $—  $1,77€

$ 459 $18  $(1)

4 — _

54 B 50
$ 240 $ 2 $— $ 242
30 — — 30
$ 270 $2 $— $ 272
$ 571 $6 $— $ 577
94 — — 94
$ 665 $6 $— $ 671

Discontinued
Information Coal
Communications Services Mining Other Total
(dollars in millions)

$7,19¢ $ — $98 $1,897 $9,18¢
777 — — 29 806
$7,97C $ — $98 $1,92¢ $9,994
$5,782 $631 $90 $ 810 $7,31:
716 206 — 18 940
— 24 — — 24
$6,49¢€ $861 $90 $ 828 $8,277
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Discontinued
Information Coal
Communications Services Mining Other Total
(dollars in millions)

Long-Lived Assets (excluding Goodwill)
December 31, 200

North America $6,362 $ — $88 $— $6,45C
Europe 747 — — — 747
Asia — _= = = __=
$7,10¢ $ — $88 $— $7,197
December 31, 200 - -
North America $5,50z2 $ 68 $75 $—  $5,64¢
Europe 696 1 — — 697
Asia — 1 — - — 1
$6,19¢ $ 70 $75 $— $6,34¢
Goodwill(1) = T
December 31, 200
North America $ 408 $ — $— $— $ 408
Europe — — — — —
Asia _ = = = = —
$ 408 $ — $— $— $ 408
December 31, 200 T T
North America $ 70 $194 $— $— $ 264
Europe — — — — —
Asia — _= = = —
$ 70 $194 $— $— $ 264

(1) The December 31, 2005 Discontinued Information Bes/presented in the table above includes $19&mibf goodwill related to
Software Spectrum. This goodwill is included in tbensolidated Balance Sheet in Noncurrent AsseBissfontinued Operations.
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Communications revenue is grouped into three caiiegidl) Core Communications Services (includimgséport and infrastructure
services, wholesale IP and data services, voicgcesrand Vyvx services) 2) Other CommunicationwiSes (including managed modem |
its related reciprocal compensation, DSL aggregatod legacy managed IP services), and 3) SBOr&ir8ervices. This revenue reporting
structure reflects how the Company’s managememently invests and manages cash flows in the conmatians business.

Services
SBC
Contact
Core Other Services Total

(dollars in millions)
Communications Revenue

2006
North America $1,787 $441 $893 $3,121
Europe 186 4 — 190
Asia — — — —
$1,97¢< $445 $893 $3,311

2005
North America $ 818 $653 $ 25 $1,49¢
Europe 144 5 — 149
Asia — — — —
$ 962 $658 $ 25 $1,64E

2004
North America $ 664 $882 $ — $1,54€
Europe 129 10 — 139
Asia — — — —

$ 793 $892 $ — $1,68E

Transport and Infrastructure includes $2 millioh38 million and $107 million of termination revenioe the years ended December 31,
2006, 2005 and 2004, respectively. Wholesale |Pdata includes $7 million, $1 million and $5 miliof termination revenue for the years
ended December 31, 2006, 2005 and 2004, respgct®BIC Contract Services includes $2 million ofiigration revenue for the year ended
December 31 2006. No termination revenue was redofok SBC in 2005 and 2004.

The majority of North American revenue consistservices delivered within the United States. Théonitst of European revenue
consists of services delivered within the Uniteddgdom but also includes France and Germany. Traasic revenue is allocated to Europe.
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The following information provides a reconciliatiohNet Income (Loss) to Adjusted OIBDA by operatsegment, as defined by the
Company, for the years ended December 31, 200G 200 2004:

2006
Discontinued
Information
Communications Services Coal Mining Other
(dollars in millions)
Net Income (Loss $ (800 ) $ 46 $7 $3
Income from Discontinued Operatio — (46) — —
Income Tax Provision (Benefi 4 — — 2
Total Other (Income) Expense 652 = = )
Operating Income (Loss) (144 ) — 7 3
Non-Cash Impairment Char 8 — — —
Depreciation and Amortization Exper 729 — 1 —
Non-Cash Compensation Expense 84 = = =
Adjusted OIBDA $ 677 $ — $8 $3)
2005
Discontinued
Information
Communications Services Coal Mining Other
(dollars in millions)
Net Income (Loss $(720) $ 69 $16 $(@3)
Income from Discontinued Operatio — (69) — —
Income Tax Provisio 2 — 2 1
Total Other (Income) Expense 474 _— (7 (1)
Operating Income (Loss) (244) — 11 3)
Non-Cash Impairment Chary 9 — — —
Depreciation and Amortization Exper 642 — 5 —
Non-Cash Compensation Expense 51 e = =
Adjusted OIBDA $ 458 $ — $16 $B)
2004
Discontinued
Information
Communications Services Coal Mining Other
(dollars in millions)
Net Income (Loss $(509) $ 20 $11 $ 20
Income from Discontinued Operatio — (20) — —
Income Tax Provisio — — 1 —
Total Other (Income) Expense 264 = e _(21)
Operating Income (Loss) (245) — 12 (1)
Depreciation and Amortization Exper 665 — 6 —
Non-Cash Compensation Expense 43 = = —
Adjusted OIBDA $ 463 $ — $18 $ (1)
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(19) Commitments, Contingencies and Other Items
Right of Way Litigation

In April 2002, Level 3 Communications, Inc., andtef its subsidiaries were named as a defendaBairer, et. al. v. Level 3
Communications, LLC, et gla purported class action covering 22 statesq fih state court in Madison County, lllinois. ulyd2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action filed inh®. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fog state of Idaho, which decision is on
appeal. In September 2002, Level 3 Communicatibib€, and Williams Communications, LLC were namediatendants irsmith et. al. v.
Sprint Communications Company, L.P., et @ purported nationwide class action filed inthdted States District Court for the Northern
District of Illinois. In April 2005, the Smith platiffs filed a Fourth Amended Complaint which didtrinclude Level 3 or Williams
Communications, Inc. as a party, thus ending bothpaniesinvolvement in the Smith case. On February 17, 208%el 3 Communication
LLC and Williams Communications, LLC were namediatendants ifMcDaniel, et. al., v. Qwest Communications Corpioratet al., a
purported class action covering 10 states filethénUnited States District Court for the Northeristict of lllinois. These actions involve the
companies’ right to install its fiber optic cabletwork in easements and right-of-ways crossingtamtiffs’ land. In general, the companies
obtained the rights to construct their networksrfn@ilroads, utilities, and others, and have imstibiheir networks along the rights-of-way so
granted. Plaintiffs in the purported class actiassert that they are the owners of lands over wthieltompanies’ fiber optic cable networks
pass, and that the railroads, utilities, and otldrs granted the companies the right to constmdtraaintain their networks did not have the
legal authority to do so. The complaints seek dasag theories of trespass, unjust enrichmentlander of title and property, as well as
punitive damages. The companies have also receawvedmay in the future receive, claims and demagidsed to rights-ofvay issues simile
to the issues in these cases that may be baseanhitar ©r different legal theories. To date, otligan as noted above, all adjudicated attempts
to have class action status granted on complalatbdgainst the companies or any of their subs&lanvolving claims and demands related
to rights-of-way issues have been denied.

