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FORM 10-Q

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

(Mark One)

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

For the Quarterly Period Ended September 30, 200

or

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

For the transition period to
Commission file number (-15658

LEVEL 3 COMMUNICATIONS, INC.

(Exact name of registrant as specified in its @rart

Delaware 47-0210602
(State of Incorporatior (I.LR.S. Employe

Identification No.)

1025 Eldorado Blvd., Broomfield, CO 80021
(Address of principal executive office (Zip Code)

(720) 888-1000

(Registrant’s telephone number,
including area code)

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti8 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wejuired to file such reports), and (2)
has been subject to such filing requirements ferpst 90 days. Y&l NoO
Indicate by check mark whether the registrantle&rge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of an
“accelerated filer and large accelerated filer eR1L2b-2 of the Exchange Act (Check One):

Large accelerated fileX] Accelerated fileld Non-accelerated file
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exge Act). YesO No
The number of shares outstanding of each clagseassuer’'s common stock, as of November 3, 2006:

Common Stock: 1,176,725,073 shares
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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 2006 2005 2006 2005
Revenue
Communication: $ 858 $ 364 $ 2481 $ 1,24t
Coal Mining 17 20 51 56
Total revenue 875 384 2,532 1,301
Costs and Expense
Cost of revenue
Communication: 368 112 1,14¢ 338
Coal Mining 14 15 44 37
Total cost of revenue 382 127 1,19z 375
Depreciation and amortizatic 182 158 533 486
Selling, general and administrati 334 183 893 554
Restructuring and impairment charges 2 5 13 24
Total costs and expenses 900 473 2,632 1,43¢
Operating Income (Los! (25) (89) (100) (138)
Other Income (Expense
Interest incom 19 11 44 25
Interest expens (161) (138) (481) (391)
Other, net 2 10 (18) 26
Total other income (expense) (140) (117) (455) (340
Loss from Continuing Operations Before Income Tax (165) (206) (555) (478)
Income Tax Benefit (Expense) 2 (1) 2 (3)
Loss from Continuing Operations (163) (207) (553 (481)
Income (Loss) from Discontinued Operatio
Earnings (Loss) from Discontinued Operatit (8) 3 13 12
Gain on Sale of Discontinued Operations 33 — 33 —
Income from Discontinued Operations 25 3 46 12
Net Loss $ (138) $ (204) $ (507) $ (469

Basic and Diluted Earnings (Loss) per Sh
Loss from Continuing Operatiol
Income from Discontinued Operations
Net Loss

$ (019 $ (029 $ (059 $ (0.69

0.02

0.05

0.02

$ (012 $ (029 $ (054 $ (0.6

See accompanying notes to consolidated financgdsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

(unaudited)
September 30 December 31

(dollars in millions) 2006 2005
Assets
Current Assets

Cash and cash equivale $ 731 % 379

Marketable securitie 509 176

Restricted cash and securit 45 34

Receivables, less allowances of $17 and $17, résphc 351 392

Current assets of discontinued operati — 597

Other 105 92
Total Current Assets 1,741 1,67C
Property, Plant and Equipment, | 6,41€ 5,632
Marketable Securitie — 234
Restricted Cash and Securit 91 75
Goodwill and Other Intangibles, n 976 291
Noncurrent Assets of Discontinued Operati — 264
Other Assets, net 117 111
Total Assets $ 9,34 $ 8,277
Liabilities and Stockholde’ Equity (Deficit)
Current Liabilities:

Accounts payabl $ 406 $ 367

Current portion of lon-term debt 5 —

Accrued payroll and employee bene 93 79

Accrued interes 94 102

Deferred revenu 143 199

Current liabilities of discontinued operatic — 539

Other 157 137
Total Current Liabilities 898 1,422
Long-Term Debt, less current portis 6,577 6,023
Deferred Revenu 754 737
Other Liabilities 552 570
Commitments and Contingenci
Stockholder' Equity (Deficit)

Preferred stock, $.01 par value, authorized 100@@shares: no shares outstanc — —

Common stock, $.01 par value, authorized 2,2500@@shares: 1,174,953,605 outstanding in 2006 al

817,767,818 outstanding in 20 12 8

Additional paic-in capital 9,267 7,75¢

Accumulated other comprehensive |i (15) (51)

Accumulated deficit (8,702) (8,192)
Total Stockholders’ Equity (Deficit) 562 (476)
Total Liabilities and Stockholders’ Equity (Defigit $ 9,342 % 8,277

See accompanying notes to consolidated finanassients.




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

(dollars in millions)

Nine Months Ended
September 30

2006

2005

Cash Flows from Operating Activitie
Net Loss
Income from discontinued operations
Loss from continuing operations
Adjustments to reconcile loss from continuing opieres to net cash provided by (used in) operatuityities of
continuing operations
Depreciation and amortizatic
Gain on sale of property, plant and equipment ghdrasset
Non-cash compensation expense attributable to stockda
Deferred revenu
Loss on extinguishment of debt, 1
Non-cash impairment expens
Amortization of debt issuance co:
Accreted interest on lo-term debt discour
Accrued interest on loi-term debt
Change in working capital items net of amounts aequ
Receivable!
Other current asse
Payables
Other current liabilitie:
Other
Net Cash Provided by (Used in) Operating Activitidontinuing Operation

Cash Flows from Investing Activitie
Capital expenditure
Net proceeds from sale of discontinued operat
Distributions from discontinued operatic
Proceeds from sales and maturities of marketalolersies
Purchases of marketable securi
Increase in restricted cash and securities
Proceeds from sale of property, plant and equippzemd othe
Investments and acquisitions, net of cash acquired

Net Cash Used in Investing Activitii

See accompanying notes to consolidated financgdsients.

$ (507) $ (469

(46) (12)
(553) (481
533 486
(5) (10)
52 32
49)  (134)
29 —
8 6
15 12
28 28
@) 58
101 7
(2) (18)
(8) 9
(23) (8)
(10) _ (15)
109 (28)
(251) (233
340 —
18 11
5 179
(98)  (649)
(21) (8)
5 11
(746) (10)
(748) ~ (699)




Nine Months Ended

September 30

(dollars in millions) 2006 2005
Cash Flows from Financing Activitie

Long-term debt borrowings, net of issuance c $ 1,007 944

Payments on lor-term debt, including current portion and refinagcaosts (567) (130)

Equity Offering 543 —
Net Cash Provided by Financing Activiti 983 814
Discontinued Operations (Revise

Net cash used in discontinued operating activ (20) (2)

Net cash used in investing activiti (53) (29)

Net cash used in financing activiti — Q)

Net effect of exchange rates on cash and cashalgqoie — (4)
Net Cash Used in Discontinued Operati (73) (26)
Effect of Exchange Rates on Cash and Cash Equigalen 8 (15)
Net Change in Cash and Cash Equival: 279 47
Cash and Cash Equivalents at Beginning of Pe

Cash attributable to continuing operati 379 338

Cash attributable to discontinued operati 73 105
Cash and Cash Equivalents at End of Pel

Cash attributable to continuing operations $ 731 411

Cash attributable to discontinued operations $ 0 79
Supplemental Disclosure of Cash Flow Informati

