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The number of shares outstanding of each clagsedbsuer’'s common stock, as of October 31, 2008:

Common Stock:1,611,053,938 shares




Table of Contents

Iltem 1.

Item 2.
Iltem 3.

Item 4.

Iltem 1.
Iltem 1A.
Iltem 6.

Signatures

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Part I- Financial Informatior
Financial Statement
Consolidated Statements of Operati
Consolidated Balance She:
Consolidated Statements of Cash Flc
Consolidated Statement of Changes in Stockhc' Equity
Consolidated Statements of Comprehensive Incomssj
Supplementary Stockholde Equity Information
Notes to Consolidated Financial Stateme
Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior
Quantitative and Qualitative Disclosures about MaRisk
Controls and Procedur

Part I11- Other Informatior

Legal Proceeding

Risk Factors

Exhibits

Certifications

O~NNODWN

35

50

51

51

51

53

54




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations
(unaudited)

Three Months Ended Nine Months Ended
September 30 September 30
(dollars in millions, except per share data 2008 2007 2008 2007
Revenue
Communication: $ 1,05¢ % 1,047 % 3,19: $ 3,11¢
Coal mining 16 18 60 54
Total revenue 1,07( 1,061 3,252 3,16¢
Costs and Expenses (exclusive of depreciation amattazation shown
separately below
Cost of revenue
Communication: 42¢ 43¢ 1,32¢ 1,32¢
Coal mining 19 16 53 49
Total cost of revenue 444 454 1,37¢ 1,374
Depreciation and amortizatic 233 24¢ 707 717
Selling, general and administrati 387 41F 1,20¢ 1,28:
Restructuring and impairment charges 2 1 13 7
Total costs and expenses 1,06¢ 1,11¢ 3,302 3,381
Operating Income (Loss) 4 (58) (52 (212
Other Income (Expense
Interest incom 4 12 13 45
Interest expens (133) (13¢) (400) (442)
Gain on sale of business group, — — 96 —
Gain (loss) on early extinguishment of d 3 — 3 (427)
Other, net 2 6 9 10
Total other income (expense) (124) (120) (279) (813
Loss Before Income Taxes (220) 17¢) (330 (1,025
Income Tax Benefit (Expense) — 4 (4) 2
Net Loss $ (120 $ 179 $ (339 $ (1,029
Total Number of Weighted Average Common Sharest@udsng used
to Compute Basic and Diluted Loss Per Share (inghods 1,558,71! 1,534,02! 1,551,15: 1,511,17.
Loss Per Share of Common Sto
Basic and Diluted $ (0.08) $ (0.17) $ (0.22) $ (0.6¢)

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

Consolidated Balance Sheets

September 30 December 31
(dollars in millions, except per share data 2008 2007
(unaudited)
Assets
Current Asset
Cash and cash equivalel 58z % 714
Marketable securitie 5 9
Restricted cash and securit 3 10
Receivables, less allowances of $18 and 43C 404
Other 114 88
Total Current Assets 1,13¢ 1,22¢
Property, Plant and Equipment, 1| 6,354 6,66¢
Restricted Cash and Securit 124 117
Goodwill 1,41¢ 1,421
Other Intangibles, ne 582 68C
Other Assets, net 11¢ 142
Total Assets 9,73t % 10,25¢
Liabilities and Stockholde’ Equity
Current Liabilities:
Accounts payabl 31 % 39€
Current portion of lon-term debr 32¢ 32
Accrued payroll and employee bene 89 97
Accrued interes 11F 128
Current portion of deferred reven 178 17E
Other 121 144
Total Current Liabilities 1,14z 972
Long-Term Debt, less current portit 6,43t 6,832
Deferred Revenue, less current port 737 763
Other Liabilities 61€ 617
Total Liabilities 8,93( 9,18¢
Commitments and Contingenci
Stockholder Equity:
Preferred stock, $.01 par value, authorized 10@shares: no shares issued or
outstanding — —
Common stock, $.01 par value, authorized 2,2500@@0shares: 1,561,139,915 issued and
outstanding at September 30, 2008 and 1,537,8625686d and outstanding at
December 31, 20C 16 15
Additional paic-in capital 11,08 11,00¢
Accumulated other comprehensive inca 87 104
Accumulated deficit (10,387 (10,05?)
Total Stockholders’ Equity 803 1,07(
Total Liabilities and Stockholders’ Equity 9,73t $ 10,25¢

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

Nine Months Ended
September 30,

(dollars in millions) 2008 2007
Cash Flows from Operating Activitie
Net loss $ (339 $ (1,029
Adjustments to reconcile net loss to net cash gleviby operating activitie
Depreciation and amortizatic 707 717
Gain on sale of property, plant and equipment g@hdraasset (@D} 2
Gain on sale of business group, (96) —
(Gain) loss on debt extinguishme ©) 427
Non-cash compensation expense attributable to stockda 61 72
Non-cash impairment expens — 1
Amortization of debt issuance co 12 11
Accreted interest on lo-term debt discour — 21
Accrued interest on loi-term debi (14) (22
Change in working capital items net of amounts a&egqu
Receivable: (29 (22
Other current asse (26) Q)
Payables (79) (82
Deferred revenu (24) 24
Other current liabilitie: 2 (83)
Other, net 10 (1)
Net Cash Provided by Operating Activiti 182 37
Cash Flows from Investing Activitie
Capital expenditure (342) (480)
Proceeds from sale of business group, 121 —
Proceeds from sale of property, plant and equipn@ertt other asse 3 4
Proceeds from sales and maturities of marketalolerisies — 28¢
(Increase) decrease in restricted cash and ses,nite () 15
Acquisitions, net of cash acquir — (66¢)
Other 2 —
Net Cash Used in Investing Activiti (21¥¢) (841

(continued)

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

Nine Months Ended
September 30,
(dollars in millions) 2008 2007

Cash Flows from Financing Activitie

Payments on and repurchases of -term debi $ 98) $ (2,61¢)

Long-term debt borrowings, net of issuance ci — 2,34¢

Proceeds from warrants and st-based equity plar — 26

Other 2 —
Net Cash Used in Financing Activiti (96) (241)
Effect of Exchange Rates on Cash and Cash Equigalen — 6
Net Change in Cash and Cash Equival (132 (1,039
Cash and Cash Equivalents at Beginning of Period 714 1,681
Cash and Cash Equivalents at End of Period $ 58z $ 642
Supplemental Disclosure of Cash Flow Informati

Cash interest pai $ 40z $ 431

Income taxes pai 3 1

Noncash Investing and Financing Activitir

Common stock issued for acquisiti $ — 692
Equity issued to retire de — 87¢
Long-term debt retired by conversion to eqt — 702

See accompanying notes to consolidated finanasestents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in StockholderEquity
For the Nine Months Ended September 30, 2008
(unaudited)

Accumulated

Additional Other
Paid-in Comprehensive Accumulated

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

Stock plan grant 1 56 — — 57

401(k) plan — 25 — — 25

Other — 2 — — 2
Net Loss — — — (339 (334)
Other Comprehensive Loss — — (17) — (17)
Balances at September 30, 2008 $ 16 $ 11,087 $ 87 $ (10,387 $ 803

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

Three Months Ended Nine Months Ended
September 30 September 30
(dollars in millions) 2008 2007 2008 2007
Net Loss $ (1200 $ 179 $ (339 $ (2,029
Other Comprehensive Income (Loss) Before 1
Foreign currenc' (59) 33 (8 10¢
Unrealized holding gain (loss) on availe-for-sale investmer — (13 4 45
Unrealized holding gain (loss) on interest rateps 8) (30 5) 2
Other, net — — — 5
Other Comprehensive Income (Loss) Before Income (66) (20 a7 157
Income Tax Related to Items of Other Comprehensiveme — — — —
Other Comprehensive Income (Loss), Net of Inconmee$a (66) (10) a7) 157
Comprehensive Income (Loss) $ (186) $ (184 $ (350) $ (86€)

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 (La
Balances at December 31, 2( $ 16C $ (30) $ (26) $ 104

Change (8) (9) — (17)

Balances at September 30, 2008 $ 152 $ 39 $ (26) $ 87

See accompanying notes to consolidated finanasestents.
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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 to®ants of Level 3 Communications, Inc. and subsiés (the “Company” or “Level 3”) in
which it has control. Level 3 is primarily engagadhe communications business, with additionalraplens in coal mining. Fifty-percent-owned
mining joint ventures are consolidated on a pra katsis. All significant intercompany accounts gadsactions have been eliminated.

The Company acquired Broadwing Corporation (“Broedjf) and the Content Delivery Network servicesibhass (“CDN Business”) of
SAVVIS, Inc. in January 2007 and Servecast Lim{t&krvecast”) in July 2007. The results of openagiocash flows and financial position
attributable to these acquisitions are includethnconsolidated financial statements from theeetipe dates of their acquisition (See Note 2).

On June 5, 2008, Level 3 completed the sale afytsx advertising distribution business to DG Fasa@hel, Inc. Level 3 has retained ownership
of Vyvx’s core broadcast business, including thesX/$ervices Broadcast Business’ content distrilbutiapabilities. The financial results of the
Vyvx advertising distribution business are includedhe Company’s consolidated results of operatitmough the date of sale (See Note 2).

The consolidated balance sheet of Level 3 at Deeelib, 2007 has been audited. All other finanditesnents contained herein are unaudited
and, in the opinion of management, contain all stifients (consisting only of normal recurring adjuestts) necessary for a fair presentation of
financial position, results of operations and csvs for the periods presented. The accompanyiraudited consolidated financial statements
have been prepared in accordance with accountingiples generally accepted in the United Stat&AAP”) and with the instructions to

Form 10-Q and Article 10 of Regulation S-X for inte financial information. Accordingly, these statents do not include all of the information
and notes required for complete financial statesient

The Company’s accounting policies and certain otlezlosures are set forth in the notes to theaalated financial statements contained in the
Company’s Form 10-K for the year ended Decembel8Q7. These financial statements should be readnjunction with the Company’s
audited consolidated financial statements and rtbeto. The preparation of the consolidated firerstatements in conformity with GAAP
requires management to make estimates and assms it affect the reported amount of assets abilities, disclosure of contingent assets
liabilities and the reported amount of revenue exgkenses during the reported period. Actual resolidd differ from these estimates.

The results of operations for the three and ninathmended September 30, 2008 are not necessatibative of the results expected for the full
year 2008.

Reclassifications
Certain immaterial reclassifications have been ntadke prior year balance sheet to conform tcctiveent period’s presentation.
Recently Issued Accounting Pronouncemel

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 alenmtrespects, the current status of the Compasigisficant accounting policies, and are
incorporated herein by reference.

In September 2006, the Financial Accounting StashslBoard (“FASB”) issued Statement of Financial &wating Standards (“SFAS”) No. 157,
“Fair Value Measurements” (“SFAS No. 157”), whicbfihes fair value, establishes a framework for meag fair value in generally accepted
accounting principles, and expands disclosurestdaowalue measurements. SFAS No. 157 does mpfine any new fair value measurements,
but provides guidance on how to measure fair vbjuproviding a fair value hierarchy used to clas#iife source of the information. This
statement was effective for financial assets aatdilities, as well as for non-financial assets Baidilities that are recognized or disclosed at fai
value on a recurring basis for fiscal years begigrifter November 15, 2007 and interim periods iwithat fiscal year. FASB Staff Position
(“FSP”) FAS 157-2, “Effective Date of FASB Statemi@&o. 157" (“FSP 157-2") defers the effective dafeSFAS No. 157 to fiscal years
beginning after November 15, 2008, and interimgmsiwithin those fiscal years, for non-financiadets and liabilities that are not recognized or
disclosed at fair value on a recurring basis. SRdS157 did not have a material effect on the Camyimconsolidated results of operations du
the nine months ended September 30, 2008 or fiaboendition as of September 30, 2008. The Complam@g not expect the adoption of the
remaining portions of SFAS No. 157 to have a mat@ffect on the Company consolidated resultsrarfcial position.
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On February 15, 2007, the FASB issued SFAS No. ‘TH®& Fair Value Option for Financial Assets anddicial Liabilities - Including an
Amendment of FASB Statement No. 115" (“SFAS No.)59his standard permits an entity to choose to measany financial instruments a
certain other items at fair value. Most of the ps@ns in SFAS No. 159 are elective; however, tme@dment to FASB Statement No. 115,
“Accounting for Certain Investments in Debt and Eg$ecurities,” applies to all entities with availe-for-sale and trading securities. The
FASB's stated objective in issuing this standardsgollows: “to improve financial reporting by miding entities with the opportunity to mitigate
volatility in reported earnings caused by measuréigted assets and liabilities differently withdatving to apply complex hedge accounting
provisions.” The fair value option establishedSiyAS No. 159 permits all entities to choose to measligible items at fair value at specified
election dates. A business entity will report utizeal gains and losses on items for which thevfalue option has been elected in earnings at eact
subsequent reporting date. SFAS No. 159 is effedtv fiscal years beginning after November 15,20the Company has assessed whether fair
value accounting is appropriate for any of itsibligitems and has concluded that it will not electise fair value accounting for any of these
items. As a result, SFAS No. 159 did not have &cebn the Company’s consolidated results of apara or financial condition upon adoption
on January 1, 2008.

In December 2007, the FASB issued SFAS No. 141ifee\2007), “Business Combinations” (“SFAS No. 14]1Rhich replaces SFAS No. 141,
“Business Combinations.” SFAS No 141R retains theéeulying concepts of SFAS No. 141 in that an gngitrequired to recognize the assets
acquired and liabilities assumed at their fair eabm the acquisition date. SFAS No. 141R will d®the accounting treatment for certain spe
acquisition related items to require: (1) expensioguisition related costs as incurred; (2) expgnshanges in deferred tax asset valuation
allowances and income tax uncertainties after togigition date; (3) valuing noncontrolling intet®at fair value at the acquisition date;

(4) generally expensing restructuring costs assediaith an acquired business; and (5) capitalibingrocess research and development assets
acquired. SFAS No. 141R also includes a substamti@mber of new disclosure requirements. SFAS N&Rl1i4 to be applied prospectively to
business combinations for which the acquisitioredsion or after January 1, 2009.

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 amgntity uses derivative instruments, how denieati
instruments and related hedged items are accofmteshd how derivative instruments and related leedtems affect an entity’s financial
position, financial performance, and cash flowsASHNo. 161 is effective for fiscal years beginnafter November 15, 2008, with early adoption
permitted. The Company has not yet adopted SFASLBID.

On May 9, 2008, the FASB issued FSP APB 14-1, “Artting for Convertible Debt Instruments That May 8ettled in Cash Upon Conversion
(Including Partial Cash Settlement)” (“FSP APB 13-1FSP APB 14-1 requires issuers of a certairetgpconvertible debt to separately account
for the debt and equity components of the convertilebt in a way that reflects the issuer’s borrmwiate at the date of issuance for similar debt
instruments without the conversion feature. FSBAR-1 applies to certain of the Company’s conbégtdebt. FSP APB 14-1 is effective for
Level 3 beginning on January 1, 2009 and will bglied retrospectively to all quarterly and annuatipds that will be presented in the Company’
consolidated financial statements. Early adoptioRRP APB 14-1 is not permitted. Although the Compis continuing to evaluate the effect of
FSP APB 14-1, it is expected that the adoption®®P APB 14-1 will significantly increase its non-basterest expense and reduce basic and
diluted earnings per share.

(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 apipnakely €34 million, or $46 million, in
cash, including $1 million of transaction costsctanplete the acquisition of Servecast.
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CDN Business Acquisition In January 2007, Level 3 completed the acquisitibthe CDN Business of SAVVIS, Inc. Level 3 paid381million
in cash (including transaction costs) to acquieedbsets of the CDN Business, including networinelds, customer contracts and intellectual
property used in the CDN Business. The purchase pvas subsequently increased by less than $omfliir working capital and other
contractual matters. The Company paid this adjustrimeApril 2007.