It is still too early for the Company to reach acloision as to the ultimate outcome of these astiblowever, management believes that
the Company and its subsidiaries have substargfahdes to the claims asserted in all of thesere{and any similar claims which may be
named in the future), and intends to defend thegoreusly if a satisfactory form of settlement ig approved.

The Company and its subsidiaries are parties toyrotirer legal proceedings. Management believesatmatesulting liabilities for these
legal proceedings, beyond amounts reserved, wilimaderially affect the Company’s financial conadiitior future results of operations, but
could affect future cash flows.

Operating Leases

The Company is leasing rights-of-way, facilitieslarther assets under various operating leases wihiefddition to rental payments,
may require payments for insurance, maintenancgepty taxes and other executory costs relateldetdetase. Certain leases provide for
adjustments in lease cost based upon adjustmetits tonsumer price index and increases in thddesid management costs.

The rights-of-way agreements have various expinadi@es through 2049. Payments under these rigivagfagreements were $62
million in 2006, $30 million in 2005 and $31 millidn 2004.

The Company has obligations under raamcelable operating leases for certain colocatiahoffice facilities, including lease obligatic
for which facility related restructuring chargesbdeen recorded. The lease agreements have vawipiration dates through 2072. Rent
expense, including common area maintenance, urmgrecancelable lease agreements was $132 milli@006, $76 million in 2005 and
$88 million in 2004.
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For those leases involving communications colocadind right-of-way agreements, the Company antiegp#nat it will renew these
leases under option provisions contained in thed@@reements given the significant cost to retotted Company’s network and other
facilities.

Future minimum payments, including common area teaance, for the next five years under right-of-agyeements and non-
cancelable operating leases consist of the follgwihDecember 31, 2006 (dollars in millions):

Right-of-Way

Other
Agreements Facilities Assets Total
2007 $ 61 $116 $ 2 $ 179
2008 58 118 5 181
2009 49 98 — 147
2010 45 84 — 129
2011 43 76 — 119
Thereafter 597 373 - — 970
Total $853 $865 $ 7 $1,72F

Other

It is customary in Level 3's industries to use was financial instruments in the normal courseudihess. These instruments include
items such as letters of credit. Letters of cradétconditional commitments issued on behalf ofdl&vin accordance with specified terms
conditions. As of December 31, 2006 and 2005, L8Jehd outstanding letters of credit of approxirya$d5 million and $19 million ,
respectively, which are collateralized by cash arereflected on the consolidated balance sheesticted cash. The Company does not
believe it is practicable to estimate the fair eatid the letters of credit and does not believeosype to loss is likely nor material.

(20) Condensed Consolidating Financial Information

As discussed in Note 13, in October 2003, Leveinafcing issued $500 million 10.75% Senior Notes ohu2011. These notes are
unsecured obligations of Level 3 Financing, howetray are also jointly and severally and fully amdtonditionally guaranteed on an
unsecured senior basis by Level 3 Communicatiors,dnd Level 3 Communications, LLC (a wholly owrsethsidiary). The 10.75% Senior
Notes were registered with the Securities and BExgda&ommission in 200.

In March 2006, Level 3 Financing issued $150 milliloating Rate Senior Notes due 2011 and $250omifl2.25% Senior Notes due
2013. In addition, on April 6, 2006, Level 3 Finargissued an additional $300 million of 12.25% iBeMotes due 2013. Level 3 Financing
issued $600 million of its 9.25% Senior Notes d0&£in October 2006 and issued an additional $68DmMof its 9.25% Senior Notes due
2014 in December 2006. These notes are unseculigatains of Level 3 Financing, however, they ariyfand unconditionally guaranteed
on an unsecured senior basis by Level 3 Commuaitatinc. and with respect to the Floating Rate@eviotes due 2011 and the 12.25%
Senior Notes due 2013, Level 3 Communications, LU@on receipt of all applicable state regulatorprapals that are currently being
obtained, Level 3 Communications, LLC will also seally and fully and unconditionally guarantee enumsecured basis the 9.25% Senior
Notes due 201«

In conjunction with the registration of the 10.73¥#nior Notes, Floating Rate Senior Notes due 202.25% Senior Notes due 2013 :
the expected registration of the 9.25% Senior Ndtes2014, the accompanying condensed consolidfitiagcial information has been
prepared and presented pursuant to SEC RegulatioR@e 3-10 “Financial statements of guarantord affiliates whose securities
collateralize an issue registered or being regestér
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Condensed Consolidating Statements of Operatiarthéoyears ended December 31, 2006, 2005 andf2004. Level 3
Communications, LLC leases equipment and certaitiitfas from other wholly owned subsidiaries ofled 3 Communications, Inc. These
transactions are eliminated in the consolidatedlt®sf the Company.
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Revenue
Costs and Expenses:
Cost of Revenue
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and
Impairment Charges
Total Costs and
Expenses
Operating Income (Loss)

Other Income (Loss), ne
Interest Incom
Interest Expens
Interest Income
(Expense) Affiliates, ne
Equity in Net Earnings
(Losses) of
Subsidiaries
Other Income (Expense)
Other Income (Loss)
Income (Loss) from Continuing
Operations Before Income
Taxes
Income Tax (Expense) Benefi
Income (Loss) from Continuing
Operations
Income from Discontinued
Operations
Net Income (Loss

Condensed Consolidating Statements of Operations
For the year ended December 31, 2006

