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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the Quarterly Period Ended June 30, 200:

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period to

Commission file number 0-15658

LEVEL 3 COMMUNICATIONS, INC.

(Exact name of registrant as specified in its arart

Delaware 47-0210602
(State of Incorporatior (I.LR.S. Employe
Identification No.)
1025 Eldorado Blvd., Broomfield, CO 80021
(Address of principal executive office (Zip Code)

(720) 888-1000
(Registrant’s telephone number,
including area code)

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wejuired to file such reports), and
(2) has been subject to such filing requirementsHe past 90 days. Y& No[O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maccelerated filer, or a smaller
reporting company. See definitions of “large acaked filer,” “accelerated filer,” and “smaller r@ping company” in Rule 12b-2 of the
Exchange Act. (Check one):

Large accelerated fileX] Accelerated filer

Non-accelerated file[d Smaller reporting compan[]
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgje Act). YesO No
The number of shares outstanding of each clagseassuer’'s common stock, as of July 31, 2008:

Common Stock:1,558,663,121 shares
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions, except per share data 2008 2007 2008 2007
Revenue
Communication: $ 1,072 $ 1,03t $ 2,13t $ 2,072
Coal mining 18 17 44 36
Total revenue 1,09( 1,05z 2,182 2,10¢
Costs and Expenses (exclusive of depreciation arattezation shown
separately below
Cost of revenue
Communication: 442 437 901 887
Coal mining 18 17 34 33
Total cost of revenue 46C 454 93¢t 92(
Depreciation and amortizatic 234 247 474 46¢
Selling, general and administrati 39t 42¢ 817 86¢
Restructuring and impairment charges 4 2 11 6
Total costs and expenses 1,09: 1,131 2,23i 2,26z
Operating Loss 3) (79 (55) (154)
Other Income (Expense
Interest incom 3 12 9 33
Interest expens (132 (13¢) (267) (303)
Gain on sale of business group, 96 — 96 —
Loss on early extinguishment of de — — — (427)
Other, net 4 3 7 4
Total other income (expense) (29) (123) (155 (693
Loss Before Income Taxes (32 (202 (210 (847)
Income Tax (Expense) Benefit (1) — 4 2
Net Loss $ (33) $ (202) $ (214) $ (849)
Total Number of Weighted Average Common Sharest@udéng used to
Compute Basic and Diluted Loss Per Share (in thuls) 1,552,77 1,529,61 1,547,32! 1,499,55!
Loss Per Share of Common Sto
Basic and Diluted $ (0.02) $ 0.1 $ 0.19 $ (0.57)

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

June 30, December 31,
(dollars in millions, except per share data) 2008 2007
(unaudited)

Assets
Current Assets

Cash and cash equivalel $ 661 $ 714

Marketable securitie 5 9

Restricted cash and securit 5 10

Receivables, less allowances of ¢ 427 404

Other 11¢ 88
Total Current Assets 1,217 1,22t
Property, Plant and Equipment, | 6,507 6,66¢
Restricted Cash and Securit 11¢ 117
Goodwill 1,42 1,421
Other Intangibles, ne 60¢ 68C
Other Assets, net 12E 14z
Total Assets $ 9,99¢ $ 10,25¢
Liabilities and Stockholde’ Equity
Current Liabilities:

Accounts payabl $ 328 % 39€

Current portion of lon-term debt 6 32

Accrued payroll and employee bene 85 97

Accrued interes 11€ 12¢

Current portion of deferred reven 17¢ 17t

Other 12€ 144
Total Current Liabilities 83€ 972
Long-Term Debt, less current portis 6,82¢ 6,832
Deferred Revenue, less current pori 754 763
Other Liabilities 612 617
Total Liabilities 9,031 9,18¢
Commitments and Contingenci
Stockholder Equity:

Preferred stock, $.01 par value, authorized 10(@@shares: no shares issued or outstar — —

Common stock, $.01 par value, authorized 2,2500@@shares: 1,554,969,527 issued and

outstanding at June 30, 2008 and 1,537,862,68Bdsznd outstanding at December 31, 2 16 15

Additional paic-in capital 11,06¢ 11,00¢

Accumulated other comprehensive incc 15z 104

Accumulated deficit (10,26) (10,059
Total Stockholders’ Equity 96€ 1,07C
Total Liabilities and Stockholders’ Equity $ 9,99¢ $ 10,25¢

See accompanying notes to consolidated financgsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows
(unaudited)

Six Months Ended

June 30,
(dollars in millions) 2008 2007
Cash Flows from Operating Activitie
Net loss (219 $ (849
Adjustments to reconcile net loss to net cash piexviby (used in) operating activitie
Depreciation and amortizatic 474 46¢
Gain on sale of property, plant and equipment ghdrasset Q) 2
Gain on sale of business group, (96) —
Loss on debt extinguishme — 427
Non-cash compensation expense attributable to stockda 43 48
Non-cash impairment expens — 1
Amortization of debt issuance co: 8 8
Accreted interest on lo-term debt discour — 15
Accrued interest on loi-term debt (11) 9)
Change in working capital items net of amounts aequ
Receivable: (22 (42
Other current asse (32 (26)
Payable:s (77 (79
Deferred revenu (20 41
Other current liabilitie (5) (68)
Other, net 6 3
Net Cash Provided by (Used in) Operating Activi 63 (64)
Cash Flows from Investing Activitie
Capital expenditure (219 (325)
Proceeds from sale of business group. 12: —
Proceeds from sale of property, plant and equipnzemt other asse 2 2
Proceeds from sales and maturities of marketalolgrities — 28¢
Decrease in restricted cash and securities 2 13
Acquisitions, net of cash acquired — (622)
Net Cash Used in Investing Activiti (92 (644)

(continued)

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows (Continued)

(unaudited)
Six Months Ended
June 30,

(dollars in millions) 2008 2007
Cash Flows from Financing Activitie

Payments on and repurchases of -term debt $ (28 $ (2,615

Long-term debt borrowings, net of issuance ci — 2,352

Proceeds from warrants and stock-based equity plans — 24
Net Cash Used in Financing Activiti (28) (239)
Effect of Exchange Rates on Cash and Cash Equigalen 4 5
Net Change in Cash and Cash Equival: (53 (942)
Cash and Cash Equivalents at Beginning of Period 714 1,681
Cash and Cash Equivalents at End of Period $ 661 $ 73¢
Supplemental Disclosure of Cash Flow Informati

Cash interest pai $ 27C % 28¢

Income taxes pai 3 1
Noncash Investing and Financing Activitir

Common stock issued for acquisiti $ — 8 692

Equity issued to retire de — 87¢

Long-term debt retired by conversion to eqt — 70z

See accompanying notes to consolidated financgdsients.

5




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in StockholderEquity
For the Six Months Ended June 30, 2008

(unaudited)
Accumulated
Additional Other
Common Paid-in Comprehensive Accumulated

(dollars in millions) Stock Capital Income Deficit Total
Balances at December 31, 2( $ 15 $ 11,00« $ 104 $ (10,059 $ 1,07C
Common Stock

Stock plan grant 1 45 — — 46

401(k) plan — 17 — — 17
Net Loss — — — (2149 (2149
Other Comprehensive Income — — 49 — 49
Balances at June 30, 2008 $ 16 $ 11,06¢ $ 15 §$ (10,267 $ 96€

See accompanying notes to consolidated financgdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income (kg)

(unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions) 2008 2007 2008 2007
Net Loss $ 33 $ (202) $ (219 $ (849
Other Comprehensive Income (Loss) Before 1
Foreign currenc' (1) 12 50 76
Unrealized holding gain (loss) on availe-for-sale investmer 2 58 4 58
Unrealized holding gain on interest rate sw 45 27 3 28
Other, net (1) — — 5
Other Comprehensive Income Before Income 41 97 49 167
Income Tax Benefit Related to Items of Other Corhpresive Income — — — —
Other Comprehensive Income, Net of Income Taxes 41 97 49 167
Comprehensive Income (Loss) $ 8 $ (105) $ (165 $ (682)
Supplementary Stockholders’ Equity Information
(unaudited)
Unrealized
Net Foreign Holding Gain (Loss) on
Currency Investment and
Translation Interest Rate
(dollars in millions) Adjustment Swaps Other Total
Accumulated Other Comprehensive Income (Lc
Balances at December 31, 2( $ 16C $ (30) $ (26) $ 104
Change 50 (1) — 49
Balances at June 30, 2008 $ 21C $ (31) $ (26) $ 152

See accompanying notes to consolidated financitdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

(1) Summary of Significant Accounting Policies

The consolidated financial statements include tu®ants of Level 3 Communications, Inc. and subsids (the “Company” or “Level 3”) in
which it has control. Level 3 is primarily engagadhe communications business, with additionalrafpens in coal mining. Fifty-percent-
owned mining joint ventures are consolidated oncargta basis. All significant intercompany accauauhd transactions have been eliminated.

The Company acquired Broadwing Corporation (“Broamjt) and the Content Delivery Network servicesibhass (“CDN Business”) of
SAVVIS, Inc. in January 2007; and Servecast Limit&Ervecast”) in July 2007. The results of openagi, cash flows and financial position
attributable to these acquisitions are includethéconsolidated financial statements from theeetpe dates of their acquisition (See Note
2).

On June 5, 2008, Level 3 completed the sale dfyitsx advertising distribution business to DG Fasa@hel, Inc. Level 3 has retained
ownership of Vyvx’s core broadcast business, inclgdhe Vyvx Services Broadcast Business’ contésttidution capabilities. The financial
results of the Vyvx advertising distribution bussseare included in the Company’s consolidated t&sdloperations through the date of sale
(See Note 2).

The consolidated balance sheet of Level 3 at Deee3ib, 2007 has been audited. All other finanditiesnents contained herein are
unaudited and, in the opinion of management, corghiadjustments (consisting only of normal remgradjustments) necessary for a fair
presentation of financial position, results of @gtems and cash flows for the periods presented.abdcompanying unaudited consolidated
financial statements have been prepared in accoedaith accounting principles generally acceptetheéUnited States (“GAAP”) and with
the instructions to Form 10-Q and Article 10 of Riagion S-X for interim financial information. Acodingly, these statements do not include
all of the information and notes required for coetelfinancial statements.

The Company’s accounting policies and certain otlezlosures are set forth in the notes to theaateted financial statements contained in
the Company’s Form 10-K for the year ended DecerBlheP007. These financial statements should kkireeonjunction with the
Company’s audited consolidated financial statemantsnotes thereto. The preparation of the core@itifinancial statements in conformity
with GAAP requires management to make estimatesaasdmptions that affect the reported amount aftassd liabilities, disclosure of
contingent assets and liabilities and the repaatadunt of revenue and expenses during the reppesod. Actual results could differ from
these estimates.

The results of operations for the three and sixtimornded June 30, 2008 are not necessarily indioat the results expected for the full y
2008.

Reclassifications
Certain immaterial reclassifications have been madke prior year balance sheet to conform toctiveent period’s presentation.
Recently | ssued Accounting Pronouncements

The significant accounting policies set forth intdld to the consolidated financial statements énGbmpany’s Form 10-K for the year ended
December 31, 2007 appropriately present, in alentrespects, the current status of the Compasigisficant accounting policies, and are
incorporated herein by reference.

In September 2006, the Financial Accounting Stasel&oard (“FASB”) issued Statement of Financial dwating Standard (“SFAS”)

No. 157,“Fair Value Measurements” (“SFAS No. 157”), whicéfishes fair value, establishes a framework for meag fair value in

generally accepted accounting principles, and edpaisclosures about fair value measurements. ;FAI 57 does not require any new fair
value measurements, but provides guidance on hometsure fair value by providing a fair value hieng used to classify the source of the
information. This statement is effective for fisgalars beginning after November 15, 2007 and mt@eriods within that fiscal year. SFAS
No. 157 did not have a material effect on the Camy’s consolidated results of operations during tkkensdbnths ended June 30, 2008 or
financial condition as of June 30, 2008.

On February 15, 2007, the FASB issued SFAS No. ‘T8B% Fair Value Option for Financial Assets anddficial Liabilities - Including an
Amendment of FASB Statement No. 115" (“SFAS No.”)59 his standard permits an entity to choose to measany financial instrumer
and certain other items at fair value. Most ofphavisions in SFAS No. 159 are elective; howevss,amendment to FASB Statement
No. 115,“Accounting for Certain Investments in Debt and Eg$ecurities,” applies to all entities

8




Table of Contents

with available-for-sale and trading securities. HASB’s stated objective in issuing this standares follows: to improve financial reportir
by providing entities with the opportunity to mii volatility in reported earnings caused by meaguelated assets and liabilities
differently without having to apply complex hedggaunting provisions.” The fair value option edistied by SFAS No. 159 permits all
entities to choose to measure eligible items atiadue at specified election dates. A businesyantll report unrealized gains and losses on
items for which the fair value option has beenteldin earnings at each subsequent reporting 8&#®S No. 159 is effective for fiscal years
beginning after November 15, 2007. The Companyalsaessed whether fair value accounting is apptedoaany of its eligible items and
has concluded that it will not elect to use failugaaccounting for any of these items. As a reSHAS No. 159 did not have an effect on the
Company’s consolidated results of operations arfaial condition upon adoption on January 1, 2008.

In December 2007, the FASB issued SFAS No. 141igeeh2007), “Business Combinations” (“SFAS No. 14]1Rhich replaces SFAS

No. 141,"Business Combinations.” SFAS No 141R retains tha@eulying concepts of SFAS No. 141 in that an gigitrequired to recognize
the assets acquired, liabilities assumed, contahctintingencies, and contingent consideratioheit fair value on the acquisition date.
SFAS No. 141R will change the accounting treatnfi@ntertain specific acquisition related itemslirting: (1) expensing acquisition related
costs as incurred; (2) expensing changes in deféareasset valuation allowances and income tarrtaiaties after the acquisition date;

(3) valuing noncontrolling interests at fair valiethe acquisition date; (4) generally expensisfyveturing costs associated with an acquired
business; and (5) capitalizing in-process reseanchdevelopment assets acquired. SFAS No. 141Rmalsmles a substantial number of new
disclosure requirements. SFAS No. 141R is to bdiegpprospectively to business combinations forakitthe acquisition date is on or after
January 1, 20089.

In March 2008, the FASB issued Statement No. 1Bisclosures about Derivative Instruments and Hegldiativities an amendment of
FASB Statement No. 133" (“SFAS No. 161")SFAS No. 161 requires disclosures of how and whgrdity uses derivative instruments, h
derivative instruments and related hedged itemaeceunted for and how derivative instruments atated hedged items affect an entity’s
financial position, financial performance, and clsfvs. SFAS No. 161 is effective for fiscal yedeginning after November 15, 2008, with
early adoption permitted.

On May 9, 2008, the FASB issued FASB Staff Posi{i&icP”) APB 14-1, “Accounting for Convertible Debitstruments That May Be
Settled in Cash Upon Conversion (Including Pa@iash Settlement)” (“FSP APB 14-1"). FSP APB 14quires issuers of a certain type of
convertible debt to separately account for the deldtequity components of the convertible debtwag that reflects the issuer’s borrowing
rate at the date of issuance for similar debt imsemts without the conversion feature. FSP APR Afplies to certain of the Company’s
convertible debt. FSP APB 14-1 is effective fov&k3 beginning on January 1, 2009 and will be iggjpletrospectively to all quarterly and
annual periods that will be presented in the Comisaronsolidated financial statements. Early adoptf FSP APB 14-1 is not permitted.
Although the Company is continuing to evaluatedffect of FSP APB 14-1, it is expected that thepdidm of FSP APB 14-1 will
significantly increase its non-cash interest expearsd reduce basic and diluted earnings per share.

In May 2008, the FASB issued SFAS No. 162, “Therbtiehy of Generally Accepted Accounting Principl€$SFAS 1627). SFAS 162
identifies the sources of accounting principles #redframework for selecting the principles usethim preparation of financial statements of
nongovernmental entities that are presented inocomify with generally accepted accounting principlthe GAAP hierarchy). SFAS No. 162
will become effective 60 days following the SEC{speaoval of the Public Company Accounting OversiBbard amendments to

AU Section 411, “The Meaning of Present Fairly ionfbrmity With Generally Accepted Accounting Priplgs.” The Company does not
expect the adoption of SFAS 162 to have a mateffiatt on its consolidated results of operatiors famancial condition.

(2) Acquisitions and Dispositions

Servecast Acquisition: In July 2007, Level 3 completed the acquisitiorsefvecast Limited, a Dublin, Ireland based provifdive and on-
demand video management and streaming servicésdadband and mobile platforms. Level 3 paid appnately €34 million, or $46
million, in cash, including $1 million of transaeti costs, to complete the acquisition of Servecast.