Broadwing Acquisition: In January 2007, Level 3 acquired Broadwing, aigljpheld provider of optical network communicatgoservices.
Under the terms of the merger agreement dated @ctdh 2006, Level 3 paid $8.18 of cash plus 1.3Hdres of Level 3 common stock for each
share of Broadwing common stock outstanding afirdpsn total, Level 3 paid approximately $753 noifi of cash, including $9 million of
transaction costs, and issued approximately 12Bomishares of the Company’s common stock, valuekb88 million. As part of the Broadwing
acquisition, approximately 3.8 million previousisued Broadwing warrants (valued at approximatélyn$lion) became exercisable for
approximately 5.1 million shares of Level 3 comnstock. In the second quarter of 2007, the Compabgeqquently reduced the total
consideration paid by $4 million for insurance meds received in June 2007 that related to thiesetht of an insurance claim that occurred
prior to the acquisition. In the fourth quarter2807, the Company incurred additional transactmstof $2 million related to the acquisition.

In connection with the acquisition of Broadwinge tBompany guaranteed $180 million in aggregatecimah amount of Broadwing's 3.125%
Convertible Senior Debentures due 2026 (the “BraagWdebentures”) and the transaction included $#Hdam in capital lease obligations related
primarily to a metro fiber IRU agreement. As of Redry 16, 2007, the holders of $179 million in aggate principal amount of the Broadwing
Debentures converted their Broadwing Debenturesartbtal of 17 million shares of Level 3 commooc&tand approximately $105 million in
cash pursuant to the terms of the indenture gongrifie Broadwing Debentures and the agreement Wwhérvel 3 acquired Broadwing. The
remaining $1 million in aggregate principal amoahthe Broadwing Debentures was repurchased bydvivey at 100% of par as required by the
indenture governing the Broadwing Debentures.

Vyvx Advertising Distribution Business DispositiarOn December 19, 2007, Level 3 announced that irbadhed a definitive agreement to sell
the Vyvx advertising distribution business to DGst&zhannel, Inc. On June 5, 2008, Level 3 compl#tedale of its Vyvx advertising distributi
business to DG FastChannel, Inc. and received gmeseeds at closing of approximately $129 milliercash. Net proceeds from the sale
approximated $121 million after deducting transattielated costs. The sale transaction is subjectistomary working capital and certain other
post-closing valuation adjustments.

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

group.

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

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

Other Current Asse $ 2
Property, Plant and Equipment, | 3
Other Intangibles, n¢ 22
Accounts Payable (1)

$ 26

Revenue attributable to the Vyvx advertising disition business totaled zero and $15 million fer tthree and nine months ended September 30,
2008, respectively, and $10 million and $25 millfon the three and nine months ended Septemb&8,, respectively. The financial results,
assets and liabilities of the Vyvx advertising disition business are included in the Communicatioperating segment through the date of sale.
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(3) Restructuring and Impairment Charges
Restructuring Charge:

Activities related to the Company’s prior acquisitirelated restructurings have been completed, thi¢gtexception of activities that will require
the payment of approximately $1 million of accraedmination benefits that the Company expects totpdormer Broadwing employees during
the fourth quarter of 2008.

Termination benefits attributable to Level 3 emp@ey, including personnel from acquired companiaswiere not part of the established purchase
price liability, are recorded as restructuring ¢jearin the statement of operations once the emefogee notified that their position will be
eliminated and the termination benefit arrangemargscommunicated to the employee. For the thrdenare months ended September 30, 2008,
the Company recorded approximately $2 million ahd@ #illion, respectively, in restructuring chardesaffected employees. For the three and
nine months ended September 30, 2007, the Compaoyded approximately $1 million and $6 millionspectively, in restructuring charges for
affected employees. As of September 30, 2008, tmepany had less than $1 million of accrued ternmmalbenefits for those Level 3 employees
terminated or notified.

The Company also has accrued contract terminatists ©f $45 million as of September 30, 2008, &aility lease costs, primarily in North
America, that the Company continues to incur wittezonomic benefit. The Company expects to payrtaprity of these costs through 2018.
The Company incurred charges of approximately $Eamiin the third quarter of 2008 as a result @fisions to the estimated cash flows for
certain facility subleases.

(4) Loss Per Share

The Company had a loss from operations for theetarel nine months ended September 30, 2008 and 2héikfore, the effect of the
approximately 314 million and 315 million sharesuable pursuant to the convertible debt secumtigstanding at September 30, 2008 and 2007,
respectively, have not been included in the contfmutaf diluted loss per share because their inctus/ould have been anti-dilutive to the
computation. In addition, the effect of approxintate6 million and 54 million outperform stock optis, restricted stock units and warrants
outstanding at September 30, 2008 and 2007, reégpcthave not been included in the computatiodibfted loss per share because their
inclusion would have been anti-dilutive to the cartgpion.

(5) Fair Value

SFAS No. 157 defines fair value as the price thatladl be received from selling an asset or paidaogfer a liability in an orderly transaction
between market participants at the measurement\déten determining the fair value measurementa$sets and liabilities required to be
recorded at fair value, the Company considers tieipal or most advantageous market in which itilddransact and considers assumptions that
market participants would use when pricing the asstability, such as inherent risk, transfertrisions, and risk of nonperformance.

Fair Value Hierarchy

SFAS No. 157 establishes a fair value hierarchyréguires an entity to maximize the use of obdaesanputs and minimize the use of
unobservable inputs when measuring fair value nAritial instrument’s categorization within the fealue hierarchy is based upon the lowest
level of input that is significant to the fair valuneasurement. SFAS No. 157 establishes threeslef/@iputs that may be used to measure fair
value:

Level 1 - Quoted prices in active markets for identicakts®r liabilities. Level 1 assets that are meabatdair value on a recurring basis consist
of the Company’s investment in marketable equistrimments that are traded in an active market suifficient volume and frequency of
transactions.

Level 2 - Observable inputs other than Level 1 prices sudjuased prices for similar assets or liabilitiespted prices in markets with insufficie
volume or infrequent transactions (less active mts)k or model-derived valuations in which all sfgant inputs are observable or can be derived
principally from or corroborated by observable nwrétata for substantially the full term of the dss® liabilities. Level 2 liabilities that are
measured at fair value on a recurring basis incthdeCompany’s interest rate swap agreements pusied discounted cash flow techniques that
use observable market inputs, such as LIBOR-basdd gurves, forward rates, and credit ratings.
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Level 3 - Unobservable inputs to the valuation methodoltt@t are significant to the measurement of faiugalf assets or liabilities. The
Company does not have any SFAS No. 157 Level 3sassdiabilities that are measured at fair valaneaaecurring basis.

Assets and Liabilities Measured at Fair Value orRecurring Basis

Assets and liabilities measured at fair value oacarrring basis, net of accrued interest componentssisted of the following types of instrume
as of September 30, 2008 (dollars in millions):

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 othenrcurrent liabilities) — (42)
Total Assets (Liabilities) Measured at Fair Value $ 5 % (42

(6) Property, Plant and Equipment, net

Costs associated directly with expansions and irgaments to the Company’s communications networkaustiomer installations, including
employee related costs, have been capitalized Cbnepany generally capitalizes costs associatedetivork construction, provisioning of
services and software development.

The Company continues to develop business suppstéras required for its business and integratiéortst The external direct costs of software,
materials and services, and payroll and payrodtesl expenses for employees directly associatddthgt project incurred when developing the
business support systems are capitalized. Upon letiom of a project, the total cost of the busingsggport system is amortized over an estimated
useful life of three years.

Capitalized labor and related costs associatedewtployees and contract labor working on capitajgmts were approximately $20 million and
$65 million for the three and nine months endedt@&sper 30, 2008, respectively, and approximately idllion and $79 million for the three and
nine months ended September 30, 2007, respectively.

Depreciation expense was $209 million and $632anilfor the three and nine months ended Septenthe2®8, respectively, and $217 million
and $627 million for the three and nine months enBieptember 30, 2007, respectively.

(7) Gooduwill

The changes in the carrying amount of goodwill dgithe nine months ended September 30, 2008 dod@ss (dollars in millions):

Coal
Communications Mining
Segment Segment Total
Balance as of December 31, 2( $ 1,421 $ — % 1,421
Effect of foreign currency rate change and other (2) — (2)
Balance as of September 30, 2008 $ 1,41¢ $ —  $ 1,41¢

The Company segregates identifiable intangibletassmuired in a business combination from goodw@itiodwill is not amortized but instead is
evaluated for impairment at least annually in therth quarter, or more frequently if impairmenticators are present, using a fair value based
test. The Company conducted its annual goodwillaimpent analysis in the fourth quarter of 2007 eadcluded its goodwill was not impaired.
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(8) Other Intangibles, net

Acquisition-related identifiable intangible assatsSeptember 30, 2008 and December 31, 2007 wdod@sgs (dollars in millions, presented net
of accumulated amortization):

September 30 December 31
2008 2007
Finite-Lived Intangible Assets:

Customer Contracts and Relationst $ 43¢ $ 524
Patents and Developed Technology 92 104
531 62€

Indefinite-Lived Intangible Assets:
Trademarks 32 32
Wireless Licenses 20 20
$ 582 $ 68C

Intangible asset amortization expense was $24anilind $75 million for the three and nine monthdeghSeptember 30, 2008, respectively, and
$32 million and $90 million for the three and nimenths ended September 30, 2007, respectively.

As of September 30, 2008, estimated amortizatigrerse for the Company’s finite-lived acquisitiomated intangible assets over the next five
years and thereafter is as follows (in millions):

2008 (remaining three montr $ 23
2009 93
2010 92
2011 91
2012 69
Thereafter 162

Y

Indefinite-lived intangible assets are not amodibet instead are evaluated for impairment at laastially in the fourth quarter, or more
frequently if impairment indicators are presentpgsa fair value based test. The Company conduttexhnual indefinite-lived impairment
analysis in the fourth quarter of 2007, and evadadhe fair value of its tradenames after the amich of the sale of the Vvyx advertising
distribution business during the second quart@08B, and concluded its indefinite-lived intangibksets were not impaired.

(9) Long-Term Debt

At September 30, 2008 and December 31, 2007, lemg-tlebt was as follows:

September 30 December 31

(dollars in millions) 2008 2007
Senior Secured Term Loan due 2( $ 1,40C $ 1,40(C
Senior Notes due 2008 (11.0' — 20
Senior Euro Notes due 2008 (10.75 — 5
Senior Notes due 2010 (11.5' 13 13

Fair value adjustment on Senior Notes due 2 — Q)
Senior Notes due 2011 (10.75 3 3
Floating Rate Senior Notes due 2011 (9.459% apfesnber 30, 200¢ 6 6
Senior Notes due 2013 (12.25 55C 55C

Issue discount on Senior Notes due 2 () 2
Senior Notes due 2014 (9.25' 1,25(C 1,25(

Issue premium on Senior Notes due 2 9 10
Floating Rate Senior Notes due 2015 (6.845% apfenber 30, 200¢ 30C 30C
Senior Notes due 2017 (8.75' 70C 70C
Convertible Senior Notes due 2010 (2.87¢ 374 374
Convertible Senior Notes due 2011 (5.2 34E 34&
Convertible Senior Notes due 2011 (10.( 27¢ 27¢
Convertible Senior Notes due 2012 (3.5 33t 33t
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Convertible Senior Discount Notes due 2013 (9.! 29t 29t
Convertible Subordinated Notes due 2009 (6. 328 362
Convertible Subordinated Notes due 2010 (6. 482 514
Commercial Mortgage due 2010 (6.86 69 69
Capital leases 36 41
6,76 6,864

Less current portion (326) (32
$ 6,43t $ 6,832

On March 13, 2007, Level 3, as guarantor, Levein&akcing, Inc. (“Level 3 Financing”), a wholly owdeubsidiary of the Company, as borrower,
Merrill Lynch Capital Corporation, as administraiagent and collateral agent, and certain othertagend certain lenders entered into a Credit
Agreement, pursuant to which the lenders extendgt4billion senior secured term loan (“Senior®8ed Term Loan due 2014") to Level 3
Financing. The term loan matures on March 13, 20dthas an interest rate of London Interbank ©ffé&tate (“LIBOR”) plus an applicable
margin of 2.25% per annum. The borrower has thimopf electing one, two, three or six month LIB@Rthe end of each interest rate period
may elect different options with respect to diffgrportions of the affected borrowing. The intémase on $1.0 billion of the Senior Secured T
Loan due 2014 resets quarterly and was 5.04% Ssputember 30, 2008. The interest rate on the rénga®200 million of the Senior Secured
Term Loan due 2014 currently is reset monthly aad W.74% as of September 30, 2008. As of DeceBhe2007, the interest rate on the entire
$1.4 billion of the Senior Secured Term Loan dug®@as 7.49%.

2008 Debt Repayment and Repurchases

During March 2008, Level 3 Communications, Inc.aiejpthe remaining $20 million of outstanding 11%i®e Notes and $6 million (€4 million)
of outstanding 10.75% Senior Euro Notes.

In September 2008, in various transactions, the [@2mm repurchased $39 million aggregate principadam of its 6% Convertible Subordinated
Notes due 2009 at discounts to the principal amandtrecognized a net gain on extinguishment of de$1 million. Unamortized debt issuar
costs totaled less than $1 million and accruedestepaid at the time of repurchase totaled less $1 million.

In September 2008, the Company repurchased $3@mébgregate principal amount of its 6% ConveetiBubordinated Notes due 2010 at a
discount to the principal amount and recognizedtagain on extinguishment of debt of $2 million.dsmortized debt issuance costs totaled less
than $1 million and accrued interest paid at theetof repurchase totaled $1 million.

There were no other debt repayments during thetgruanded September 30, 2008 other than regulehlgdiiled capital lease and commercial
mortgage payments.

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

In January 2007, in two separate transactions, ILleempleted the exchange of $605 million in aggte principal amount of its 10%
Convertible Senior Notes due 2011 for a total of htillion shares of Level 3's common stock. ThersBaof the Compang’common stock issut
pursuant to these announced exchanges are exeamptdgistration pursuant to Section 3(a)(9) unterSecurities Act of 1933, as amended. The
Company recognized a $177 million loss on extiniguisnt of debt for the exchanges. Included in tlss lwas 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 existir@p$7illion Senior Secured Term Loan due 2011 aheérmdebt. The effect of this transaction was
to increase the amount of senior secured debt $680 million to $1.4 billion, reduce the intereate on that debt from LIBOR plus 3.00% to
LIBOR plus 2.25% and extend the final maturity fr@ol1 to 2014. The Company recognized a $10 milthss on this transaction related to
unamortized debt issuance costs.

In March 2007, the Company redeemed using casarttiee $722 million of outstanding principal amowfthe following debt issuances and
recognized a loss on extinguishment of debt togeiB4 million on the redemption transactions:
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. Redeemed $488 million of outstanding 12.875% SeNaies due 2010 at a price equal to 102.146% optimeipal amount and
recognized a $12 million loss on extinguishmendelft consisting of a $10 million cash loss and $ifan in unamortized debt
issuance costs. Accrued interest paid at the timedemption totaled less than $1 million.

. Redeemed $96 million of outstanding 11.25% Seniatesl 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 $1iomilin unamortized debt
issuance costs. Accrued interest paid at the tinedemption totaled less than $1 million.

. Redeemed $138 million (€104 million) of outstandirig25% Senior Euro Notes due 2010 at a price equl01.875 per¥000 of
principal amount and recognized a $39 million lossextinguishment of debt consisting of a $38 wiillcash loss and $1 million in
unamortized debt issuance costs. Accrued inteaddtai the time of redemption totaled less thamdilion (less than €1 million).

In March 2007, the respective issuers repurchased) wash, through tender offers, $941 millionha butstanding principal amounts of the
following debt issuances and recognized a lossxinguishment of debt totaling $186 million on tlepurchase transactions:

*  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 ase¢hddr offer consideration and $30 as a consent @atyrand recognized an $18
million loss on extinguishment of debt consistiffigad12 million cash loss and $6 million in unanwet debt issuance costs and
unamortized discount. Accrued interest paid atithe of repurchase totaled $8 million.

*  Repurchased $59 million of its outstanding 11% SeNiotes due 2008 at a price equal to $1,054.28p&00 principal amount of
the notes, which included $1,024.28 as the tenfier consideration and $30 as a consent paymedtrenognized a $3 million loss
on extinguishment of debt consisting of a $3 milleash loss and less than $1 million in unamortisot issuance costs. Accrued
interest paid at the time of repurchase totaledhi§iton.