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ — $ — $ 1,304 $2,27C $ (196) $3,37¢
— — 525 1,179 (187) 1,517
— — 358 372 — 730
6 — 816 445 9) 1,258
— — 9 4 — 13
6 — 1,708 2,00C (196) 3,518
6) — (404) 270 — (140)
16 1 40 7 — 64
(432) (207) — 9) — (648)
860 666 (1,572 46 — —
(1,209) (1,561) 141 — 2,628 —
27 (108) 7 10 — (64)
(738) (1,209) (1,384) 54 2,628 (648)
(744) (1,209) (1,788) 324 2,628 (788)
_ — — 2) — 2
(744) (1,209) (1,788) 322 2,628 (790)
— — — 46 — 46
$ (744) $(1,209) $(1,78€) $ 368 $2,62¢ $ (749
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Revenue
Costs and Expenses:
Cost of Revenue
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and
Impairment Charges
Total Costs and
Expenses
Operating Income (Loss)

Other Income (Loss), ne
Interest Incom
Interest Expens
Interest Income
(Expense) Affiliates, ne
Equity in Net Earnings
(Losses) of
Subsidiaries
Other Income
(Expense’
Other Income (Loss)
Income (Loss) from Continuir
Operations Before Income
Taxes
Income Tax Expense
Income (Loss) from Continuir
Operations
Income from Discontinued
Operations
Net Income (Loss

Condensed Consolidating Statements of Operations
For the year ended December 31, 2005

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)

$ — $ — $ 1,457 $440 $ (178) $1,71¢
— — 575 104 (163) 516
— — 444 203 — 647
4 — 640 140 (15) 769
— — 21 2 — 23
4 — 1,680 449 (178) 1,955
(4) — (223) 9) — (236)
19 1 11 4 — 35
(390) (233) — ) — (530)
784 527 (1,336) 25 — —
(1,048) (1,492) ) — 2,541 —
1 — 12 16 — 29
(634) (1,097) (1,319 38 2,541 (466)
(638) (1,097) (1,537) 29 2,541 (702)
_ — — (5) — )
(638) (1,097) (1,537) 24 2,541 (707)
— 49 — 20 — 69
$ (638) $(1,04€) $(1,537) $ 44 $2,541 $ (638)
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Revenue
Costs and Expenses:
Cost of Revenue
Depreciation and Amortization
Selling, General and
Administrative
Restructuring and Impairment
Charges
Total Costs and Expenses
Operating Income (Loss)

Other Income (Loss), net:
Interest Income
Interest Expense
Interest Income
(Expense) Affiliates, net
Equity in Net Earnings (Losse
of Subsidiaries
Other Income (Expense)
Other Income (Loss)
Income (Loss) from Continuing
Operations Before Income
Taxes
Income Tax Expense
Income (Loss) from Continuing
Operations
Income from Discontinued
Operations
Net Income (Loss

Condensed Consolidating Statements of Operations

For the year ended December 31, 2004

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ — $ — $ 1,514 $554 $ (292) $1,77€
— — 692 85 (274) 503
— — 423 248 — 671
7 — 681 152 (18) 822
_ = _ = 6 _8 _ = 14
7 — 1,802 493 (292 2,010
7) — (288) 61 — (234)
— — 11 2 — 13
(405) (61) (23) (6) — (485)
809 396 (1,20€) 1 —
(907) (1,243 @) — 2,151 —
52 1 150 26 — 229
(451) (907) (1,059 23 2,151 (243)
(458) (907) (1,347) 84 2,151 477)
_ — — @ — Y
(458) (907) (1,347) 83 2,151 (478)
— — — 20 — 20
$(458) $ (907) $(1,347) $103 $2,151 $ (458)
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Condensed Consolidating Balance Sheets as of Dexe3tih2006 and 2005 follow:

Condensed Consolidating Balance Sheets
December 31, 2006

(unaudited)
Level 3 Level 3 Level 3
Communications,  Financing, = Communications, Other
Inc. Inc. LLC Subsidiaries  Eliminations Total
(dollars in millions)

Assets
Current Assets

Cash and cash equivalel $ 15 $ 12 $ 1,592 $ 62 $ = $1,681

Marketable securitie 235 — — — — 235

Restricted cash and securit — — 31 15 — 46

Accounts receivable, n — — 97 229 — 326

Due from (to) affiliates 11,182 6,432 (18,631) 1,016 — —

Other 17 6 41 37 — 101
Total Current Assets 11,45C 6,450 (16,870C) 1,359 — 2,389
Property, Plant and Equipment, | — — 3,268 3,200 — 6,468
Marketable Securitie — — — — — —
Restricted Cash and Securit 17 — — 73 — 90
Goodwill and Other Intangibles, n — — 44 875 — 919
Investment in Subsidiarie (6,419) (10,17C) 2,639 — 13,95C —
Other Assets, net 43 41 12 32 — 128
Total Assets $ 5,091 $ (3,679 $(10,907) $5,53¢ $13,95(C $9,994
Liabilities and Stockholders’

Equity (Deficit)
Current Liabilities:

Accounts payabl $ - $ 1 $ 160 $ 230 $ - $ 391

Current portion of lon-term debt — — — 5 — 5

Accrued payroll and employee

benefits — — 59 33 — 92

Accrued interes 93 49 — 1 — 143

Deferred revenu — — 98 44 — 142

Other 1 2 56 97 — 156
Total Current Liabilities 94 52 373 410 — 929
Long-Term Debt, less current

portion 4,581 2,688 — 88 — 7,357
Deferred Revenu — — 628 125 — 753
Other Liabilities 42 — 199 340 — 581
Stockholders’ Equity (Deficit) 374 (6,419) (12,107 4,576 13,95C 374
Total Liabilities and B

Stockholder Equity (Deficit) $ 5,001 $ (3,679 $(10,909) $5,53¢ $13,95C  $9,994
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Assets
Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Accounts receivable, n
Due from (to) affiliates
Current assets of discontinued
operations
Other
Total Current Assets
Property, Plant and Equipment, |
Marketable Securitie
Restricted Cash and Securit
Goodwill and Other Intangibles, n
Investment in Subsidiarie
Noncurrent Assets of Discontinu
Operations
Other Assets, net
Total Assets