CDN Business Acquisition : In January 2007, Level 3 completed the acquisitibtihe Content Delivery Network (“CDN") servicesdiness

of SAVVIS, Inc. Level 3 paid $133 million in casim¢luding transaction costs) to acquire the assietise CDN Business, including network
elements, customer contracts and intellectual ptppsed in the CDN Business. The purchase pricesusequently increased by less than
$1 million for working capital and other contradtu@atters. The Company paid this adjustment in |A3107.

Broadwing Acquisition : In January 2007, Level 3 acquired Broadwing Corfianaa publicly held provider of optical network
communications services. Under the terms of thegereagreement dated October 16, 2006, Level 3%&itB of cash plus 1.3411 shares of
Level 3 common stock for each share of Broadwingmon stock outstanding at closing. In total, Lelglaid
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approximately $753 million of cash, including $9lioh of transaction costs, and issued approxinyat@3 million shares of the Company’s
common stock, valued at $688 million. As part & Broadwing acquisition, approximately 3.8 millipreviously issued Broadwing warrants
(valued at approximately $4 million) became exexisie for approximately 5.1 million shares of Le8edommon stock. In the second quarter
of 2007, the Company subsequently reduced thedotadideration paid by $4 million for insurance ggeds received in June 2007 that
related to the settlement of an insurance claimdbeurred prior to the acquisition. In the fougtarter of 2007, the Company incurred
additional transaction costs of $2 million relatedhe transaction.

In connection with the acquisition of Broadwinge t@ompany guaranteed $180 million in aggregatecipdth amount of Broadwing
Corporation’s 3.125% Convertible Senior Debentules 2026 (the “Broadwing Debentures”) and the tatisn included $24 million in
capital lease obligations related primarily to anméber IRU agreement. As of February 16, 200, holders of $179 million in aggregate
principal amount of the Broadwing Debentures cotagetheir Broadwing Debentures into a total of lilfiom shares of Level 3 common
stock and approximately $105 million in cash purgua the terms of the indenture governing the Braag Debentures and the agreement
whereby Level 3 acquired Broadwing. The remainifigrllion in aggregate principal amount of the Biaéng Debentures was repurchased
by Broadwing at 100% of par as required by the mhgiee governing the Broadwing Debentures.

Vyvx Advertising Distribution Business Disposition : On December 19, 2007, Level 3 announced that irbached a definitive agreement to
sell the Vyvx advertising distribution businesdX@ FastChannel, Inc. On June 5, 2008, Level 3 cetaglthe sale of its Vyvx advertising
distribution business to DG FastChannel, Inc. aveived gross proceeds at closing of approxim&eR® million in cash. Net proceeds
received in the three months ended June 30, 200®ximated $123 million after deducting transactietated costs. An additional $1 milli

of transaction costs is expected to be paid by L&we the second half of 2008. The sale transadsubject to customary working capital
and certain other post-closing valuation adjustment

The disposal of the Vyvx advertising distributiomsiness did not meet the criteria under SFAS N4, 14ccounting for the Impairment or
Disposal of Long-Lived Assets” (“SFAS No. 144") fpresentation as discontinued operations sincbubmess is not considered an asset

group.

Level 3 recognized a gain on the sale of the Vydweatising distribution business of $96 milliontive three months ended June 30, 2008
gain is presented in the consolidated statemerdpearfations as “Gain on Sale of Business Group.”

The carrying amounts of the major classes of assetdiabilities included in the sale of the Vywartising distribution business were as
follows (in millions):

Other Current Asse $ 2
Property, Plant and Equipment, | 3
Other Intangibles, ne 22
Accounts Payable (@)

$ 26

Revenue attributable to the Vyvx advertising disttion business totaled $6 million and $15 millfonthe three and six months ended
June 30, 2008, respectively, and $7 million and $ilbon for the three and six months ended Juneg2B07, respectively. The financial
results, assets and liabilities of the Vyvx adwintj distribution business are included in the Camications operating segment through the
date of sale.

(3) Restructuring and Impairment Charges
Restructuring Charges

All of the activities related to the Company’s praxquisition-related restructurings have been deteg, with the exception of approximately
$3 million of accrued termination benefits that @@mpany expects to be paid to former Broadwingleyges during the remainder of 2008.

Termination benefits attributable to Level 3 emp@ey, including personnel from acquired companiaswere not part of the established
purchase price liability, are recorded as restmirogucharges in the statement of operations one@thployees are notified that their position
will be eliminated and the termination benefit agaments are communicated to the employee. Fdhitbe and six months ended June 30,
2008, the Company recorded approximately $4 miliad $11 million, respectively, in restructuringaohes for affected employees. For the
three and six months ended June 30, 2007, the Gompeaorded approximately $1 million and $5 millisaspectively, in restructuring
charges for affected employees. As of June 30, 2b@8Company had
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approximately $1 million of accrued termination béts for those Level 3 employees terminated offieot

The Company also has accrued contract terminatists ©f $48 million as of June 30, 2008, for fagilease costs that the Company
continues to incur without economic benefit. Thexpany expects to pay the majority of these costauih 2018. The Company incurred
charges of approximately $2 million in the secondrter of 2008 as a result of revisions to therestied cash flows for certain facility
subleases.

(4) Loss Per Share

The Company had a loss from operations for theetarel six months ended June 30, 2008 and 2007efbherthe effect of the
approximately 315 million and 314 million sharestigble pursuant to the convertible debt secutigstanding at June 30, 2008 and 2007,
respectively, have not been included in the contjmurtaf diluted loss per share because their incfusould have been anti-dilutive to the
computation. In addition, the effect of approxinia®@8 million and 54 million outperform stock optis, restricted stock units and warrants
outstanding at June 30, 2008 and 2007, respectiralye not been included in the computation oftdduoss per share because their inclu
would have been anti-dilutive to the computation.

(5) Fair Value

SFAS No. 157 defines fair value as the price thatlal be received from selling an asset or paidandfer a liability in an orderly transaction
between market participants at the measurement\déten determining the fair value measurementassets and liabilities required to be
recorded at fair value, the Company considers timeipal or most advantageous market in which itilddransact and considers assumptions
that market participants would use when pricingabset or liability, such as inherent risk, transéstrictions, and risk of nonperformance.

Fair Value Hierarchy

SFAS No. 157 establishes a fair value hierarchyrihguires an entity to maximize the use of obdddevaputs and minimize the use of
unobservable inputs when measuring fair value narftial instrumens categorization within the fair value hierarchypésed upon the lowe
level of input that is significant to the fair valuneasurement. SFAS No. 157 establishes threeslef/@lputs that may be used to measure
value:

Level 1 - Quoted prices in active markets for identicakésor liabilities. Level 1 assets that are meabatdair value on a recurring basis
consist of the Company’s investment in marketablgtg instruments that are traded in an active rankith sufficient volume and frequency
of transactions.

Level 2 - Observable inputs other than Level 1 prices siscuoted prices for similar assets or liabilit@psoted prices in markets with
insufficient volume or infrequent transactions ¢lestive markets); or model-derived valuations ol all significant inputs are observable
or can be derived principally from or corroborabgdobservable market data for substantially thetéu of the assets or liabilities. Level 2
liabilities that are measured at fair value on@irgng basis include the Compasyhterest rate swap agreements priced using disedwcas
flow techniques that use observable market infgutsh as LIBOR-based yield curves, forward rated,cadit ratings.

Level 3 - Unobservable inputs to the valuation methodolibgy are significant to the measurement of faingalf assets or liabilities. The
Company does not have any SFAS 157 Level 3 assé#bidities that are measured at fair value aeeurring basis.

Assets and Liabilities Measured at Fair Value on a Recurring Basis

Assets and liabilities measured at fair value oecairring basis, net of accrued interest componentssisted of the following types of
instruments as of June 30, 2008 (dollars in mifjon

Quoted Prices in Significant
Active Markets Other
for Identical Observable
Instruments Inputs
(Level 1) (Level 2)
Marketable Securitie $ 5 $ —
Interest Rate Swap Liabilities (included in othenfcurrent liabilities) — (34)
Total Assets (Liabilities) Measured at Fair Value $ 5 % (34)
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(6) Property, Plant and Equipment, net

Costs associated directly with expansions and irgments to the Company’s communications networkcastomer installations, including
employee related costs, have been capitalizedCbinepany generally capitalizes costs associatedveitivork construction, provisioning of
services and software development.

The Company continues to develop business supysteras required for its business and integratiéortst The external direct costs of
software, materials and services, and payroll ayaqil-related expenses for employees directly éiased with the project incurred when
developing the business support systems are dapdalJpon completion of a project, the total aufsthe business support system is
amortized over an estimated useful life of threarge

Capitalized labor and related costs associatedeamithloyees and contract labor working on capitajgmts were approximately $22 million
and $46 million for the three and six months endiete 30, 2008, respectively, and approximatelyriiion and $54 million for the three
and six months ended June 30, 2007, respectively.

Depreciation expense was $209 million and $423ionilfor the three and six months ended June 3(8,2@8pectively, and $213 million and
$410 million for the three and six months endedeJ8®, 2007, respectively.

(7) Goodwill

The changes in the carrying amount of goodwill dgithe six months ended June 30, 2008 are as foldallars in millions):

Coal
Communications Mining
Segment Segment Total
Balance as of December 31, 2( $ 1,421 $ — 3 1,421
Effect of foreign currency rate change 2 — 2
Balance as of June 30, 2008 $ 1,42: $ — % 1,42

The Company segregates identifiable intangibletasssuired in a business combination from goodwitiodwill and indefinite-lived
intangible assets are not amortized but insteaé\atiated for impairment at least annually inftheth quarter, or more frequently if
impairment indicators are present, using a fainedlased test. The Company conducted its annudingbanpairment analysis in the fourth
quarter of 2007 and concluded its goodwill wasinmgaired.

(8) Other Intangibles, net

Acquisition-related identifiable intangible assatslune 30, 2008 and December 31, 2007 were asvio(ldollars in millions, presented net of
accumulated amortization):

June 30, December 31
2008 2007
Finite-Lived Intangible Assets:

Customer Contracts and Relationst $ 461 $ 524
Patents and Developed Technology 95 104
55€ 62¢

Indefinite-Lived Intangible Assets:
Trademarks 32 32
Wireless Licenses 20 20
$ 60 $ 68C

Intangible asset amortization expense was $25aniind $51 million for the three and six monthsezhdune 30, 2008, respectively,
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and $34 million and $58 million for the three atxiraonths ended June 30, 2007, respectively.

As of June 30, 2008, estimated amortization expéarsie Company’s finite-lived acquisition-relatedangible assets over the next five

years and thereafter is as follows (in millior

2008 (remaining six month
2009

2010

2011

2012

Thereafter

(9) Long-Term Debt

At June 30, 2008 and December 31, 2007, long-tesioh was as follows:

(dollars in millions)

Senior Secured Term Loan due 2(
Senior Notes due 2008 (11.0'
Senior Euro Notes due 2008 (10.75
Senior Notes due 2010 (11.5'

Fair value adjustment on Senior Notes due =
Senior Notes due 2011 (10.75
Floating Rate Senior Notes due 2011 (9.175% asraé 30, 2008
Senior Notes due 2013 (12.25

Issue discount on Senior Notes due 2
Senior Notes due 2014 (9.25'

Issue premium on Senior Notes due 2
Floating Rate Senior Notes due 2015 (6.704% asraé 30, 2008
Senior Notes due 2017 (8.75
Convertible Senior Notes due 2010 (2.87¢
Convertible Senior Notes due 2011 (5.2t
Convertible Senior Notes due 2011 (10.(
Convertible Senior Notes due 2012 (3.5
Convertible Senior Discount Notes due 2013 (9.
Convertible Subordinated Notes due 2009 (6.
Convertible Subordinated Notes due 2010 (6.
Commercial Mortgage due 2015 (6.86
Capital leases

Less current portion

47
93
92
91
70
162
55€
June 30, December 31,
2008 2007
$ 1,40C $ 1,40(
— 20
— 5
13 13
— 1)
3 3
6 6
55C 55C
(2 (2
1,25( 1,25(
9 10
30C 30C
70C 70C
374 374
34t 34t
27¢ 27¢
33t 33t
29t 29t
362 362
514 514
69 69
37 41
6,83t 6,86/
(6) (32
$ 6,82¢ $ 6,832

On March 13, 2007, Level 3, as guarantor, Leveinaicing, Inc. (“Level 3 Financing”), a wholly owtiesubsidiary of the Company, as
borrower, Merrill Lynch Capital Corporation, as adrtrative agent and collateral agent, and cen#tier agents and certain lenders entered
into a Credit Agreement, pursuant to which the ésadxtended a $1.4 billion senior secured term ((&enior Secured Term Loan due
2014 to Level 3 Financing. The term loan matwasMarch 13, 2014 and has an interest rate of borndterbank Offered Rate (“LIBOR”)
plus an applicable margin of 2.25% per annum. Adreower has the option of electing one, two, thoesix month LIBOR at the end of each
interest rate period and may elect different opgtiaith respect to different portions of the affecborrowing. The interest rate on $1.0 billion
of the Senior Secured Term Loan due 2014 reset$aylyaand was 4.96% as of June 30, 2008. Theastaate on the remaining $400 milli

of the Senior Secured Term Loan due 2014 curréhtlgset monthly and was 4.73% as of June 30, 288%f December 31, 2007, the
interest rate on the entire $1.4 billion of the iBeecured Term Loan due 2014 was 7.493%.
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2008 Debt Repayment

During March 2008, Level 3 Communications, Inc.aiepthe remaining $20 million of outstanding 11%i8e Notes and $6 million (€4
million) of outstanding 10.75% Senior Euro Notekefie were no debt repayments during the quartexcedigne 30, 2008 other than regularly
scheduled capital lease and commercial mortgage @ats.

2007 Extinguishment of Debt
The following transactions resulted in the lossegtinguishment of debt during the first quarte2607:

In January 2007, in two separate transactions,|IL2eempleted the exchange of $605 million in agate principal amount of its 10%
Convertible Senior Notes due 2011 for a total of llion shares of Level 3's common stock. Therskaf the Company’s common stock
issued pursuant to these announced exchangesaampeftom registration pursuant to Section 3(alf@er the Securities Act of 1933, as
amended. The Company recognized a $177 milliondassxtinguishment of debt for the exchanges. btlin the loss was approximately
$1 million of unamortized debt issuance costs.

In March 2007, Level 3 Financing refinanced itsisesecured credit agreement and received net pdscef $1.382 billion. The proceeds
from this transaction were used to repay the exds$i730 million Senior Secured Term Loan due 20id.@ther debt. The effect of this
transaction was to increase the amount of sencursed debt from $730 million to $1.4 billion, re@uihe interest rate on that debt from
LIBOR plus 3.00% to LIBOR plus 2.25% and extendfihal maturity from 2011 to 2014. The Company iguiaed a $10 million loss on tt
transaction related to unamortized debt issuansts co

In March 2007, the Company redeemed using casérttiee $722 million of outstanding principal amouwfithe following debt issuances and
recognized a loss on extinguishment of debt tageis4 million on the redemption transactions:

. Redeemed $488 million of outstanding 12.875% SeMates due 2010 at a price equal to 102.146% optimeipal amount an
recognized a $12 million loss on extinguishmendelft consisting of a $10 million cash loss and $an in unamortized debt
issuance costs. Accrued interest paid at the timedemption totaled less than $1 million.

. Redeemed $96 million of outstanding 11.25% Senimtell due 2010 at a price equal to 101.875% of tineipal amount and
recognized a $3 million loss on extinguishment@btdconsisting of a $2 million cash loss and $liomlin unamortized debt
issuance costs. Accrued interest paid at the tinnedemption totaled less than $1 million.

. Redeemed $138 million (€104 million) of outstandiiig25% Senior Euro Notes due 2010 at a price ¢quel01.875 per
€1,000 of principal amount and recognized a $3%ianiloss on extinguishment of debt consisting 38 million cash loss and
$1 million in unamortized debt issuance costs. Aedrinterest paid at the time of redemption totédsd than $1 million (less
than €1 million).

In March 2007, the respective issuers repurchasid) €ash, through tender offers, $941 millionhaf dutstanding principal amounts of the
following debt issuances and recognized a lossxingaiishment of debt totaling $186 million on tlepurchase transactions:

e Repurchased $144 million of its outstanding Flapftate Senior Notes due 2011 at a price equal,@8®Iper $1,000 principal
amount of the notes, which included $1,050 asehder 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 omatized debt issuance cc
and unamortized discount. Accrued interest pattietime of repurchase totaled $8 million.

e Repurchased $59 million of its outstanding 11% &eNtes due 2008 at a price equal to $1,054.28p@&00 principal amou
of the notes, which included $1,024.28 as the teaffer consideration and $30 as a consent paynaadtyecognized a $3
million loss on extinguishment of debt consistifig@a@&3 million cash loss and less than $1 millisunamortized debt issuance
costs. Accrued interest paid at the time of repasettotaled $3 million.