Cash interest pai $ 445 293

Income taxes paid (receive — 1)
Noncash Investing and Financing Activit

Common stock issued for acquisitic $ 904 —

Amendment and restatement of $730 million creditlits 730 —

Long-term debt issued in exchange transac 619 —

Long-term debt retired in exchange transac 692 —

Use of restricted securities to repay I-term debr — 13

See accompanying notes to consolidated finanassients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in StockholderEquity (Deficit)
For the nine months ended September 30, 2006

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

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 8 $ 7,75¢ $ (1) $ (8,192) $ (476)
Adjustment for EITF No. 04-6 — — — (3) (3)
Adjusted balance at December 31, 2005 8 7,75¢ (52) (8,195) (479
Common Stock

Issuances, net of offering co: 2 541 — — 543

Stock plan grant — 40 — — 40

Shareworks pla — 13 — — 13

401(k) plan — 12 — — 12

Acquisitions 2 902 — — 904
Net Loss — — — (507) (507)
Other Comprehensive Income — 36 — 36
Balances at September 30, 2006 $ 12 $ 9,267 $ (15 $ (8,702) $ 562

See accompanying notes to consolidated financgdsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Loss

(unaudited)
Three Months Ended Nine Months Ended
September 30 September 30

(dollars in millions) 2006 2005 2006 2005
Net Loss $ (138) $ (204) $ (507) $ (469
Other Comprehensive Income (Loss) Before 1

Foreign currency translation income (loss 8 (2) 38 (66)

Unrealized holding gains (losses) on marketablétggecurities and other arising during

period 1 — Q) Q)

Reclassification adjustment for (income) losseduithed in net loss — 1 (@) 3
Other Comprehensive Income (Loss) Before 9 1) 36 (64)
Income Tax Benefit Related to Items of Other Corhpresive Income (LoSS) — — — —
Other Comprehensive Income (Loss), Net of Taxes 9 (1) 36 (64)

Comprehensive Loss $

(129) $ (205 $ (471) $ (533

SUPPLEMENTARY STOCKHOLDERS’ EQUITY (DEFICIT) INFORM ATION

(unaudited)

Net Foreign

Currency

Translation
(dollars in millions) Adjustment Other Total
Accumulated other comprehensive income (Ic
Balance at December 31, 2C $ 19 $ 32 $ (51)

Change 38 (2) 36

Balance at September 30, 2006 $ 19 $ (34 $ (15)

See accompanying notes to consolidated financgdsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policies

The consolidated financial statements include tu@ants of Level 3 Communications, Inc. and subsiés (the “Company” or “Level 3") in
which it has control. The Company is engaged iemntses primarily related to communications anal coining. Fifty-percent-owned
mining joint ventures are consolidated on a pra katsis. All significant intercompany accounts radsactions have been eliminated.

The Company completed its acquisition of Progrededom, LLC (“Progress Telecom”) on March 20, 2G@5acquisition of ICG
Communications, Inc. (“ICG Communications”) on M2y, 2006, its acquisition of TelCove, Inc. (“Tel@3yon July 24, 2006 and its
acquisition of Looking Glass Networks Holding Cog. (“Looking Glass”)on August 2, 2006. The Progress Telecom, ICG Conications
TelCove and Looking Glass results of operationshdbws and financial position are included in domsolidated financial statements from
the respective dates of their acquisition (See Rate

On December 23, 2005, Level 3 acquired WilTel Comitations Group, LLC and its operating subsidia(i®gilTel”). The financial
position, results of operations and cash flowshattable to WilTel are included in the consolidafedncial statements from the date of
acquisition (See Note 2).

On September 7, 2006, Level 3 sold Software Spegthoc. (“Software Spectrum”), the Company’s softeveeseller business, to Insight
Enterprises, Inc. (“Insight Enterprises”). On Noeer 30, 2005, Level 3 sold JStructure, LLC (“(i) Structure”), Level 3's wholly-owned
IT infrastructure management outsourcing subsidiadyfocrossing, Inc. (“Infocrossing”). The twaisinesses comprised Level 3's
information services segment. The results of s and cash flows for the Software Spectrum(andStructure businesses have been
classified as discontinued operations in the codatdd financial statements for all periods preseim this report (See Note 3).

The consolidated balance sheet of Level 3 at Deeeib, 2005 has been taken from the Company’sedidilance sheet as of that date. All
other financial statements contained herein aredited and, in the opinion of management, conthiadjustments (consisting only of norr
recurring accruals) necessary for a fair presemtadf financial position, results of operations @adh flows for the periods presented. The
Company'’s accounting policies and certain othecld&ires are set forth in the notes to the cons@itifinancial statements contained in the
Company’s Annual Report on Form 10-K for the yaadledd December 31, 2005. These financial statenstotsd be read in conjunction
with the Company’s audited consolidated financiatements and notes thereto. The preparationeatdhsolidated financial statements in
conformity with accounting principles generally apted in the United States requires managemenake mstimates and assumptions that
affect the reported amount of assets and liakslititsclosure of contingent assets and liabildied the reported amount of revenue and
expenses during the reported period. Actual resatid differ from these estimates.

The results of operations for the three and ninatmperiods ended September 30, 2006 are not radgssdicative of the results expected
for the full year.

In December 2004, the FASB issued SFAS No. 123Raf&Based Payment” (“SFAS No. 123R”). SFAS No.R.2&quires that
compensation cost relating to share-based paymagactions be recognized in the financial statésrigssed on the fair value of equity or
liability instruments issued. The U.S. Securitiad &xchange Commission extended the effective afa®-AS No. 123R such that the
Company was first required to adopt SFAS No. 128girnning January 1, 2006. The adoption of SFASI28R did not have a material
effect on the Company’s financial position or réswif operations.




Emerging Issues Task Force Issue No. 04-6, “Acdngribr Stripping Costs Incurred during Productiorthe Mining Industry” (“EITF No.
04-6") establishes appropriate accounting for ptrig costs incurred during the production phaseisuedfective for fiscal years beginning
after December 15, 2005. EITF No. 04-6 conclutias stripping costs incurred during the producpibase of a mine are variable production
costs that should be included in the costs ofrikientory produced during the period that the siniggosts are incurred. EITF No. 04-6
further defines inventory produced as mineral tieet been extracted. As a result, stripping cesidad to exposed, but not extracted mineral
must be expensed as incurred rather than defentddhe mineral is extracted. The Company’s aoaling business had previously deferred
stripping costs and amortized these costs ovepehied in which the underlying coal was mined. Twmpany’s adoption of EITF No. 04-6
required it to adjust by $3 million beginning retad earnings (accumulated deficit) for the amotiprepaid stripping costs previously
deferred as of January 1, 2006.