*  Repurchased $677 million of its outstanding 11.586i& Notes due 2010 at a price equal to $1,11pe2&1,000 principal amount
of the notes, which included $1,085.26 as the teaffer consideration and $30 as a consent paynaedtyecognized a $141 million
loss on extinguishment of debt consisting of a iflon cash loss and $63 million in unamortizedtssuance costs and
unamortized discount. Accrued interest paid atithe of repurchase totaled $3 million.

*  Repurchased $61 million (€46 million) of its outstitng 10.75% Senior Euro Notes due 2008 at a gieml to €1,061.45 per
€1,000 of principal amount of the notes, which umigd €1,031.45 as the tender offer consideratidn€ad as a consent payment,
recognized a $24 million loss on extinguishmendelft consisting of a $24 million cash loss and tkas $1 million in unamortized
debt issuance costs. Accrued interest paid airtredf repurchase totaled $3 million (€2 million).

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

Interest Rate Swa|

Level 3 has floating rate long-term debt. Theségalblons expose the Company to variability in ie#rpayments due to changes in interest rates.
If interest rates increase, interest expense iseeaConversely, if interest rates decrease, sttesgpense also decreases. On March 13, 2007,
Level 3 Financing entered into two interest ratagwagreements to hedge the interest payments biilih notional amount of floating rate debt.
The two interest rate swap agreements are witlerdifit counterparties and are for $500 million edtie transactions were effective beginning
April 13, 2007 and mature on January 13, 2014. Utlteeterms of the interest rate swap transactioesel 3 receives interest payments based on
rolling three month LIBOR terms and pays interg¢gha fixed rate of 4.93% under one arrangementda®®% under the other. Level 3 has
designated the interest rate swap agreementsashdlow hedge on the interest payments for $iohilbf floating rate debt. Level 3 evaluates the
effectiveness of the hedge on a quarterly basis.
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The fair value of the interest rate swap agreemeatsnegative $42 million as of September 30, 2008.change in the fair value of the interest
rate swap agreements is reflected in Other Compehe Income due to the fact that the interestsat@p agreements are designated as an
effective cash flow hedge of $1 billion notional ammt of the Company’s floating rate debt.

Debt Maturities

At September 30, 2008, the Company’s contractuligations related to debt, including its commercrartgage and capital leases and excluding
issue discounts, premiums and fair value adjustsisrdas follows (in millions):

2008 (remaining three montr $ 2
2009 327
2010 93¢
2011 631
2012 337
Thereafter 4,52(

$ 6,75¢
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(10) Employee Benefit Plans

The following table summarizes non-cash compensaigense and capitalized non-cash compensatidghddhree and nine months ended
September 30, 2008 and 2007.

Three Months Ended Nine Months Ended
September 30, September 30,

(dollars in millions) 2008 2007 2008 2007
0SsO $ 3 % 7% 10 $ 25
Restricted Stoc 8 10 29 25
401(k) Match Expense 7 7 23 23
18 24 62 73
Capitalized Non-Cash Compensation — — (1) (1)
$ 18 $ 24 $ 61 $ 72

The Company capitalizes naash compensation for those employees directlylieebin the construction of the network, instathatiof customer
or development of business support systems. Agpfegnber 30, 2008, there were 15.6 million Outgerf&tock Option (“*OSO”) units
outstanding and there were 8.7 million exercisghlested”) OSOs outstanding. As of September B082 there were 23.9 million nonvested
restricted stock and restricted stock units outlitaq

(11) Income Taxes

The Company adopted the provisions of FASB Intdgtien No. 48, “Accounting for Uncertainty in IncenTaxes — An Interpretation of FASB
Statement No. 109” (“FIN No. 48”) on January 1, 200he adoption of FIN No. 48 did not affect thenGmany’s liability for uncertain tax
positions. The Company’s liability for uncertainx tgositions totaled $16 million at September 3M&8and $18 million at December 31, 2007.
During the first nine months of 2008, the Compamgréased the liability for uncertain tax positidrys$3 million to reflect liabilities for uncertain
tax positions and decreased the liability by $2iarilfor matters settled during the period and dased the liability by $3 million for changes in
estimates of uncertain tax positions . All of thasgounts also include the related accrued intarestpenalties associated with the uncertain tax
positions if applicable.

The Company, or at least one of its subsidiaritss fincome tax returns in the U.S. federal jui§idn and various states and foreign jurisdictions.
With few exceptions, the Company is no longer scitje U.S. federal, state and local, or non-U.8ome tax examinations by tax authorities for
years before 2002. The Internal Revenue Servidestate and local taxing authorities reserve thletio audit any period where net operating
carryforwards are available. During the third geadf 2008, the Company and the Internal Revenuné®esettled an income tax audit for years
1999 through 2001 in addition to 1996 interestésstesulting in a refund of $1 million to the Compaln addition, the Internal Revenue Service
has commenced an examination of certain adjustntenitee Company’s U.S. income tax returns for 2@3ilting from final resolution of the
1999 through 2001 audit. The Company is currentligen audit by taxing authorities in the United Kdiogn for tax years 2002 through 2004 and
in France for tax years 2005 through 2006.

The Company recognizes accrued interest and pesadtiated to uncertain tax positions in incomeetgpense in its consolidated statements of
operations. The Company’s liability for uncertadix positions includes approximately $10 million &sdmillion of accrued interest and penalties
at September 30, 2008 and December 31, 2007, tesggc

Included in the balance at September 30, 2008 aw@mber 31, 2007, is $2 million and $3 million pestively, of uncertain tax positions related
to recently acquired companies, the disallowanagto€h would affect the valuation of the assetsuaegl and/or liabilities assumed and theref
would not affect the annual effective income tabera

(12) Industry and Geographic Data

SFAS No. 131 “Disclosures about Segments of anrgrise and Related Information” defines operatiagrsents as components of an enterprise
for which separate financial information is avaitabnd which is evaluated regularly by the Compamyiief operating decision maker, or decis
making group, in deciding how to allocate resouiaed assess performance. Operating segments asgethseparately and represent separate
business units that offer different products angeseéifferent markets. The Company’s current regdale segments include: communications and
coal mining (See Note 1). “Other” primarily inclugleorporate assets and overhead not attributalslepecific segment.
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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) depfeniand amortization and (5) non-cash stock commagon expense included within selling,
general and administrative expenses in the coretelidstatements of operations.

Adjusted EBITDA is not a measurement under GAAP @aray not be used in the same way by other compaii@sagement believes that
Adjusted EBITDA is an important part of the Companipternal reporting and is a key measure usethbgagement to evaluate profitability and
operating performance of the Company and to mas@uree allocation decisions. Management believels measurement is especially important
in a capital-intensive industry such as telecommatns. Management also uses Adjusted EBITDA topare the Company’s performance to
that of its competitors and to eliminate certaimfvash and non-operating items in order to congigteneasure from period to period its ability to
fund capital expenditures, fund growth, servicetdetd determine bonuses.

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bechtlsermn-cash nature of these items.
Adjusted EBITDA also excludes interest income, liest expense, income taxes and gain (loss) ongexsihment of debt because these items are
associated with the Company’s capitalization amdsteuctures. Adjusted EBITDA also excludes demtoh and amortization expense because
these non-cash expenses reflect the effect ofatapitestments which management believes shout/bkiated through cash flow measures.
Adjusted EBITDA excludes the gain on sale of busingroup and net other income (expense) because iteens are not related to the primary
operations of the Company.

There are limitations to using non-GAAP financiagasures, including the difficulty associated witimparing companies that use similar
performance measures whose calculations may ditier the Company’s calculations. Additionally, tfiisancial measure does not include
certain significant items such as interest incoimterest expense, income taxes, depreciation amdtaation, non-cash impairment charges, non-
cash stock compensation expense, gain (loss) dnesdinguishment of debt, the gain on sale of bass group and net other income (expense).
Adjusted EBITDA should not be considered a subtgtifar other measures of financial performance megloin accordance with GAAP.

The data presented in the following tables includésmation for the three and nine months endgutSeber 30, 2008 and 2007 for all statement
of operations and cash flow information presensert], as of September 30, 2008 and December 31,f20@# balance sheet information
presented. Information related to the acquiredrmssies is included from their respective acquisitiates. Revenue and related expenses are
attributed to countries based on where serviceprangded.
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Three Months Ended September 30, 20C
Revenue

North America

Europe

Adjusted EBITDA:
North America
Europe

Capital Expenditures
North America
Europe

Depreciation and Amortizatiol
North America
Europe

Nine Months Ended September 30, 20C
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)
$ 96¢ $ 16 $ — 3 984
86 — — 86
$ 1,05¢ $ 16 $ — $ 1,07(¢
$ 227 $ 2 $ —=
30 — —
$ 257 $ 2 3% —
$ 10t $ 1 3 — 3 10¢€
17 — — 17
$ 122 $ 1 3 — 3 128
$ 20¢ % 2 3 — 3 211
22 — — 22
$ 231 % 2 $ —  $ 233
$ 294¢ $ 60 $ — 8 3,00¢
24¢€ — — 24¢€
$ 3192 $ 60 $ — 8 3,252
$ 63z $ 5 $ ©)
83 — —
$ 715 $ 5 $ (3)
$ 297 % 3 $ — 8 30C
42 — — 42
$ 33€ $ 3 $ — $ 34z
$ 63 $ 5 $ — 8 644
63 — — 63
$ 70z 3 5 % — 3 707
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Three Months Ended September 30, 20C
Revenue

North America

Europe

Adjusted EBITDA:
North America
Europe

Capital Expenditures
North America
Europe

Depreciation and Amortizatiol
North America
Europe

Nine Months Ended September 30, 20C
Revenue

North America

Europe

Adjusted EBITDA:
North America
Europe

Capital Expenditures
North America
Europe

Depreciation and Amortizatiol
North America
Europe

Coal
Communications Mining Total
(dollars in millions)
$ 97€¢ $ 18 $ — 8 994
67 — — 67
$ 1,04 $ 18 $ — 3 1,061
$ 196 $ 2 $ @)
19 — —
$ 21 $ 2 $ (2)
$ 13¢ $ 2 $ — 8 13€
17 — — 17
$ 158 $ 2 $ — 8 158
$ 228 3 2 $ — 8 23C
19 — — 19
$ 247 $ 2 $ — 3 24¢
$ 293: % 54 % — 3 2,981
182 — — 182
$ 3,11 $ 54 $ — 8 3,16¢
$ 52¢ $ 4 3 ®)
48 — —
$ 577 $ 4 $ (3)
$ 43€ $ 2 $ — 3 43¢
42 — — 42
$ 47¢  $ 2 $ — 3 48C
$ 65¢ $ 5 $ — 3 6632
54 — — 54
$ 71z 3 5 $ — 8 717
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Coal
Communications Mining Other Total
(dollars in millions)

Total Assets
September 30, 2008

North America $ 8,69: $ 11¢ % 12 % 8,82¢
Europe 90¢ — — 90¢
$ 9,60z $ 11¢  $ 12 3 9,73¢
December 31, 2007
North America $ 9,19¢ $ 115 $ 11 % 9,32¢
Europe 93C — — 93C
$ 10,12¢ $ 115 $ 11 % 10,25¢
Long-Lived Assets (excluding Goodwill)
September 30, 2008
North America $ 6,317 $ 82 $ — 8 6,39¢
Europe 781 — — 781
$ 7,09t $ 82 $ — 3 7,18(
December 31, 2007
North America $ 6,71t $ 7% $ — 3 6,79(
Europe 81¢ — — 81¢
$ 753 $ 75 % — 3 7,60¢

Communicationsrevenue consists of:
1) Core Communications Services, which includes Cartdrk Services and Wholesale Voice Services;

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

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

2) Other Communications Services includes revenue franaged modem and its related reciprocal compenssgrvices and SBC
Contract Services, which includes revenue from3BE Master Services Agreement, which was obtaingde December 2005
acquisition of WilTel Communications Group, LLC (iVel”).

Other
Core Communications Communications
Services Services Total

(dollars in millions)

Communications Revenue
Three Months Ended September 30, 2008

North America $ 87¢ $ M 3 96¢
Europe 86 — 86
$ %4 $ N0V 3 1,054
Nine Months Ended September 30, 20
North America $ 2,646 % 29 3 2,94¢
Europe 24¢€ — 24¢€
$ 2,89, % 206§ 3,192
Three Months Ended September 30, 2007
North America $ 84z $ 134  $ 97€
Europe 67 — 67
$ Q0¢ $ 134 % 1,04:
Nine Months Ended September 30, 20
North America $ 2,487 % 44€ $ 2,93t
Europe 18C 2 182
$ 2661 $ 448 $ 3,11t
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The majority of North American revenue consists@fvices delivered within the United States. Th¢onitsg of European revenue consists of
services delivered within the United Kingdom, Frand Germany. Transoceanic revenue is allocatEdrimpe.

Level 3 operates under four customer-facing magketps to serve the changing needs of customep®iming markets and drive growth across
the organization:

e The Wholesale Markets Group services the commtunitaiheeds of the largest national and global semproviders, including
carriers, cable companies, wireless companiesgws®evice providers, systems integrators and theréé government. These
customers typically integrate Level 3 services ihtir own products and services to offer to tlegid user customers.

e The Business Markets Group targets enterprise custand regional carriers who value a local, psitmal sales force. Specific
customer markets include medium and large busisekszal and regional carriers, state and locakguwent entities, and higher
education institutions and consortia.

e The Content Markets Group focuses on serving maaibcontent companies with large and growing badthaieeds. Customers in
this market include video distribution companiemviders of gaming, mega-portals, software serpiciders, social networking
providers, as well as more traditional media disttion companies such as broadcasters, satellitganies, television networks and
sports leagues.

e The European Markets Group serves large Europeasuarers of bandwidth, including the largest Europsad international
carriers, large system integrators, voice serviogigders, cable operators, Internet service pragideontent providers, and
government and education sectors.

The Company believes that the alignment aroundouwst markets within Core Communications Serviceskhallow it to drive growth while
enabling it to better focus on the needs of théornsers. Each of these groups is supported by diedicales and marketing employees. Each of
these groups is also supported by centralizedeEni product management and development, corporaitketing, global network services,
engineering, information technology, and corpofatetions including legal, finance, strategy andnlam resources.

The classification of customers within each custefaeing market group can change based upon ssdes &ssignments, merger and acquisition
activity by customers and other factors. There werenaterial classification of customer changesiwithe market groups for the three and nine
month periods ended September 30, 2008 and 20§¥ectvely.