*  Repurchased $677 million of its outstanding 11.56i& Notes due 2010 at a price equal to $1,115e261,000 principal
amount of the notes, which included $1,085.26 adehder offer consideration and $30 as a consgmhent, and recognized a
$141 million loss on extinguishment of debt consisbf a $78 million cash loss and $63 million imamortized debt issuance
costs and unamortized discount. Accrued interest aiathe time of repurchase totaled $3 million.
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* Repurchased $61 million ( €46 million) of its oatsting 10.75% Senior Euro Notes due 2008 at a prcel to €1,061.45 per
€1,000 of principal amount of the notes, which uiield €1,031.45 as the tender offer consideratidr€80 as a consent
payment, and recognized a $24 million loss on gxiishment of debt consisting of a $24 million chsds and less than $1
million in unamortized debt issuance costs. Accrmerest paid at the time of repurchase totalech#fBon (€2 million).

In connection with the tender offers completedchia first quarter of 2007, Level 3 and Level 3 Ficiag obtained consents to certain prope
amendments to the respective indentures goverhigdtes that are subject to the tender offer aictimns described above to eliminate
substantially all of the covenants, amend certarurchase rights, certain discharge rights andicegtzents of default and related provisions
contained in those indentures.

I nterest Rate Swap

Level 3 has floating rate long-term debt. Theségaltions expose the Company to variability in ierpayments due to changes in interest
rates. If interest rates increase, interest expeeseases. Conversely, if interest rates decréategest expense also decreases. On March 13,
2007, Level 3 Financing entered into two interagt swap agreements to hedge the interest paymes billion notional amount of floatil
rate debt. The two interest rate swap agreemeetwiétn different counterparties and are for $500iom each. The transactions were effec
beginning April 13, 2007 and mature on January2034. Under the terms of the interest rate swapséetions, Level 3 receives interest
payments based on rolling three month LIBOR ternts@ays interest at the fixed rate of 4.93% underarrangement and 4.92% under the
other. Level 3 has designated the interest rat@ sageeements as a cash flow hedge on the inteagsignts for $1 billion of floating rate

debt. Level 3 evaluates the effectiveness of tldgéen a quarterly basis. The Company does not imdederivative instruments for any
purpose other than cash flow hedging.

The fair value of the interest rate swap agreemeatsnegative $34 million as of June 30, 2008. ditenge in the fair value of the interest
rate swap agreements is reflected in Other Compede Income due to the fact that the interestsat@p agreements are designated as an
effective cash flow hedge of $1 billion notional @mt of the Company’s floating rate debt.

Debt Maturities

At June 30, 2008, the Company’s contractual obbgatrelated to debt, including its commercial rgage and capital leases and excluding
issue discounts, premiums and fair value adjustsnever the next five years and thereafter is devial (in millions):

2008 (remaining six month $ 3
2009 36€
2010 971
2011 631
2012 337
Thereafter 4,52(

$ 6,82¢

(10) Employee Benefit Plans

The following table summarizes non-cash compensatigpense and capitalized non-cash compensatidghdahree and six months ended
June 30, 2008 and 2007.

Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions) 2008 2007 2008 2007
0SsO $ 3 % 9 % 7 % 18
Restricted Stoc 10 8 21 15
401(k) Match Expense 8 8 16 16
21 25 44 49
Capitalized Non-Cash Compensation (1) (1) @) @)
$ 20 % 24 % 43 3 48

The Company capitalizes non-cash compensatiomémet employees and contractors directly involvethénconstruction of the network,
installation of customers or development of busiragport systems.
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As of June 30, 2008, there were 16.1 million Outmen Stock Option (“OSQ”) units outstanding andrthevere 9.9 million exercisable
(“vested”) OSOs. As of June 30, 2008, there wdr@ Bnillion nonvested restricted stock and restdcitock units outstanding.

(11) Income Taxes

The Company adopted the provisions of FASB issu&gtpretation No. 48, “Accounting for Uncertaintylncome Taxes — An Interpretation
of FASB Statement No. 109” (“FIN No. 48") on Janpdr, 2007. The adoption of FIN No. 48 did not afféde Company’s liability for
uncertain tax positions. The Company’s liability tomcertain tax positions totaled $17 million abdB80, 2008 and $18 million at

December 31, 2007. During the first six months @&, the Company increased the liability for uraiertax positions by $3 million to refle
liabilities for uncertain tax positions, decreasieel liability by $2 million for matters settled diog the period and decreased the liability by $2
million for changes in estimates of uncertain tasipons . All of these amounts also include tHatezl accrued interest and penalties
associated with the uncertain tax positions if egplle. The Company does not currently expectiti®lity for uncertain tax positions will
change significantly through December 31, 2008; éxmv, actual changes in the liability for uncertain positions could be different than
currently expected.

The Company, or at least one of its subsidiarites income tax returns in the U.S. federal jugtidn and various states and foreign
jurisdictions. With few exceptions, the Companwydslonger subject to U.S. federal, state and laahor-U.S. income tax examinations by
tax authorities for years before 1999. The InteReenue Service commenced an examination of thep@oy’s U.S. income tax returns for
1999 through 2001. On February 19, 2008, the IR®Isevel 3 a settlement offer that indicated nodainterest would be due for tax years
1999 through 2001. However, the calculation inellich the settlement offer highlighted a potertability in the amount of $1 million for
tax year 1996 not identified by the IRS in its dudithe 1996 tax return. On March 21, 2008, Le&/slgned the settlement offer. In the sec
quarter of 2008, the interest calculation branctheflRS indicated that no interest was due by L8v&he settlement offer is now pending
approval by the Joint Committee of Congress. Mlgmn is expected in 2008.

The Company recognizes accrued interest and pesadtiated to uncertain tax positions in incomeetgpense in its consolidated statements
of operations. The Company’s liability for uncentéax positions includes approximately $10 milleomd $9 million of accrued interest and
penalties at June 30, 2008 and December 31, 288Fectively.

Included in the balance at June 30, 2008 and Degee81h 2007, is $3 million of uncertain tax posisaelated to recently acquired
companies, the disallowance of which would affeetvaluation of the assets acquired and/or ligdsliassumed and therefore, would not
affect the annual effective income tax rate.

(12) Industry and Geographic Data

SFAS No. 131 “Disclosures about Segments of anrrise and Related Information” defines operatiagmnsents as components of an
enterprise for which separate financial informati®available and which is evaluated regularly iy Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesatjments are managed separately
and represent separate business units that offeratit products and serve different markets. Thm@any’s current reportable segments
include: communications and coal mining (See NgtéQther” primarily includes corporate assets andrhead not attributable to a specific
segment.

Adjusted EBITDA , as defined by the Company, isinebme (loss) from the consolidated statementgpefations before (1) income taxes,
(2) total other income (expense), (3) non-cash impant charges included within restructuring ang@&nment charges as reported in the
consolidated statements of operations, (4) degiesiand amortization and (5) non-cash stock corsaion expense included within selling,
general and administrative expenses in the coratelidstatements of operations.

Adjusted EBITDA is not a measurement under GAAP @xay not be used in the same way by other compaviimsagement believes that
Adjusted EBITDA is an important part of the Comparinternal reporting and is a key measure usethbgagement to evaluate profitability
and operating performance of the Company and temedource allocation decisions. Management belisueh measurement is especially
important in a capital-intensive industry suchelsdommunications. Management also uses Adjustd@ilEZBto compare the Company’s
performance to that of its competitors and to elaé certain non-cash and non-operating itemsdardp consistently measure from period
to period its ability to fund capital expenditur&sd growth, service debt and determine bonuses.

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedatiigenmn-cash nature of these
items. Adjusted EBITDA also excludes interest inegimterest expense, income taxes and gain (lessxiinguishment of
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debt because these items are associated with th@&1y's capitalization and tax structures. Adjusted EBAT&so excludes depreciation ¢
amortization expense because thesecaasi expenses reflect the effect of capital investmwhich management believes should be eval
through cash flow measures. Adjusted EBITDA exchutie gain on sale of business group and net atbeme (expense) because these
items are not related to the primary operationhefCompany.

There are limitations to using non-GAAP financiaasures, including the difficulty associated witimparing companies that use similar
performance measures whose calculations may ditfer the Company’s calculations. Additionally, tfiisancial measure does not include
certain significant items such as interest incoimerest expense, income taxes, depreciation amdt@ation, non-cash impairment charges,
non-cash stock compensation expense, gain (lossaidy extinguishment of debt, the gain on salbusiness group and net other income
(expense). Adjusted EBITDA should not be consideredbstitute for other measures of financial peréace reported in accordance with
GAAP,

17




Table of Contents

The data presented in the following tables includésmation for the three and six months endece M 2008 and 2007 for all statement of
operations and cash flow information presented,anadf June 30, 2008 and December 31, 2007 fmihce sheet information presented.
Information related to the acquired businesseasdsided from their respective acquisition datesidree and related expenses are attributed
to countries based on where services are provided.

Coal
Communications Mining Other Total
(dollars in millions)

Three Months Ended June 30, 200

Revenue
North America $ 98¢ $ 18 $ — $ 1,007
Europe 83 — — 83
$ 1,07 $ 18 $ — $ 1,09(
Adjusted EBITDA:
North America $ 224 % — $ 2
Europe 29 — —
$ 25 $ — $ (2)
Capital Expenditures
North America $ 91 $ 1 % — $ 92
Europe 14 — — 14
$ 105 $ 1 9 — $ 10€
Depreciation and Amortizatiol
North America $ 211 $ 2 % — 3 21z
Europe 21 — — 21
$ 232 $ 2 $ — $ 234
Six Months Ended June 30, 200
Revenue
North America $ 197¢ $ 4 $ — 3 2,02Z
Europe 16C — — 16C
$ 2,13t $ 44 $ — $ 2,182
Adjusted EBITDA:
North America $ 408 $ 7% ©)
Europe 53 — —
$ 45¢ $ 7 $ (3)
Capital Expenditures
North America $ 192 $ 2 3 — 3 194
Europe 25 — — 25
$ 217 $ 2 — $ 21¢
Depreciation and Amortizatiol
North America $ 43C $ 3 % — $ 432
Europe 41 — — 41
$ 471 $ 3 $ — % 474
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Three Months Ended June 30, 200
Revenue

North America

Europe

Adjusted EBITDA:
North America
Europe

Capital Expenditures
North America
Europe

Depreciation and Amortizatiol
North America
Europe

Six Months Ended June 30, 200
Revenue

North America

Europe

Adjusted EBITDA:
North America
Europe

Capital Expenditures
North America
Europe

Depreciation and Amortizatiol
North America
Europe

Coal
Communications Mining Other Total
(dollars in millions)
$ 97t $ 17 $ — 3 99z
60 — — 60
$ 1,03t $ 17 $ — 8 1,052
$ 17¢ $ — % @
16 — —
$ 194 $ — $ @
$ 158 $ — 3 — 3 15&
15 — — 15
$ 17C $ — $ — 3 17C
$ 227 $ 2 3% — 3 22¢
18 — — 18
$ 24t $ 2 $ — $ 247
$ 1957 $ 36 $ — $ 1,99:
115 — — 115
$ 207: $ 36 $ — 3 2,10¢
$ 33z $ 2 $ (1)
29 — —
$ 36z $ 2 $ (1)
$ 30C $ — % — 8 30C
25 — — 25
$ 32t $ — $ — 8 32¢
$ 43C $ 3 $ — $ 43z
35 — — 35
$ 465 $ 3 $ — 3 46¢€
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Coal
Communications Mining Other Total
(dollars in millions)

Total Assets
June 30, 2008
North America $ 8,881 $ 12z $ 11 $ 9,01«
Europe 98t — — 98t
$ 9,866 $ 122 $ 11 $ 9,99¢
December 31, 2007
North America $ 9,19¢ $ 11t $ 11 $ 9,32¢
Europe 93C — — 93(
$ 10,12¢ $ 115 $ 11 $ 10,25¢
Long-Lived Assets (excluding Goodwill)
June 30, 2008
North America $ 6,43t $ 75 $ — 3 6,51(
Europe 84¢ — — 84¢
$ 7,28 $ 75 $ — 3 7,35¢
December 31, 2007
North America $ 6,71t $ 75 $ — 3 6,79(
Europe 81¢ — — 81¢
$ 753 $ 75 $ — 3 7,60¢
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Communicationsrevenue consists of:
1) Core Communications Services, which includes Catnwidrk Services and Wholesale Voice Services;

*  Core Network Services includes revenue from trarispad infrastructure, IP and data services, lacal enterprise voice
services and Level 3 Vyvx broadcast services.

* Wholesale Voice Services includes revenue from listance voice services, including domestic véécmination,
international voice termination and toll free sees.

2) Other Communications Services, which includes madagodem and its related reciprocal compensatiosices; and

3) SBC Contract Services

Other SBC
Core Communications Communications Contract
Services Services Services Total

(dollars in millions)

Communications Revenue
Three Months Ended June 30, 2008

North America $ 83¢ $ 46 $ 54 $ 98¢
Europe 83 — — 83
$ 97z $ 46 $ 54 $ 1,072
Six Months Ended June 30, 2008
North America $ 1,77C $ 97 $ 111 $ 1,97¢
Europe 16C — — 16C
$ 1,93C $ 97 $ 111 8 2,13¢
Three Months Ended June 30, 2007
North America $ 82¢ $ 70 $ 76 3 97t
Europe 59 1 — 60
$ 88t $ 71 $ 76 3 1,03t
Six Months Ended June 30, 2007
North America $ 1,64t 3 152 8 15¢ 3 1,957
Europe 113 2 — 11F
$ 1,75¢ $ 158 $ 15¢ $ 2,072

The majority of North American revenue consistservices delivered within the United States. Thé¢onitg of European revenue consists of
services delivered within the United Kingdom, Frarand Germany. Transoceanic revenue is allocatEdnape.

Within Core Communications Services, Level 3 opeyainder four customer-facing market groups toesttre changing needs of customers
in growing markets and drive growth across the oizgion:

*  The Wholesale Markets Group services the commuaitaineeds of the largest national and global sempioviders, including
carriers, cable companies, wireless companiesews®evice providers, systems integrators and therék government. These
customers typically integrate Level 3 services ihigir own products and services to offer to tleeid user customers.

The Business Markets Group targets enterprise gus®and regional carriers who value a local, psitmal sales force.
Specific customer markets include medium and largaenesses, local and regional carriers, statécaradl government entities,
and higher education institutions and consortia.

»  The Content Markets Group focuses on serving mealiacontent companies with large and growing badtihwieeds.
Customers in this market include video distributtmmpanies, providers of gaming, mega-portalsysott service providers,
social networking providers, as well as more tiaddl media distribution companies such as broddcsssatellite companies,
television networks and sports leagues.
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*  The European Markets Group serves large Europeaasuaters of bandwidth, including the largest Europsrad international
carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers, and
government and education sectors.

The Company believes that the alignment aroundoust markets within Core Communications Servicesikhallow it to drive growth

while enabling it to better focus on the needshefdustomers. Each of these groups is supporte@digated employees in sales and
marketing. Each of these groups is also supponerkbtralized service or product management andldpment, corporate marketing, global
network services, engineering, information techggland corporate functions including legal, finenstrategy and human resources.

The classification of customers within each custefaeing market group can change based upon threrunature of each customer
relationship. There were no material changes iemae by market group for the three and six montloge ended June 30, 2008 and 2007,
respectively.