In June 2006, the FASB issued Interpretation N¢.ABcounting for Uncertainty in Income Taxes — Arterpretation of FASB Statement
No. 109" (“FIN No. 48"). FIN No. 48 clarifies the accoung for uncertainty in income taxes recognizednreaterprise’s financial
statements in accordance with FASB Statement N@. “Ktcounting for Income Taxes.” FIN No. 48 als@scribes a recognition threshold
and measurement attribute for the financial statémezognition and measurement of a tax positikartaor expected to be taken in a tax
return that results in a tax benefit. AdditionalN No. 48 provides guidance on de-recognitioepme statement classification of interest
and penalties, accounting in interim periods, disaie, and transition. This interpretation is effee for fiscal years beginning after
December 15, 2006. The Company is currently etialgiahe effect that the application of FIN No. w8l have on its consolidated results of
operations and financial condition, but given th@m@any’s current net operating losses and net tpgrass carryforwards, does not expect
a significant effect on its results of operationgimancial condition as a result of adopting FId.M8.

In June 2006, the FASB ratified the consensus oargimg Issues Task Force (“EITF”) Issue No. 0630w Taxes Collected from
Customers and Remitted to Governmental AuthorBiesuld Be Presented in the Income Statement” (“ENl6F06-3"). The scope of

EITF No. 06-3 includes any tax assessed by a govemtal authority that is directly imposed on a rmeproducing transaction between a
seller and a customer and may include, but isimitdd to, sales, use, value added, Universal Servund (“USF”) contributions and some
excise taxes. The Task Force affirmed its conctuiiat entities should present these taxes imtiene statement on either a gross or a net
basis, based on their accounting policy, which &hbe disclosed pursuant to APB Opinion No. 22 stihdsure of Accounting Policies.” If
such taxes are significant and are presented 00ss fasis, the amounts of those taxes shouldsblwséd. The consensus on EITF No. 06-3
will be effective for interim and annual reportipgriods beginning after December 15, 2006. The @&my currently records USF
contributions on a gross basis in its consolidatatements of operations, but records sales, atge added and excise taxes billed to its
customers on a net basis in its consolidated s&atenof operations. The Company does not expatthie effect of adopting EITF No. 06-3
will be significant to its reported revenue, opargincome and net earnings or loss but is cutyenthluating the effect.

In September 2006, the Securities and Exchange @ssion issued Staff Accounting Bulletin (“SAB”) N208, “Considering the Effects of
Prior Year Misstatements when Quantifying CurreaiiMisstatements.” SAB No. 108 requires analysmmiestatements using both an
income statement (rollover) approach and a balaheet (iron curtain) approach in assessing maitgraaid provides for a one-time
cumulative effect transition adjustment. SAB No8 18 effective for our fiscal year 2007 annual fingl statements. Level 3 is currently
assessing the potential impact that the adopti®?dd No. 108 will have on its financial statememtsyever, the impact is not expected to be
material.

In September 2006, the FASB issued SFAS No. 151y Value Measurements,” which defines fair vakestablishes a framework for
measuring fair value in generally accepted accagrprinciples, and expands disclosures about #direvmeasurements. SFAS No. 157 does
not require any new fair value measurements, ltiges guidance on how to measure fair value byighog a fair value hierarchy used to
classify the source of the information. This stagairis effective for us beginning July 1, 2008. Td@mmpany is currently assessing the
potential impact that the adoption of SFAS No. ®8lf have on its financial statements.




Reclassifications
Certain prior year amounts have been reclassifiedbhform to the current year presentation.
2. Acquisitions

In 2006, the Company embarked on a strategy torekjie presence in metropolitan markets. Theegsawill allow the Company to
terminate traffic over its owned facilities rathban paying third parties to terminate the traffiche expansion into new metro markets should
also provide additional opportunities to sell seegi to bandwidth intensive businesses on the Coyigaational and international networks.

In order to expedite the expansion of its metrarmss, Level 3 acquired Progress Telecom, ICG Conirations, TelCove and Looking

Glass in 2006.

Looking Glass Acquisition

On August 2, 2006, Level 3 completed the acquisitibLooking Glass, a privately held lllinois-bagetecommunications company. The
consideration paid by Level 3 consisted of appratety $13 million in cash, including $4 million ttnsaction costs, and approximately 21
million shares of Level 3 common stock valued at $8llion on the date of acquisition. In additiat,the closing, Level 3 repaid
approximately $67 million of Looking Glass liabiéis. The transaction purchase price is not subjeaty post-closing adjustments.

Level 3 entered into certain transactions with LingkGlass prior to the acquisition of Looking GléssLevel 3, whereby Level 3 received
cash for communications services to be providetiérfuture and which was originally recognized efedred revenue. As a result of the
acquisition, Level 3 can no longer amortize thiteded revenue into earnings and, accordingly, ceduhe purchase price applied to the net
assets acquired in the Looking Glass transactio®2omillion, the amount of the unamortized defemeeenue balance on August 2, 2006.

TelCove Acquisition

On July 24, 2006, Level 3 completed the acquisitbfielCove., a privately held Pennsylvania-baséecommunications company. Under
terms of the agreement, Level 3 paid $446 millioeash and issued approximately 150 million shafésvel 3 common stock, valued at
$623 million on the date of acquisition. In additj Level 3 repaid $132 million of TelCove debt audjuired $13 million in capital leases in
the transaction. Also, the Company paid thirdypadsts of approximately $15 million related to thensaction, which included certain costs
incurred by TelCove. The transaction price issudiject to any post-closing adjustments.

Level 3 entered into certain transactions with Tel€prior to the acquisition of TelCove by Leveldjereby Level 3 received cash for
communications services to be provided in the fuand which was originally recognized as deferes@nue. As a result of the acquisition,
Level 3 can no longer amortize this deferred reeento earnings and, accordingly, reduced the @mgelprice applied to the net assets
acquired in the TelCove transaction by less thamifion, the amount of the unamortized deferreceraue balance on July 24, 2006.
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ICG Communications

On May 31, 2006, Level 3 acquired all of the stoEkCG Communications., a privately held Coloradiséd telecommunications company,
from MCCC ICG Holdings, LLC excluding certain assand liabilities. Under the terms of the purchageement, Level 3 purchased ICG
Communications for an aggregate consideration stingiof approximately 26 million shares of Leved@nmon stock, valued at $131
million on the date of acquisition, and approxinhat®5 million in cash. The Company also incurcedts of less than $1 million related to
the transaction. Post-closing adjustments, prignarorking capital and other contractual matteesuited in the payment of additional
consideration of approximately $1 million in thérthquarter of 2006.

Level 3 entered into certain transactions with IC@nmunications prior to the acquisition of ICG Coumications by Level 3, whereby Le

3 received cash for communications services torbeigied in the future and which was originally rgo@ed as deferred revenue. As a result
of the acquisition, Level 3 can no longer amorttas deferred revenue into earnings and, accorgimgtuced the purchase price applied to
the net assets acquired in the ICG Communicatiamsaction by $1 million, the amount of the unaied deferred revenue balance on May
31, 2006.

Progress Telecom

On March 20, 2006, Level 3 completed its acquisitid all of the membership interests of Progrededem from PT Holding Company LLC
(“PT Holding”) excluding certain specified assetsldiabilities of Progress Telecom. Progress Taieevas owned by PT Holding which is
jointly owned by Progress Energy, Inc. and Odyskeiecorp, Inc. Under the terms of the purchaseegent, Level 3 purchased Progt
Telecom for an aggregate purchase price consisfiagproximately $69 million in cash and approxieta20 million shares of Level 3
common stock, valued at $66 million on the dateatfuisition. The purchase price was subsequesdiyaed by $2 million for working
capital and other contractual matters. The Compeogived payment of the $2 million adjustmentity 2006. The Company also incurred
costs of approximately $1 million related to thensaction.