Liabilities and Stockholders’
Equity (Deficit)
Current Liabilities:
Accounts payabl
Current portion of lon-term debt
Accrued payroll and employee
benefits
Accrued interes
Deferred revenu
Current liabilities of discontinued
operations
Other
Total Current Liabilities
Long-Term Debt, less current
portion
Deferred Revenu
Other Liabilities
Stockholders’ Equity (Deficit)
Total Liabilities and
Stockholder’ Equity (Deficit)

Condensed Consolidating Balance Sheets

December 31, 2005
(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries  Eliminations Total
(dollars in millions)
$ 37 $ 8 $ 275 $ 59 $ — $ 379
173 3 — — — 176
— 3 20 11 — 34
— — 84 308 — 392
10,117 4,613 (14,8573 123 — —
— — — 597 — 597
16 4 29 43 — 92
10,343 4,631 (14,44%) 1,141 — 1,670
— — 3,40¢ 2,223 — 5,632
234 — — — — 234
16 — — 59 — 75
— — 85 206 — 291
(6,251) (9,651) 802 — 15,10C —
— — — 264 — 264
44 21 14 32 — 111
$ 4,38€ $ (4,999) $(10,135) $ 3,92 $15,10C $8,277
$ — $ 1 $ 141 $ 225 $ — $ 367
— — 46 33 — 79
83 18 — 1 — 102
— — 138 61 — 199
— — — 539 — 539
1 2 50 84 — 137
84 21 375 943 — 1,423
4,722 1,23C — 71 — 6,023
— — 633 104 — 737
56 1 196 317 — 570
(476) (6,251) (11,339 2,490 15,10C (476)
$ 4,38¢ $ (4,999 $(10,135) $ 3,92 $15,10C $8,277
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Condensed Consolidating Statements of Cash Flomthéoyears ended December 31, 2006, 2005 andf2004:

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2006

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, = Communications, Other
Inc. Inc. LLC Subsidiaries  Eliminations Total

(dollars in millions)
Net Cash Provided by (Used i

Operating Activities of Continuing

Operations $(380) $ (183) $ 62 $ 722 $— $ 221
Cash Flows from Investing Activitie

Proceeds from sale and

maturity of marketable securiti 175 5 100 — — 280
Purchases of marketable
securities — — (98) — — (98)

Decrease (increase) in

restricted cash and securities 1 2 (10) (14) — (21)
Capital expenditures — — (166) (226) — (392)
Investments and acquisitions — — (761) 12 — (749)
Proceeds from sale of

discontinued operations, net of

cash sold — — — 307 — 307
Advances to discontinued

operations, net — — — 18 — 18
Proceeds from sale of property,

plant and equipment and other

assets — — 6 1 = 7

Net Cash Provided by (Used i

Investing Activities 176 7 (929) 98 — (648)
Cash Flows from Financing

Activities:

Long-term debt borrowings,

net of issuance costs 326 1,93C — — — 2,256
Payments on long-term debt,

including current portion

(net of restricted cash) (513) (596) — 1) — (1,110
Equity offering 543 — 543
Increase (decrease) due from

affiliates, net (174) (1,154) 2,17C (842) = —

Net Cash Provided by (Used i

Financing Activities 182 180 2,17C (843) — 1,689
Net Cash Used in Discontinu

Operations — — — (43) — (43)
Effect of Exchange Rates on

Cash and Cash Equivalents — — 14 (4) = 10
Net Change in Cash and C¢

Equivalents (22) 4 1,317 (70) — 1,229
Cash and Cash Equivalents at

Beginning of Year (includes

cash of discontinued

operations) 37 8 275 132 — 452
Cash and Cash Equivalents at End of _

Year 15 $ 12 $1,592 $ 62 $— $ 1,681
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Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2005

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, = Communications, Other
Inc. Inc. LLC Subsidiaries  Eliminations Total

(dollars in millions)
Net Cash Provided by (Used i
Operating Activities of

Continuing Operations $(306) $(128) $ 226 $ 90 $— $(118)
Cash Flows from Investing

Activities:
Proceeds from sale and maturity

marketable securities 243 — 340 1 — 584
Purchases of marketable

securities (648) — — — — (648)
Decrease (increase) in

restricted cash and securities — 3 (6) 1) — (4)
Capital expenditures — — (167) (133) — (300)
Investments and

acquisitions (20) — (497) 128 — (379)
Proceeds from sale of discontinued

operations — 82 — — — 82
Advances to discontinued

operations, net — — — i3 — i3

Proceeds from sale of property,
plant and equipment and other
assets — — 3 8 — 11
Net Cash Provided by (Used i
Investing Activities (415) 85 (327) 16 — (641)

Cash Flows from Financing
Activities:
Long-term debt borrowings,
net of issuance costs 877 — — 66 — 943
Payments on long-term
debt, including current portion

(net of
restricted cash) — — (26) (104) — (130)
Increase (decrease) due from
affiliates, net (121) 34 170 (83) = =
Net Cash Provided by (Used i
Financing Activities 756 34 144 (121) — 813
Net Cash Used in Discontinui
Operations — — — (32) — (32)
Effect of Exchange Rates on
Cash and Cash Equivalents (1) — (13) 1 _— _(13)
Net Change in Cash and Ce
Equivalents 34 9) 30 (46) — 9

Cash and Cash Equivalents at
Beginning of Year (includes
cash of discontinued

operations) 3 17 245 178 — 443
Cash and Cash Equivalents at
End of Year (includes cash of
$ 37 $ 8 $ 275 $ 132 $— $ 452

discontinued operations)
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Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2004

(unaudited)
Level 3 Level 3 Level 3
Communications,  Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total

(dollars in millions)

Net Cash Provided by (Used i

Operating Activities of

Continuing Operation $ (379) $ (26) $ (30) $ 313 $— $ (122
Cash Flows from Investing

Activities:

Proceeds from sale and

maturity of marketable

securities — — 70 — — 70
Purchases of marketable
securities — — (410) — — (410)

Decrease (increase) in
restricted cash and

securities 7 21 4) 3) — 21
Capital expenditure — — (174) (98) — (272)
Acquisitions — — (69) — — (69)
Advances to discontinued

operations, ne — — — 7 — 7

Proceeds from sale of propet
plant and equipment, and
other asset — — 9 51 — 60
Net Cash Provided by (Used i
Investing Activities 7 21 (578) (43) — (593)