Core Communications Services revenue by marketwas as follows:

Three Months Ended Nine Months Ended
September 30, 2008 September 30, 2008
(dollars in millions) $ % $ %
Wholesale Markets Grot $ 53¢ 56% $ 1,62¢ 56%
Business Markets Grot 241 25% 722 25%
Content Markets Grou 98 10% 29¢€ 10%
European Markets Group 86 9% 24€ 9%
Total Core Communications Services $ 964 10C% $ 2,89 10C%
Three Months Ended Nine Months Ended
September 30, 2007 September 30, 2007
(dollars in millions) $ % $ %
Wholesale Markets Grot $ 50€ 56% $ 1,50¢ 57%
Business Markets Grot 24C 26% 702 26%
Content Markets Grou 96 11% 27E 10%
European Markets Group 67 7% 181 7%
Total Core Communications Services $ 90¢ 10C% $ 2,667 10C%

22




Table of Contents

The following information provides a reconciliatiofinet income (loss) to Adjusted EBITDA by opengtsegment, as defined by the Company,
for the three and nine months ended September088 &nd 2007:

Three Months Ended September 30, 2008

Communications Coal Mining Other
(dollars in millions)
Net Income (Loss $ (11¢) $ 4 $ 2
Income Tax Provisio — — —
Total Other (Income) Expen: 12¢€ — 2
Non-Cash Impairment Chare — — —
Depreciation and Amortization Exper 231 2 —
Non-Cash Compensation Expense 18 — —
Adjusted EBITDA $ 257 % 2 $ —
Nine Months Ended September 30, 2008
Communications Coal Mining Other
(dollars in millions)
Net Income (Loss $ (339 $ — $ —
Income Tax Provisio 3 — 1
Total Other (Income) Expen: 283 — 4
Non-Cash Impairment Char — — —
Depreciation and Amortization Exper 702 5 —
Non-Cash Compensation Expense 61 — —
Adjusted EBITDA $ 715 % 5 ¢ (3)
Three Months Ended September 30, 2007
Communications Coal Mining Other
(dollars in millions)
Net Income (Loss $ ave) $ — $ 4
Income Tax Provisio 2 — (6)
Total Other (Income) Expen: 12C — —
Non-Cash Impairment Char — — —
Depreciation and Amortization Exper 247 2 —
Non-Cash Compensation Expense 24 — —
Adjusted EBITDA $ 21t § 2 9 (2)
Nine Months Ended September 30, 2007
Communications Coal Mining Other
(dollars in millions)
Net Income (Loss $ (1,029 $ 2 $ 3
Income Tax Provisio 3 1 (6)
Total Other (Income) Expen: 813 — —
Non-Cash Impairment Char¢ 1 — —
Depreciation and Amortization Exper 712 5 —
Non-Cash Compensation Expense 72 — —
Adjusted EBITDA $ 577 $ 4 9 (3)

(13) Commitments, Contingencies and Other Iltems

Right of Way Litigation

In April 2002, Level 3 Communications, Inc., andtef its subsidiaries were named as defendarBsuer, et. al. v. Level 3 Communications,
LLC, etal ., a purported class action covering 22 states] fih state court in Madison County, lllinois. iyd2001, Level 3 was named as a
defendant irkoyle, et. al. v. Level 3 Communications, Inc., et. al ., a purported two state
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class action filed in the U.S. District Court foetDistrict of Idaho. In November of 2005, the daynanted class certification only for the state of
Idaho. In September 2002, Level 3 Communicatiohs; Bnd Williams Communications, LLC were named efeddants irBmith et. al. v. Sprint
Communications Company, L.P., et al. , a purported nationwide class action filed intheted States District Court for the Northern Distof
lllinois. In April 2005, the Smith plaintiffs filed Fourth Amended Complaint which did not includavél 3 or Williams Communications, Inc. as
a party, thus ending both companies’ involvemerheSmith case. On February 17, 2005, Level 3 Conications, LLC and Williams
Communications, LLC were named as defendank$dDaniel, et. al., v. Qwest Communications Corporation, et al ., a purported class action
covering 10 states filed in the United States @is€ourt for the Northern District of lllinois. Abf these actions involve the companies’ right to
install its fiber optic cable network in easemeantsl right-of-ways crossing the plaintiffs’ land.deneral, the companies obtained the rights to
construct their networks from railroads, utilitiesid others, and have installed their networksgatbe rights-of-way so granted. Plaintiffs in the
purported class actions assert that they are timeisnrof lands over which the companies’ fiber opéible networks pass, and that the railroads,
utilities, and others who granted the companiesititd to construct and maintain their networks dad have the legal authority to do so. The
complaints seek damages on theories of trespagst@mrichment and slander of title and propeasyyell as punitive damages. The companies
have also received, and may in the future recebaéms and demands related to rightsaaly issues similar to the issues in these casésning be
based on similar or different legal theories.

The Company and its subsidiaries have negotiapgd@osed nationwide class settlement affectinggresrsvho own or owned land next to or near
railroad rights of way. The United States Distficiurt for the District of Massachusettskimgsborough v. Sprint Communications Co. L.P. has
granted preliminary approval of the proposed sattlet which, if finally approved, will resolve alf the pending actions. The proposed settlet
will provide cash payments to class members basednous factors that include:

» the length of the right of way where the cablenstalled;
» the state where the property is located; and
» how the railroad obtained its property rights.

The proposed settlement will also provide the Camyand 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 aclusion as to the ultimate outcome of the propasstiement or these actions. However,
management believes that the Company and its dakieglhave substantial defenses to the claimstassa all of these actions (and any similar
claims which may be named in the future), and id¢eto defend them vigorously if a satisfactory farfsettlement is not ultimately approved.
Additionally, management believes that any resgltiabilities for these actions, beyond amounteresd, will not materially affect the
Company'’s financial condition or future resultsogierations, but could affect future cash flows.

Other Litigation

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

Letters of Credit

It is customary in Level 3's industries to use wvas financial instruments in the normal courseudibess. These instruments include letters of
credit. Letters of credit are conditional commitrteeissued on behalf of Level 3 in accordance wpibcsfied terms and conditions. As of
September 30, 2008, Level 3 had outstanding lettiecsedit of approximately $29 million, which atellateralized by cash, which is reflected on
the consolidated balance sheet as restricted cash.

(14) Condensed Consolidating Financial Information

Level 3 Financing has issued senior notes as desthelow:

* In October 2003, Level 3 Financing issued $500iamilbf 10.75% Senior Notes due 2011. The 10.75%08&otes were registered
with the Securities and Exchange Commission in 2008 Company repurchased $497 million of the 1% T®tes in 2006.
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. In March 2006, Level 3 Financing issued $150 millaf Floating Rate Senior Notes due 2011 and $2#ilobmof 12.25% Senior
Notes due 2013. The Company repurchased $144 mdfithe Floating Rate Senior Notes due 2011 ir7200

In April 2006, Level 3 Financing issued an addieib8300 million of 12.25% Senior Notes due 2013.

* In October 2006, Level 3 Financing issued $600iamilbf 9.25% Senior Notes due 2014 and in Decer2B86 issued an additional
$650 million of 9.25% Senior Notes due 2014.

* 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 obligatidres/el 3 Financing; however, they are fully amttonditionally guaranteed on an unsecured
senior basis by Level 3 Communications, Inc. andeL8 Communications, LLC.

In addition, Level 3 Financing’s 12.25% Senior Notlie 2013, Floating Rate Senior Notes due 20d09#&5% Senior Notes due 2014 are
guaranteed by Broadwing Financial Services, Inahally owned subsidiary of Level 3 Communicatiolrs;. As a result of this guarantee, the
Company has included Broadwing Financial Servibres,in the condensed consolidating financial infation below.

In conjunction with the registration of the 10.7%¢nior Notes due 2011, Floating Rate Senior Nates2®11, 12.25% Senior Notes due 2013,
9.25% Senior Notes due 2014, 8.75% Senior Note2@lié and Floating Rate Senior Notes due 2015dbemapanying condensed consolidating
financial information has been prepared and preseptrsuant to SEC Regulation S-X Rule 3-10 “Fimgrstatements of guarantors and affiliates
whose securities collateralize an issue registerdzbing registered.” The operating activitiesh# separate legal entities included in the
Company’s consolidated financial statements aexrdependent. The accompanying condensed consofidatancial information presents the
results of operations, financial position and c#eivs of each legal entity and, on an aggregatésb#se other non-guarantor subsidiaries based or
amounts incurred by such entities, and are nohded to present the operating results of thosd &giies on a stand-alone basis.

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

The Condensed Consolidating Balance Sheet as arbleer 31, 2007 has been reclassified within theeL&\Financing Inc. entity and Other
Subsidiaries, to reflect the transfer between iestibf the $37 million interest rate swap liabilégd to reclassify the liability from Other Assets,
net to Other Liabilities. These changes did notehany effect on the Level 3 Consolidated BalanaeShs of December 31, 2007 or affect the
financial results for the year ended December 8072
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Revenue
Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General an
Administrative
Restructuring and Impairme
Charges
Total Costs and Expenses
Operating Income (Los!

Other Income (Expense
Interest Incom
Interest Expens

Interest Income (Expens
Affiliates, net

Equity in Net Earnings (Losse
of Subsidiaries

Other Income (Expense), net
Other Income (Expens:

Income (Loss) Before Income Tax

Income Tax (Expense) Benefit
Net Income (Loss

Condensed Consolidating Statements of Operations
For the Three Months Ended September 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)

— $ — $ 42¢ $ $ 703 $ 62 $ 1,07¢

— — 174 32¢ (59 444

— — 91 14z — 233

— — 307 83 3) 387

— — 2 — — — 2

— — 574 — 554 (62 1,06¢

— — (145) — 14¢ — 4

— 1 3 — — — 4

(39) (91) — — (3) — (1393)

28C 2717 (5749 — 17 — —

(363) (550) 10z — — 81C —

2 — 2 — 1 — 5

(120) (36%) (46€) — 15 81C (124)

(220 (369) (611) — 164 81C (120)

— — @) — 1 — —

(120) $ (369 $ (612) $ — $ 165 $ 81C $ (120)
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Revenue
Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General an
Administrative
Restructuring and Impairme
Charges
Total Costs and Expenses
Operating Income (Los!

Other Income (Expense
Interest Incom
Interest Expens

Interest Income (Expens
Affiliates, net

Equity in Net Earnings (Losse
of Subsidiaries

Other Income (Expense), net
Other Income (Expens:

Income (Loss) Before Income Tax

Income Tax Expense
Net Income (Loss

Condensed Consolidating Statements of Operations

For the Nine Months Ended September 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)

— $ — $ 1,278 $ — $ 2,13¢ $ (162) $ 3,252

— — 51C — 1,02z (1549 1,37¢

— — 271 — 43€ — 707

1 — 972 — 23¢ (8) 1,20¢

— — 13 — — — 13

1 — 1,76¢ — 1,69¢ (162) 3,30

1) — (49)) — 441 — (51

— 1 9 — 3 — 13

(11¢) (275) — 1) (6) — (400)

59t 82¢ (1,467%) — 44 — —

(80¢) (1,369) 42¢ — — 1,74¢ —

(1) — 6 — 10z — 10€

(339 (809) (1,026) 1) 144 1,74¢ (279

(339 (80¢) (1,519) 2) 58t 1,74¢ (330)

— — ©) - @ — ©)

(3349 $ (809) $ (1,520) $ 1) $ 584 $ 1,74¢ $ (3349)
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Condensed Consolidating Statements of Operations
For the Three Months Ended September 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)
Revenue $ — 3 — 3 357 $ — 3 74€ $ 42 $ 1,061
Costs and Expense
Cost of Revenu — — 13€ — 357 39 454
Depreciation and Amortizatic — — 86 — 162 — 24¢
Selling, General an
Administrative — — 331 — 87 ?3) 41F
Restructuring and Impairme
Charges — — 1 — — — 1
Total Costs and Expenses — — 554 — 607 (42 1,11¢
Operating Income (Los: — — (197) — 13¢ — (58
Other Income (Expense
Interest Incom — 1 10 — 1 — 12
Interest Expens (39 (96) — — 3 — (13€)
Interest Income (Expens
Affiliates, net 18¢ 251 (45€) — 16 — —
Equity in Net Earnings (Losse
of Subsidiaries (329 479 121 — — 681 —
Other Income (Expense), net (1) — 2 — 5 — 6
Other Income (Expens: (174 (329 (329 — 19 681 (120
Income (Loss) Before Income Tax 1749 (329 (520 — 15¢ 681 (17§)
Income Tax Benefit — — — — 4 — 4
Net Income (Loss $ 174 $ (329 $ (520 $ — $ 16z $ 681 $ (174)
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Revenue
Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati\
Restructuring and Impairment Charges
Total Costs and Expenses
Operating Income (Loss)

Other Income (Expense
Interest Incom¢
Interest Expens

Interest Income (Expense) Affiliates, 1
Equity in Net Earnings (Losses) of
Subsidiaries
Other Income (Expense), net
Other Income (Expense)

Income (Loss) Before Income Tax

Income Tax Benefit
Net Income (Loss)

Condensed Consolidating Statements of Operations

For the Nine Months Ended September 30, 2007
(unaudited)

Level 3
Communications,

Level 3

Level 3
Communications,

Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ —  $ — 3 1,057 $ 27 2,22¢ (1449 $ 3,16¢
— — 408 — 1,07¢ (110 1,37¢
— — 25€ — 461 — 717
2 — 99€ 27 292 (34 1,28
— — 6 — 1 — 7
2 — 1,66: 27 1,83: (144) 3,381
2 — (60€) — 39€ — (212
1 1 37 — 6 — 45
(162) (270 — () ® — (441)
58¢ 728 (1,367) — 47 — —
(1,049 (1,477 344 — — 2,182 —
(400) (28 6 — 5 — (417)
(1,02) (1,049 (974 (1) 50 2,182 (813)
(1,02%) (1,049 (1,580 1) 44€ 2,182 (1,02%)
— — — — 2 — 2
(1,029 $ (1,049 $ (1,580 (1) 448 2,18: $ (1,029

29




Table of Contents

Assets
Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Receivables, ne
Due from (to) affiliates
Other
Total Current Assets
Property, Plant and Equipment, |
Restricted Cash and Securit
Goodwill and Other Intangibles, n
Investment in Subsidiarie
Other Assets, net

Total Assets

Liabilities and Stockholders’ Equity
(Deficit)

Current Liabilities:
Accounts payabl
Current portion of lon-term deb
Accrued payroll and employee bene
Accrued interes
Current portion of deferred reven
Other

Total Current Liabilities

Long-Term Debt, less current portic
Deferred Revenue, less current port
Other Liabilities

Stockholders’ Equity (Deficit)

Total Liabilities and Stockholders’ Equity
(Deficit)

Condensed Consolidating Balance Sheets
September 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)
$ 2 3 17 48z % - 81 — 582
— — — — 5 — 5
— — 2 — 1 — 3
— 77 — 352 — 43C
11,001 9,10z (22,267) 18 2,14¢ — —
7 8 56 — 43 — 114
11,01( 9,127 (21,65() 18 2,62¢ — 1,13¢
— — 3,181 — 3,167 — 6,35¢
18 — 25 — 81 — 124
— — 13¢ — 1,86¢ — 2,00z
(7,727) (12,597) 4,481 — — 15,83¢ —
9 79 15 — 16 — 11¢
$ 331« % (3,39) (13,809 $ 18 7,751 15,83¢ 9,73¢
$ $ — 114 $ — 202 — 31€
323 — — 1 4 — 32¢
— — 82 — 7 — 89
37 78 — — — — 11E
— — 94 — 79 — 173
— 1 62 — 58 — 121
36C 79 352 1 35C — 1,142
2,11¢ 4,21¢ — 19 82 — 6,43¢
— — 632 — 104 — 737
33 42 212 — 32¢ — 61€
803 (7,72¢) (15,007 (2) 6,892 15,83¢ 803
$ 3314 $ (3,397) (13,809 $ 18 7,751 15,83¢ 9,73
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Assets
Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Receivables, ne
Due from (to) affiliates
Other
Total Current Assets
Property, Plant and Equipment, |
Restricted Cash and Securit
Goodwill and Other Intangibles, n
Investment in Subsidiarie
Other Assets, net

Total Assets

Liabilities and Stockholders’ Equity
(Deficit)

Current Liabilities:
Accounts payabl
Current portion of lon-term deb
Accrued payroll and employee bene
Accrued interes
Current portion of deferred reven
Other

Total Current Liabilities

Long-Term Debt, less current portic
Deferred Revenue, less current port
Other Liabilities

Stockholders’ Equity (Deficit)

Total Liabilities and Stockholders’ Equity
(Deficit)

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)
$ —  $ 27 $ 58¢ $ — 3 99 $ — 714
8 — — — 1 — 9
— — 7 — 3 — 10
— — 80 — 324 — 404
10,57¢ 8,54¢ (20,897) 20 1,75¢ — —
7 8 32 — 41 — 88
10,59( 8,58¢ (20,190) 20 2,221 — 1,22¢
— — 3,25¢ — 3,41 — 6,66¢
18 — 24 — 75 — 117
— — 151 — 1,95( — 2,101
(6,957) (11,27() 4,481 — — 13,74( —
16 84 17 — 25 — 142
$ 3,67 % (2,607 $ (12,26) $ 20 $ 7,68, $ 13,74( 10,25¢
$ —  $ — % 17¢ % — 3 22¢ % — 39€
25 — — 1 6 — 32
— — 88 — 9 — 97
33 95 — — — — 12¢
— — 91 — 84 — 17t
— — 47 — 97 — 144
58 95 39¢€ 1 422 — 972
2,511 4,217 — 20 84 — 6,832
— — 644 — 11¢ — 763
34 37 20€ — 33€ — 617
1,07¢C (6,95 (13,509 (1) 6,721 13,74( 1,07¢C
367 $ (2,602 $ (12,26) $ 20 $ 7,68 $ 13,74( 10,25¢

31




Table of Contents

Net Cash Provided by (Used in) Operating
Activities

Cash Flows from Investing Activitie
Capital expenditure
Proceeds from sale of business group.