Level 3 entered into certain transactions with IReeg Telecom prior to the acquisition of Progresiedom by Level 3, whereby Level 3
received cash for communications services to beiged in the future and which was originally rectzgul as deferred revenue. As a resu
the acquisition, Level 3 can no longer amortize théferred revenue into earnings and, accordimgtiuced the purchase price applied to the
net assets acquired in the Progress Telecom tigmséy $4 million, the amount of the unamortizedfatred revenue balance on March 20,
2006.

WilTel
On December 23, 2005, the Company acquired WillbehfLeucadia National Corporation and its subsidg(together “Leucadia”). The
consideration paid consisted of approximately $88l0on in cash, plus $100 million in cash to reflé.eucadia’s having complied with its

obligation to leave that amount of cash in WilTaid 115 million shares of newly issued Level 3 cammtock (“Shares”), valued at $313
million on the date of acquisition.
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The Company also incurred approximately $7 millidreosts related to this transaction. The cashhage price was subject to post-closing
adjustments based on actual working capital andratbntractual items as of the closing date. ImdWa2006, Leucadia and Level 3 agreed
that the purchase price for WilTel should decrdgsapproximately $27 million as a result of workic@pital and other contractual post-
closing adjustments. Level 3 received payment ef&h7 million adjustment in April 2006.

The preliminary valuation indicated that the faatue of the WilTel assets acquired exceeded tla abthe purchase price paid and the
liabilities assumed in the transaction. As a resé excess value was applied against the faievat the property, plant and equipment
obtained in the transaction. The $27 million pdsting adjustment resulted in an additional desgeéa property, plant and equipment in the
first quarter of 2006.

Level 3 entered into certain transactions with \Wilrior to the acquisition of WilTel by Level 3hereby Level 3 received cash for
communications services to be provided in the fuamd which was originally recognized as deferes@gnue. As a result of the acquisition,
Level 3 can no longer amortize this deferred reeento earnings and, accordingly, reduced the @mgelprice applied to the net assets
acquired in the WilTel transaction by $2 milliohetamount of the unamortized deferred revenue balan December 23, 2005.

Pro Forma Financial Information

The following is unaudited pro forma financial infeation of the Company assuming the WilTel, Progfeslecom, ICG Communications,
TelCove and Looking Glass transactions occurretleabeginning of the periods presented:

Three Months Ended Nine Months Ended
September 30 September 30

(dollars in millions, except per share data 2006 2005 2006 2005
Revenue $ 905 $ 970 $ 2,83C $ 2,96t
Loss from Continuing Operatiol $ (164 $ (175 $ (552) $ (418
Income from Discontinued Operatio $ 25 $ 3 $ 46 $ 12
Net Loss $ (1399 $ (1720 $ (506) $ (406)
Net Loss per Shai $ (0.12) $ (0.17) $ (0.46) $ (0.47)

The fair value of assets acquired and liabilitissuemed in these transactions are based upon pratynialuations as of the acquisition dates
after reflecting other contractual purchase prii@stments and are subject to change due to fuathedysis of the assets acquired and
liabilities assumed as well as integration plafike Company will continue to evaluate assets aeduand
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liabilities assumed based on the valuation anabsisintegration efforts for the WilTel, Progressdéicom, ICG Communications, TelCove
and Looking Glass transactions. The estimated/édire of assets acquired and liabilities assuroethe acquired companies are as follows.

Looking ICG Progress
(dollars in millions) Glass TelCove Communications Telecom WilTel
Assets:
Cash and cash equivalel $ 3 3 3 % 6 $ — $ 128
Accounts receivabl 8 23 7 3 257
Other current asse 2 5 2 2 22
Property, plant and equipment, | 130 796 10 77 621
Goodwill — 183 125 32 —
Identifiable intangible asse 41 273 49 36 152
Other assets 1 — 4 — 26
Total Assets 185 1,28¢ 203 150 1,20€
Liabilities:
Accounts payabl 5 20 6 1 204
Accrued payrol 1 6 2 1 29
Other current liabilitie: 12 20 10 7 61
Current portion of capital leas — 3 — 1 —
Capital lease — 10 3 8 —
Deferred revenu— Acquired Compan 1 — 4 2 41
Deferred revenu- Level 3 (2 — (1) 4) (2)
Other liabilities 4 8 3 — 90
Total Liabilities 21 67 27 16 423
Purchase Price $ 164 $ 1,21€ $ 176 $ 134 $ 783

3 . Discontinued Operations
Software Spectrum

On September 7, 2006, Level 3 sold Software Spegthoc. to Insight Enterprises, Inc., a leadingvider of information technology produr
and services. In connection with the transacti@vel 3 received total proceeds of $353 milliorcash, consisting of a base purchase price of
$287 million and a working capital adjustment opagpximately $66 million. The purchase price isjegbto working capital and certain ot
post-closing adjustments. Level 3 recognized ariB®n gain on the transaction in the third qeamf 2006 after transaction costs.

The following is the summarized results of operadiof the Software Spectrum business for the psitlmugh September 7, 2006 and the
three and nine month periods ended September 88; 20

July 1, 2006 Three Months January 1, 2006 Nine Months
through Ended through Ended
September 7, September 30 September 7, September 30
(dollars in millions) 2006 2005 2006 2005
Revenue: $ 260 $ 398 $ 1,40C $ 1,36¢
Costs and Expense
Cost of revenu 237 356 1,26¢ 1,242
Depreciation and amortizatic 2 3 8 8
Selling, general and administrative 31 34 112 102
Total costs and expenses 270 393 1,38¢ 1,352
Income (Loss) from Operations (20) 5 11 16
Total Other Income (Expens 2 (2) 5 (3)
Income Tax Benefit (Expense) — — 3) 1)
Net Income (Loss $ 8) $ 3 $ 13 $ 12
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The following is summarized balance sheet infororafor Software Spectrum as of December 31, 2008 in millions):
December 31

2005

Assets
Current Assets

Cash and cash equivale $ 73

Receivable! 431

Other 93
Total Current Assets 597
Property, Plant and Equipment, | 6
Goodwill and Other Intangibles, n 242
Other Assets, net 16
Total Assets $ 861
Liabilities:
Current Liabilities:

Accounts payabl $ 420
Accrued payroll and employee bene 17
Deferred revenu 67
Other 35

Total Current Liabilities 539
Deferred Revenu 11
Other Liabilities 12
Total Liabilities 562
Net Assets $ 299

(i)Structure

On November 30, 2005, Level 3 sold)Structure to Infocrossing, Inc. for proceeds db $&llion, which consisted of $82 million in cashct
$3 million of Infocrossing common stock. The casinghase price is subject to post-closing adjustmkased on actual working capital as of
the closing date. The Company and Infocrossingratiee process of completing the working capitjuatments. Level 3 recognized a $49
million gain on the transaction in the fourth qeamf 2005.