Core Communications Services revenue by marketpgnas as follows:

Three Months Ended Six Months Ended
June 30, 2008 June 30, 2008
(dollars in millions) $ % $ %
Wholesale Markets Grot $ 54¢ 56% $ 1,08¢ 57%
Business Markets Grot 241 25% 481 25%
Content Markets Grou 10C 10% 20C 10%
European Markets Group 83 9% 16C 8%
Total Core Communications Services $ 972 10C% $ 1,93( 100%
Three Months Ended Six Months Ended
June 30, 2007 June 30, 2007
(dollars in millions) $ % $ %
Wholesale Markets Grot $ 501 56% $ 1,00: 57%
Business Markets Grot 23k 27% 462 26%
Content Markets Grou 93 10% 17¢ 10%
European Markets Group 59 7% 114 7%
Total Core Communications Services $ 88¢ 10C% $ 1,75¢ 100%

The following information provides a reconciliatiofinet income (loss) to Adjusted EBITDA by opengtsegment, as defined by the
Company, for the three and six months ended Jun2@®® and 2007:

Three Months Ended June 30, 2008

Communications Coal Mining Other
(dollars in millions)
Net Income (Loss $ (29 $ 2 $ 2
Income Tax Provisio 1 — —
Total Other (Income) Expen: 29 — —
Non-Cash Impairment Char — — —
Depreciation and Amortization Exper 232 2 —
Non-Cash Compensation Expense 20 — —
Adjusted EBITDA $ 252 % — 3 (2)

22




Table of Contents

Six Months Ended June 30, 2008

Communications Coal Mining Other
(dollars in millions)
Net Income (Loss $ (216) $ 4 % 2
Income Tax Provisio 3 — 1
Total Other (Income) Expen: 157 — 2
Non-Cash Impairment Char — — —
Depreciation and Amortization Exper 471 3 —
Non-Cash Compensation Expense 43 — —
Adjusted EBITDA $ 45¢€ $ 7 $ (3)
Three Months Ended June 30, 2007
Communications Coal Mining Other
(dollars in millions)
Net Income (Loss $ (199 $ 2 $ (1)
Income Tax Provisio — — —
Total Other (Income) Expen: 122 — —
Non-Cash Impairment Char 1 — —
Depreciation and Amortization Exper 24k 2 —
Non-Cash Compensation Expense 24 — —
Adjusted EBITDA $ 194 $ — 3 (1)
Six Months Ended June 30, 2007
Communications Coal Mining Other
(dollars in millions)
Net Income (Loss $ (84¢€) $ 2 $ (1)
Income Tax Provisio 1 1 —
Total Other (Income) Expen: 693 — —
Non-Cash Impairment Char 1 — —
Depreciation and Amortization Exper 465 3 —
Non-Cash Compensation Expense 48 — —
Adjusted EBITDA $ 362 $ 2 9 (2)

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

In April 2002, Level 3 Communications, Inc., andtef its subsidiaries were named as defendarsuer, et. al. v. Level 3

Communications, LLC, et al ., a purported class action covering 22 statesq fih state court in Madison County, lllinois. uyJ2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc., et. al ., a purported two state class action filed inith8. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fog state of Idaho. In September 2002, Level
3 Communications, LLC and Williams CommunicatioblsC were named as defendantsSmith et. al. v. Sprint Communications Company,
L.P., etal., a purported nationwide class action filed in theted States District Court for the Northern Didtof Illinois. In April 2005, the
Smith plaintiffs filed a Fourth Amended Complainhieh did not include Level 3 or Williams Communiicais, Inc. as a party, thus ending
both companies’ involvement in the Smith case. @br&ary 17, 2005, Level 3 Communications, LLC aritli®ths Communications, LLC
were named as defendantdMeDaniel, et. al., v. Qwest Communications Corporation, et al ., a purported class action covering 10 stated file
in the United States District Court for the Nortn@istrict of lllinois. All of these actions invoévthe companies’ right to install its fiber optic
cable network in easements and right-of-ways cngstsie plaintiffs’ land. In general, the compariésained the rights to construct their
networks from railroads, utilities, and others, &ade installed their networks along the rightsvafy so granted. Plaintiffs in the purported
class actions assert that they are the ownersid§laver which the companies’ fiber optic cablevaeks pass, and that the railroads, utilities,
and others who granted the companies the rightristeuct and maintain their networks did not hdeelegal authority to do so. The
complaints seek damages on theories of trespasst @mrichment and slander of title and propatywell as punitive damages. The
companies have also received, and may in the fubweive, claims and demands related to rightsajf-issues similar to the issues in these
cases that may be based on similar or differerat ldgeories.

The Company and its subsidiaries have negotiafgd@osed nationwide class settlement affectinggpesrsvho own or owned land next to or
near railroad rights of way. The United StatesiisCourt for the District of Massachusettskimgsborough v. Sprint
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Communications Co. L.P. has granted preliminary approval of the proposéiteseent which, if finally approved, will resolvdl af the
pending actions. The proposed settlement will jgi®@e¢ash payments to class members based on véaittoss that include:

« the length of the right of way where the cablensalled;
« the state where the property is located; and
e how the railroad obtained its property rights.

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

It is still too early for the Company to reach acloision as to the ultimate outcome of the propasgtiement or these actions. However,
management believes that the Company and its sabie&lhave substantial defenses to the claimstasgse all of these actions (and any
similar claims which may be named in the futur@y atends to defend them vigorously if a satisfactform of settlement is not ultimately
approved. Additionally, management believes thgtrasulting liabilities for these actions, beyomdaants reserved, will not materially aff
the Company’s financial condition or future reswitperations, but could affect future cash flows.

Other Litigation

The Company and its subsidiaries are parties toyrottrer legal proceedings. Management believesaitmatesulting liabilities for these legal
proceedings, beyond amounts reserved, will not niadlieaffect the Company’s financial condition forture results of operations, but could
affect future cash flows.

Letters of Credit

It is customary in Level 3's industries to use was financial instruments in the normal courseusibess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Ziccordance with specified terms and
conditions. As of June 30, 2008, Level 3 had outitag letters of credit of approximately $34 miiliovhich are collateralized by cash, wh
is reflected on the consolidated balance sheetsisated cash.

(14) Condensed Consolidating Financial Information

Level 3 Financing has issued senior notes as desthelow:

* In October 2003, Level 3 Financing issued $500iamlbf 10.75% Senior Notes due 2011. The 10.75%cB&iotes were
registered with the Securities and Exchange Coniomiss 2005. The Company repurchased $497 milliothe 10.75% notes
2006.

* In March 2006, Level 3 Financing issued $150 millaf Floating Rate Senior Notes due 2011 and $28®mof 12.25%
Senior Notes due 2013. The Company repurchasedrfilédn of the Floating Rate Senior Notes due 2@12007.

* In April 2006, Level 3 Financing issued an addiib$300 million of 12.25% Senior Notes due 2013.

* In October 2006, Level 3 Financing issued $600iamlbf 9.25% Senior Notes due 2014 and in Decerb@6 issued an
additional $650 million of 9.25% Senior Notes dud 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 unsecured obligatidreel 3 Financing; however, they are fully amttonditionally guaranteed on an
unsecured senior basis by Level 3 Communicatiows,dnd Level 3 Communications, LLC.

In addition, Level 3 Financing’s 12.25% Senior Notiele 2013, Floating Rate Senior Notes due 20d B&5% Senior Notes due 2014 are
guaranteed by Broadwing Financial Services, Inahally owned subsidiary of Level 3 Communicatiolms;. As a result of this guarantee,
the Company has included Broadwing Financial Sessitnc. in the condensed consolidating finanafrimation below.
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In conjunction with the registration of the 10.73nior Notes due 2011, Floating Rate Senior Nates211, 12.25% Senior Notes due
2013, 9.25% Senior Notes due 2014, 8.75% Senice\Ntie 2017 and Floating Rate Senior Notes due th@ldccompanying condensed
consolidating financial information has been prepasnd presented pursuant to SEC Regulation S-¥ RaD “Financial statements of
guarantors and affiliates whose securities coliditez an issue registered or being registered.”dferating activities of the separate legal
entities included in the Company'’s consolidatedficial statements are interdependent. The accorimgaogndensed consolidating financial
information presents the results of operationsgrfaial position and cash flows of each legal eraitg, on an aggregate basis, the other non-
guarantor subsidiaries based on amounts incurretitly entities, and are not intended to presenibeating results of those legal entities

a stand-alone basis.

Level 3 Communications, LLC leases equipment amthicefacilities from other wholly owned subsidiesiof Level 3 Communications, Inc.
These transactions are eliminated in the conselitiegsults of the Company.

The Condensed Consolidating Balance Sheet as afritger 31, 2007 has been reclassified within theeL&¥inancing Inc. entity and Other
Subsidiaries, to reflect the transfer betweeniestdf the $37 million interest rate swap liabiligd to reclassify the liability from Other
Assets, net to Other Liabilities. These changesdichave any effect on the Level 3 ConsolidatelduBze Sheet as of December 31, 2007 or
effect the financial results for the year endedddeloer 31, 2007.
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Revenue
Costs and Expense
Cost of Revenu
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and
Impairment Charge
Total Costs and
Expense!
Operating Income (Loss)

Other Income (Expense
Interest Incom:
Interest Expens

Interest Income
(Expense) Affiliates,
net

Equity in Net Earnings
(Losses) of
Subsidiarie

Other Income (Expense),

net
Other Income
(Expense

Income (Loss) Before
Income Taxe!

Income Tax Expense
Net Income (Loss

Condensed Consolidating Statements of Operations
For the Three Months Ended June 30, 2008

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

$ — 3 — 3 43¢ $ — 3 70€ $ (49 $ 1,09
— — 167 — 34C (47) 46(

— — 90 — 144 — 234

— — 31¢ — 79 ) 39E

— — 4 — — — 4

— — 57¢ — 563 (49) 1,09:

— — (14€) — 142 — ?3)

— — 2 — 1 — 3

(39) (91) — 1) 1) — (132)

112 27¢ (404) — 14 — —

(10€) (293) 21C — — 18¢ —

— — 2 — 98 — 10C

(33) (10€) (190) 1) 112 18¢ (29)

(33 (10€) (336) (1) 25¢E 18¢ (32)

— — © — — — )

(33 % (106) $ (337 $ D) $ 25¢ $ 18 $ (39
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Revenue
Costs and Expense
Cost of Revenu
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and
Impairment Charge
Total Costs and
Expense!
Operating Income (Loss)

Other Income (Expense
Interest Incom:
Interest Expens

Interest Income
(Expense) Affiliates,
net

Equity in Net Earnings
(Losses) of
Subsidiarie

Other Income (Expense),

net
Other Income
(Expense

Income (Loss) Before
Income Taxe!

Income Tax Expense
Net Income (Loss

Condensed Consolidating Statements of Operations

For the Six Months Ended June 30, 2008

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

$ — 3 — 3 84€ $ — 3 1,43¢ $ (1000 $ 2,182
— — 33¢€ — 694 (95) 93t
— — 18C — 294 — 474
1 — 665 — 15€ (5) 817
— — 11 — — — 11
1 — 1,192 — 1,14¢ (100 2,231
(1) — (346) — 292 — (55)
— — 6 — 3 — 9
(79 (184 — (@D} 3 — (267)
31¢ 551 (899 — 27 — —
(44€) (813) 322 — — 93¢ —
(3) — 4 — 102 — 10z
(217) (44€) (560) 1) 12¢ 93¢ (155)
(214 (44€) (90€) (1) 421 93¢ (210
— — ) = @) — 4@
$ (214 $ (446) $ (906) $ D) $ 41€ $ 93¢ $ (219
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Revenue
Costs and Expense
Cost of Revenu
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and
Impairment Charge
Total Costs and
Expense!
Operating Income (Loss)

Other Income (Expense
Interest Incom:
Interest Expens

Interest Income
(Expense) Affiliates,
net

Equity in Net Earnings
(Losses) of
Subsidiarie

Other Income (Expense),

net
Other Income
(Expense

Income (Loss) Before
Income Taxe!

Income Tax Expense
Net Income (Loss

Condensed Consolidating Statements of Operations
For the Three Months Ended June 30, 2007

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

$ — 3 — 3 34€ $ — 3 744 $ (38 $ 1,05
— — 13E — 35¢ (36) 454
— — 89 — 15¢ — 247
— — 34E — 85 ) 42¢
— — 1 — 1 — 2
— — 57C — 59¢ (39) 1,131
— — (224) — 14E — (79
— — 10 — 2 — 12
(40) (95 — 1) 2 — (139)
18¢ 24¢ (459 — 16 — —
(350) (504) 13 — — 71¢ —
— — 2 — 1 — 3
(202) (350) (30€) 1) 17 71¢ (123)
(202) (350) (530) (1) 162 71¢ (202)
$ (202) $ (350) $ (530 $ OE 162 $ 71¢ $ (202
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Revenue
Costs and Expense
Cost of Revenu
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and
Impairment Charge
Total Costs and
Expense!
Operating Income (Loss)

Other Income (Expense
Interest Incom:
Interest Expens

Interest Income
(Expense) Affiliates,
net

Equity in Net Earnings
(Losses) of
Subsidiarie

Other Income (Expense),

net
Other Income
(Expense

Income (Loss) Before
Income Taxe!

Income Tax Expense
Net Income (Loss

Condensed Consolidating Statements of Operations

For the Six Months Ended June 30, 2007

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

$ — 3 — 3 70C $ 27 $ 1,48 $ (102 $ 2,10¢
— — 26¢ — 722 (72) 92¢
— — 17C — 29¢ — 46¢€
2 — 665 27 205 (32) 86¢
— — 5 — 1 — 6
2 — 1,10¢ 27 1,22¢ (102) 2,262
) — (409) — 257 — (154)
1 — 27 — 5 — 33
(123) (174) — (1) (5) — (303)
40C 474 (90E) — 31 — —
(72€) (99¢) 227 — — 1,501 —
(39¢) (28) 4 — — — (423
(847) (72€) (651) 1) 31 1,501 (697)
(84€) (72€) (1,060) (1) 28¢ 1,501 (847)
_ — — — @) — )
$ (849 $ (726 $ (1,060 $ 13 28€ $ 1,501 $ (849
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Assets
Current Assets
Cash and cash
equivalents
Marketable securitie
Restricted cash and
securities
Accounts receivable, n
Due from (to) affiliates
Other
Total Current Assets
Property, Plant and
Equipment, ne
Restricted Cash and
Securities
Goodwill and Other
Intangibles, ne
Investment in Subsidiarie
Other Assets, net

Total Assets

Liabilities and
Stockholders’ Equity
(Deficit)

Current Liabilities:
Accounts payabl
Current portion of long-

term debt
Accrued payroll and
employee benefit
Accrued interes
Current portion of
deferred revenu
Other
Total Current Liabilities

Long-Term Debt, less
current portior

Deferred Revenue, less
current portior

Other Liabilities

Stockholders’ Equity
(Deficit)

Total Liabilities and
Stockholders’ Equity
(Deficit)

Condensed Consolidating Balance Sheets

June 30, 2008

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

$ — % 134 $ 431 $ — % 9% $ — $ 661
— — — — 5 — 5
— — 2 — 3 — 5
— — 77 — 35C — 427
10,81 8,80: (21,508 18 1,872 — —
7 8 55 — 49 — 11¢
10,82( 8,94¢ (20,949 18 2,371 — 1,217
— — 3,201 — 3,30¢ — 6,507
18 — 26 — 75 — 11¢
— — 142 — 1,88¢ — 2,031
(7,305) (12,000 4,37¢ — — 14,92; —
13 81 16 — 15 — 12E
$ 3,54¢ $ (2,979 % (13,180 $ 18 $ 7,662 $ 14,927 $ 9,99¢
$ — % — $ 12€ $ — % 197 $ — $ 32¢
— — — 1 5 — 6
1 — 77 — 7 — 85
32 86 — — — — 11¢€
— — 97 — 81 — 17¢
— — 57 — 69 — 12¢€
33 86 357 1 35¢ — 83¢€
2,51: 4,21¢ — 19 81 — 6,82¢
— — 63¢€ — 11€ — 754
32 34 212 — 334 — 612
96¢ (7,310 (14,38)) (2 6,772 14,927 96¢
3,546 $ (2,979 $ (13,180 $ 18 $ 7,667 $ 14,927 $  9,99¢
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Condensed Consolidating Balance Sheets

December 31, 2007
Broadwing
Level 3 Level 3 Financial
Communications, Level 3 Communications, Services, Other
Inc. Financing, Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)
Assets
Current Assets
Cash and cash
equivalents $ — 3 27 % 58¢ $ — 9% 3 — 3 714
Marketable
securities 8 — — — 1 — 9
Restricted cash an
securities — — 7 — 3 — 10
Accounts
receivable, ne — — 80 — 324 — 404
Due from (to)
affiliates 10,57¢ 8,54¢ (20,897 20 1,752 — —
Other 7 8 32 — 41 — 88
Total Current Assets 10,59( 8,58¢ (20,190 20 2,221 — 1,22¢
Property, Plant and
Equipment, ne — — 3,25¢ — 3,41: — 6,66¢
Restricted Cash and
Securities 18 — 24 — 75 — 117
Goodwill and Other
Intangibles, ne — — 151 — 1,95( — 2,101
Investment in
Subsidiaries (6,95)) (11,270 4,481 — — 13,74( —
Other Assets, net 16 84 17 — 25 — 142
Total Assets $ 3,67 $ (2,602 $ (12,26) $ 20 $ 7,68¢ $ 13,74 $ 10,25¢
Liabilities and
Stockholders’
Equity (Deficit)
Current Liabilities:
Accounts payabl  $ — $ — 8 17¢  $ — $ 22¢ $ — 39¢€
Current portion of
long-term debt 25 — — 1 6 — 32
Accrued payroll
and employee
benefits — — 88 — 9 — 97
Accrued interes 33 95 — — — — 12¢
Current portion of
deferred revenu — — 91 — 84 — 17&
Other — — 47 — 97 — 144
Total Current
Liabilities 58 95 39¢€ 1 422 — 972
Long-Term Debt, less
current portior 2,511 4,215 — 20 84 — 6,832
Deferred Revenue,
less current portio — — 644 — 11¢ — 763
Other Liabilities 34 37 20€ — 33¢ — 617
Stockholders’ Equity
(Deficit) 1,07( (6,95)) (13,509 (1) 6,721 13,74( 1,07(
Total Liabilities and
Stockholders’
Equity (Deficit) $ 3,67 $ (2,607 $ (12,267 $ 20 $ 7,682 $ 13,74C $ 10,25¢
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Condensed Consolidating Statements of Cash Flows
For the Six Months Ended June 30, 2008
(unaudited)

Broadwing

Level 3
Communications,

Level 3

Inc. Financing, Inc.