(Increase) decrease in restricted cash and

securities, ne
Proceeds from sale of property, plant a
equipment and other ass
Other
Net Cash Used in Investing Activities

Cash Flows from Financing Activitie
Payments on and repurchases of Itegr
debt
Increase (decrease) due from affiliates
Other
Net Cash Provided by (Used in) Financing
Activities

Effect of Exchange Rates on Cash and Cz
Equivalents
Net Change in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of
Period
Cash and Cash Equivalents at End of Peri

Condensed Consolidating Statements of Cash Flows
For the Nine Months Ended September 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)
(1100 s (284 $ (199 $ 1 s 771 % 182
— — (12€) — (21€) (342
— — — — 121 121
— — 3 — (5 )
— — 1 — 2 3
— — 2 — — 2
— — (220) — (98) (218
(95) — — — (3 (98)
20& 274 20€ 1 (68¢) —
2 — — — — 2
112 274 20€ 1 (697) (96)
2 (10) (10€) — (18) (132
— 27 58€ — 99 714
$ 2 3 17 $ 48z  $ — 3 81 $ 582
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Condensed Consolidating Statements of Cash Flows
For the Nine Months Ended September 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 by (Used in) Operating
Activities (202) $ (221) % (208) $ 14 $ 682 $ 37
Cash Flows from Investing Activitie
Proceeds from sale and maturity of
marketable securitie 23¢ — — — 53 28¢
Decrease in restricted cash and securil
net — — 2 — 13 15
Capital expenditure — — (20%) — 277) (480)
Acquisitions, net of cash acquir — — (885) — 217 (66€)
Proceeds from sale of property, plant and
equipment and other ass — — 2 — 2 4
Net Cash Provided by (Used in) Investing
Activities 23t — (1,089 — 8 (841)
Cash Flows from Financing Activitie
Long-term debt borrowings, net of
issuance cos! — 2,34¢ — — — 2,34¢
Payments on and repurchases of Itewgr
debt (1,619 (887) — — (110 (2,61€)
Proceeds from warrants and stock-based
equity plans 26 — — — — 26
Increase (decrease) due from affiliates 1,54¢ (1,227) 23€ 14 (56€) —
Net Cash Provided by (Used in) Financing
Activities (48) 23E 23€ 14 (67¢) (241)
Effect of Exchange Rates on Cash and Cash
Equivalents — — 2 — 4 6
Net Change in Cash and Cash Equivalent: (15 14 (1,059 — 16 (1,039
Cash and Cash Equivalents at Beginning ¢
Period 15 12 1,592 — 62 1,681
Cash and Cash Equivalents at End of Period $ — 3 26 % 53¢ $ —  $ 78 $ 642
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(15) Subsequent Event

On multiple dates in early October 2008, the Comgpartered into exchange agreements with holdevardus issues of its convertible debt and
issued approximately 47.6 million shares of Leveb&mon stock in exchange for approximately $10oniaggregate principal amount of its
convertible debt securities. These transactiong wensidered to be induced conversions in accoedaith SFAS No. 84 “Induced Conversions
of Convertible Debt — An Amendment of APB Opinioiw.N26” (“SFAS No. 84") and as a result, it is exjgecthat Level 3 will record a nazash
loss in the fourth quarter of 2008 on the exchasfghe $108 million aggregate principal amount ofieertible debt securities of approximately
$44 million consisting of $43 million of debt comg®mn expense and $1 million of previously capiiadi debt issuance costs. The expected loss
will be recorded in other income (expense).

The fourth quarter 2008 exchange transactions stusdf the following:
*  $18 million of 6% Convertible Subordinated Noteg @009;
* %47 million of 10% Convertible Senior Notes due 201
e $19 million of 2.875% Convertible Senior Notes d@H 0;
e $15 million of 5.25% Convertible Senior Notes dd 2; and

. $9 million of 3.5% Convertible Senior Notes due 201
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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 (including theeadhereto), included elsewhere herein and themA&K for the year ended December 31, 2
filed with the Securities and Exchange Commission.

This document contains forward looking statementsiaformation that are based on the beliefs of agament as well as assumptions made by
and information currently available to the Compamhen used in this document, the words “anticipateélieve”, “plan”, “estimate” and

“expect” and similar expressions, as they relatiaéoCompany or its management, are intended tdifddorward-looking statements. Such
statements reflect the current views of the Compitly respect to future events and are subjecetta risks, uncertainties and assumptions.
Should one or more of these risks or uncertaimtiaterialize, or should underlying assumptions priagerrect, actual results may vary materially
from those described in this document. For a metaildd description of these risks and factorsagdesee the Company’s Form 10-K for the year

ended December 31, 2007 filed with the SecuritresExchange Commission and Item 1A in this FormQLO0-

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

Communications

The Company is a facilities based provider of eadrcange of communications services. Revenue fmmoenications services is recognized on a
monthly basis as these services are provided. éttracts involving private line, wavelengths andkdiber services, Level 3 may receive fipat
payments for services to be delivered for a peoiogp to 20 years. In these situations, Level 2dethe revenue and amortizes it on a strdigbt-
basis to earnings over the term of the contract.

Communications revenue consists of:
. Core Communications Services
. Other Communications Services

The two categories of Communications revenue adéffierent phases of the service life cycle, remgidifferent levels of investment and focus,
and providing different contributions to the CompanCommunications Adjusted EBITDA. Management efvel 3 believes that growth in
revenue from its Core Communications Servicesitial to the longterm success of its communications business. Asdmee time, the Compa
believes it must continue to manage effectivelygbsitive cash flows from its Other Communicati@&svices. Core Communications Services
includes revenue from Core Network Services and M8abe Voice Services. Core Network Services mheturevenue from transport and
infrastructure, IP and data services, local andrpnise voice services and Level 3 Vyvx broadcestises. Wholesale Voice Services includes
revenue from long distance voice services, inclgdiomestic voice termination, international voieetiination and toll free services. Other
Communications Services includes revenue from mathagodem and its related reciprocal compensationices and SBC Contract Services,
which includes revenue from the “SBC Master Sewidgreement”, which was obtained in the Decemb@b2irquisition of WilTel
Communications Group, LLC (“WilTel).

The Company’s transport and infrastructure servicelside metropolitan and intercity wavelengthsyate line, ethernet private line, dark fiber,
colocation services, professional services andstre@anic services. Growth in transport and infoastire revenue is largely dependent on
increased demand for bandwidth services and aveitapital of companies requiring communicationsagity for their own use or in providing
capacity as a service provider to their custonmBenese expenditures may be in the form of monthjynpmnts or udront payments for private lin
wavelength or dark fiber services. The Compangési$ed on providing end-tnd transport services to its customers to direxitynect custome
locations with a private network. Pricing for erwdend services has been stable. For metropolitensort services, prices have been stable and ir
some instances are increasing. For intercity tramsegrvices, the Company continues to experieniceng pressure for point-to-point locations,
particularly in locations where a large number afriers co-locate their facilities. An increaselamand may be partially offset by declines in unit
pricing.

IP and data services primarily include the Compsimgh speed Internet access service, dedicatethittaccess (“DIA”) service, ATM and
frame relay services, IP and ethernet virtual geiveetwork (“VPN") services, and content delivestwork (“CDN”) services, which includes
streaming services. Level 3’s Internet access seiigia high quality and high-speed Internet acsessce offered in a variety of capacities. The
Company’s VPN services permit businesses of arg/tsizeplace multiple networks with a single, ceffective solution that greatly simplifies the
converged transmission of voice,
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video, and data. This convergence to a singlégutatcan be obtained without sacrificing the quyatif service or security levels of traditional
ATM and frame relay offerings. VPN services algomit customers to prioritize network applicatioaffic so that high priority applications, st

as voice and video, are not compromised in perfooady the flow of low priority applications suck @mail. The Company believes that one of
the largest sources of future incremental demanthiBsCompany’s Core Communications Services velflom customers that are seeking to
distribute their feature rich content or video other Internet. Revenue growth in this area is ddpet on the continued increase in usage by both
enterprises and consumers and the pricing envirahma increase in the reliability and securityimformation transmitted over the Internet and
declines in the cost to transmit data have resiuttécreased utilization of e-commerce or web Hasarvices by businesses. Although the pricing
for data services is currently stable, the IP miidgenerally characterized by price compressiahlagh unit growth rates depending upon the
type of service, resulting in growth in absoluteareue. The Company has experienced price compresstbe high-speed IP market of
approximately 30% and expects that its pricinghfigh-speed IP services will continue to declinemyithe remainder of 2008 at similar rates.

The Company’s Core Network Services includes lacal enterprise voice services. Local voice sesvaze primarily components that enable
other service providers to deliver business or sores-ready voice products to their end customBErgerprise voice services are business-grade
voice services that the company sells directlygdusiness customers.

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

For live events where the location is not knowmdvance, such as breaking news stories in remo&idms, the Company provides an integrated
satellite and fiber-optic network-based serviceamsmit the content to its customers. Most of L&yvx’s customers for these services con
for the service on an event-by-event basis; howdkiere are some customers who have purchaseda@tistipoint-topoint service which enabl
these customers to transmit programming at any.time

Prior to the sale of the Vyvx advertising distriloat business, Level 3 Vyvx distributed advertissppts to radio and television stations throughout
the U.S., both electronically and in physical fo@ustomers for these services utilized a netwodetlanethod for aggregating, managing, storing
and distributing content for content owners antitsdholders.

On December 19, 2007, Level 3 announced that iréached a definitive agreement to sell the Vyweatising distribution business to DG
FastChannel, Inc. On June 5, 2008, Level 3 complitte sale of its Vyvx advertising distribution mess to DG FastChannel, Inc. and received
gross proceeds at closing of approximately $12%aniin cash. Level 3 has retained ownership of ¥g\wore broadcast business, including the
Vyvx Services Broadcast Business’ content distidsutapabilities.

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

Level 3 recognized a gain on the sale of the Vydwestising distribution business of $96 milliontlre three months ended June 30, 2008. The
gain is presented in the consolidated statemeraperations as “Gain on sale of business group; net

The Company expects to continue to develop itsesdrdistribution services through the acquisitiothe Content Delivery Network services
business (“CDN Business”) of SAVVIS, which it pueded in January 2007 from SAVVIS, and the acquoisitif Dublin, Ireland based Servecast
Ltd., which it purchased in July 2007. The Comphaijeves that the addition of the CDN Business \t#tstrong, broad portfolio of patents will
help the Company secure its commercial efforthiintteavily patented CDN market, in which a numbeompetitors have significant, patented
intellectual property. Level 3 believes that ofi¢he largest sources of future incremental demfandommunications services will be derived
from customers that are seeking to distribute tfegiture rich content or video over the Internet.

The Company offers Wholesale Voice Services thgetdarge and existing markets. The revenue pialefor Wholesale Voice Services is large;
however, the pricing and margins are expected htirmoe to decline over time as a result of the f@mcost IP and optical-based technologies. In
addition, the market for Wholesale Voice Servicebeaing targeted by many competitors, several aftware larger and have more financial
resources than the Company.

The Company’s Other Communications Services aremaaervices that are not critical areas of emgHhasithe Company. Other
Communications Services includes revenue from maethagodem and its related reciprocal compensationices and SBC Contract Services,
which includes revenue from the SBC Master Serviggeement. The Company and its customers contmgee consumers migrate from nar
band dial-up services to higher speed broadbamitssras the narrow band
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market matures. Additionally, America Online, anpairy consumer of the Company’s digl-services, has been implementing a strategicgehin
its approach to its dial-up internet access busiogsr the past few years that has acceleratddsbef its dial-up subscribers. During 2007,
America Online$ strategy accelerated the decline in managed moeleenue and is contributing to further declinemignaged modem revenue
2008. The declines in managed modem revenue frorriémOnline have been offset to some extent bypenease in market share as a result of
certain competitors exiting segments of this bussnéevel 3 believes that the low-cost structurigsofietwork will enable it to compete
aggressively for new business in the declining rgadanodem market.
The Company receives compensation from other camiben it terminates traffic originating on thaseriers’ networks. This reciprocal
compensation is based on interconnection agreemétfitshe respective carriers or rates mandatetheyrCC. The Company earns the majority
of its reciprocal compensation revenue from prowgdinanaged modem services. The Company also receigiprocal compensation from its
voice services.
During the second quarter of 2008, the gross magmmitment on the SBC Master Services Agreemestsasisfied, however AT&T, Inc.
(AT&T), which merged with SBC in 2005, continuesparchase services from Level 3 as it continuenigrate the services provided under the
agreement to its own network facilities.
The Company’s management continues to review @lieg lines of business and service offeringsdtedmine how those lines of business and
service offerings assist with the Company’s focoslelivery of communications services and meetisdimancial objectives. To the extent that
certain lines of business, business groups oraenpfferings are not considered to be compatibth thie delivery of the Company’s services or
with meeting its financial objectives, Level 3 mewit those lines of business or stop offering theeswices.
The Company is focusing its attention on the follmyvoperational and financial objectives:

e increasing sales and installations to rates thatmezustomer demand;

e achieving sustainable generation of positive cashd from operations in excess of capital expemdi&y

< reducing network costs and operating expenses;

e growing Core Communications Services revenue, pddily Core Network Services revenue;

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

«  completing the integration of acquired businesses;

e growing its content delivery network services;

e continuing to implement its metro network strategy;

* managing cash flows provided by its Other Commuitoa Services; and

< refinancing its future debt maturities.
The Company’s management believes the introdudiorew services or technologies, as well as thihnéurdevelopment of existing technologies,
may reduce the cost or increase the supply oficestavices similar to those provided by Level BeTbility of the Company to anticipate, adapt
and invest in these technology changes in a timnelgner may affect the Company’s future success.
The communications industry continues to consadidaével 3 has participated in this process withahquisitions of WilTel in 2005; Progress
Telecom, LLC (“Progress Telecom”); ICG Communicasipinc. (“ICG Communications”); TelCove, Inc. (‘lGove”) and Looking Glass
Networks Holding Co., Inc“Looking Glass”)in 2006; and Broadwing, the CDN Business and Sastega 2007. Level 3 will continue to evalu
consolidation opportunities and could make add#i@tquisitions in the future.

The successful integration of acquired businesgesLievel 3 is important to the success of Levelt®e Company must quickly identify synergies
and integrate acquired networks and support org#inizs, while maintaining the service quality
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levels expected by customers to realize the amtiegbbenefits of these acquisitions. Successfegmtion of these acquired businesses will
depend on the Company’s ability to manage theseatipas, realize opportunities for revenue growtisented by strengthened service offerings
and expanded geographic market coverage, andinelie redundant and excess costs to fully retfieeexpected synergies. If the Company is
not able to efficiently and effectively integrateetacquired businesses or operations, the Compagyerperience material negative consequences
to its business, financial condition or result®pérations.

Recent uncertainty in the global financial marlatgd economy could cause customers to defer purslodidesvel 3's services or reduce demand
for the Company’s services, which could cause thm@any’s revenue and cash flows to be negativébcted.

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

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

« Insufficient training on the multiple systems fongloyees performing service activation functions.
« Lack of sufficient staffing levels in some servaivation areas.

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

This increase in service activation cycle time hatkgative effect on the Company’s service indtaliantervals and the rate of Core
Communications Services revenue growth during 20Qifing this same period, the Company also expeeérchallenges in its service
management processes that resulted in longer resptiones to resolve customer’s network serviceeissAs a result of consolidating key
operational functions and organizations as path@fintegration effort, the Company’s operatingiemvment became more complex in the first
half of 2007.

During the second and third quarters of 2007, tbem@any implemented certain process and organizdtranges that were expected to improve
service activation times and allow it to achiesepteviously forecasted revenue and Adjusted EBITgp@wth. However, these changes were not
adequate to address the breadth of the problenmuetered during the second and third quarters 07 28s a result of these service activation
service management issues, the growth in CommuaitsaBervices revenue and Adjusted EBITDA was lathan originally expected for the full
year 2007.
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The Company has taken steps to improve its exigtingesses and systems to address the increaseviicesactivation times and improve its
service management. With respect to the latterChmapany saw improvements in its service managedheig the fourth quarter of 2007 and
the first nine months of 2008. Additionally, ther@pany believes it has implemented sufficient ilvproents in service activation capabilities to
match installation capacity to customer demandévices.