Cash Flows from Financing
Activities:
Long-term debt borrowings,
net of issuance cos 272 713 — — — 985
Payments and repurchases ¢
long-term debt, including
current portion (net of

restricted cast (949) — (75) 3) — (1,027)
Increase (decrease) in due fr
affiliates, net 1,049 (706) 341 (684) e —
Net Cash Provided by (Used i
Financing Activities 372 7 266 (687) — (42)
Net Cash Provided k
Discontinued Operatior — — — 56 — 56
Effect of Exchange Rates on Ca
and Cash Equivalen 2 = 5 8 = 15
Net Change in Cash and Ce
Equivalents 2 2 (337) (353) — (686)
Cash and Cash Equivalents at
Beginning of Year (includes
cash of discontinued
operations’ 1 15 582 531 = 1,129
Cash and Cash Equivalents at End
of Year (includes cash of
$ 3 $ 17 $ 245 $ 178 $— $ 443

discontinued operation




(21) Subsequent Events
Broadwing Acquisition

On January 3, 2007, Level 3 acquired Broadwing @a@tion, a publicly held provider of optical netWa@ommunications services.
Under the terms of the merger agreement dated @cfidl) 2006, Level 3 paid $8.18 of cash plus 1.3tires of Level 3 common stock for
each share of Broadwing common stock outstandietpaing. In total, Level 3 paid approximately &#illion of cash and issued
approximately 122 million shares of the Compangmmon stock, valued at $688 million. In connectidgth the acquisition of Broadwing,
the Company guaranteed $180 million in aggregateipal amount of Broadwing Corporation’s 3.125%n@ertible Senior Debentures due
2026 (the “Broadwing Debentures”). As of Februaéy 2007, the holders of $179 million in aggregaiacipal amount of the Broadwing
Debentures had converted their Broadwing Debenintes total of 17 million shares of Level 3 conmeiock and approximately $106
million in cash pursuant to the terms of the indemtgoverning the Broadwing Debentures and theeageat whereby Level 3 acquired
Broadwing. The remaining $1 million in aggregatmg@ipal amount of the Broadwing Debentures wasireipased by Broadwing at 100% of
par as required by the indenture governing the @rirag Debentures.

Broadwing is a provider of optical network commuations services. Broadwing delivers data, voiceraedia solutions to enterprises
and service providers over its 19,000 mile intgréither network. Approximately half of Broadwingrevenue comes from the wholesale
market, with business customers comprising the i@ntarevenue.

SAVVIS CDN Services Business Acquisition

On January 23, 2007, Level 3 completed the acquisitf the SAVVIS Content Delivery Network (“CDN%ervices business of
SAVWVIS, Inc. (“SAVVIS CDN Business”). Under the tas of the agreement, Level 3 paid $132.5 milliosash to acquire certain assets,
including network elements, customer contracts,leypges and intellectual property used in SAVVISBICBusiness. The purchase price is
subject to certain customary post closing workiagital adjustments.

SAVVIS’s CDN Business provides solutions that impr@erformance, reliability, scalability and readltustomers’ online content.
Initially developed in 1996 as Sandpiper Netwotke, division developed, deployed and operated s first content delivery network.
has a globally distributed infrastructure in mdrart 20 countries.

2007 Debt Exchange

In January 2007, in two separate transactions,IL2egempleted the exchanges of $605 million in agate principal amount of its 10%
Convertible Senior Notes due 2011 for a total d.89million shares of Level 3's common stock. Tharges of the Company’s common stock
issued pursuant to these announced exchangesearmpefikom registration pursuant to Section 3(alf@er the Securities Act of 1933, as
amended. The Company expects to recognize a $1li@mhoss on the early extinguishment of debttfoe exchanges.

Senior Secured Term Loan Refinancing

On February 8, 2007, Level 3 announced that itsididry, Level 3 Financing, Inc. is seeking to mafice its existing $730 million
amended and restated Senior Secured Term Loanduevdth a new Senior Secured Term Loan due 20thé.Jompany is seeking, among
other things, to increase the principal to up tet$illion, reduce the interest rate payable urtderagreement and extend the maturity from
2011 to 2014. There is no assurance that Levelldwsuccessful in the refinancing of its Seniec@&ed Term Loan due 2011.
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Issuance of 8.75% Senior Notes Due 2017 and FloajiRate Senior Notes Due 2015

On February 14, 2007, Level 3 Financing, Inc. ree@i$982 million of net proceeds after transactiosts, from a private offering of
$700 million aggregate principal amount of its 8@5Senior Notes due 2017 (the “8.75% Senior Notast) $300 million aggregate principal
amount of its Floating Rate Senior Notes due 2@i& ‘2015 Floating Rate Senior Notes”). The 8.758ai6r Notes and the 2015 Floating
Rate Senior Notes are senior unsecured obligatibhevel 3 Financing, ranking equal in right of pagnt with all other senior unsecured
obligations of Level 3 Financing. Level 3 Commuiticas, Inc. has guaranteed the 8.75% Senior Notddlee 2015 Floating Rate Senior
Notes. Interest on the 8.75% Senior Notes accru@s 8% interest per year and is payable -annually in cash on February 15th and
August 15th beginning August 15, 2007. The prinicgraount of the 8.75% Senior Notes will be due ebrary 15, 2017. Interest on the
2015 Floating Rate Senior Notes accrues at LIBQR BI75% per annum, reset semiannually. The irtteatsswas 9.15% as determined at
the commencement of the interest period beginnetguary 15, 2007. Interest on the 2015 Floatings &nior notes is payable semi-
annually in cash on February 15th and August 1Btfirtming August 15, 2007. The principal amounthaf 2015 Floating Rate Senior Notes
will be due on February 15, 2015.

The 8.75% Senior Notes and the 2015 Floating Retéo® Notes are not currently registered undeiSteurities Act of 1933 or any st
securities laws and, unless so registered, mapeoffered or sold except pursuant to an applicaikémption from the registration
requirements of the Securities Act of 1933 andiapple state securities laws. On February 14, 208%el 3, Level 3 Financing and the
initial purchasers of the 8.75% Senior Notes aed2®l5 Floating Rate Senior Notes entered int@atration rights agreement relating to
8.75% Senior Notes and the 2015 Floating Rate $&hotes pursuant to which Level 3 and Level 3 Faiag agreed to file an exchange of
registration statement with the Securities and Brgle Commission.