Level 3 Financial
Communications,
LLC Inc.

Services,

Other
Subsidiaries

Total

Net Cash Provided t
(Used in) Operatini
Activities $ 79 $

Cash Flows from

Investing Activities
Capital

expenditure: —
Proceeds from sal

of business

group, ne —
Decrease in

restricted cash

and securities,

net —
Proceeds from sal

of property, plan

and equipment

and other asse —

189 $

(dollars in millions)

(156) $

(77)

48¢ %

(142)

122

63

(219)

122

Net Cash Provided k
(Used in) Investing
Activities —

Cash Flows from
Financing
Activities:
Payments on and
repurchases of
long-term debt (26)
Increase (decrease)
due from
affiliates, net 10t

29¢€

(74)

71

(18)

@

(473

(92)

(29)

Net Cash Provided t
(Used in) Financini
Activities 79

Effect of Exchange
Rates on Cash anc
Cash Equivalent —

29¢€

71

(47%)

(29)

Net Change in Cas
and Cash
Equivalents —

Cash and Cash
Equivalents at
Beginning of Perio —

27

(157)

58¢€

(3)

99

(59

714

Cash and Cash
Equivalents at End
of Period $ — $

134 $

431 $

96

661
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Condensed Consolidating Statements of Cash Flows
For the Six Months Ended June 30, 2007

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

(dollars in millions)
Net Cash Provided t
(Used in) Operatini
Activities $ (162) $ 117 $ (166) $ 14 $ 39t — $ (64)

Cash Flows from
Investing Activities
Proceeds from sale
and maturity of
marketable
securities 23k — — — 53 — 28¢€
Decrease in
restricted cash
and securities,

net — — 6 — 7 — 13
Capital

expenditure: — — (13€) — (189) — (328)
Acquisitions, net o

cash acquire — — (883) — 261 — (622)

Proceeds from sale
of property, plan
and equipment
and other asse — — 1 — 1 — 2
Net Cash Provided k
(Used in) Investing
Activities 23t — (1,012) — 13z — (644)

Cash Flows from
Financing
Activities:
Long-term debt
borrowings, net
of issuance cos — 2,352 — — — — 2,352
Payments on and
repurchases of
long-term debt (1,619 (887) — — (209 — (2,615
Proceeds from
warrants
and stock-based
equity plans 24 — — — — — 24
Increase (decreast
due from
affiliates, net 1,507 (1,33%) 227 14 (419 — —
Net Cash Provided k
(Used in) Financini
Activities (898) 13C 227 14 (522 — (239

Effect of Exchange
Rates on Cash and

Cash Equivalent — — 2 — 3 — 5
Net Change in Cas

and Cash

Equivalents (15) 13 (949) — 9 — (942

Cash and Cash

Equivalents at

Beginning of Perio 15 12 1,59: — 62 — 1,681
Cash and Cash

Equivalents at End
of Period $ — $ 25 $ 643 $ — $ 71 $ — $ 73¢
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Item 2. Management’s Discussion and Analysis &inancial Condition and Results of Operations

The following discussion should be read in conjiorctvith the Level 3 Communications, Inc. and itbsidiaries (“Level 3” or the
“Company”) consolidated financial statements (idahg the notes thereto), included elsewhere hemeththe Form 10-K for the year ended
December 31, 2007 filed with the Securities andiaxnge Commission.

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to the CompaNhen used in this document, the words “antteihdbelieve”, “plan”, “estimate” and
“expect” and similar expressions, as they relatéaéoCompany or its management, are intended tdifddorward-looking statements. Such
statements reflect the current views of the Compitly respect to future events and are subjecettam risks, uncertainties and assumpti
Should one or more of these risks or uncertaimtieterialize, or should underlying assumptions piliogerrect, actual results may vary
materially from those described in this document. &more detailed description of these risks atbfs, please see the Company’s

Form 10-K for the year ended December 31, 200d fiéh the Securities and Exchange Commission tard ILA in this Form 10-Q.

Level 3 Communications, Inc., through its operasngsidiaries, is primarily engaged in the commatidns business, with additional
operations in coal mining.

Communications

The Company is a facilities based provider of aarmange of communications services. Revenue fmnuanications services is recognized
on a monthly basis as these services are provigdedcontracts involving private line, wavelengtinsl @ark fiber services, Level 3 may
receive up-front payments for services to be detiddor a period of up to 20 years. In these ditnat Level 3 defers the revenue and
amortizes it on a straight-line basis to earninggr ¢he term of the contract.

Communications revenue consists of:
. Core Communications Services
. Other Communications Services
e  SBC Contract Services

Each category of Communications revenue is infemiht phase of the service life cycle, requiriiffedent levels of investment and focus,
and providing different contributions to the ComparnCommunications Adjusted EBITDA. Management ef/el 3 believes that growth in
revenue from its Core Communications Servicesiieal to the long-term success of its communiaatibusiness. At the same time, the
Company believes it must continue to manage effelstithe positive cash flows from its SBC Contr8etvices and its Other
Communications Services. Core Communications Sesvitcludes revenue from Core Network ServicesVdhdlesale Voice Services. Ci
Network Services includes revenue from transpadtiafrastructure, IP and data services, local artdrerise voice services and Level 3V
broadcast services. Wholesale Voice Services iesludvenue from long distance voice services, diicudomestic voice termination,
international voice termination and toll free seed. Other Communications Services includes rexémun managed modem and its related
reciprocal compensation services. SBC Contracti€esvncludes revenue from the SBC Master SernAggsement, which was obtained in
the December 2005 acquisition of WilTel Communimasi Group, LLC (“WilTel”).

SBC announced its intention to migrate the servizesided under the agreement to its own netwockifi@s in accordance with terms
previously negotiated by WilTel. Under the termghog agreement, SBC agreed to pay WilTel a mininaumount of gross margin regardless
of the actual revenue generated under the agreemenf June 30, 2008 SBC satisfied the gross margmmitment for the agreement.
Accordingly, beginning in the third quarter 2008yenue attributable to SBC Contract Services weilaggregated with Other
Communications Services revenue, and the SBC Gurexvices category will be eliminated.

The Company'’s transport and infrastructure serviicelside metropolitan and intercity wavelengthsygie line, ethernet private line, dark
fiber, colocation services, professional serviaes taansoceanic services. Growth in transport afrdstructure revenue is largely dependent
on increased demand for bandwidth services andiadmicapital of companies requiring communicaticagacity for their own use or in
providing capacity as a service provider to thestomers. These expenditures may be in the formooithly payments or up-front payments
for private line, wavelength or dark fiber serviceke Company is focused on providing end-to-eadgport services to its customers to
directly connect customer locations with a privagéwork. Pricing for end-tend services has been stable. For metropolitasgmahservices
prices have been stable and in some instancer@sasing. For intercity transport services, thenBany continues to experience pricing
pressure for point-to-point locations, particuldarylocations where a large
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number of carriers co-locate their facilities. Aciease in demand may be partially offset by deslin unit pricing.

IP and data services primarily include the Compsitmgh speed Internet access service, dedicaterthiitaccess (“DIA”) service, ATM and
frame relay services, IP and ethernet virtual peiveetwork (“VPN”) services, and content delivestwork (“CDN”) services, which include
streaming services. Level 3's Internet access aeiigia high quality and high-speed Internet acsessce offered in a variety of capacities.
The Company’s VPN services permit businesses okagyto replace multiple networks with a singlesteeffective solution that greatly
simplifies the converged transmission of voicegaidand data. This convergence to a single phatfan be obtained without sacrificing the
quality of service or security levels of traditioaM and frame relay offerings. VPN services apmymit customers to prioritize network
application traffic so that high priority applicatis, such as voice and video, are not compromispdrformance by the flow of low priority
applications such as email. The Company believagtsathe of the largest sources of future incremeteaiand for the Company’s Core
Communications Services will be from customers #ratseeking to distribute their feature rich cohte video over the Internet. Revenue
growth in this area is dependent on the continnerkase in usage by both enterprises and consameéithe pricing environment. An
increase in the reliability and security of infoitioa transmitted over the Internet and declinethecost to transmit data have resulted in
increased utilization of e-commerce or web basedaas by businesses. Although the pricing for datvices is currently stable, the IP
market is generally characterized by price compwasand high unit growth rates depending upon ype bf service, resulting in growth in
absolute revenue. The Company has recently expedegorice compression in the high-speed IP marketer 30% and expects that its
pricing for high-speed IP services will continuedicline during the remainder of 2008 at similaesa

The Companys Core Network Services includes local and entseproice services. Local voice services are piiyneomponents that enal
other service providers to deliver business or eores-ready voice products to their end customErgerprise voice services are business-
grade voice services that the company sells dyréatits business customers.

The Company, through its Level 3 Vyvx businessyjates audio and video programming for its custonoeer the Company’s fiber-optic
network and via satellite. It uses the Companysffioptic network to carry live traditional broadtand cable television events from the site
of the event to the network control centers oftitmadcasters of the event.

For live events where the location is not knowadivance, such as breaking news stories in remeé¢idms, the Company provides an
integrated satellite and fiber-optic network-basetvice to transmit the content to its customensst\df Level 3 Vyvx’s customers for these
services contract for the service on an event-lgrthasis; however, there are some customers wiephachased a dedicated point-to-point
service which enables these customers to transogr@mming at any time.

Prior to the sale of the Vyvx advertising distriloat business, Level 3 Vyvx distributed advertisappts to radio and television stations
throughout the U.S., both electronically and in §ibgl form. Customers for these services utilizegtvork-based method for aggregating,
managing, storing and distributing content for emmtowners and rights holders.

On December 19, 2007, Level 3 announced that irbached a definitive agreement to sell the Vywesatising distribution business to DG
FastChannel, Inc. On June 5, 2008, Level 3 conpblite sale of its Vyvx advertising distribution mess to DG FastChannel, Inc. and
received gross proceeds at closing of approxim&e®0 million in cash. Level 3 has retained ownigrsii Vyvx’'s core broadcast business,
including the Vyvx Services Broadcast Business'tenhdistribution capabilities.

The financial results of the Vyvx advertising distition business are included in the Comparggnsolidated results of operations througt
date of sale on June 5, 2008.

Level 3 recognized a gain on the sale of the Vydwegtising distribution business of $96 milliontive three months ended June 30, 2008
gain is presented in the consolidated statemeraperfations as “Gain on sale of business groug, net

The Company expects to continue to develop itserdrdistribution services through the acquisitibthe Content Delivery Network services
business (“CDN Business”), which it purchased imuzay 2007 from SAVVIS, and the acquisition of Dinblreland based Servecast Ltd.,
which it purchased in July 2007. The Company belethat the addition of the CDN Business withftitsrgy, broad portfolio of patents will
help the Company secure its commercial efforthénhteavily patented CDN market, in which a numbeompetitors have significant,
patented intellectual property. In early 2007, &le% embarked on a strategy to refine its capasliio address the communications needs of
those organizations that produce the content tititiduals want to view over the Internet. Thisvéee offering includes high speed IP
services, colocation services and services thatsffectively distributes the content that is prodd for consumption over the Internet. Level
3 believes that one of the largest sources of éutuwcremental demand for communications servicdbwiderived from customers that are
seeking to distribute their feature rich contentideo over the Internet.

The Company offers Wholesale Voice Services thgetdarge and existing markets. The revenue pialdot Wholesale Voice
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Services is large; however, the pricing and margnesexpected to continue to decline over time r@salt of the new low-cost IP and optical-
based technologies. In addition, the market for 1&%eale Voice Services is being targeted by manypatitors, several of which are larger
and have more financial resources than the Company.

The Company’s Other Communications Services aremaervices that are not areas of emphasis faCdinepany. Other Communications
Services currently include managed modem and telatgprocal compensation services. The Compadyitartustomers continue to see
consumers migrate from narrow band dial-up servicdsgher speed broadband services as the namaod tmarket matures. Additionally,
America Online, a primary consumer of the Compauljéd-up services, has been implementing a stratgtange in its approach to its digl-
internet access business over the past few yeatrbdls accelerated the loss of its dial-up subsiluring 2007, America Online’s strategy
accelerated the decline in managed modem revernlis @ontributing to further declines in managediama revenue in 2008. The decline:
managed modem revenue from America Online have biget to some extent by an increase in markaesas a result of certain
competitors exiting segments of this business. L&elieves that the low-cost structure of itswark will enable it to compete aggressively
for new business in the declining, but still sigrdaht, managed modem market.

The Company receives compensation from other camiben it terminates traffic originating on thaseriers’ 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. The Compayrateives reciprocal
compensation from its voice services.

The SBC Contract Services Agreement was an agradmemeen SBC Services Inc. and WilTel and wasinéthin the WilTel acquisition.
SBC Services Inc. became a subsidiary of AT&T Iftogether “SBC”). WilTel and SBC amended theiresgment in June 2005 to run
through 2009. The agreement provides a gross mptgochase commitment of $335 million from Decemd@0d5 through the end of 2007,
and $75 million from January 2008 through the eha0®9 and stipulates that originating and ternintpiccess charges paid to local phone
companies get passed through to SBC in accordaiticeformula that approximates costs and do nohtagainst the gross margin purck
commitment. SBC fully satisfied the $335 milliorogs margin purchase commitment during the thirdtquaf 2007. As a result of satisfyi
the initial gross margin purchase commitment, SBftischases of services that exceeded the origB&8 #illion gross margin purchase
commitment counted toward the $75 million grossgmapurchase commitment for the period from Jan28@8 through the end of 2009.
of December 31, 2007, SBC satisfied $39 millionhaf $75 million of gross margin purchase commitm&he remaining $36 million of the
$75 million of gross margin purchase commitment satssfied by SBC in the first half of 2008. AltlgluSBC satisfied the entire gross
margin commitment under the agreement as of Jun2@®®, SBC continues to purchase services fronelLgwas SBC continues to migrate
the services provided under the agreement to itsroetwork facilities.

Additionally, the SBC Contract Services Agreemeaiviled for the payment of $25 million from SBCcértain performance criteria were
met by Level 3 during 2007. The Company met théoperance criteria in 2007 and recorded revenue2&fifiillion in 2007 under the
agreement. The performance-based incentive praasioder the SBC Contract Services Agreement eimndibe fourth quarter of 2007.
The Company’s management continues to review #@tiag lines of business and service offeringsdtedmine how those lines of business
and service offerings assist with the Company’sisogn delivery of communications services and mgéts financial objectives. To the
extent that certain lines of business, businesgpgor service offerings are not considered todmepatible with the delivery of the
Company'’s services or with meeting its financigjeakives, Level 3 may exit those lines of businarsstop offering those services.
The Company is focusing its attention on the follayvoperational and financial objectives:

e increasing sales and installations to rates thathmaustomer demand;

e achieving sustainable generation of positive freghdlow;

* reducing network costs and operating expenses;

» growing Core Communications Services revenue, @daily Core Network Services revenue;

»  continuing to show improvements in Adjusted EBITR#a percentage of revenue;

e completing the integration of acquired businesses;
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*  growing its content delivery network services;
e continuing to implement its metro network strategy¢

 managing cash flows provided by its Other Commuiioa Services and SBC Contract Services.

The Company’s management believes the introductiorew services or technologies, as well as thiaéurdevelopment 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 Companytisré success.

The communications industry continues to consatidagvel 3 has participated in this process withabquisitions of WilTel in 2005;
Progress Telecom, LLC (“Progress Telecom”); ICG @Gumications, Inc. (“ICG Communications”); TelCovr¢. (“TelCove”) and Looking
Glass Networks Holding Co., Inc. (“Looking Glas&1)2006; and Broadwing, the CDN Business and Sastda 2007. Level 3 will continue
to evaluate consolidation opportunities and couddkenadditional acquisitions in the future.

The successful integration of acquired businesgedievel 3 is important to the success of Levelllle Company must quickly identify
synergies and integrate acquired networks and stippganizations, while maintaining the servicelguaevels expected by customers to
realize the anticipated benefits of these acqaissti Successful integration of these acquired legsis will depend on the Company’s ability
to manage these operations, realize opportuniieef’enue growth presented by strengthened sesffieengs and expanded geographic
market coverage, and to eliminate redundant anessxcosts to fully realize the expected synergdfitise Company is not able to efficiently
and effectively integrate the acquired business@perations, the Company may experience mateegdtive consequences to its business,
financial condition or results of operations.