The Company has ongoing process and system devefgpnork that is being implemented as part of tiiegration efforts which have and are
expected to further address the service activati@hservice management issues of systems and pescaized by acquired companies as well
as provide significant overall improvements to @piens. The processes and systems under developemeain largely on track, with certain
components deployed in the fourth quarter of 208 fast nine months of 2008 and additional depleyts scheduled through the end of 2008.
While the operational benefits vary for each prgjdte Company expects to realize continued imprems in its operating environment during
the remainder of 2008.

The Company has embarked on a strategy to expsuwedritent metro presence. The strategy will alloez@ompany to increasingly terminate
traffic over its owned metro facilities rather thaaying third parties to terminate the traffic. leé@’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 bandwidtmsite businesses. The expansion into new metroatsaskiould also provide additional
opportunities to sell services on the Company’sonal and international networks. This metro sggtscludes the acquisitions of Progress
Telecom, ICG Communications, TelCove and Lookingssl As part of its metro strategy, and as a reétifte acquisition of TelCove in 2006 ¢
Broadwing in the first quarter of 2007, the Comp&glso targeting enterprise customers directlgubh its Business Markets Group, which is
described in more detail below. With the acquisitid the CDN Business in January 2007 and Servétdsiy 2007, Level 3 embarked on a
strategy to expand its content delivery servicasaith the United States and Europe.

The anticipated change in the composition of then@any’s revenue will require the Company to manggerating expenses carefully and
concentrate its capital expenditures on those t@olies and assets that enable the Company toafeitelCore Communications Services further
and replace the decline in revenue and earnings ®ther Communications Services.

Level 3 operates under four customer-facing magketips to serve the changing needs of customepoiming markets and drive growth across
the organization:

e The Wholesale Markets Group services the commubnitaiheeds of the largest national and global semproviders, including
carriers, cable companies, wireless companiesgw®cvice providers, systems integrators and itherét government. These
customers typically integrate Level 3 services thiir own products and services to offer to tlesid user customers.

e The Business Markets Group targets enterprise mgstand regional carriers who value a local, msifinal sales force. Specific
customer markets include medium and large busisekseal and regional carriers, state and locakgowment entities, and higher
education institutions and consortia.

e The Content Markets Group focuses on serving maaibcontent companies with large and growing badthaieeds. Customers in
this market include video distribution companiemviders of gaming, mega-portals, software serpicviders, social networking
providers, as well as more traditional media disttion companies such as broadcasters, satelltpanies, television networks and
sports leagues.

e The European Markets Group serves large Europeasuarers of bandwidth, including the largest Europead international
carriers, large system integrators, voice serviowigers, cable operators, Internet service pragideontent providers, and
government and education sectors.

The Company believes that the alignment aroundowst markets within Core Communications Serviceaikhallow it to drive growth while
enabling it to better focus on the needs of itsausrs. Each of these groups is supported by deiemployees in sales and marketing. Each of
these groups is also supported by centralizedsEoii product management and development, corpovatiketing, global network services,
engineering, information technology, and corpofatetions including legal, finance, strategy andnlam resources.
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Core Communications Services revenue by marketogwas as follows:

Three Months Ended Nine Months Ended

September 30, 2008 September 30, 2008

(dollars in millions) $ % $ %
Wholesale Markets Grot $ 53¢ 56% $ 1,62¢ 56%
Business Markets Grot 241 25% 722 25%
Content Markets Grou 98 10% 29¢€ 10%
European Markets Group 86 9% 24€ 9%
Total Core Communications Services $ 964 10C% $ 2,89 10C%

Three Months Ended Nine Months Ended

September 30, 2007 September 30, 2007

(dollars in millions) $ % $ %
Wholesale Markets Grot $ 50¢€ 56% $ 1,50¢ 57%
Business Markets Grot 24C 26% 702 26%
Content Markets Grou 96 11% 27¢% 10%
European Markets Group 67 7% 181 7%
Total Core Communications Services $ 90¢ 10C% $ 2,667 10C%

The classification of customers within each custefaeing market group can change based upon ssdes &ssignments, merger and acquisition
activity by customers and other factors. There werenaterial classification of customer change$iwithe market groups for the three and nine
month periods ended September 30, 2008 and 20§¥ectvely.

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

Coal Mining

Level 3, through its two 50% owned joint-venturefaoe mines in Montana and Wyoming, sells coal pritp through long-term contracts with
public utilities. The long-term contracts for theligery of coal establish the price, volume, andlijy requirements of the coal to be delivered.
Revenue under these and other contracts is genesathgnized when coal is shipped to the customer.

Critical Accounting Policies

The significant accounting policies set forth intdld to the consolidated financial statements énGbompany’s Form 10-K for the year ended
December 31, 2007 appropriately present, in alengtrespects, the current status of the Compagnitisal 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 frameworkmi@asuring fair value in generally
accepted accounting principles, and expands disidesabout fair value measurements. SFAS No. 163 dot require any new fair value
measurements, but provides guidance on how to meéaiu value by providing a fair value hierarchged to classify the source of the
information. This statement was effective for fingh assets and liabilities, as well as for noraficial assets and liabilities that are recognized o
disclosed at fair value on a recurring basis fecdl years beginning after November 15, 2007 atedim periods within that fiscal year. FASB
Staff Position (“FSP”) FAS 157-2, “Effective DatéASB Statement No. 157" (“FSP 157-2") defers #fifective date of SFAS No. 157 to fiscal
years beginning after November 15, 2008, and imtgxériods within those fiscal years, for non-finahassets and liabilities that are not
recognized or disclosed at fair value on a recgrbasis. SFAS No. 157 did not have a material efache Company’s consolidated results of
operations during the nine months ended Septenthe20®8 or financial condition as of SeptemberZM8. The Company does not expect the
adoption of the remaining portions of SFAS No. 1&have a material effect on the Company consditla¢sults or financial position.
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On February 15, 2007, the FASB issued SFAS No. TBB. 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, timermdment to FASB Statement No. 115,
“Accounting for Certain Investments in Debt and Eg$ecurities,” applies to all entities with awaile-for-sale and trading securities. The
FASB's stated objective in issuing this standardsdollows: “to improve financial reporting by miding entities with the opportunity to mitigate
volatility in reported earnings caused by measuréigted assets and liabilities differently withdatving to apply complex hedge accounting
provisions.” The fair value option established3SiyAS No. 159 permits all entities to choose to measligible items at fair value at specified
election dates. A business entity will report utizeal gains and losses on items for which thevfalue option has been elected in earnings at eact
subsequent reporting date. SFAS No. 159 is effedtiv fiscal years beginning after November 15,7220the Company has assessed whether fair
value accounting is appropriate for any of itsibligitems and has concluded that it will not electise fair value accounting for any of these
items. As a result, SFAS No. 159 did not have &ecebn the Company’s consolidated results of amra or financial condition upon adoption
on January 1, 2008.

In December 2007, the FASB issued SFAS No. 141ife\2007), “Business Combinations” (“SFAS No. 14]1Rhich replaces SFAS No. 141,
“Business Combinations.” SFAS No 141R retains theéaulying concepts of SFAS No. 141 in that an gnsitrequired to recognize the assets
acquired and liabilities assumed at their fair eabm the acquisition date. SFAS No. 141R will d®the accounting treatment for certain spe
acquisition related items to require: (1) expensioguisition related costs as incurred; (2) expenshanges in deferred tax asset valuation
allowances and income tax uncertainties after togiigition date; (3) valuing noncontrolling intet®at fair value at the acquisition date;

(4) generally expensing restructuring costs assediaith an acquired business; and (5) capitalimingrocess research and development assets
acquired. SFAS No. 141R also includes a substamti@mber of new disclosure requirements. SFAS N&R1i4 to be applied prospectively to
business combinations for which the acquisitioredsion or after January 1, 2009.

In March 2008, the FASB issued Statement No. 1Bisc¢losures about Derivative Instruments and Heglgiativities an amendment of FASB
Statement No. 133" (“SFAS No. 161") SFAS No. 161 requires disclosures of how and amgntity uses derivative instruments, how deneati
instruments and related hedged items are accofmtechd how derivative instruments and related leedtems affect an entity’s financial
position, financial performance, and cash flowsASHNo. 161 is effective for fiscal years beginnafter November 15, 2008, with early adoption
permitted. The Company has not yet adopted SFASLBD.

On May 9, 2008, the FASB issued FSP APB 14-1, whitjuires issuers of a certain type of convertildbt to separately account for the debt and
equity components of the convertible debt in a Wy reflects the issuer’s borrowing rate at thie ddi issuance for similar debt instruments
without the conversion feature. FSP APB 14-1 asio certain of the Company’s convertible del8PFRAPB 14-1 is effective for Level 3
beginning on January 1, 2009 and will be applid¢tbspectively to all quarterly and annual peridukst will be presented in the Company’s
consolidated financial statements. Early adoptioRSP APB 14-1 is not permitted. Although the Compés continuing to evaluate the effect of
FSP APB 14-1, it is expected that the adoption®P FAPB 14-1 will significantly increase its non-basterest expense and reduce basic and
diluted earnings per share.
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Results of Operations for the Three and Nine Month&nded September 30 , 2008 and 2007 :

Three Months Ended Nine Months Ended
September 30 September 30 Change September 30 September 30 Change
(dollars in millions) 2008 2007 % 2008 2007 %
Revenue
Communication: $ 1,05¢ $ 1,04: 1% $ 3,192 $ 3,11¢ 2%
Coal mining 16 18 -11% 60 54 11%
Total revenue 1,07( 1,061 1% 3,252 3,16¢ 3%
Costs and Expenses (exclusive of depreciation
and amortization shown separately belc
Cost of revenue
Communication: 42k 43¢ -3% 1,32¢ 1,32t 0%
Coal mining 19 16 19% 53 49 8%
Total cost of revenue 444 454 -2% 1,37¢ 1,374 0%
Depreciation and amortizatic 233 24¢ -6% 707 717 -1%
Selling, general and administrati 387 41F -7% 1,20¢ 1,28: -6%
Restructuring and impairment charges 2 1 10C% 13 7 86%
Total costs and expenses 1,06¢ 1,11¢ -5% 3,30 3,381 -2%
Operating Income (LosS) 4 (58) 107% (52) (212 -76%
Other Income (Expense
Interest incomt 4 12 -67% 13 45 -71%
Interest expens (13%) (13¢) -4% (400) (447) -9%
Gain on sale of business gra — — — 96 — —
Gain (loss) on early extinguishment of de
net 3 — — 3 (427) 101%
Other, net 2 6 -67% 9 10 -10%
Total other income (expense) (124) (120) 3% (279) (813) -66%
Loss Before Income Taxes (220) (17¢) -33% (330) (1,025 -68%
Income Tax (Expense) Benefit — 4 -10C% (4) 2 -30(%
Net Loss $ (120) $ (174 -31% $ (339 $ (1,027) -67%

Communicationsrevenue consists of:

1) Core Communications Services, which includessQ¢etwork 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 ldistance voice services, including domestic véézeination,

international voice termination and toll free seps.

2) Other Communications Services includes revenue franaged modem and its related reciprocal compenssgrvices and SBC
Contract Services, which includes revenue from3BE Master Services Agreement, which was obtaingde December 2005

acquisition of WilTel.
Communications revenue attributable to each ofalsesvices is as follows:
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Three Months Ended Nine Months Ended
September 30  September 30 Change September 30  September 30 Change
(dollars in millions) 2008 2007 % 2008 2007 %
Core Communications Servic
Core Network Service $ 791 $ 75€ 5% $ 2,362 $ 2,211 7%
Wholesale Voice Services 173 153 13% 532 45€ 17%
Total Core Communication Services 964 90¢ 6% 2,89/ 2,667 9%
Other Communication Services 90 134 -33% 29¢€ 44¢€ -33%
Total Communications $ 1,05¢ ¢ 1,048 1% $ 3,192 $ 3,11t 20%

Comparisons of the Three and Nine Months Ended Sapber 30, 2008 to the Three and Nine Months Endegp®mber 30, 2007

Communications Revenuéncreased 1% in the third quarter of 2008 compé#wete third quarter of 2007 and increased 2% énrtime months
ended September 30, 2008 compared to the samel per2®07. Contributing to these increases in Comgations revenue was an increase in
Core Communications Services revenue in both ting tuarter of 2008 and the nine months ended &dme 30, 2008 compared to the same
periods in 2007. These increases in Core Commuoitatervices revenue are the result of a comlinatf growth in the Company’s Core
Network Services and Wholesale Voice Servi

The Company experienced growth across severalssrin the third quarter of 2008 and nine montttedrSeptember 30, 2008 compared to the
same periods in 2007, including infrastructurepcation, metro wavelengths and private line transpervices, 1P, data, including CDN services,
local inbound voice services and Vyvx broadcastises within Core Network Services. The Comparsp alontinues to experience strong
demand for infrastructure and transport servicesdonplex nationwide solutions and colocation c#yan large markets. Vyvx broadcast
revenue increased primarily as a result of theifgration of high definition sports, news and etagrment programming. Partially offsetting the
increase in Core Network Services revenue was I&Mygk advertising distribution revenue. On Jun808, the Company completed the sale of
the Vyvx advertising distribution business and éfiere only recorded Vyvx advertising distributiegvenue in 2008 from January 1, 2008 through
June 5, 2008, the date of sale. Revenue attritritalthe Vyvx advertising distribution business wearo for the third quarter of 2008 compared to
$10 million for the third quarter of 2007 and $18lion in the nine months ended September 30, 2a08pared to $25 million in the nine months
ended September 30, 2007.

The increase in Wholesale Voice Services revenattiibutable to an increase in voice terminatiod toll free voice services. The growth in
voice termination revenue is primarily attributaldean increase in demand from cable and wirelaseomers. Toll free revenue increased
primarily due to higher traffic attributable to derencing customers. The Company continues to curate its sales efforts on maintaining
margins approaching 30% for these services. Thepaay may experience some volatility in revenua essult of this strategy.

Other Communications Revenue declined to $90 mililothe third quarter of 2008 from $134 millionthird quarter of 2007 and decreased to
$298 million for the nine months ended Septembe2808 from $448 million for the same period in 200The decreases are primarily the result
of a decline in managed modem revenue as a refsihié @ontinued migration from narrow band dialagpvices to higher speed broadband
services by end user customers, especially in largfeopolitan areas. The Company expects managedmoevenue to continue to decline in
future due to an increase in the number of subsisimigrating to broadband services and potentieing concessions in 2009 as contracts are
renewed.
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Reciprocal compensation revenue from managed magewices also declined in the third quarter arst fime months of 2008 compared to the
same periods in 2007 as a result of the contindedine in demand for managed modem services. Timep@ny has historically earned the
majority of its reciprocal compensation revenuerfnmanaged modem services, although the Companinaestto generate a portion of its
reciprocal compensation revenue from voice services

Also contributing to the decrease was lower SBCtf2ah Services revenue as a result of the migraifdhe SBC traffic to the AT&T network
and the satisfaction by SBC of its gross margin mitment under the SBC Master Services Agreemetitdrsecond quarter of 2008.

Coal mining revenue decreased to $16 million in the third qra2008 from $18 million in the third quarter 20®Tmarily as a result of lower
contractual selling prices with customers basetheir purchasing volumes. The Company expects pemence similar pricing pressure in the
fourth quarter of 2008 based on its contractuate@grents with its customers.

Coal mining revenue increased to $60 million fa tiine months ended September 30, 2008 from $3bmibr the same period in 2007
primarily as a result of a long-term supply contrhat enabled a customer to buyout future coathpase commitments with the Company. The
Company does not have any further obligations vaipect to future coal commitments under the coftead therefore recognized the
transaction as revenue in the first quarter of 2008

Cost of Revenudor the communications business, as a percentagenofnunications revenue, was 40.3% for the thirargu of 2008 compared

to 42.0% for the third quarter of 2007 and 41.5%tle nine months ended September 30, 2008 compari5% for the same period in 2007.
The decreases are primarily attributable to theesyies derived from acquisitions. During 2007 #relfirst part of 2008, the Company was able
to eliminate the costs associated with duplicateudis serving the same markets. Also contributithe decreases was the continued reduction in
Other Communications Services revenue, in partic@BC Contract Services revenue. The gross mafgirSBC Contract Services revenue are
lower than the gross margins for Core Communicati®ervices revenue and managed modem and recipamoglensation from managed modem
revenue. Partially offsetting these decreases mereases in Wholesale Voice Services revenuepascentage of total communications rever
The incremental gross margins for Wholesale VoiesviSes revenue are approximately 30% versus 80%doe Network Services revenue.