Under the terms of the registration rights agredmasvel 3 Financing may be required to pay “Spleoiterest” in the event of a
registration default. Special Interest will accaia rate of 0.50% per annum on the principal arhduring the 90-day period after the
occurrence of the registration default and willrgase by 0.25% per annum at the end of each sulisie®@rday period. In no event will the
rate exceed 1.00% per annum on the principal amdfuhe exchange offer is completed on the ternds\aithin the period contemplated by
the registration rights agreement, no special @stewill be payable. A registration default may wrcié the Company fails to file with the
Securities and Exchange Commission and have ddadtdiective the exchange offer registration statenhy certain dates as specified in the
registration rights agreement. The Company belighaisthe likelihood of having to make Special iet payments under the terms of the
registration rights agreement is remote and, @salt; has not accrued a liability for any obligatunder the agreement.

A portion of the debt represented by the 8.75% @edotes and the 2015 Floating Rate Senior Not#aistitute purchase money
indebtedness under the indentures of Level 3 Conations, Inc. and the portion of the net procetbds constitutes purchase money
indebtedness will be used solely to fund the cbsbastruction, installation, acquisition, leaseyelopment or improvement of any assets to
be used in the Company’s communications busineskiding the cash purchase price of any past, pgrali future acquisitions.
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The 8.75% Senior Notes are subject to redemptitimeadption of Level 3 Financing in whole or in pat any time or from time to time,
on or after February 15, 2012 at the redemptiocegr{expressed as a percentage of principal amseifprth below, plus accrued and ung
interest thereon to the redemption date, if redekeduging the twelve months beginning November thefyears indicated below:

Year Redemption Price
2012 104.37%%
2013 102.91%
2014 101.458%
2015 100.00(%

At any time or from time to time on or prior to Fabry 15, 2010, Level 3 Financing may redeem ugbh of the original aggregate
principal amount of the 8.75% Senior Notes at @magtion price equal to 108.75% of the principal antaf the 8.75% Senior Notes so
redeemed, plus accrued and unpaid interest théifemy) to the redemption date (subject to thétrigf holders of record on the relevant
record date to receive interest due on the relemsartest payment date), with the net cash proceensibuted to the capital of Level 3
Financing of one or more private placements togrey®ther than affiliates of Level 3 or underwritfgublic offerings of common stock of
Level 3 resulting, in each case, in gross proceéds least $100 million in the aggregate; providealever, that at least 65% of the original
aggregate principal amount of the 8.75% Senior $lateuld remain outstanding immediately after givaffipct to such redemption. Any such
redemption shall be made within 90 days of suchgpei placement or public offering upon not lestB@ nor more than 60 days’ prior
notice.

The Floating Rate Senior Notes are subject to retdemat the option of Level 3 Financing in wholei part, at any time or from time
to time, on or after February 15, 2009 at the rqutén prices (expressed as a percentage of prinaipaunt) set forth below, plus accrued
and unpaid interest thereon to the redemption dfatedeemed during the twelve months beginning &oker 1, of the years indicated below:

Year Redemption Price
2009 102.C%
2010 101.C%
2011 100.C%

At any time or from time to time on or prior to Fabry 15, 2010, Level 3 Financing may redeem ugbh of the original aggregate
principal amount of the 8.75% Senior Notes andRloating Rate Senior Notes at a redemption priegkp 100.0% of the principal amount
of the Floating Rate Senior Notes so redeemed,gphremium equal to the interest rate on the Figdfiate Senior Notes applicable on the
date that notice of the redemption is given, pk@ed and unpaid interest thereon (if any) tor&semption date (subject to the right of
holders of record on the relevant record datedeive interest due on the relevant interest paymat®), with the net cash proceeds
contributed to the capital of Level 3 Financingook or more private placements to persons otheraffdiates of Level 3 or underwritten
public offerings of common stock of Level 3 resuidfj in each case, in gross proceeds of at leagt #dlilon in the aggregate; provided,
however, that at least 65% of the original aggregaincipal amount of the 8.75% Senior Notes aedileating Rate Senior Notes would
remain outstanding immediately after giving effecsuch redemption. Any such redemption shall bdewaithin 90 days of such private
placement or public offering upon not less tham80more than 60 days’ prior notice.

Each of Level 3 Communications, Inc. and Level Baicing has agreed to endeavor in good faith usingmercially reasonable efforts
to cause Level 3 Communications, LLC to obtaimadterial
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governmental authorizations and consents requiredder for it to guarantee the 8.75% Senior Natebthe 2015 Floating Rate Senior N¢

at the earliest practicable date and to enterdrgoarantee of these notes promptly thereafter.ddewy there can be no assurance that Parent
and the Issuer will be successful in obtainingrdwuired regulatory approvals to permit Level 3 @mmications, LLC to guarantee these
notes.

Redemptions and Tender Offers

On February 15, 2007, Level 3 Communications, ¢adled for redemption all of its outstanding $48flion aggregate principal amou
of 12.875% Senior Notes due 2010 at a price equbD®?.146% of the principal amount thereof, alit®utstanding $96 million aggregate
principal amount of 11.25% Senior Notes due 201® @ice equal to 101.875% of principal amountebéand all of its outstanding € 104
million aggregate principal amount of 11.25% Seiiiaro Notes due 2010 at a price equal to 101.87bpticipal amount thereof. Level 3
will pay accrued and unpaid interest on the semites to but not including the redemption date.oAlhese senior notes will be redeemed by
Level 3 on March 16, 2007. The Company expectgtognize a loss of approximately $49 million asateal with these redemptions in the
first quarter of 2007.

Level 3 also announced on February 15, 2007 thatll2Financing, Inc. has commenced a tender tdfeurchase for cash any and all
of the outstanding $150 million aggregate princgralount of its Floating Rate Senior Notes due Z0L 4 price equal to $1,080 per $1,000
principal amount of the notes, which includes $0,8S the tender offer consideration and $30.00casmsent payment. Additionally, Level 3
Communications, Inc. commenced a tender offer tolmse for cash any and all of its outstandingr§ifBon aggregate principal amount of
11% Senior Notes due 2008 for a price equal to3BLaB per $1,000 principal amount of the noteschviicludes $1,024.28 as the tender
offer consideration and $30.00 as a consent pay(tegether the “ February 15th Tender Offers”). Twmpany expects to recognize a loss
associated with these tender offers in the firstrr of 2007, the amount of which will depend be &mounts tendered for each issuance.