In 2007, during the second quarter and portiorth@third quarter, the Company’s service activatiores increased as a result of the
following issues:

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

» Insufficient training on the multiple systems fongloyees performing service activation functions.

» Lack of sufficient staffing levels in some servasivation areas.

Identifying and fixing service activation throughpssues was challenging as a result of decenitigligervice activation
functions across the customer facing groups.

This increase in service activation cycle time hatkgative effect on the Company’s service indtalidntervals and the rate of Core
Communications Services revenue growth during 2DQifing this same period, the Company also expeeiérchallenges in its service
management processes that resulted in longer resiones to resolve customer’s network serviceessAs a result of consolidating key
operational functions and organizations as path@fintegration effort, the Company’s operatingismnment became more complex in the
first half of 2007.

During the second and third quarters of 2007, tbmgany implemented certain process and organizdtaranges that were expected to
improve service activation times and allow it thiawe its previously forecasted revenue and Ad{ugBITDA growth. However, these
changes were not adequate to address the breattith pfoblems encountered during the second artidbarters of 2007. As a result of th
service activation and service management issnegrowth in Communications Services revenue arjdshed EBITDA was lower than
originally expected for the full year 2007.

The Company has taken steps to improve its exigtingesses and systems to address the increameiicesactivation times and improve its
service management. With respect to the latterCthrpany saw improvements in its service managerthairg the fourth quarter of 2007
and the first two quarters of 2008. Additionattye Company believes it has implemented sufficiaprovements in service activation
capabilities to match installation capacity to oasér demand for services.

The Company has ongoing process and system devetdpmork that is being implemented as part of tiiegration efforts which have and
are expected to further address the service aictivand service management issues of systems andgses utilized by acquired companies
as well as provide significant overall improvemeiot®perations. The processes and systems undelogevent remain largely on track, with
certain components deployed in the fourth quat@067 and first half of 2008 and additional depients scheduled through the end of
2008. While the operational benefits vary for epabject, the Company expects to realize meanirigfpfovements in its operating
environment during the second half of 2008.
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The Company has embarked on a strategy to expadritent metro presence. The strategy will alloez@ompany to increasingly terminate
traffic over its owned metro facilities rather thaawying third parties to terminate the traffic. b&@’s ability to provide high-speed bandwidth
directly to customer facilities is expected to beoapetitive advantage. The Company intends ta efferoad range of services in these
markets and concentrate its sales efforts on bafidwitensive businesses. The expansion into netromearkets should also provide
additional opportunities to sell services on thenPany’s national and international networks. Thetnm strategy includes the acquisitions of
Progress Telecom, ICG Communications, TelCove araking Glass. As part of its metro strategy, and essult of the acquisition of
TelCove in 2006 and Broadwing in the first quadER007, the Company is also targeting enterprnisgamers directly through its Business
Markets Group, which is described in more detdible With the acquisition of the CDN Business imdary 2007 and Servecast in

July 2007, Level 3 embarked on a strategy to exjtanzbntent delivery services in both the Uniteat& and Europe.

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 toljies and assets that enable the Company toafeitelCore Communications Services
further and replace the decline in revenue andimgsrirom Other Communications Services and SBCti@onServices.

Within Core Communications Services, Level 3 opsainder four customer-facing market groups toesthte changing needs of customers
in growing markets and drive growth across the oizgion:

The Wholesale Markets Group services the communitaheeds of the largest national and global semproviders, including
carriers, cable companies, wireless companiese\s®evice providers, systems integrators and therék government These
customers typically integrate Level 3 services ihigir own products and services to offer to tleeid user customers.

»  The Business Markets Group targets enterprise gus®and regional carriers who value a local, psitmal sales force.
Specific customer markets include medium and laigenesses, local and regional carriers, statdcaadl government entities,
and higher education institutions and consortia.

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

*  The European Markets Group serves large Europeaasuaters of bandwidth, including the largest Europsrad international
carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers, and
government and education sectors.

The Company believes that the alignment aroundoust markets within Core Communications Servicesikhallow it to drive growth

while enabling it to better focus on the needg¢tustomers. Each of these groups is supportetigated employees in sales and
marketing. Each of these groups is also supponerkbtralized service or product management andldpment, corporate marketing, global
network services, engineering, information techggland corporate functions including legal, finenstrategy and human resources.

Core Communications Services revenue by marketpgwas as follows:

Three Months Ended Six Months Ended
June 30, 2008 June 30, 2008

(dollars in millions) $ % $ %
Wholesale Markets Grot $ 54¢ 56% $ 1,08¢ 57%
Business Markets Grot 241 25% 481 25%
Content Markets Grou 10C 10% 20C 10%
European Markets Group 83 9% 16C 8%
Total Core Communications Services $ 972 10(% $ 1,93( 10C%
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Three Months Ended Six Months Ended
June 30, 2007 June 30, 2007

(dollars in millions) $ % $ %
Wholesale Markets Grot $ 501 56% $ 1,00z 57%
Business Markets Grot 23k 27% 462 26%
Content Markets Grou 93 10% 17¢ 10%
European Markets Group 59 7% 114 7%
Total Core Communications Services $ 88¢ 10% $ 1,75¢ 100%

The classification of customers within each custefaeing market group can change based upon threrunature of each customer
relationship. There were no material changes iemae by market group for the three and six monttoge ended June 30, 2008 and 2007,
respectively.

In addition to the operational objectives mentioabdve, the Company has also been focused on iimgras liquidity, financial condition,
and extending the maturity dates of certain detitlawering the effective interest rate on its cansting debt.

Coal Mining

Level 3, through its two 50% owned joint-venturefaoe mines in Montana and Wyoming, sells coal prily through long-term contracts
with public utilities. The long-term contracts fibre delivery of coal establish the price, volume] guality requirements of the coal to be
delivered. Revenue under these and other conisagenerally recognized when coal is shipped tactigtomer.

Critical Accounting Policies

The significant accounting policies set forth intdld to the consolidated financial statements énGbmpany’s Form 10-K for the year ended
December 31, 2007 appropriately present, in albenltrespects, the current status of the Compagritisal accounting policies, and are
incorporated herein by reference.

Recently Issued Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 15hdefines fair value, establishes a frameworkni@asuring fair value in generally
accepted accounting principles, and expands disagesabout fair value measurements. SFAS No. 168 dot require any new fair value
measurements, but provides guidance on how to meé&aiuvalue by providing a fair value hierarchged to classify the source of the
information. This statement is effective for fisgalars beginning after November 15, 2007 and mt@eriods within that fiscal year. SFAS
No. 157 did not have a material effect on the Camy’'s consolidated results of operations during tlkasdnths ended June 30, 2008 or
financial condition as of June 30, 2008.

On February 15, 2007, the FASB issued SFAS No. TB&. standard permits an entity to choose to nreasany financial instruments and
certain other items at fair value. Most of the ps@mns in SFAS No. 159 are elective; however, tinedment to FASB Statement No. 115,
“Accounting for Certain Investments in Debt and Eg$ecurities,” applies to all entities with aable-for-sale and trading securities. The
FASB's stated objective in issuing this standardsdollows: “to improve financial reporting by piding entities with the opportunity to
mitigate volatility in reported earnings causedngasuring related assets and liabilities diffegewithout having to apply complex hedge
accounting provisions.The fair value option established by SFAS No. 188mits all entities to choose to measure eligitdms at fair valu
at specified election dates. A business entity igflort unrealized gains and losses on items faclwtie fair value option has been elected in
earnings at each subsequent reporting date. SFA%39as effective for fiscal years beginning aftevember 15, 2007. The Company has
assessed whether fair value accounting is apptegoaany of its eligible items and has conclutiet it will not elect to use fair value
accounting for any of these items. As a result, SfM®. 159 did not have an effect on the Company'solidated results of operations or
financial condition upon adoption on January 1,200

In December 2007, the FASB issued SFAS No. 141Rchwieplaces SFAS No. 141. SFAS No 141R retainsititerlying concepts of SFAS
No. 141 in that an entity is required to recogrfme assets acquired, liabilities assumed, contahctintingencies, and continge
consideration at their fair value on the acquisititate. SFAS No. 141R will change the accountiegtient for certain specific acquisition
related items including: (1) expensing acquisitielated costs as incurred; (2) expensing changesferred tax asset valuation allowances
and income tax uncertainties after the acquisitiate; (3) valuing noncontrolling interest at fa#we at the acquisition date; (4) generally
expensing restructuring costs associated with goieed business; and (5) capitalizing in-processaech and development assets acquired.
SFAS No. 141R also includes a substantial numbaewf disclosure requirements. SFAS No. 141R istagplied prospectively to business
combinations for which the acquisition date is omfber January 1, 2009.

In March 2008, the FASB issued SFAS No. 161, whéduires disclosures of how and why an entity aegivative instruments,

39




Table of Contents

how derivative instruments and related hedged iterasaccounted for and how derivative instrumentsralated hedged items affect an
entity’s financial position, financial performan@nd cash flows. SFAS No. 161 is effective fordisgears beginning after November 15,
2008, with early adoption permitted.

On May 9, 2008, the FASB issued FSP APB114vhich requires issuers of a certain type of estilble debt to separately account for the 1
and equity components of the convertible debtwag that reflects the issuer’s borrowing rate atdhte of issuance for similar debt
instruments without the conversion feature. FSB AR-1 applies to certain of the Company’s conbégtdebt. FSP APB 14-1 is effective
for Level 3 beginning on January 1, 2009 and wéllapplied retrospectively to all quarterly and admeriods that will be presented in the
Company’s consolidated financial statements. Ezdllyption of FSP APB 14-1 is not permitted. Althodlga Company is continuing to
evaluate the effect of FSP APB 14-1, it is expetied the adoption of FSP APB 14-1 will significignincrease its non-cash interest expense
and reduce basic and diluted earnings per share.

In May 2008, the FASB issued SFAS No. 162, whiantifies the sources of accounting principles d=dftamework for selecting the
principles used in the preparation of financiatestaents of nongovernmental entities that are ptedan conformity with generally accepted
accounting principles (the GAAP hierarchy). SFAS 162 will become effective 60 days following thEGs approval of the Public
Company Accounting Oversight Board amendments taS&lction 411, “The Meaning of Present Fairly in foomity With Generally
Accepted Accounting Principles.” The Company doasaxpect the adoption of SFAS 162 to have a nateffect on its consolidated results
of operations and financial condition.

Results of Operations for the Three and Six Month&nded June 30, 2008 and 2007 :

Three Months Ended Six Months Ended
June 30, June 30, Change June 30, June 30, Change
(dollars in millions) 2008 2007 % 2008 2007 %
Revenue
Communication: $ 1,07 $ 1,03¢ 4% $ 2,13¢ % 2,07 3%
Coal mining 18 17 6% 44 36 22%
Total revenue 1,09( 1,052 4% 2,182 2,10¢ 4%
Costs and Expenses (exclusive of
depreciation and amortization
shown separately below
Cost of revenue
Communication: 44z 437 1% 901 887 2%
Coal mining 18 17 6% 34 33 3%
Cost of revenue 46( 454 1% 93t 92C 2%
Depreciation and amortizatic 234 247 (5)% 474 46¢ 1%
Selling, general and
administrative 39t 42¢ (8)% 817 86¢ (6)%
Restructuring and non-cash
impairment charge 4 2 10C% 11 6 83%
Total costs and expenses 1,09¢ 1,131 (3)% 2,23 2,26z (1)%
Operating Los: 3 (79 96% (55) (159 64%
Other Income (Expense
Interest incomi 3 12 (75)% 9 33 (73)%
Interest expens (132 (23¢) (4)% (267) (303) (12)%
Gain on sale of business group,
net 96 — — 96 — —
Loss on early extinguishment o
debt — — — — (427) (100)%
Other, net 4 3 33% 7 4 75%
Total other income (expense) (29) (129 76% (155 (699 78%
Loss Before Income Taxt (32 (202) 84% (210 (847) 75%
Income Tax Expense (1) — — (4 2 (100)%
Net Loss $ 33 $ (202) 84% $ (219 $ (849) 75%
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Communicationsrevenue consists of:
1) Core Communications Services, which includesQtetwork Services and Wholesale Voice Services;

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

*  Wholesale Voice Services includes revenue from lisgance voice services, including domestic végcemination,
international voice termination and toll free sees.

2) Other Communications Services, which includesagad modem and its related reciprocal compenssginsices; and
3) SBC Contract Services.

Communications revenue attributable to each ofetlsesvices is as follows:

Three Months Ended Six Months Ended
June 30, June 30, Change June 30, June 30, Change
(dollars in millions) 2008 2007 % 2008 2007 %
Core Communications Service
Core Network Service $ 797 % 73E 8% $ 1571 $ 1,45¢ 8%
Wholesale Voice Services 17¢E 152 14% 35¢ 30:< 18%
Total Core Communication
Services 972 88¢ 9% 1,93( 1,75¢ 10%
Other Communications Servic 46 71 (35)% 97 15& BN%
SBC Contract Services 54 76 (29% 111 15¢ (30%
Total Communications $ 1,072 $ 1,03t 1% $ 2,13t $ 2,072 3%

Comparisons of the Three and Six Months Ended June 30, 2008 to the Three and Six Months Ended June 30, 2007

Communications Revenuéncreased 4% in the second quarter of 2008 comparda: second quarter of 2007 and increased 3¥eisix
months ended June 30, 2008 compared to the samoe peR2007. Contributing to these increases in @amications revenue was an incre
in Core Communications Services revenue in bottséttend quarter of 2008 and the six months endea 30, 2008 compared to the same
periods in 2007. These increases in Core Commuainsaservices revenue are the result of a combinati growth in the Company’s Core
Network Services and Wholesale Voice Servi

The Company experienced growth across severalcesnincluding transport and infrastructure, cdiiota data, and Vyvx broadcast servi
within Core Network Services. In addition, durifgtsecond quarter, the Company completed an asalfygs deferred revenue accounts and
determined that deferred revenue of approximat&B/illion should have been recognized as revenyeior years. The effect on each
separate prior period was not material. Accordintiig Company recognized $12 million of revenuthansecond quarter 2008, in Core
Network Services, primarily affecting the Wholesklarkets Group. The Company also continues to éspee strong demand f

infrastructure and transport services for complatkamwide solutions and colocation capacity in éangarkets. Vyvx broadcast revenue
increased primarily as a result of the prolifematad high definition sports, news and entertainmogramming. Partially offsetting the
increase in Core Network Services revenue was I&yegx advertising distribution revenue. On
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June 5, 2008, the Company completed the sale ofykr advertising distribution business and therefonly recorded Vyvx advertising
distribution revenue for a portion of the secondrtgr of 2008. Revenue attributable to the Vyvxeatsing distribution business totaled $6
million for the second quarter of 2008 comparedr#ifion for the second quarter of 2007.

The increase in Wholesale Voice Services revena#ributable to an increase in voice terminatiod #ll free voice services. The growtt
voice termination revenue is primarily attributabdean increase in demand from cable and wirelesmers. Toll free revenue increased
primarily due to higher traffic attributable to derencing customers. The Company continues to ctrate its sales efforts on maintaining
margins approaching 30% for these services. Thepaoy may experience some volatility in revenue essult of this strategy.

Other Communications Revenue declined to $46 miliiothe second quarter of 2008 from $71 milliorsétond quarter of 2007 and
decreased to $97 million for the six months endede B0, 2008 from $155 million for the same peiiod007. The decreases are primarily
the result of a decline in managed modem revenaerasult of the continued migration from narromdalial-up services to higher speed
broadband services by end user customers, espdoiddirge metropolitan areas. The Company expeetsaged modem revenue to continue
to decline in the future due to an increase imtimber of subscribers migrating to broadband sesvénd potential pricing concessions in
2009 as contracts are renewed.

Reciprocal compensation revenue from managed maeewices also declined in the second quarter asidhfalf of 2008 compared to the
same periods in 2007 as a result of the contindéwine in demand for managed modem services. Dnep@ny has historically earned the
majority of its reciprocal compensation revenuarfrmanaged modem services, although the Companinoestto generate a portion of its
reciprocal compensation revenue from voice services

SBC Contract Services revenue decreased to $5®bmiill the second quarter of 2008 from $76 milliothe second quarter of 2007 and
decreased to $111 million for the six months entlgge 30, 2008 from $159 million for the same peip@007. The expected decreases are
due to the migration of the SBC traffic to the AT&€twork. The SBC Contract Services agreement Wwtsred in December 2005 as pai
the WilTel acquisition. Under the terms of the agnent, SBC has gross margin purchase commitmewtsgh 2009. SBC satisfied the
significant majority of its purchase commitmen®@07 and satisfied its remaining commitment ingixemonths ended June 30, 2008.
Additionally, the SBC Contract Services Agreememiviled for the payment of $25 million from SBCcértain performance criteria were
met by Level 3 during 2007. The Company met théoperance criteria in 2007 and recorded revenue2sfriillion in 2007 under the
agreement. The performance-based incentive praasioder the SBC Contract Services Agreement eimdibe fourth quarter of 2007.