Coal mining cost of revenue approximated 119% of coal miningnee for the third quarter of 2008 and 89% forgame period in 2007. The
increase in coal mining cost of revenue as a péagenf coal mining revenue for the third quarte2@08 is the result of lower selling prices and
an increase in energy costs to mine the coal.

Coal miningcost of revenue decreased to 88% of coal miningmee for the nine months ended September 30, 20@Pared to 91% in the sar
period of 2007 primarily due to the buyout by alaagstomer of future coal purchase commitmentsltiaguin revenue with no associated costs in
the first quarter of 2008.

Depreciation and Amortization expense decreased 6% to $233 million for the thpirarter of 2008 from $249 million in the third qgtearof 2007
The decrease is primarily attributable to reducegreciation and amortization expense associatddshibrter-lived tangible and intangible
communications assets becoming fully depreciateahmortized in 2008 and reduced amortization expensatangible assets due to the useful
lives and valuation changes made in the fourthtguaf 2007. In addition, $22 million of carryin@hae of amortizable intangible assets were
disposed of in the Vyvx advertising distributiodesavhich also contributed to lower amortizatioperse in the third quarter of 2008.

Depreciation and amortization expense decreasetb #%07 million for the nine months ended Septen3er2008 compared to $717 million for
the same period in 2007 and the Company expecteciafion and amortization expense to decreasf08 &n an overall basis compared to 2007
primarily as a result of the factors describechi@ preceding paragraph.
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Selling, General and Administrativeexpenses decreased 7% to $387 million in the tiuatter of 2008 compared to $415 million in thedhi
quarter of 2007 and decreased 6% to $1.2 billioniHe nine months ended September 30, 2008 compaf&d3 billion for the same period in
2007. These decreases are primarily attributabilee¢synergies that have been achieved as a tésadtjuisition integration efforts and the
Companys focus on reducing operating expenses. Specificddicreases in employee compensation and relastd, professional fees and ver
services, and facilities-based expenses have ttibated to the decreases in selling, generalaamdinistrative expenses in the third quarter and
first nine months of 2008, respectively. Includedelling, general and administrative expensestferthird quarter of 2008 and 2007 were $18
million and $24 million, respectively, of non-casiiockbased compensation expenses. Included in sellerggrgl and administrative expenses
the nine months ended September 30, 2008 and 2665 %61 million and $72 million, respectively, amcash, stock-based compensation
expenses.

The Company expects selling, general and admitiigraxpenses to decrease in 2008 on an overadl basipared to 2007 as a result of reduced
integration costs, reductions in headcount reltda@structuring activities and expected busineesgss and system efficiencies.

Restructuring and Impairment Chargesincreased to $2 million in the third quarter of 8Gom $1 million in the third quarter of 2007 and
increased to $13 million for the nine months en8egtember 30, 2008 compared to $7 million for Braes period in 2007 as a result of an
increase in costs associated with employee terinimatSee Note 3 of the Notes to Consolidated FEimhStatements for more details.

The Company expects to continue to record restringficharges during the remainder of 2008 in cotioeavith the continued integration of
businesses acquired in 2006 and 2007 and as & oéslé deployment of improved business proceasdssystems during 2008 that should result
in additional headcount reductions.

To the extent that impairment indicators are preieat suggest the carrying amount of the Compalayig-lived assets, including goodwill, may
not be recoverable, the Company may incur impaitrakarges in the future to write-down the carryamgount of the Company’s long-lived
assets, including goodwill, to its estimated faifue.

Adjusted EBITDA , as defined by the Company, is net income (lassh the consolidated statements of operations edfigrincome taxes,
(2) total other income (expense), (3) non-cash impant charges included within restructuring ang@nmment charges as reported in the
consolidated statements of operations, (4) depieniand amortization and (5) non-cash stock comagon expense included within selling,
general and administrative expenses in the coretelidstatements of operations.

Adjusted EBITDA is not a measurement under GAAP @&y not be used in the same way by other compaii@sagement believes that
Adjusted EBITDA is an important part of the Companipternal reporting and is a key measure usethbgagement to evaluate profitability and
operating performance of the Company and to mas@uree allocation decisions. Management believels measurement is especially important
in a capital-intensive industry such as telecommatns. Management also uses Adjusted EBITDA topare the Company’s performance to
that of its competitors and to eliminate certaimfvash and non-operating items in order to congigteneasure from period to period its ability to
fund capital expenditures, fund growth, servicetdetd determine bonuses.

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bechtlsermn-cash nature of these items.
Adjusted EBITDA also excludes interest income, liest expense, income taxes and gain (loss) ongexsihment of debt because these items are
associated with the Company’s capitalization amdsteuctures. Adjusted EBITDA also excludes demtioh and amortization expense because
these non-cash expenses reflect the effect ofatapitestments which management believes shoute/bkiated through cash flow measures.
Adjusted EBITDA excludes the gain on sale of busingroup and net other income (expense) because iteens are not related to the primary
operations of the Company.

There are limitations to using non-GAAP financiagasures, including the difficulty associated witimparing companies that use similar
performance measures whose calculations may ditier the Company’s calculations. Additionally, tfiisancial measure does not include
certain significant items such as interest incoimterest expense, income taxes, depreciation amdtaation, non-cash impairment charges, non-
cash stock compensation expense, gain (loss) dnesdinguishment of debt, the gain on sale of bass group and net other income (expense).
Adjusted EBITDA should not be considered a subtgtifar other measures of financial performance megloin accordance with GAAP.

Note 12 of the Notes to Consolidated Financialestants provides a reconciliation of Adjusted EBITEA each of the Compa’s operating
segments.
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Adjusted EBITDAfor the communications business was $257 milliartlie third quarter of 2008 compared to $215 milffor the third quarter
2007 and $715 million for the nine months endedt&aper 30, 2008 compared to $577 million for theageriod in 2007. The increases in
Adjusted EBITDA for the communications businessiearily attributable to the growth in the ComganCore Communications Services
revenue and the benefits of continued operatingresg reductions from integration activities, p#stiaffset by declines in Other Communicatic
Services revenue.

The Company continues to expect Adjusted EBITDAntwease in 2008 compared to 2007 to a range dd $88ion to $1.0 billion. The
expected increase in Adjusted EBITDA is based ontinoed growth in Core Communications Services meree the realization of synergies from
integration activities and operating expense radost

Interest Income decreased to $4 million in the third quarter of 2B®m $12 million in the third quarter of 2007 adelcreased to $13 million for
the nine months ended September 30, 2008 compafetbtmillion for the same period in 2007. The @ases in interest income were primarily
due to a decrease in the Company’s average inveattbalances and a decrease in the averagesretuthe portfolio. The Company’s average
return on its portfolio decreased to 2.0% in thedtquarter of 2008 compared to 4.9% in the thiwdrger of 2007. The average portfolio balance
decreased to $788 million in the third quarter @& compared to $822 million in third quarter 00Z0The Company’s average return on its
portfolio decreased to 2.4% in the first nine maenii 2008 compared to 5.0% in the first nine momtha007. The average portfolio balance
decreased to $734 million in the first nine mordh2008 compared to $1.1 billion in the first nimenths of 2007.

The Company invests its funds primarily in govermirend government agency securities, money mauketsfand commercial paper depending
on liquidity requirements. The Company’s investmsrategy generally provides lower yields on thedsithan would be obtained on alternative
investments, but reduces the risk to principahimghort term prior to these funds being usedenbmpany’s business.

Interest Expensedecreased 4% to $133 million in the third quarfe2@8 from $138 million in the third quarter of @0 Interest expense
decreased primarily as a result of a decreasdéndst rates on the Company’s unhedged varialdededit. Interest rates on the Company’s
unhedged variable rate debt approximated 5.7%hfothree months ended September 30, 2008 and 8r3¢tefthree months ended

September 30, 2007. Interest expense also decraasecesult of the third quarter 2008 debt repaseh. See Note 9 of the Notes to Consolidated
Financial Statements for more details.

Interest expense decreased 9% to $400 milliorh®nine months ended September 30, 2008 from $4liarmior the same period in 2007.
Interest expense decreased primarily as a resthieafefinancing activities that were completedtiy Company in the first quarter of 2007. The
overall reduction in interest expense is the netilteof the following debt issuances, debt for ggekchanges, debt redemptions and debt
repurchase transactions:

Interest expense increased as a result of theafiriipdebt issuances:

* %1 billion of Senior Notes issued in February 2@07sisting of $700 million of 8.75% Senior Noteed017 and $300 million of
Floating Rate Senior Notes due 2015.

e $1.4 billion Senior Secured Term Loan due 2014redtéento in March 2007 to refinance the previoustysting $730 million Senior
Secured Term Loan due 2011.

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

e $605 million of 10% Convertible Senior Notes dud 2@xchanged in January 2007 for 197 million shafemmmon stock.
e $488 million of 12.875% Senior Notes due 2010 reakxin March 2007.

e $96 million of 11.25% Senior Notes due 2010 redekmeviarch 2007

e $138 million (€104 million) of 11.25% Senior Eurmtés due 2010 redeemed in March 2007.

e $144 million of Floating Rate Notes due 2011 repased in March 2007.
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e $59 million of 11% Senior Notes due 2008 repurcHaseMarch 2007.

$677 million of 11.5% Senior Notes due 2010 repased in March 2007.
e $61 million ( €46 million) of 10.75% Senior Euro Mg due 2008 repurchased in March 2007.

Gain on Sale of Business Groupotaled $96 million for the nine months ended Segiter 30, 2008 compared to zero for the same peitiods
2007. On December 19, 2007, Level 3 announcedtthatl reached a definitive agreement to sell thexvadvertising distribution business to [
FastChannel, Inc. On June 5, 2008, Level 3 complbie sale of its Vyvx advertising distribution busss to DG FastChannel, Inc. and recogr
a gain on the sale of $96 million in the secondrmanf 2008. See Note 2 of the Notes to Consatid#&inancial Statements for more details.

Gain (Loss) on Extinguishment of Debtvas a gain of $3 million for the three months en8egtember 30, 2008 compared to zero for the three
months ended September 30, 2007. There was a gartimguishment of debt of $3 million for the nimonths ended September 30, 2008
compared to a loss on extinguishment of debt of7$alion for the nine months ended September 80,72 The gain (loss) on extinguishment of
debt consisted of the following:

Nine months ended September 30, 2008

e $2 million gain recognized for the September 2088urchase of $32 million aggregate principal amai®% Convertible
Subordinated Notes due 2010. Unamortized debtissueosts totaled less than $1 million.

e $1 million gain recognized for the September 2088urchase of $39 million aggregate principal amai®% Convertible
Subordinated Notes due 2009. Unamortized debtissueosts totaled less than $1 million.

Nine months ended September 30, 2007

e $177 million loss recognized for the January 200Ghange of $605 million of 10% Convertible Seniartés due 2011 for
approximately 197 million shares of the Compangemon stock. The loss included $1 million of unatized debt issuance costs.

e $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 due 201 [Bss consisted of unamortized debt issuance egsbciated with the previc
$730 million Senior Secured Term Loan due 2011.

*  $54 million loss recognized on the redemption d@&willion of outstanding debt consisting of thidwing debt transactions:

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

e $3 million loss on the redemption of $96 millionaftstanding 11.25% Senior Notes due 2010 congisfira $2 million
cash loss and $1 million in unamortized debt isseaiosts.

e $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 repurchaseutjinaender offers of $941 million of outstandindptieonsisting of the following
debt issuances:

*  $18 million loss on the repurchase of $144 millafroutstanding Floating Rate Senior Notes due 2ftisisting of a $12
million cash loss and $6 million in unamortized tdislsuance 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 unamortized debtiance costs.
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e $141 million loss on the repurchase of $677 millidroutstanding 11.5% Senior Notes due 2010 cangisif a $78 millior
cash loss and $63 million in unamortized debt issaacosts and unamortized discount.

e $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 $imillion in unamortized debt issuance costs.

The Company expects to enter into additional tretias in the future to repurchase or exchangdiegisiebt that may result in gains or losses on
the extinguishment of debt. For example, on muétigdtes in early October 2008, the Company enfategxchange agreements with holders of
various issues of its convertible debt and issymmaximately 47.6 million shares of Level 3 comnstack in exchange for approximately $108
million aggregate principal amount of its convdeidebt securities. These transactions were coreglde be induced conversions in accordance
with SFAS No. 84 and as a result, it is expected itlevel 3 will record a non-cash loss in the fowugtiarter of 2008 on the exchange of the $108
million aggregate principal amount of convertibkbtisecurities of approximately $44 million corisigtof $43 million of debt conversion expel
and $1 million of previously capitalized debt issoa costs. The expected loss will be recordedhirrahcome (expense).

The fourth quarter 2008 exchange transactions statsdf the following:

e $18 million of 6% Convertible Subordinated Noteg @009;

e $47 million of 10% Convertible Senior Notes due 201

*  $19 million of 2.875% Convertible Senior Notes @G4.0;

e $15 million of 5.25% Convertible Senior Notes d@d 2; and

e $9 million of 3.5% Convertible Senior Notes due 201
Other, netwas $2 million and $6 million in the three montmsled September 30, 2008 and 2007, respectively &nihillion and $10 million in
the nine months ended September 30, 2008 and B&§kctively. Other, net is primarily comprisecyafns and losses on the sale of non-
operating assets, realized foreign currency gaidd@sses and other income.
Income Tax (Expense) Benefitvas zero in the three months ended September 88, 2come tax expense was $4 million in the niratis
ended September 30, 2008 and primarily reflecte gti@ome taxes. Income tax benefit was $4 miliad $2 million in the three and nine mor
ended September 30, 2007, respectively. Duringhing quarter of 2007, the Company recognized abeof $6 million including accrued
interest and penalties related to the favorablelutisn of an income tax matter during the periatijch was offset by the accrual of $2 million for
new matters identified during the period. The Conypiacurs income tax expense attributable to incnme various Level 3 subsidiaries and
joint ventures, including coal, that are requiredile state or foreign income tax returns on aasafe legal entity basi

Financial Condition—September 30, 2008

Cash flows provided by (used in) operating, investind financing activities for the nine monthsesh@eptember 30, 2008 and 2007 are
summarized as follows:

Nine Months Ended

September 30 September 3C
(dollars in millions) 2008 2007 Change
Net Cash Provided By Operating Activiti $ 18z $ 37 % 14k
Net Cash Used in Investing Activiti (21¢) (8417) 623
Net Cash Used in Financing Activiti (96) (241) 14&
Effect of Exchange Rates on Cash and Cash Equigalen — 6 (6)
Net Change in Cash and Cash Equivalents $ (132) $ (1,039 $ 907
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Operating Activities

Cash flows provided by operating activities totafd@2 million for the nine months ended Septeml@e2B08 compared to $37 million for the
same period in 2007. The improvement in cash fliras operating activities was primarily due to acrease in Adjusted EBITDA, favorable
changes in working capital items and lower intepestments. The favorable change in working cafigahs is primarily due to the changes in
accounts payable and other current liabilitiestiply offset by changes in accounts receivablegoturrent assets and deferred revenue.

Investing Activities

Cash used in investing activities decreased by $&lBn for the nine months ended September 308268mpared to the same period in 2007.
Cash used for acquisitions totaled $668 milliort,afecash acquired, for the nine months ended Sdpte 30, 2007 as a result of the acquisitions
of Broadwing, Servecast and the CDN business. Tdragany did not complete any acquisitions in themmonths ended September 30, 2008. In
addition, the Company received net proceeds frasttie of the Vyvx advertising distribution busime$ $121 million in the nine months ended
September 30, 2008. The Company also reducedpttataxpenditures by $138 million in the nine ntemended September 30, 2008, compared
to the same period in 2007, primarily as a resfudt ieduction in integration-related capital expames and more efficiently managing capital
expenditure requirements. Partially offsetting éhtss/orable changes in 2008 was cash receiveddi @0$288 million from the maturity of
marketable securities and a decrease in restrietsia in 2007.