The following is the summarized results of operadiof the ( )Structure business for the three and nine momteae September 30, 2005.

Three Months Ended Nine Months Ended

(dollars in millions) September 30, 200! September 30, 200!
Revenue $ 17 $ 50
Costs and Expense
Cost of revenu 12 37
Depreciation and amortizatic 2 6
Selling, general and administrative 3 7
Total costs and expenses 17 50
Loss from Discontinued Operations $ —  $ —
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Software Spectrum and §Structure comprised Level 3's Information Servisegment.
4 . Restructuring Charges

In 2006, the Company initiated workforce reductitimst are expected to affect approximately 1,200leyees in its North American
communications business related to the integratfdilTel, Progress Telecom, ICG CommunicationdCbe and Looking Glass into Le\
3's operations. The accounting treatment for theegance costs is dependent on whether those didile affected are former employees of
the acquired companies or Level 3 employees. Etimated severance costs earned by employees attiured companies as of the
acquisition date are included as a liability in b@ance sheet as of the acquisition date. Thep@ognexpects to incur approximately $32
million of severance and related costs for forméiT@l, Progress Telecom, ICG Communications, Tekcaud Looking Glass employees.
of September 30, 2006, the Company paid $17 mithioseverance and related costs for these employ®&@gerance costs attributable to
Level 3 employees are recorded as a restructuhiagge in the statement of operations once the graptoare notified that their position will
be eliminated and the severance arrangements am@@oicated to the employee.

As of September 30, 2006, the Company had notdigérminated approximately 730 employees (241 éxel 3 and 489 for acquired
businesses) pursuant to these activities. Duhagiine months ended September 30, 2006, the Cgmpanrded approximately $5 million
in restructuring charges for affected Level 3 erypls. As of September 30, 2006, the Company lmadining obligations of less than $1
million for those Level 3 employees terminated ofified. The workforce reduction attributable betWilTel integration activity is expected
to be substantially complete by the end of 2006e Workforce reductions attributable to the ProgifBslecom, ICG Communications,
TelCove and Looking Glass integration activities expected to be completed in 2007.

In the first quarter of 2005, the Company initiatediorkforce reduction of approximately 470 empksy@ its North American and European
communications business. As a result of the rednctievel 3 incurred severance and related chafy@gproximately $15 million in the first
quarter of 2005. As of September 30, 2005, the fizomw had satisfied its obligations associated thighfirst quarter of 2005 workforce
reduction.

A summary of the restructuring charges and relatgigity follows:

Severance and Relate Facilities Related
Number of
Employees Amount Amount
(in millions) (in millions)

Balance December 31, 20 — 3 — 3 16
2005 Charge 472 15 1)
2005 Payments (472) (15) 3)
Balance December 31, 2005 — — 12
2006 Charge 241 5 —
2006 Payments (223) (5) 1)
Balance September 30, 2006 18 $ — 3 11

Nor-cash impairment charges were $1 million and $8anifor the three and nine months ended Septe®®e2006. In the third quarter of
2006, Level 3 recognized $1 million of non-cash @&nment costs related to the termination of ceriafiormation technology projects in the

communications business. In the second quart2@@8, Level 3 recognized $4 million of non-cash @anment charges primarily related to

excess land of the communications business helsdlerin Germany. This charge resulted
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from the difference between the recorded carry@mger and the estimated market value of the landadtition, the Company recognized $3
million of non-cash impairment charges in the fgearter of 2006 that resulted from the decisiotetminate projects for certain voice
services and certain information technology pragjéctthe communications business. These projests ldentifiable costs which Level 3 can
separately evaluate for impairment. The costsriecufor these projects, including capitalized lalveere impaired as the carrying value of
these projects exceeded their estimated fair value.

The Company recognized impairment charges of $omiin the third quarter of 2005 for estimateduliet cash payments which resulted f
the difference between the Company’s obligationthéolandlord for newly vacated leased propertyonger needed by the Company’s
communications business and the expected subleccmeé.

Nor-cash impairment charges were $2 million and $@ianiffor the three and nine months ended Septe®®e2005, respectively, and
primarily resulted from the decision to terminatejpcts for certain Softswitch related productsh@ communications business. The costs
incurred for these projects, including capitalizgetrating expenses, were impaired as the carnahgevof these projects exceeded their
estimated fair value.

Level 3 continues to periodically conduct comprediemreviews of the long-lived assets of its busses, specifically communication assets
deployed along its intercity network and in itseyady facilities. It is possible that assets maydeatified as impaired and impairment
charges may be recorded to reflect the realizadligevof these assets in future periods.

5. Termination Revenue

Termination revenue is recognized when a custornsepdnects service prior to the end of the conaciod, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination revésagso recognized when customers
make termination penalty payments to Level 3 tdesebntractually committed purchase amounts thatctistomer no longer expects to meet
or when a customer and Level 3 renegotiate a contrader which Level 3 is no longer obligated toyide services for consideration
previously received and for which revenue recognitias been deferred. Termination revenue is regham the same manner as the original
service provided, and amounted to less than $lomiind $3 million for the three and nine monthdezhSeptember 30, 2006, respectively,
and $1 million and $132 million during the threelanine months ended September 30, 2005, respsctiMad termination revenue in 2005 is
primarily attributable to the following two trangams:

In February 2005, France Telecom Long Distance USA; (“France Telecom”) and Level 3 finalized arregment to terminate a dark fiber
agreement signed in 2000. Under the terms of theeagent France Telecom returned the fiber to L8v€lash received for the fiber under
original agreement was deferred and was being &edrto revenue over the 20-year term of the agee¢nievel 3 has no further service
obligations with respect to the fiber and theref@®ognized approximately $40 million of unamortiziferred revenue as non-cash
termination revenue in the first quarter of 2005.

In March 2005, Level 3 entered into an agreemetit @0networks (USA) Inc. (“360networks”) in whibloth parties agreed to terminate a
20-year Indefeasible Right of Use (“IRU") agreeméstider the new agreement, 360networks returnedahefiber originally provided by
Level 3. Under the original IRU agreement signe@000, the cash received by Level 3 was deferrddnaas being amortized to revenue o
the 20-year term of the agreement. As a resuhisfttansaction, Level 3 recognized the unamortdefdrred revenue of approximately

$86 million as non-cash termination revenue infitse quarter of 2005.
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6. Loss Per Share

The Company had a loss from continuing operationshie three and nine months ended September 86,&td 2005. Therefore, the
dilutive effect of the approximately 481 millioné&d17 million shares issuable pursuant to convertiebt securities at September 30, 2006
and 2005, respectively, have not been includetlercomputation of diluted loss per share becawseititlusion would have been anti-
dilutive to the computation. In addition, the dike effect of the approximately 53 million and @dllion options, outperform stock options,
restricted stock units and warrants outstandirgegtember 30, 2006 and 2005, respectively, havbe®t included in the computation of
diluted loss per share because their inclusion @vbakve been anti-dilutive to the computation.