In connection with the February 15th Tender Offersjel 3 Communications, Inc. and Level 3 Finanging. are soliciting consents to
certain proposed amendments to the respective tmgngoverning the notes that are subject to #ielary 15th Tender Offers to eliminate
substantially all of the covenants, certain repasehrights, certain discharge rights and certaémisvof default and related provisions
contained in those indentures.

The February 15th Tender Offers are also subjeittesatisfaction or waiver of certain other coiodis as set forth in the Offer to
Purchase. It is a condition to the consummatiotmefFebruary 15th Tender Offers that the holdewt éfast a majority of the outstanding
aggregate principal amount of the notes consetitg@mendments to the indenture governing thossnot

On February 20, 2007, Level 3 Communications, édacnmenced a tender offer to purchase for cash maahakh of the outstanding $692
million aggregate principal amount of its 11.5% ®eMotes due 2010 for a price equal to $1,115&6%1,000 principal amount of the
11.5% Senior Notes due 2010, which includes $12#8&s the purchase price and $30.00 as a consgnepa(the “11.5% Notes Tender
Offer”). Level 3 Communications, Inc. also commeti@ tender offer to purchase for cash any amaf éfle outstanding € 50 million
aggregate principal amount of its 10.75% SeniooBENwtes due 2008 for a price equal to € 1,061.4%E@e000 principal amount of the
Senior Euro Notes due 2008, which includes € 148Bas the purchase price and € 30.00 as a corsgmigpt (the “Euro Tender Offer” and
together with the 11.5% Notes Tender Offer, thebfiaary 20th Tender Offers”). The Company expecttmgnize a loss associated with
these tender offers in the first quarter of 206@,amount of which will depend on the amounts tezdiéor each issuance.
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In connection with the February 20th Tender Offersjel 3 is soliciting consents to certain propoagtendments to the respective
indentures governing these notes that are suliebetFebruary 20th Tender Offers to eliminate triglly all of the covenants, certain
repurchase rights, certain discharge rights angicegvents of default and related provisions doethin those indentures.

The February 20th Tender Offers are also subjeitteaatisfaction or waiver of certain other coiodis as set forth in the applicable
Offer to Purchase. It is a condition to the conswatiom of the February 20th Tender Offers that thielérs of at least a majority of the
outstanding aggregate principal amount of eacles®edfi notes consent to the amendments to the apj@icndenture governing those notes.

On February 23, 2007, Level 3 Financing completedresent solicitation with respect to certain anmeeants to the indenture governing
Level 3 Financing’s outstanding 12.25% Senior Nales 2013 that allow for the incurrence of debedaspon a multiple of cash flow
available for fixed charges on a “pro forma” bagigng effect to any acquisition, merger or condation completed prior to February 1,
2007.

Conversion of Broadwing Corporation 3.125% Convertble Senior Debentures due 2026

On February 20, 2007, Level 3's wholly owned suiasid Broadwing Corporation, completed the repusehaf $1.0 million aggregate
principal amount of Broadwing’s outstanding 3.128%nvertible Senior Debentures due 2026 (the “Dalyest). The indenture governing
the Debentures required Broadwing to make the adfeepurchase the Debentures as a result of thgp@ay’s acquisition of Broadwing on
January 3, 2007 (see discussion of acquisition@bov

As a result of the acquisition, each $1,000 priacgmount of the Debentures was convertible abgiien of the holder into $492.77 in
cash and 80.789 shares of Level 3 common stockesepting a conversion price equal to the consliderpayable to Broadwing
stockholders in the acquisition of (i) $8.18 inftaer share of Broadwing, multiplied by 60.241, &i)dL.3411 shares of Level 3 common
stock, multiplied by 60.241. Additionally, as au#t of the acquisition, a make-whole premium wagable on Debentures converted prior to
February 17, 2007, consisting of (i) 14.969 add#icshares of Level 3 common stock and (ii) antamtthl $91.31 in cash per $1,000
principal amount of Debentures.

Holders owning $179 million aggregate principal amiof the Debentures converted those Debentutesitotal of approximately 17
million shares of Level 3 common stock and als@nezd approximately $106 million in cash. As autesf these conversions and the
repurchase discussed above, as of February 17, #@Debentures are no longer outstanding.
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(22) Unaudited Quarterly Financial Data

Three Months Ended
March 31, June 30, September 30 December 31
2006 2005 2006 2005 2006 2005 2006 2005
(dollars in millions except per share data

Revenue $ 822 $ 527 $ 835 $ 390 $ 875 $ 384 $ 846 $ 418
Operating Income (Los! (57) 26 (18) (75) (25) (89) (40) (98)
Loss from Continuing Operatiol (166) (78) (224) (196) (163) (207) (237) (226)
Income (loss) from Discontinued

Operations (2) 1 23 8 25 3 — 57
Net Loss (168) (77) (201) (188 (138 (204) (237) (169
Income (Loss) per Share (Basic and

Diluted):

Loss from Continuing Operatiol $(0.20) $(0.11) $(0.25) $(0.28) $(0.14) $(0.29) $(0.20) $(0.32)
Income from Discontinued
Operations — 0.02 0.01 0.02 — — 0.08

Net Loss $(020) 3(0.11) $(0.29 $(027) 3(0.17) $(0.25) $(0.20) $(0.29)

Loss per share was calculated for each three-nperibd on a stand-alone basis. As a result of staeisactions during the periods, the
sum of the loss per share for the four quarteesach year may not equal the loss per share fantlee month periods. As a result of the sale
of (i) Structure and Software Spectrum in 2005 and 2@&actively, certain amounts previously includethin 2005 and 2006 quarterly
reports on Forms 10-Q have been reclassified fronticuing operations to discontinued operations.

In the first quarter of 2006, the Company recogahi®27 million gain related to a debt exchange.

In the second quarter of 2006, the Company recedraz$55 million loss on the amendment and restieof the Company’s Senior
Secured term Loan due 2011.

In the third quarter of 2006, the Company recoghiz&33 million gain from the sale of Software Speuo.