Financing Activities

Cash used in financing activities decreased $14min the nine months ended September 30, 2@d8pared to the same period in 2007. In
2008, the Company repaid the final amounts due nitgel1% Senior Notes and 10.75% Senior Euro Nuft&26 million and repurchased a
portion of its 6% Convertible Subordinated Notes @009 and 2010 for approximately $68 million. Bar nine months ended September 30,
2007, cash flows from financing activities inclualgproximately $2.4 billion of net proceeds from ibsuance of the Floating Rate Senior Notes
due 2015, the 8.75% Senior Notes due 2017 andeh®iSSecured Credit Facility due 2014. The Comypssed the net proceeds from these
offerings along with cash on hand to retire orrmafice approximately $2.6 billion of its debt. Fioiag activities for the nine months ended
September 30, 2007 also include proceeds of $2®mfrom the exercise of warrants associated WithBroadwing transaction and other equity-
based instruments.

Liquidity and Capital Resources

The Company incurred net losses of $120 million $884 million for the three and nine months endept&mber 30, 2008, respectively. This
compares to net losses of $174 million and $1.0l8Mfor the three and nine months ended SepterBbe2007, respectively. In addition, the
Company used $342 million for capital expendituard generated $182 million in cash flows from opiegeactivities for the nine months ended
September 30, 2008. This compares to $480 mitfacash used for capital expenditures and $37 aniltif cash flows provided by operating
activities for the nine months ended SeptembefB07.

Cash flows from operations approximated capitaleexitures in the second and third quarters of 20@Bthe Company expects cash flows from
operations will exceed its capital expendituresriuthe remainder of 2008 and for the full year 20@ addition, the Company expects Adjusted
EBITDA to improve in 2008 to a range of $980 miflito $1.0 billion. The expected improvement in Adpd EBITDA and generation of cash
flow from operations, net of capital expendituisfased on continued growth in Core Communicati®eawvices revenue, particularly Core
Network Services revenue, improvements in serva&ery times, synergies from integration activstiend operating expense reductic

Interest payments are expected to be lower tha348 million made in 2007 based on current debgtanding, current interest rates on the
Company'’s variable rate debt and the financing@hdr capital markets transactions completed irv20@ 2008. On multiple dates in early
October 2008, the Company entered into exchangeeagants with holders of various issues of its caibMe debt and issued approximately 47.6
million shares of Level 3 common stock in exchafageapproximately $108 million aggregate principatount of its convertible debt securities.
Capital expenditures for 2008 are expected to liearrange of 11% to 12% of revenue and signifigdotver than the $633 million in 2007 due
to lower integration-related capital expenditured ghe more efficient management of our capitakexiiture requirements, including theuse of
equipment already installed in the network. ThenBany expects to spend approximately $150 millo$200 million for base capital
expenditures (estimated capital required to keem#itwork operating efficiently and product devehgmt) with the remaining capital expenditt
expected to be success-based, or tied to increimentnue. Subsequent to the October 2008 debiaeges, the Company has contractual
obligations, including capital lease and

49




Table of Contents

commercial mortgage obligations, relating to detapproximately $309 million that mature in 2009&#920 million that matures in 2010. The
Company’s commercial mortgage obligation may bemdéd to 2015 at the election of the Company. Térag@ainy expects to refinance its 2010
debt maturities in advance of their respective migtdates.

Level 3 had $587 million of cash, cash equivalemts marketable securities on hand at Septemb&088, In addition, $127 million of current
and non-current restricted securities are usedltateralize outstanding letters of credit, longatedebt, certain operating obligations of the
Company or certain reclamation liabilities assaaawith the coal business. Based on informationlasla at this time, Company believes that its
current liquidity and anticipated future cash flofr@em operations will be sufficient to fund its lsss for at least the next twelve months.

The Company may elect to secure additional cajpittde future, at acceptable terms, to improvéidisidity or fund acquisitions. In addition, in
effort to reduce future cash interest paymentsyelsas future amounts due at maturity or to extdakt maturities, Level 3 or its affiliates may,
from time to time, issue new debt, enter into debtebt, debt for equity or cash transactionsurmpase its outstanding debt securities in the
market or through privately negotiated transactidmesel 3 will evaluate any such transactions gitiof then existing market conditions and the
possible dilutive effect to stockholders. The anteunvolved in any such transaction, individuallyimthe aggregate, may be material.

In addition to raising capital through the debt aadity markets, the Company may sell or disposxifting businesses, investments or other
non-core assets. For example, on June 5, 200&| Besompleted the sale of its Vyvx advertisingriiition business to DG FastChannel, Inc.
and received gross proceeds at closing of apprdagign®129 million in cash. Net proceeds receivethgnine months ended September 30, 2008
approximated $121 million after deducting transattielated costs.

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 evaluate corgatiion opportunities and could make additional #&itjans in the future.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Level 3 is subject to market risks arising frommyes in interest rates and foreign exchange rAtesf September 30, 2008, the Company had
borrowed a total of $1.7 billion primarily undeSanior Secured Term Loan due 2014 and Floating Ratér Notes due 2015 that bear intere
LIBOR rates plus an applicable margin. As the LIB@fes fluctuate, so too will the interest expems@mounts borrowed under the debt
instruments. The weighted average interest rath®wariable rate instruments at September 30,,2088 approximately 5.3%.

In March 2007, Level 3 Financing entered into twierest rate swap agreements to hedge the infargstents on $1 billion notional amount of
floating rate debt. The two interest rate swap egnents are with different counterparties and ar&500 million each. The interest rate swap
agreements were effective beginning in 2007 andireah January 2014. Under the terms of the istenate swap agreements, Level 3 receives
interest payments based on rolling three month IRB€rms and pays interest at the fixed rate of%.8Bder one arrangement and 4.92% under
the other. Level 3 has designated the intereststasg agreements as a cash flow hedge on theshpagments for $1 billion of floating rate debt.

The remaining, or unhedged, variable rate debshasighted average interest rate of 5.7% at SemeB{) 2008. A hypothetical increase in the
weighted average rate by 1% (i.e. a weighted aeeraig of 6.7%) would increase annual interest es@®f the Company by approximately $7.0
million. At September 30, 2008, the Company had $fllion (excluding discounts and premiums) ofeiikrate debt bearing a weighted average
interest rate of 7.9%. A decline in interest ratethe future will not benefit the Company wittspect to the fixed rate debt due to the terms and
conditions of the loan agreements that would regjie Company to repurchase the debt at specifedipms if redeemed early.

The Company operates telecommunications networkesses in Europe. As of September 30, 2008, tlmep@ay had invested significant
amounts of capital in Europe for its communicatibosinesses. The Company does not make use otfaamstruments to minimize its exposure
to foreign currency fluctuations.

Indicated changes in interest rates are based potigtical movements and are not necessarily itideaf the actual results that may occur.
Future earnings and losses will be affected byadluctuations in interest rates and foreign cocserates.
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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 proceduedefined in Rules 13a-15(e) and 15d-15(e) undetrturities Exchange Act of 1934, as
amended (the “Exchange Act”), as of SeptembeRB08. Based upon such review, the Chief Execultiffie€ and Chief Financial Officer have
concluded that the Company’s disclosure controtsncedures are effective and are designed taemisat information required to be disclosed
by the Company in the reports it files or submitsler the Exchange Act is recorded, processed, suimedaand reported within the time periods
specified in the Securities and Exchange Commisgitas and forms. Disclosure controls and proceslinglude, without limitation, controls and
procedures designed to ensure that informationiredjto be disclosed by an issuer in reportsésfibr submits under the Exchange Act is
accumulated and communicated to the Company’s neaneit, including its principal executive officerdaprincipal financial officer, as
appropriate to allow timely decisions regardinguieed disclosure.

(b) Internal controls. There were no changes in the Comparigternal control over financial reporting ideie in connection with the evaluati
required by paragraph (d) of Exchange Act RulesliBar 15d-15 that occurred during the period cegtdhy this Quarterly Report on Form 10-Q
that have materially affected, or are reasonakbfyito materially affect, the Company’s internahtrol over financial reporting.

PART Il - OTHER INFORMATION
ltem 1 Legal Proceedings

The Company has provided an update to legal praegeihvolving the Company in Note 13 of the coidatied financial statements contained in
Part I, Item 1, of this Form 10-Q. This disclosigdereby incorporated by reference to this Item 1

ltem 1A Risk Factors

In addition to the other information set forth istreport, you should carefully consider the festiscussed in Part I, “Item 1A. Risk Factors” in
Level 3's Form 10-K for the year ended December2BD7, which could materially affect Level 3's messs, financial condition or future results.
The risks described in Level 3's Form 10-K are thetonly risks facing the Company. Additional risieed uncertainties not currently known to
Level 3 or that it currently deems to be immatealab may materially adversely affect Level 3'sibass, financial condition and/or operating
results. The Risk Factors included in the CompaRgisn 10-K for the year ended December 31, 2007e In@t materially changed other than as
set forth below.

Current uncertainty in the global financial marketand the global economy may negatively affect Le¥slfinancial results.

Current uncertainty in the global financial markat&l economy may negatively affect Level 3's finahwesults. The Company’s customers may
defer purchases of Level 3's services in respomsighter credit and negative financial news omuegtheir demand for the Compasgervices. |
customers defer purchases of Level 3's servicelenrand for the Company’s services is reduced asudtrof economic conditions, the
Company’s revenue and cash flows could be negstafédcted.

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:

51




Table of Contents

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

*  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 for operatiand future business opportunities;

e asubstantial decrease in cash flows from operatigities or an increase in expenses could miadtéficult to meet debt service
requirements and force modifications to operations;

« Level 3 has more debt than certain of its compesitwhich may place Level 3 at a competitive disadage; and

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

Level 3 has substantial deficiencies of earningsoteer fixed charges of approximately $292 millfonthe nine months ended September 30,
2008. Level 3 had deficiencies of earnings to cdixexd charges of $1.068 billion for the fiscal yemded December 31, 2007, $720 million for
the fiscal year ended December 31, 2006, $634anifor the fiscal year ended December 31, 20059 $dillion for the fiscal year ended
December 31, 2004, and $681 million for the figezdr 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 ordise additional capital on acceptable terms, L&ehbility to operate its business would be
impaired. As of September 30, 2008, Level 3 hadggregate of approximately $6.8 billion of longrtedebt on a consolidated basis and
including current maturities, and approximately $8illion of stockholders’ equity.

Level 3's ability to make interest and principalpgents on its debt and borrow additional fundsawofable terms depends on the future
performance of the business. If Level 3 does neetemough cash flow in the future to make inteoegirincipal payments on its debt, Level 3
may be required to refinance all or a part of aébtdor to raise additional capital. Level 3 canb@isure that it will be able to refinance its debt
raise additional capital on acceptable terms.

Recent disruptions in the financial markets could &ect Level 3's ability to obtain debt or equity financing or to refinance its existing
indebtedness on reasonable terms (or at all), andakie other adverse effects on the Company.

Widely-documented commercial credit market disrusi have resulted in a tightening of credit markeiddwide. Liquidity in the global credit
markets have been severely contracted by theseetndidcuptions, making it costly to obtain new 8ra&f credit or to refinance existing debt, wil
debt financing is available at all. The effectshafse disruptions are widespread and difficultuargify, and it is impossible to predict when the
global credit markets will improve or when the dtexntraction will stop. As a result of the onggiaredit market turmoil, Level 3 may not be
able to obtain debt or equity financing or to rafice its existing indebtedness on favorable teamat(all), which could affect the Company’s
strategic operations and its financial performazmeg force modifications to its operations.
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Iltem 6. Exhibits

Exhibits filed as a part of this report are listelow. Exhibits incorporated by reference are iatd in parentheses.

12 Statements Re Computation of Ratl

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

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

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtoBe906 of the

Sarbane-Oxley Act of 2002

32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdoBed06 of the
Sarbane-Oxley Act of 2002
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Pursuant to the requirements of the Securities &xgb Act of 1934, the registrant has duly causisdréiport to be signed on its behalf by the
undersigned thereunto duly authorized.

LEVEL 3 COMMUNICATIONS, INC.

Dated: November 10, 2008 /sl Eric J. Mortense

Eric J. Mortense!
Senior Vice President, Controll
and Principal Accounting Office
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Exhibit 12
STATEMENTS RE COMPUTATION OF RATIOS

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

LEVEL 3 COMMUNICATIONS, INC.

Nine Months Ended

September 30, Fiscal Year Ended
(dollars in millions) 2008 2007 2007 2006 2005 2004 2003
Loss from Continuing Operations Before
Taxes $ (B30 $ (1,02 $ (1,13¢) $ (789 $ (702 $ (477 $ (748
Earnings of Equity Investes — — — — — — 3
Interest on Debt, Net of Capitalized Inter 40C 441 577 648 53C 48E 567
Amortization of Capitalized Intere 38 51 68 68 68 68 68
Interest Expense Portion of Rental Expense 49 47 63 44 25 29 31
Earnings (Losses) Available for Fixed Charges $ 157 $ (486 $ (4200 $ (289 $ (79 108 $ (89
Interest on Dek $ 40C $ 441 $ 577 $ 648 $ 53C $ 48 $ 567
Preferred Dividend — — — — — — —
Interest Expense Portion of Rental Expense 49 47 63 44 25 29 31
Total Fixed Charges $ 44¢ 3 48¢ $ 64C $ 692 $ 558 $ 514 $  59¢

Ratio of Earnings to Fixed Charges — — — - — — _

Deficiency $ (292 $ (974 $ (1,06 $ (720 $ (634 $ (405 $ (681




Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

| have reviewed this Form 10-Q of Level 3 Commutiass, Inc.;

Based on my knowledge, this report does not cormjnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circunt&ts. under which such statements were made, nigtadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, amgtfe periods presented in this report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a. Designed such disclosure controls and proceduresused such disclosure controls and proceduras tesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrithhe period in which this report is being prepared

b. Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed under
our supervision, to provide reasonable assurargadeng the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimggort our conclusions about
the effectiveness of the disclosure controls amdguaures, as of the end of the period coveredibyre¢port based on such
evaluation; and

d. Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

The registrant’s other certifying officer(s) antldve disclosed, based on our most recent evaluatiorternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the equivalent
functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting which are
reasonably likely to adversely affect the regisfsaability to record, process, summarize and refioancial information; and

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

Date: November 10, 20(

/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.

2.

| have reviewed this Form 10-Q of Level 3 Commutiass, Inc.;

Based on my knowledge, this report does not cormjnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circunt&ts. under which such statements were made, nigtadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, amgtfe periods presented in this report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a. Designed such disclosure controls and proceduresused such disclosure controls and proceduras tesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrithhe period in which this report is being prepared

b. Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed under
our supervision, to provide reasonable assurargadeng the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimggort our conclusions about
the effectiveness of the disclosure controls amdguaures, as of the end of the period coveredibyre¢port based on such
evaluation; and

d. Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

The registrant’s other certifying officer(s) antldve disclosed, based on our most recent evaluatiorternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the equivalent
functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting which are
reasonably likely to adversely affect the regisfsaability to record, process, summarize and refioancial information; and

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

Date: November 10, 20(

/s/ Sunit S. Pate

Sunit S. Pate
Chief Financial 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 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 “Company”) for the three andenimonths ended September 30, 2008 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), I, James Q. Crd@lgef Executive Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to 8 906 of the Sarbanes-Oxley Act of 2@0e;

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

2) The information contained in the Report fairly prets, in all material respects, the financial ctadiand results of operations
Company.

/sl James Q. Crow
James Q. Crow

Chief Executive Office
November 10, 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 “Company”) for the three andenimonths ended September 30, 2008 as
filed with the Securities and Exchange Commissiorthe date hereof (the “Report”), I, Sunit S. PaBHief Financial Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to 8 906 of the Sarbanes-Oxley Act of 2@0e;

1) The Report fully complies with the requirementsettion 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 operatic
of the Company

/s/ Sunit S. Pate

Sunit S. Pate

Chief Financial Officel
November 10, 200