The following details the loss per share calcutaitor the three and nine months ended Septemb&086 and 2005 (dollars in millions,
except per share data):

Three Months Ended Nine Months Ended
September 30 September 30
2006 2005 2006 2005
Loss from Continuing Operatiol $ (163) $ (207) $ (553) $ (481)
Income from Discontinued Operations 25 3 46 12
Net Loss $ (138) $ (2049) $ (507) $ (469
Total Number of Weighted Average Shares Outstandgggl to Compute Basic and
Dilutive Loss Per Share (in thousan 1,128,15: 699,33: 944,86 695,06(
Loss Per Share of Common Stc
(Basic and Diluted)
Loss from Continuing Operatiol $ (0149 $ (029 $ (059 $ (0.69
Income from Discontinued Operations 0.02 — 0.05 0.02
Net Loss $ (0120 $ (029 $ (059 $ (0.67

7. Receivables

Receivables at September 30, 2006 and Decemb@08%,were as follows (dollars in millions):

Communications Coal Total
September 30, 200!
Accounts Receivabl- Trade $ 361 $ 7 % 368
Allowance for Doubtful Accounts (17) — (17)
$ 344 % 7 $ 351
December 31, 200!
Accounts Receivabl- Trade $ 400 $ 9 $ 409
Allowance for Doubtful Accounts 17) — (17)
$ 383 $ 9 $ 392

The Company recognized bad debt expense in sefamggral and administrative expenses of less thanifion and $1 million for the three
and nine months ended September 30, 2006, resplgciand less than $1 for the three and nine mpattods ended September 30, 2005,
respectively. Level 3 received proceeds for amepngviously deemed uncollectible of less than $liom for each of the three and
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nine months ended September 30, 2006, respectaedlyless than $1 million for each of the three riné month periods ended September
30, 2005, respectively. The Company decreaseduatsoeceivable and allowance for doubtful accobgitapproximately $1 million for the
nine month period ended September 30, 2005 foriquisly reserved amounts the Company deemed aslecitiole.

8. Property, Plant and Equipment, net

Costs associated directly with expansions and irgments to the network and customer installatiomtdiiding employee related costs, have
been capitalized. The Company generally capitakiosss associated with network construction, piowisg of services and software
development. Capitalized labor and related casts@ated with employees and contract labor workimgapital projects were approximat
$21 million and $47 million for the three and nmenths ended September 30, 2006, respectivelyuded in capitalized labor and related
costs were $1 million and $2 million of capitalizedn-cash compensation costs related to outpertwok options and restricted stock units
for the three and nine months ended September08®, 2espectively. Capitalized labor and relatests associated with employees and
contract labor working on capital projects wereragpnately $14 million and $37 million for the tlr@nd nine months ended September 30,
2005, respectively. Included in capitalized labod related costs were less than $1 million anchiibn of capitalized non-cash
compensation costs related to outperform stoclonptand restricted stock units for the three and mionths ended September 30, 2005,
respectively.

The Company continues to develop business supysidras required for its business. The externattests of software, materials and
services, payroll and payroll related expensegfioployees directly associated with the projectirediwhen developing the business support
systems are capitalized and included in the caget@dicosts above. Upon completion of a projectiobed cost of the business support system
is amortized over an estimated useful life of thyears.

In the second quarter of 2006, Level 3 recordefildnmillion decrease in property, plant and equiptnaad an $11 million increase in
customer lists to reflect their estimated valuechiasn a further review of the purchase price atloodor the Progress Telecom transaction.

During the third quarter of 2006, Level 3 deterndirtleat the period the Company expects to use istieg electronic equipment is longer
than the remaining useful life as originally estiath As a result, the Company extended the degiveciife of its existing transmission
equipment from 5 years to 7 years and existinggipnent from 3 years to 4 years. This changesiimate, effected as of July 1, 2006, was
accounted for prospectively, in accordance with SBo. 154, “Accounting Changes and Error Correstio Replacement of APB Opinic
No. 20 and FASB Statement N¢’ (“SFAS No. 154"), and reduced depreciation exgeg $13 million in the third quarter of 2006. In
addition, this change in estimate reduced netfloss continuing operations and net loss by $13iamillor approximately $0.01 per share for
both the three and nine month periods ended Sepiesih 2006.

During the second quarter of 2006, Level 3 deteeahithat the period the Company expects to use&idsirgg fiber is longer than the
remaining useful life as originally estimated. @sesult, the Company extended the depreciablefifies existing fiber from 7 years to 12
years. This change in estimate, effected as oil ApR006, was accounted for prospectively, incaidance with SFAS No. 154, and redu
depreciation expense by $18 million in the secamarigr of 2006. In addition, this change in esteraduced net loss from continuing
operations and net loss by $18 million, or appratety $0.02 per share for the nine months endete8dger 30, 2006 and the three months
ended June 30, 2006.

Depreciation expense was $162 million and $478ionilfor the three and nine months ended Septenthe2®6, respectively. Depreciation
expense was $143 million and $440 million for theeeé and nine months ended September 30, 200% ctasgy.
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9. Goodwill and Other Intangibles, net

Goodwill and Other Intangibles, net at Septembe2B06 and December 31, 2005 were as follows (doitemillions):

Other

Goodwill Intangibles
September 30, 2001
360networks $ — % 3
Sprint — 8
ICG Managed Moder — —
Telverse — 11
Genuity — 12
WilTel — 139
Progress Telecol 32 34
ICG Communication 125 48
TelCove 183 270
Looking Glass — 41
McLeod 40 —
XCOM 30 —

$ 410 $ 566

December 31, 200!

360networks $ — 3 4
Sprint — 16
ICG Managed Moder — 4
Telverse — 16
Genuity — 30
WilTel — 151
McLeod 40 —
XCOM 30 —

$ 70 $ 221

A preliminary valuation of the assets acquirechia TelCove transaction as of the acquisition dath¢cates customer related intangible assets
of approximately $253 million, with a weighted aage estimated life of 10 years and wireless licassets of approximately $20 million

with an indefinite life. The Company amortizedriBlion associated with TelCove’s customer relatgdngible assets during the third
quarter of 2006.

The Company valued customer-related intangiblesieed)in the Looking Glass transaction to be apipnaxely $41 million as of the
acquisition date. The Company expects to amottiese intangible assets over an estimated usgfifliL0 years.

A preliminary valuation of the assets acquirechiea tCG Communications transaction indicated a vafu#9 million for customer-related
intangible assets with an estimated useful lifé@fears.

A preliminary valuation of the assets acquirechia Progress Telecom acquisition resulted in a vall#25 million for customer-related
intangible assets with an estimated useful lif8 géars. In the second quarter of 2006, Levelj@sted the fair value of the customer-related
intangible assets to $36 million and reduced theevaf property, plant and equipment to $77 millimased on an updated valuation of the
assets acquired and liabilities assumed in theaetion.

The preliminary purchase price valuations for PesgrTelecom, ICG Communications and TelCove indit#iat the purchase price exce¢

the fair value of the identifiable assets acquaad liabilities assumed by $32 million, $125 mitliand $183 million, respectively. A
preliminary estimate of the assets
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acquired and liabilities assumed in the LookingsSlaansaction indicates that the fair value ofideatifiable net assets acquired exceeds the
consideration paid to the former owners.