In the fourth quarter of 2006, the Company recogghiz $54 million loss on the extinguishment of deiit $8 million of termination
revenue.

In the fourth quarter of 2005, the Company recogghia $49 million gain from the sale af)}Structure.

In the first quarter of 2005, the Company recogthi286 million and $40 million of termination reventelated to 360networks
(USA), Inc. and France Telecom Long Distance USIXCLrespectively. The Company also recognized $fomin severance and related
charges as a result of a workforce reduction of@pmately 470 employees in the first quarter 0§20
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LEVEL 3 COMMUNICATIONS, INC.

Exhibit 12

STATEMENT REGARDING COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES AND

PREFERRED STOCK DIVIDENDS

Loss from Continuing Operations Before Income Taxes
(Earnings) Losses of Equity Investe

Interest on Debt, Net of Capitalized Inter

Amortization of Capitalized Intere

Interest Expense Portion of Rental Expense

Earnings (Losses) Available for Fixed Charges

Interest on Dek
Preferred Dividend
Interest Expense Portion of Rental Expense

Total Fixed Charges
Ratio of Earnings to Fixed Charges

Deficiency

Fiscal Year Ended

2006

2005 2004 2003 2002

$(790)
648
68
44

$(702) $(477) $(746) $(991)
— — @ 13
530 485 567 560
68 68 68 68
25 29 31 20

$ (30)

$ (79) $105 $ (83) $(356)

$ 648

44

$530 $485 $567 $ 560

25 29 31 20

$ 692

$555 $514 $598 $ 580

$(722)

$(634) $(409) $(681) $(936)




Exhibit 21

Significant Subsidiaries
As of and for the Fiscal Year ending December 31026

Level 3 Communications, In
Level 3 Financing, Inc
Level 3 Communications, LL!
Eldorado Acquisition Three, LL
WilTel Communications Group, LL!
WilTel Communications, LLC
BTE Equipment, LLC
Level 3 International, Inc
Level 3 Holdings, B.V
Level 3 Communications Limited (Uk
Level 3 Communications GmbH (Germai
Level 3 Holdings, Inc
KCP, Inc.




Exhibit 23

Consent of Independent Registered Public Accouriinm

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by reference inrdlggstration statements (Nos. 333-53914, 333-9,18383-68887, 333-71713, 333-115062,
333-123703, 333-125030, 333-125262, 333-130710,132895, 333-134668, 333-136413, 333-139836, aBd139838) on Forms S-3, the
registration statements (Nos. 333-79533, 333-42383,68447, 333-58691, 333-52697, 333-115472, 83d135751) on Forms S-8, and the
registration statement (No. 333-134324) on Formd{4evel 3 Communications, Inc. of our reportsedbiarch 1, 2007, with respect to the
consolidated balance sheets of Level 3 Communitgtimc. and subsidiaries as of December 31, 266862805, and the related consolidated
statements of operations, cash flows, change®akisblders’ equity (deficit), and comprehensivesléa each of the years in the three-year
period ended December 31, 2006, managemassessment of the effectiveness of internal aloower financial reporting as of December
2006 and the effectiveness of internal control divemncial reporting as of December 31, 2006, whighorts appear in the December 31, -
annual report on Form 10-K of Level 3 Communicasidmc.

/sl KPMG LLP

Denver, Colorado
March 1, 2007




Exhibit 31.1
CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. I have reviewed this Form 10-K of Level 3 Commutimas, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsttéde a material fact
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 statementsodimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented
in this report;

4. The registrant’s other certifying officer(s) andrke responsible for establishing and maintainisgldsure controls and
procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over firiaheeporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tfer registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedures tlesigned under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifige prepared,;

b. Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registdisclosure controls and procedures and preséntbds report our conclusiol
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

d. Disclosed in this report any change in the regitsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regdts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting; and

5. The registrant’s other certifying officer(s) antdve disclosed, based on our most recent evaluatiorernal control over
financial reporting, to the registrant’s auditorglahe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradrofinancial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaaizd 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 repogt

Date: March 1, 2007
/ sl James Q. Crow

James Q. Crow
Chief Executive Office

* Provide a separate certification for each princgpacutive officer and principal financial officef the registrant. See Rules 13a-14(a)
and 15d-14(a).




Exhibit 31.2
CERTIFICATIONS*
I, Sunit S. Patel, certify that:
1. I have reviewed this Form 10-K of Level 3 Commutimas, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsttéde a material fact
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 statementsodimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented
in this report;

4. The registrant’s other certifying officer(s) andrke responsible for establishing and maintainisgldsure controls and
procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over firiaheeporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tfer registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedures tlesigned under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifige prepared,;

b. Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registdisclosure controls and procedures and preséntbds report our conclusiol
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

d. Disclosed in this report any change in the regitsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regdts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting; and

5. The registrant’s other certifying officer(s) antdve disclosed, based on our most recent evaluatiorernal control over
financial reporting, to the registrant’s auditorglahe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradrofinancial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaaizd 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 repogt

Date: March 1, 2007
/ s/ Sunit S. Pate

Sunit S. Pate
Group Vice President and Chief Financial Offi

* Provide a separate certification for each princgpacutive officer and principal financial officef the registrant. See Rules 13a-14(a)
and 15d-14(a).




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 Level 3 Commuations, Inc. (the “Company”) for the year ended®uber 31, 2006 as filed
with the Securities and Exchange Commission ord#tte hereof (the “Report”), | James Q. Crowe, Chiefcutive Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 20i@&;

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoi 1934; and

2) The information contained in the Report fairly mets, in all materials respects, the financial éodand results of
operations of the Company.

/ s/ James Q. Crow
James Q. Crow

Chief Executive Office
March 1, 2007




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 Level 3 Commuations, Inc. (the “Company”) for the year ended®uber 31, 2006 as filed
with the Securities and Exchange Commission ord#tte hereof (the “Report”), | Sunit S. Patel, Grdipe President and Chief Financial
Officer of the Company, certify, pursuant to 18 ICS8 1350, as adopted pursuant to § 906 of theaBas-Oxley Act of 2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoi 1934; and

2) The information contained in the Report fairly mets, in all materials respects, the financial éodand results of
operations of the Company.

/ s/ Sunit S. Pate

Sunit S. Pate

Group Vice President and Chief Financial Offi
March 1, 2007