Coal mining revenue increased to $18 million in the secondtqua008 from $17 million in the second quarter2@@marily as a result of
an increase in selling prices.

Coal mining revenue increased to $44 million fa #ix months ended June 30, 2008 from $36 millartlie same period in 2007 primarily
as a result of a long-term supply contract thabltha customer to buyout future coal purchase citrments with the Company. The
Company does not have any further obligations vaipect to future coal commitments under the amentinrand therefore recognized the
settlement as revenue in the first quarter of 2008.

Cost of Revenudor the communications business, as a percentagenofmunications revenue, was 41.2% for the secaadey of 2008
compared to 42.2% for the second quarter of 20@742ml% for the six months ended June 30, 2008 aosapto 42.8% for the same period
in 2007. The decreases are primarily attributédobae synergies derived from acquisitions. Dud§7 and the first part of 2008, the
Company was able to eliminate the costs associgtbcduplicate circuits serving the same marketso/ontributing to the decreases was
the continued reduction in SBC Contract Servicesmae. The gross margins for SBC Contract Servimesnue are lower than the gross
margins for Core and Other Communications Servi¢tially offsetting these decreases were ineeasWholesale Voice Services
revenue as a percentage of total communicatiorentevand a reduction in higher margin Other Comuoatitins Services revenue. The
incremental gross margins for Wholesale Voice $ew/revenue are approximately 30% versus 80% for Network Services revenue.

Coal mining cost of revenue approximated 100% of coal miningmee for both the second quarter 2008 and 208@eotively.

Coal mining cost of revenue decreased to 77% dfroo@ng revenue for the six months ended June2B808 compared to 92% in the same
period of 2007 primarily due to the buyout by aleasstomer of future coal purchase commitmentsltiesuin revenue with no associated
costs.

Depreciation and Amortization expense decreased 5% to $234 million for the seqaader of 2008 from $247 million in the seconcuden
of 2007. The decrease is primarily attributableciduced depreciation and amortization expense iassdavith shorter-lived tangible and
intangible communications assets becoming fullyreeipted or amortized in 2008 and reduced
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amortization expense on intangible assets dueetagbkful lives and valuation changes made in 2B0&ddition, $22 million of carrying valt
of amortizable intangible assets were disposed tfe Vyvx advertising distribution sale, whichatontributed to lower amortization
expense in the second quarter of 2008.

Depreciation and amortization expense increaseto1$474 million for the six months ended June 3M&compared to $468 million for the
same period in 2007 primarily as a result of hightzgration-related capital expenditures in thtelgpart of 2007, partially offset by the
factors described in the preceding paragraph.

As a result of the factors described above, the 2o expects depreciation and amortization expndecrease in 2008 to a range of $900
million to $940 million. This estimate is subjeotftuctuation as a result of the incremental insecia depreciation expense resulting from the
timing and amount of 2008 capital expenditures.

Selling, General and Administrativeexpenses decreased 8% to $395 million in the segoader of 2008 compared to $428 million in the
second quarter of 2007 and decreased 6% to $8li@mfibr the six months ended June 30, 2008 contper&868 million for the same

period in 2007. These decreases are primarilyoatable to the synergies that have been achievademult of acquisition integration efforts
and the Company'’s focus on reducing operating esggerSpecifically, decreases in employee compemsatid related costs, professional
fees and vendor services, and facilities-basedresqseall contributed to the decreases in selliagerpl and administrative expenses in the
second quarter and first half of 2008, respectivéhcluded in selling, general and administratwxpenses for the second quarter of 2008 and
2007 were $20 million and $24 million, respectivady non-cash, stock-based compensation expemsggded in selling, general and
administrative expenses for the six months ended 30, 2008 and 2007 were $43 million and $48 ami|lrespectively, of non-cash, stock-
based compensation expenses.

The Company expects selling, general and admitiigtraxpenses to decrease in 2008 on an overadl baspared to 2007 as a result of
reduced integration costs, reductions in headcmlated to restructuring activities and expectesifess process and system efficiencies.

Restructuring and Impairment Chargesincreased to $4 million in the second quarter @&fiom $2 million in the second quarter of 2007
and increased to $11 million for the six monthsezhdune 30, 2008 compared $6 million for the saen®@ in 2007 as a result of an increase
in costs associated with employee terminations.Ngge 3 of the Notes to Consolidated FinancialeStagnts for more details.

The Company expects to continue to record restringficharges in 2008 in connection with the corghintegration of businesses acquired
in 2006 and 2007 and as a result of the deploywieintproved business processes and systems dub®)that should result in additional
headcount reductions.

To the extent that impairment indicators are pretet suggest the carrying amount of the Compaloyig-lived assets may not be
recoverable, the Company may incur impairment aigng the future to write-down the carrying amooiithe Company’s long-lived assets
to its estimated fair value.

Adjusted EBITDA , as defined by the Company, is net income (lassh the consolidated statements of operations béfigrincome taxes,
(2) total other income (expense), (3) non-cash impent charges included within restructuring angainment charges as reported in the
consolidated statements of operations, (4) degieniand amortization and (5) non-cash stock corsgion expense included within selling,
general and administrative expenses in the coraelidstatements of operations.

Adjusted EBITDA is not a measurement under GAAP @xay not be used in the same way by other compavlisagement believes that
Adjusted EBITDA is an important part of the Companpternal reporting and is a key measure usethbgagement to evaluate profitability
and operating performance of the Company and temedource allocation decisions. Management belisueh measurement is especially
important in a capital-intensive industry sucheledcommunications. Management also uses Adjustd@ilEBto compare the Company’s
performance to that of its competitors and to eleé certain non-cash and non-operating itemsdardo consistently measure from period
to period its ability to fund capital expenditurésnd growth, service debt and determine bonuses.

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedahsenmn-cash nature of these
items. Adjusted EBITDA also excludes interest inegimterest expense, income taxes and gain (lossxtinguishment of debt because tr
items are associated with the Company’s capitédimatnd tax structures. Adjusted EBITDA also exelsidepreciation and amortization
expense because these non-cash expenses refletfeitteof capital investments which managemernielses should be evaluated through
cash flow measures. Adjusted EBITDA excludes tha ga sale of business group and net other inca@xgefse) because these items are no
related to the primary operations of the Company.
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There are limitations to using non-GAAP financiaasures, including the difficulty associated witmparing companies that use similar
performance measures whose calculations may ditfer the Company’s calculations. Additionally, tfiisancial measure does not include
certain significant items such as interest incoimerest expense, income taxes, depreciation amdt@ation, non-cash impairment charges,
non-cash stock compensation expense, gain (lossaidy extinguishment of debt, the gain on salbusfiness group and net other income
(expense). Adjusted EBITDA should not be considersdbstitute for other measures of financial perénce reported in accordance with
GAAP,

Note 12 of the Notes to Consolidated Financialetants provides a reconciliation of Adjusted EBITEA each of the Compa’s operating
segments.

Adjusted EBITDA for the communications business %253 million for the second quarter of 2008 coregao $194 million for the second
quarter of 2007 and $458 million for the six mongnsled June 30, 2008 compared to $362 millionHerseme period in 2007. The increases
in Adjusted EBITDA for the communications business primarily attributable to the growth in the Quamy’s Core Communications
Services revenue and the benefits of continuedatipgrexpense reductions from integration actisjtigartially offset by declines in Other
Communications Services revenue and SBC Contraeicss revenue.

The Company continues to expect Adjusted EBITDAntwease in 2008 compared to 2007 to a range d §iibion to $1.1 billion. The
expected increase in Adjusted EBITDA is based artinoed growth in Core Communications Services meree the realization of synergies
from integration activities and operating experesuctions.

Interest Income decreased to $3 million in the second quarter 68Zfom $12 million in the second quarter of 200d decreased to $9
million for the six months ended June 30, 2008 carag to $33 million for the same period in 2007e Decreases in interest income were
primarily due to a decrease in the Company’s awenagested cash balances and a decrease in tregaweturns on the portfolio. The
Company’s average return on its portfolio decredaseti1% in the second quarter of 2008 comparédit® in the second quarter of 2007.
The average portfolio balance decreased to $6dBmih the second quarter of 2008 compared to $84in in second quarter of 2007.
The Company’s average return on its portfolio dasee to 2.5% in the first half of 2008 compare8.@% in the first half of 2007. The
average portfolio balance decreased to $707 milfiche first half of 2008 compared to $1.3 billionthe first half of 2007.

The Company invests its funds primarily in governirend government agency securities, money mauketsfand commercial paper
depending on liquidity requirements. The Compamygstment strategy generally provides lower yig@dghe funds than would be obtained
on alternative investments, but reduces the rigkittcipal in the short term prior to these funéilg used in the Company’s business.

Interest Expensedecreased 4% to $132 million in the second quaift2008 from $138 million in the second quarte2607. Interest
expense decreased primarily as a result of a deeiranterest rates on the Company’s unhedgedblarrate debt. Interest rates on the
Company’s unhedged variable rate debt approxima@¥ for the three months ended June 30, 2008 &3d r the three months ended
June 30, 2007.

Interest expense decreased 12% to $267 milliothfosix months ended June 30, 2008 from $303 mifiiw the same period in 2007. Intel
expense decreased primarily as a result of theameting activities that were completed by the Camgpa the first quarter of 2007. The
overall reduction in interest expense is the ngtltef the following debt issuances, debt for gakchanges, debt redemptions and debt
repurchase transactions:

Interest expense increased as a result of theafisigpdebt issuances:

* %1 billion of Senior Notes issued in February 2@61sisting of $700 million of 8.75% Senior Noteed017 and $300 million
of Floating Rate Senior Notes due 2015.

*  $1.4 billion Senior Secured Term Loan due 2014redtento in March 2007 to refinance the previowestisting $730 million
Senior Secured Term Loan due 2011.

The increase in interest expense from debt isssathescribed above was more than offset by thewioligp debt for equity exchanges, debt
redemptions and debt repurchases completed duminfirst quarter of 2007:

*  $605 million of 10% Convertible Senior Notes dud 2@xchanged in January 2007 for 197 million shafemmmon stock.

. $488 million of 12.875% Senior Notes due 2010 reaesain March 2007.

44




Table of Contents

$96 million of 11.25% Senior Notes due 2010 redemeMarch 2007

$138 million (€104 million) of 11.25% Senior Eur@fés due 2010 redeemed in March 2007.
$144 million of Floating Rate Notes due 2011 repased in March 2007.

$59 million of 11% Senior Notes due 2008 repurctiaseMarch 2007.

$677 million of 11.5% Senior Notes due 2010 repasell in March 2007.

$61 million (€46 million) of 10.75% Senior Euro tés due 2008 repurchased in March 2007.

Level 3 expects quarterly interest expense in 20Gpproximate $132 million per quarter based @nGbmpany’s outstanding debt as of
June 30, 2008 and current interest rates on thep@oy's variable rate debt. The Company expectsfinance its 2010 debt maturities in
advance of their respective maturity dates.

Gain on Sale of Business Groufotaled $96 million for the three and six monthgesh June 30, 2008 compared to zero for the sanmdser
in 2007. On December 19, 2007, Level 3 announcatithad reached a definitive agreement to selMiavx advertising distribution busine
to DG FastChannel, Inc. On June 5, 2008, LevelBpteted the sale of its Vyvx advertising distrilautibusiness to DG FastChannel, Inc.

recognized a gain on the sale of $96 million ingheond quarter of 2008. See Note 2 of the Not&otwsolidated Financial Statements for

more details.

Loss on Extinguishment of Debivas zero for the six months ended June 30, 200®awed to $427 million for the six months ended
June 30, 2007 and consisted of the following:

$177 million loss recognized for the January 20€0dhange of $605 million of 10% Convertible Seniartés due 2011 for
approximately 197 million shares of the Compangsmon stock. The loss included $1 million of unatized debt issuance
costs.

$10 million loss recognized for the March 2007 maficing of the Company’s $730 million Senior Sedurerm Loan due 2011
into a $1.4 billion Senior Secured Term Loan dugfhe loss consisted of unamortized debt issuapsts associated with t
previous $730 million Senior Secured Term Loan 210i&1.

$54 million loss recognized on the redemption d&Zillion of outstanding debt consisting of thédwing debt transactions:

e $12 million loss on the redemption of $488 milliohoutstanding 12.875% Senior Notes due 2010 ctingisf a $10
million cash loss and $2 million in unamortized tissuance costs.

*  $3 million loss on the redemption of $96 millionaitstanding 11.25% Senior Notes due 2010 congistia $2
million cash loss and $1 million in unamortized tisisuance costs.

*  $39 million loss on the redemption of $138 milli@104 million) of outstanding 11.25% Senior Eurotés due 2010
consisting of a $38 million cash loss and $1 millaf unamortized debt issuance costs.

$186 million loss recognized on the repurchaseuthindender offers of $941 million of outstandindteonsisting of the
following debt issuances:

*  $18 million loss on the repurchase of $144 millafroutstanding Floating Rate Senior Notes due 2fisting of an
$12 million cash loss and $6 million in unamortizkbt issuance costs and unamortized discount.

*  $3 million loss on the repurchase of $59 milliorootstanding 11% Senior Notes due 2008 consistirg®3 million
cash loss and less than $1 million in unamortizsat dssuance costs.

*  $141 million loss on the repurchase of $677 millidroutstanding 11.5% Senior Notes due 2010 cangisf a $78
million cash loss and $63 million in unamortizedtssuance costs and unamortized discount.
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*  $24 million loss on the repurchase of $61 milli€4§ million) of outstanding 10.75% Senior Euro Notieie 2008
consisting of a $24 million cash loss and less iamillion in unamortized debt issuance costs.

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

Other, netwas $4 million and $3 million in the three montimsled June 30, 2008 and 2007, respectively, andhilfidn and $4 million in th
six months ended June 30, 2008 and 2007, resplyctther, net is primarily comprised of gains dasses on the sale of non-operating
assets, realized foreign currency gains and lassgé®ther income.

Income Tax Expensavas $1 million and zero in the three months ended B0, 2008 and 2007, respectively, and, $4 mikind $2 million
in the six months ended June 30, 2008 and 200@ectsely, and primarily reflects state income &xe

Financial Condition—June 30, 2008

Cash flows provided by (used in) operating, invegsind financing activities for the six months eshdane 30, 2008 and 2007 are
summarized as follows:

Six Months Ended

June 30, June 30
(dollars in millions) 2008 2007 Change
Net Cash Provided By (Used in) Operating Activit $ 63 $ 64) $ 127
Net Cash Used in Investing Activiti (92 (644) 552
Net Cash Used in Financing Activiti (28) (239) 211
Effect of Exchange Rates on Cash and Cash Equigalen 4 5 (1)
Net Change in Cash and Cash Equivalents $ 53 $ (942) $ 88¢

Operating Activities

Cash flows provided by operating activities toteh&® million for the six months ended June 30, 2608 pared to a use of cash of $64
million for the same period in 2007. The improvemarcash flows from operating activities was priityadue to an increase in Adjusted
EBITDA, favorable changes in working capital itearsd lower interest payments. The favorable chamgeorking capital items is primarily
due to the changes in accounts receivable and otinent liabilities, partially offset by changesdeferred revenue.

I nvesting Activities

Cash used in investing activities decreased by $&iibn for the six months ended June 30, 2008 parad to the same period in 2007. Cash
used for acquisitions totaled $622 million, netagh acquired, for the six months ended June 3, 88 a result of the acquisitions of
Broadwing and the CDN business. The Company didowiplete any acquisitions in the six months entlgw 30, 2008. In addition, the
Company received net proceeds from the sale o¥yiva advertising distribution business of $123 it in the second quarter of 2008. The
Company also reduced its capital expenditures % $iillion in the six months ended June 30, 2008)pared to the same period in 2007,
primarily as a result of a reduction in integratiefated capital expenditures and more efficienthnaging capital expenditure requirements.
Partially offsetting these favorable changes in®@@s cash received in 2007 of $288 million from thaturity of marketable securities and a
larger decrease in restricted cash.