Goodwill is assessed at least annually for impaiinite accordance with SFAS No. 142, beginning wlith first anniversary of the acquisition
and December 31 of each year thereafter. As ofe@dmer 30, 2006, the Company has not recorded impat expenses for the goodwill or
intangible assets identified in the previous table.

Amortization expense was $20 million and $55 millior the three and nine months ended Septemb&088, respectively. Amortization
expense was $15 million and $46 million for theethand nine months ended September 30, 2005, teghec

The amortization expense related to intangibletasserently recorded on the Company’s books fehes the five succeeding years is
estimated to be the following for the years endedddnber 31: 2006-$78 million; 2007-$66 million; 86862 million; 2009-$48 million,
2010-$47 million and thereafter-$278 million.

10. Long-Term Debt

At September 30, 2006 and December 31, 2005, lemg-tiebt was as follows:

September 30 December 31

(dollars in millions) 2006 2005
Senior Secured Term Loan (11.82% due 2( $ 730 $ 730
Senior Notes (9.125% due 20( — 954
Senior Notes (11.0% due 20( 78 132
Senior Discount Notes (10.5% due 20 — 144
Senior Euro Notes (10.75% due 20 63 59
Convertible Senior Notes (2.875% due 20 374 374
Senior Discount Notes (12.875% due 20 488 488
Senior Euro Notes (11.25% due 20 132 123
Senior Notes (11.25% due 20! 96 96
Senior Notes (11.5% due 201 692 —
Fair value adjustment on Senior No (64) —
Senior Notes (10.75% due 20! 500 500
Floating Rate Senior Notes (11.42% due 2( 150 —
Issue discount on Floating Rate Senior N (5) —
Senior Notes (12.25% due 20! 550 —
Issue discount on Senior Nof (2) —
Convertible Senior Notes (5.25% due 20 345 345
Convertible Senior Notes (10.0% due 20 880 880
Convertible Senior Notes (3.5% due 20 335 —
Convertible Senior Discount Notes (9.0% due 2( 269 252
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514
CBRE Commercial Mortgage (6.86% due 20 70 70
Capital Lease 24 —
Other 1 —
6,582 6,022

Less current portion (5)

$ 6,577 $ 6,025

20




The debt instruments above contain certain findmeid non-financial covenants with which the Comphalieves it is in full compliance as
of September 30, 2006.

3.5% Convertible Senior Notes due 2012

On June 13, 2006 Level 3 Communications, Inc. kexk$326 million of net proceeds, after giving effo offering expenses, from a public
offering of $335 million aggregate principal amouwiits 3.5% Convertible Senior Notes due 20125%8.Convertible Senior Notes”). The
3.5% Convertible Senior Notes were priced at 100%h@ principal amount. The notes are senior umsetobligations of the Company,
ranking equal in right of payment with all the Ccemng’s existing and future unsubordinated indebtesnd he 3.5% Convertible Senior
Notes will mature on June 15, 2012. Interest enntbites will be payable on June 15 and Decembef &&ch year, beginning on Decem
15, 2006.

At any time before the close of business on Jun@52, the 3.5% Convertible Senior Notes are cuitle by holders into shares of Level
3's common stock at a conversion price of $5.46share (subject to adjustment in certain eventss iE equivalent to a conversion rate of
approximately 183.1502 shares of common stock p&0® principal amount of these notes. Upon caigar the Company will have the
right to deliver cash in lieu of shares of its coamstock, or a combination of cash and sharesmhwoon stock. In addition, holders of the
3.5% Convertible Senior Notes will have the rightéquire the Company to repurchase the notes tifgoaccurrence of a change in control,
as defined, at a price of 100% of the principal ani@f the notes plus accrued interest. In addlitioa holder elects to convert its notes in
connection with certain changes in control, Leveb8Id be required to pay a make whole premiunmbyeiasing the number of shares
deliverable upon conversion of the notes.

The 3.5% Convertible Senior Notes are subjectdemgtion at the option of Level 3, in whole or &rfp at any time or from time to time, on
not more than 60 nor less than 30 days’ noticegraafter June 15, 2010, plus accrued and unpatdast thereon (if any) to the redemption
date, if redeemed during the twelve months begmdime 15, of the years indicated below:

Year Redemption Price
2010 101.17%
2011 100.5¢%

Level 3 used a portion of the net proceeds from differing and its common stock offering compleitethe second quarter to redeem certain
debt securities maturing in 2008. The remainirgcpeds were used for acquisitions and for genergbeate purposes, including working
capital and capital expenditures.

Floating Rate Senior Notes due 2011

On March 14, 2006, Level 3 Communications, Incgaarantor and Level 3 Financing, Inc. (“Level 8atcing”), a whollyewned subsidiat
of the Company, as borrower, entered into an indenwith the Bank of New York, as trustee, andess#i150 million aggregate principal
amount of floating rate senior notes due 2011 @kiwm Rate Senior Notes due 2011") in a privaterirdify. After transaction costs, the
Company received net proceeds associated witlotfagng of $142 million.

The Floating Rate Senior Notes due 2011 rank equaiht of payment with all other senior unsecuoddigations of Level 3 Financing and
have an initial interest rate equal to the six rhdrdndon Interbank Offered Rate (“LIBOR”), plus 8536, which will be reset senainnually.
Interest on the notes is payable on March 15 apteSder 15 of each year, beginning on Septembe2®. The interest rate was 11.8% at
September 30, 2006 and was determined at the cooemmamt of the interest period beginning on theaissa date. The Floating Rate Senior
Notes due 2011 were priced at 96.782% of par. digmount is reflected as a reduction in I-term debt and is being amortized as interest
expense over the term of the Floating Rate SenibedNdue 2011 using the effective interest method.
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The Floating Rate Senior Notes due 2011 are sutgeetdemption at the option of Level 3 Financinguvhole or in part, at any time or from
time to time, on or after March 15, 2008 at theeragtion prices (expressed as a percentage of palh@mount) set forth below, plus accrued
and unpaid interest thereon to the redemption dfatedeemed during the twelve months beginningdd5, of the years indicated below:

Year Redemption Price

2008 102.C%
2009 101.C%
2010 100.C%

On March 14, 2006, Level 3, Level 3 Financing amalinitial purchasers of the Floating Rate Senioteld due 2011 entered into a registre
rights agreement relating to the Floating Rate @eXotes due 2011 pursuant to which Level 3 anceL8vinancing agreed to file an
exchange offer registration statement with the Bees and Exchange Commission. The Compsamchange offer registration statemen
these notes was declared effective by the Secudtid Exchange Commission on August 8, 2006 anebtigange offer relating to these
notes was subsequently completed.

Debt issuance costs of $3 million were capitaliaad are being amortized over the term of the Figdate Senior Notes due 2011 using the
effective interest method.

12.25% Senior Notes due 2013

On March 14, 2006, Level 3 Communications, Incgaarantor and Level 3 Financing, as borrower,redtéto an indenture with the Bank
of New York, as trustee, and issued $250 milliogragate principal amount of 12.25% senior notes2ie3 (“12.25% Senior Notes due
2013") in a private offering.