Financing Activities

Cash used in financing activities decreased $2liomin the six months ended June 30, 2008 comparehe same period in 2007. In 2008,
the Company repaid the final amounts due undet 1€ Senior Notes and 10.75% Senior Euro Notes 6fi§iflion. For the six months
ended June 30, 2007, cash flows from financingiiets include approximately $2.4 billion of neppeeds from the issuance of the Floating
Rate Senior Notes due 2015, the 8.75% Senior Nhte017 and the Senior Secured Credit Facility2iel. The Company used the net
proceeds from these offerings along with cash ariha retire or refinance approximately $2.6 biliof its debt. Financing activities for the
six months ended June 30, 2007 also include preoeie®24 million from the exercise of warrants asasted with the Broadwing transaction
and other equity-based instruments.
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Liquidity and Capital Resources

The Company incurred net losses of $33 million $284 million for the three and six months endedeJ8®, 2008, respectively. This
compares to net losses of $202 million and $848anifor the three and six months ended June 307 2(spectively. In addition, the
Company used $219 million for capital expenditiard generated $63 million in cash flows from ogegaactivities for the six months enc
June 30, 2008, respectively. This compares toriibn of cash flows used in operating activitesd $325 million of cash used for capital
expenditures for the six months ended June 30,.2007

For the remainder of 2008, the Company expectosts will continue to exceed its revenue. Howetler Company generated positive cash
flow from operations, net of capital expendituieshe second quarter of 2008 and expects thatrémsl will continue during the remainder
of 2008 and for the full year 2009. In additiore thiompany expects Adjusted EBITDA to improve in @0 a range of $950 million to $1.1
billion. The expected improvement in Adjusted EBIBNnd continued generation of cash flow from ogers, net of capital expenditures, is
based on estimated continued growth in Core Comeatinhs Services revenue, particularly Core Netv&gkvices revenue, improvements
in service delivery times, synergies from integmatactivities and operating expense reductions.

Interest payments are expected to be slightly Idtan the $545 million made in 2007 based on ctideht outstanding, current interest rates
on the Company’s variable rate debt and the fimapaind other capital markets transactions compiet2607. Capital expenditures for 2008
are expected to be in the range of 11% to 12%w&mee and significantly lower than the $633 milliar2007 due to lower integratiaelatec
capital expenditures and the more efficient manaerof our capital expenditure requirements, inicigdhe re-use of equipment already
installed in the network. The Company expectpens approximately $150 million to $200 million fosse capital expenditures (estimated
capital required to keep the network operatingceffitly and product development) with the remairgagital expenditures expected to be
success-based, or tied to incremental revenue.Cbhgpany has contractual obligations relating tot @ approximately $366 million that
matures in 2009 and $971 million that matures ih®he Company expects to refinance its 2010 ehalbarities in advance of their
respective maturity dates.

Level 3 had $666 million of cash, cash equivalemd marketable securities on hand at June 30, 20@8ldition, $124 million of current and
non-current restricted securities are used to twlidize outstanding letters of credit, long-terett certain operating obligations of the
Company or certain reclamation liabilities assagawith the coal business. Based on informatiorlaa at this time, Company believes
that its current liquidity and anticipated futumsb flows from operations will be sufficient to fuits business for at least the next twelve
months.

The Company may elect to secure additional cajpittde future, at acceptable terms, to improvdidisidity or fund acquisitions. In addition,
in an effort to reduce future cash interest paysieag well as future amounts due at maturity @xtend debt maturities, Level 3 or its
affiliates may, from time to time, issue new dedstter 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 addition to raising capital through the debt aqdity markets, the Company may sell or disposxiting businesses, investments or o
non-core assets. For example, on December 19, 2@9€l 3 announced that it had reached a defmgigreement to sell the Vyvx
advertising distribution business to DG FastCharinel On June 5, 2008, Level 3 completed the shits Vyvx advertising distribution
business to DG FastChannel, Inc. and received grosgeds at closing of approximately $129 milliercash. Net proceeds received in the
three months ended June 30, 2008 approximated i®illt8n after deducting transaction-related costs.additional $1 million of transaction
costs is expected to be paid by Level 3 in thesgd¢mlf of 2008. The sale transaction is subjeciutstomary working capital and certain of
post-closing valuation adjustments

The communications industry continues to consadidaével 3 has participated in this process withabquisitions of several companies in
2006 and 2007. Level 3 will continue to evaluatasmidation opportunities and could make additia@wjuisitions in the future.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Level 3 is subject to market risks arising frommdes in interest rates and foreign exchange rasesf June 30, 2008, the Company had
borrowed a total of $1.7 billion primarily undeSanior Secured Term Loan due 2014 and Floating Setéor Notes due 2015 that bear
interest at LIBOR rates plus an applicable margmthe LIBOR rates fluctuate, so too will the irgsr expense on amounts borrowed under
the debt instruments. The weighted average inteaéston the variable rate instruments at Jun@@03, was approximately 5.2%.
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On March 13, 2007, Level 3 Financing entered into interest rate swap agreements to hedge thegttpayments on $1 billion notional
amount of floating rate debt. The two interest sat@p agreements are with different counterpaatiesare for $500 million each. The intel
rate swap agreements were effective beginning Agri2007 and mature on January 13, 2014. Unddethes of the interest rate swap
agreements, Level 3 receives interest paymentsilmaseolling three month LIBOR terms and pays iestiat the fixed rate of 4.93% under
one arrangement and 4.92% under the other. Leltab3lesignated the interest rate swap agreemeatsas$ flow hedge on the interest
payments for $1 billion of floating rate debt.

The remaining, or unhedged, variable rate debshasighted average interest rate of 5.6% at Jun2@IB. A hypothetical increase in the
weighted average rate by 1% (i.e. a weighted aeeraig of 6.6%) would increase annual interest es@ef the Company by approximately
$7.0 million. At June 30, 2008, the Company had $#llion (excluding discounts and premiums) ofelikrate debt bearing a weighted
average interest rate of 7.8%. A decline in irgerates in the future will not benefit the Compavith respect to the fixed rate debt due to
terms and conditions of the loan agreements thatduwequire the Company to repurchase the delgettified premiums if redeemed early.

The Company operates telecommunications networkbsses in Europe. As of June 30, 2008, the Compadynvested significant amou
of capital in Europe for its communications busgess The Company does not make use of financigiments to minimize its exposure to
foreign currency fluctuations.

Indicated changes in interest rates are based pottgtical movements and are not necessarily itidecaf the actual results that may occur.
Future earnings and losses will be affected byaddluctuations in interest rates and foreign cacserates.

Item 4. Controls and Procedures

(a) Disclosure controls and procedures. The Company’s Chief Executive Officer and Chiefdfinial Officer have evaluated the effectiveness
of the Company’s disclosure controls and procedwa®slefined in Rules 13a-15(e) and 15d-15(e) uthdeBecurities Exchange Act of 1934,
as amended (the “Exchange Act"gs of June 30, 2008. Based upon such review, tief Ekecutive Officer and Chief Financial Officeae
concluded that the Company’s disclosure controtsncedures are effective and are designed taetisat information required to be
disclosed by the Company in the reports it fileswomits under the Exchange Act is recorded, psatksummarized and reported within the
time periods specified in the Securities and ExgeaBiommission rules and forms. Disclosure contiots procedures include, without
limitation, controls and procedures designed tamnthat information required to be disclosed bysaner in reports it files or submits under
the Exchange Act is accumulated and communicatétet€ompany’s management, including its princgadcutive officer and principal
financial officer, as appropriate to allow timelgdaisions regarding required disclosure.

(b) Internal controls. There were no changes in the Company'’s internarabover financial reporting identified in connigt with the
evaluation required by paragraph (d) of ExchangeRdes 13a-15 or 155 that occurred during the period covered by Qusarterly Repor
on Form 10-Q that have materially affected, orragsonably likely to materially affect, the Comparnnternal control over financial
reporting.

PART Il - OTHER INFORMATION

Item 1 Legal Proceedings

The Company has provided an update to legal praegeévolving the Company in Note 13 of the coidatied financial statements
contained in Part |, Item 1, of this Form 10-Q.isTdlisclosure is hereby incorporated by referendhit Item 1.

Item 1A  Risk Factors

In addition to the other information set forth imistreport, you should carefully consider the fezttiscussed in Part |, “Item 1A. Risk
Factors” in Level 3's Form 10-K for the year enddecember 31, 2007, which could materially affectéle3’s business, financial condition
or future results. The risks described in LevelBd%m 10-K are not the only risks facing the Compakdditional risks and uncertainties not
currently known to Level 3 or that it currently de®to be immaterial also may materially adverséigca Level 3's business, financial
condition and/or operating results. The Risk Facihocluded in the Company’s Form 10-K for the yeaded December 31, 2007, have not
materially changed other than as set forth below.

Level 3 has substantial debt, which may hinder itgrowth and put Level 3 at a competitive disadvantag.

Level 3's substantial debt may have important cqueaces, including the following:

« the ability to obtain additional financing for agsjtions, working capital, investments and capitabther expenditures
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could be impaired or financing may not be availaliieacceptable terms;

e asubstantial portion of Level 3's cash flows Wil used to make principal and interest paymentsutstanding debt, reducing
the funds that would otherwise be available forrapens and future business opportunities;

» asubstantial decrease in cash flows from operatitigities or an increase in expenses could madifficult to meet debt
service requirements and force modifications tarafiens;

» Level 3 has more debt than certain of its competitwhich may place Level 3 at a competitive digadage; and

e substantial debt may make Level 3 more vulnerabkedownturn in business or the economy generally.

Level 3 has substantial deficiencies of earningsotcer fixed charges of approximately $185 millfonthe six months ended June 30, 2008.
Level 3 had deficiencies of earnings to cover figgdrges of $1.068 billion for the fiscal year eth@@ecember 31, 2007, $720 million for the
fiscal year ended December 31, 2006, $634 millarthe fiscal year ended December 31, 2005, $40®mfor the fiscal year ended
December 31, 2004, and $681 million for the figesdr 2003.

Level 3 may not be able to repay its existing debfailure to do so or refinance the debt could prevat Level 3 from implementing its
strategy and realizing anticipated profits.

If Level 3 were unable to refinance its debt oraise additional capital on acceptable terms, L8%hbility to operate its business would be
impaired. As of June 30, 2008, Level 3 had an aggreeof approximately $6.8 billion of long-term deln a consolidated basis and including
current maturities, and approximately $968 millairstockholders’ equity.

Level 3's ability to make interest and principalyp®ents on its debt and borrow additional fundsawofable terms depends on the future
performance of the business. If Level 3 does neélenough cash flow in the future to make inteoegtrincipal payments on its debt, Leve
may be required to refinance all or a part of ébtcr to raise additional capital. Level 3 canm®sure that it will be able to refinance its debt
or raise additional capital on acceptable terms.
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Item 4. Submission of Matters to a Vote ofegurity Holders

At the Company’s annual meeting of stockholdersl fogl May 20, 2008, the following matters were sutedito a vote:

1. Election of 11 Directors to the Board of Directofd_evel 3 Communications, Inc. for a one-year temmil the 2009 Annual

Meeting of Stockholders:

In Favor Withheld
James Q. Crow 1,386,804,34 20,489,27
Douglas C. Eb 1,386,943,94 20,349,67
James O. Ellis, J 1,387,768,90 19,524,71
Richard R. Jaro 1,379,697,06 27,596,55
Robert E. Juliat 1,374,288,63 33,004,98
Michael J. Mahone 1,388,084,53 19,209,08
Arun Netravali 1,387,024,83 20,268,78
John T. Reel 1,376,439,60 30,854,01
Walter Scott, Jr 1,379,731,41 27,562,20
Michael B. Yanne) 1,380,148,90 27,144,71
Albert C. Yates 1,382,173,26 25,120,34

Each of the 11 Directors was re-elected to the 8oaDirectors of Level 3 Communications, Inc. foone year term.

2. To approve the grant to the Level 3 Board of Divesbf discretionary authority to amend the CompmRestated Certificate of
Incorporation to effect a reverse stock split a& ohfour ratios:
Affirmative votes 1,242,721,11
Negative vote: 161,319,88

Abstain 3,252,62:
Broker noi-vote —

The proposal to grant the Board of Directors of &l Communications, Inc. the discretionary autiydo amend the Company’s
Restated Certificate of Incorporation to effeceaarse stock split at one of four ratios was apgdov

3. To approve an amendment removing the supermajaotipg provisions in Level 3 Communications, IndRestated Certificate of
Incorporation and By-laws:

Affirmative votes 1,377,046,97
Negative vote: 26,251,14
Abstain 3,995,50:

Broker noi-vote —

The proposal to eliminate the supermajority praisiin Level 3 Communications, Inc.’s Restated i@eate of Incorporation and
By-laws was approved.

4, To approve an amendment and restatement of Le@eln3munications, Inc.’s Restated Certificate of hpowation:
Affirmative votes 1,104,180,81
Negative vote: 7,412,64.
Abstain 1,943,20!
Broker notr-vote 293,756,95

The proposal to amend and restate Level 3 Commiimmisa Inc.’s Restated Certificate of Incorporatieas approved.
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Item 6. Exhibits

Exhibits filed as a part of this report are listedow. Exhibits incorporated by reference are iat#d in parentheses.

3.1

3.3

12

31.1

31.2

32.1

32.2

Restated Certificate of Incorporation of Level 3n@ounications, Inc. dated May 22, 2008 (Exhibit 8ithe
Registrar’'s Current Report on Forn-K filed May 23, 2008.

Amended and Restated By-laws of Level 3 Commuraaoatilnc. dated May 22, 2008 (Exhibit 3(ii) to fRegistrant’
Current Report on Formr-K filed May 23, 2008.

Statements Re Computation of Ra
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 Offic

Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiaoB8e906 of the
Sarbane-Oxley Act of 2002

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtio8e906 of the
Sarbane-Oxley Act of 2002
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Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

LEVEL 3 COMMUNICATIONS, INC.

Dated: August 11, 2008 /sl Eric J. Mortense

Eric J. Mortense!
Senior Vice President, Controll
and Principal Accounting Office
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STATEMENTS RE COMPUTATION OF RATIOS

STATEMENT REGARDING COMPUTATION OF RATIO OF EARNINS TO FIXED CHARGES AND
PREFERRED STOCK DIVIDENDS

(dollars in millions)

LEVEL 3 COMMUNICATIONS, INC.

Six Months Ended

June 30,

Fiscal Year Ended

Exhibit 12

2008

2007 2007

2006

2005

2004

2003

Loss from Continuing Operations Before Ta
Earnings 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

$ (210 $ (B47) $(1,13¢) $ (78%) $ (702 $ (477) $ (749

3)

267 302 577 64¢ 53C 48E 567
25 34 68 68 68 68 68
32 32 63 44 25 29 31
$ 114 $ (479 $ (429 (28) $ (79 108 $ (89
$ 267 $ 305 $ 577 64€ $ 53C $ 48t $ 567
32 32 63 44 25 29 31
$ 20¢ $ 33E $  64C 692 $ 55t $ 514 $  5OE
$ (185 $ (819 $ (1,069 (720 $ (634 $ (409 $ (681




Exhibit 31.1

CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. I have reviewed this Form 10-Q of Level 3 Commuti@ss, 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 statementsmwade, 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 maintainiisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal control over financial repogtias defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedutes ttesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpared;

b. Designed such internal control over financial réjpgr, or caused such internal control over finahaaorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atmare with generally accepted accounting principles

c. Evaluated the effectiveness of the registrant’sldiire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period courydhis report based on s
evaluation; and

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

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatimternal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardioéctors (or persons performing
the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradiofmancial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrant’s
internal control over financial reporting.

Date: August 11, 200
/sl James Q. Crow

James Q. Crow
Chief Executive Office

* Provide a separate certification for each priatigxecutive 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-Q of Level 3 Commuti@ss, 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 statementsmwade, 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 maintainiisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal control over financial repogtias defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedutes ttesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpared;

b. Designed such internal control over financial réjpgr, or caused such internal control over finahaaorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atmare with generally accepted accounting principles

c. Evaluated the effectiveness of the registrant’sldiire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period courydhis report based on s
evaluation; and

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

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatimternal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardioéctors (or persons performing
the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradiofmancial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrant’s
internal control over financial reporting.

Date: August 11, 200
/s/ Sunit S. Pate

Sunit S. Pate
Chief Financial Officel

* Provide a separate certification for each priatigxecutive 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-Q of Level 3 Comnuations, Inc. (the “Companyfpr the three and six months ended June 30, 200&:d:
with the Securities and Exchange Commission ord#te hereof (the “Report”), I, James Q. Crowe, Chiecutive Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 26Q&;

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

2)  The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of
operations of the Compan

/sl James Q. Crow
James Q. Crow

Chief Executive Office
August 11, 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-Q of Level 3 Comnuations, Inc. (the “Companyfpr the three and six months ended June 30, 200&:d:
with the Securities and Exchange Commission ord#te hereof (the “Report”), |, Sunit S. Patel, Clkimancial Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 26Q&;

1)  The Report fully complies with the requirementse€tion 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2)  The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of
operations of the Compan

/s/ Sunit S. Pate

Sunit S. Pate

Chief Financial Officel
August 11, 200¢