On April 6, 2006, the Company issued $300 milliggieegate principal amount of 12.25% Senior Notes2{) 3 in a private offering. These
notes together with the $250 million aggregategypial amount of 12.25% Senior Notes due 2013 issmeldlarch 14, 2006 will be treated
under the same indenture as a single series af.ndiee Company received net proceeds of $538amidissociated with the 12.25% Senior
Notes due 201:

The 12.25% Senior Notes due 2013 are senior unsgalnligations of Level 3 Financing, ranking equalight of payment with all other
senior unsecured obligations of Level 3 Financibgvel 3 has guaranteed the 12.25% Senior Note2@L®. The notes will mature on
March 15, 2013. Interest on the notes accrue2.26% per year and is payable on March 15 and Béy@el5 of each year, beginning on
September 15, 2006. The $250 million of 12.25%i@edotes due 2013 issued on March 14, 2006 weoe@mat 96.618% of par. The $300
million of 12.25% Senior Notes due 2013 issued @nil%5, 2006 were priced at 102% of par. The réisglnet discount of the two issuances
of approximately $2 million is reflected as a retitue in long-term debt and is being amortized asrist expense over the remaining term of
the 12.25% Senior Notes due 2013 using the effedtiterest method.

The 12.25% Senior Notes due 2013 are subject emption at the option of Level 3 Financing in whotdn part, at any time or from time
time, on or after March 15, 2010 at the redemptinoes (expressed as a percentage of principal ainset forth below, plus accrued and
unpaid interest thereon to the redemption daredéemed during the twelve months beginning Maggtofl the years indicated below:

Year Redemption Price

2010 106.125%
2011 103.069%
2012 100.00(%
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On March 14, 2006, Level 3 Communications, Incyélé Financing and the initial purchasers of tBe25% Senior Notes due 2013 entered
into a registration rights agreement regardinglth@5% Senior Notes due 2013 pursuant to which IL&@mmunications, Inc. and Level 3
Financing agreed to file an exchange offer redistnastatement with the Securities and Exchange@ission. The Company’s exchange
offer registration statement for these notes wataded effective by the Securities and Exchange i@@sion on August 8, 2006 and the
exchange offer relating to these notes was subsdgummpleted.

Debt issuance costs of approximately $5 millioneveapitalized and are being amortized over the tdrthe 12.25% Senior Notes due 2013.

The debt represented by the 12.25% Senior Note2@l@ together with the Floating Rate Notes duel2@ihstitutes purchase money
indebtedness under the indentures of Level 3.

Capital Leases

As part of the TelCove transaction completed og 24| 2006, the Company assumed certain capits¢lehbligations of TelCove primarily
for IRU dark fiber facilities and office space di®million. The capital leases mature at varioates through December 2030.

As part of the Progress Telecom transaction corgleh March 20, 2006, the Company assumed cerdgitat lease obligations of Progress
Telecom for IRU dark fiber facilities of $9 millionThe capital leases mature at various dates ghr@021.

As part of the ICG Communications transaction ory 4, 2006, the Company assumed certain capitatlebligations of ICG
Communications for IRU dark fiber facilities of $3llion. The capital leases mature at various sitteough 2018.

Debt Redemption

On July 13, 2006, Level 3 redeemed all of its @utding 9.125% Senior Notes due 2008 and 10.5% EBisoount Notes due 2008
remaining after the debt exchange completed onaigri8, 2006, described below. Aggregate princigal premium and accrued interest
totaled $470 million.

The 9.125% Senior Notes due 2008 were redeemetkdeaption price equal to 100% of the principabant of those notes plus accrued
and unpaid interest. The aggregate principal amof®.125% Senior Notes due 2008 that were reddemas $398 million. The 10.5%
Senior Discount Notes due 2008 were redeemedeateanption price equal to 101.75% of the principabant at maturity of those notes plus
accrued and unpaid interest. The aggregate pehaipount at maturity of 10.5% Senior Discount Satae 2008 that were redeemed was
$62 million.

Amendment and Restatement of Credit Facility

On June 27, 2006, Level 3 Financing amended andteekits existing $730 million senior secured irktility to reduce the interest rate
payable under the agreement by 400 basis poin@ifyrthe pre-payment provisions and make other ifipeochanges.

The amendment of the credit facility was treatedrmextinguishment of the existing debt instrunvhrg to the significant change in lender
the debt per EITF No. 96-19, “Debtor’s Accountitng & Modification or Exchange of Debt Instrument&ITF No. 96-19”) . The fair value

of the amended and restated credit facility appnated the carrying value of the original creditlfgcas the interest rate of the amended and
restated credit facility approximated current mariges. As part of the transaction, Level 3 gajatepayment premium of approximately !
million to existing debt holders. The prepaymempium along with the unamortized deferred dehtasse costs of $13 million from the
original offering, were recognized as a loss onektinguishment of debt in the second quarter @620The Company also incurred $11
million of third party costs to complete this transon. These costs were reflected as deferredisiimnce costs and will be amortized to
interest expense over the term of the debt usiag@tfective interest method.
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Debt Exchange

On January 13, 2006, the Company completed prastbange offers to exchange a portion of its ontstey 9.125% Senior Notes due 2008,
11% Senior Notes due 2008 and 10.5% Senior Disddates due 2008 (together the “2008 Notes”) thaevireld by eligible holders in a
private placement for cash and new 11.5% SenioedNdtie 2010. The Company issued $692 million agdgeeprincipal amount of 11.5%
Senior Notes as well as paid $46 million of cashséteration in exchange for the 2008 Notes tendieréttk transactions. The Company
paid approximately $13 million in cash for totabaged interest to the closing date on the 2008 $ibtat were accepted for exchange.

Pursuant to the guidance in EITF No. 96-19, the @amy accounted for the exchange of the 9.125% &aluites and the 11% Senior Notes
as an extinguishment of debt and recognized agfapproximately $27 million in Other Income in tfiest quarter of 2006. The gain was
determined using the fair value of the new 11.5%i@eNotes at the time of issuance. The fair valfithe 11.5% Senior Notes was
approximately $73 million less than the face amairihe debt. The accretion of the $73 millioncdignt will be reflected as interest expense
in future periods using the effective interest methThe 11.5% Senior Notes were recorded at fagivalue on the transaction date and will
accrete to their face value at maturity. Premipais to holders of the 9.125% Senior Notes and.fl¥ Senior Notes of $41 million reduced
the gain on extinguishment of debt.

In accordance with EITF No. 96-19, the exchangihefl0.5% Senior Discount Notes was accountedsfar modification of the existing
debt. The premiums paid to the holders of the%0Sgnior Discount Notes of $5 million were addethexisting debt issuance costs and
will be amortized over the term of the 11.5% SeiNotes.

The Company incurred approximately $5 million dfdiparty costs associated with the exchange trdiose The costs were allocated to
each tranche of debt based on the amount tendereddhange. The $4 million of fees allocatedhi®9.125% Senior Notes due 2008 ant
11% Senior Notes due 2008 were capitalized andbgithmortized to interest expense over the tertheofespective notes. The $1 million of
costs allocated to the 10.5% Senior Discount Ndtes2008 were expensed in the first quarter of 2006

The principal amount of 2008 Notes tendered isaét in the table below (dollars in millions).

Aggregate
Principal Aggregate
Amount Principal Amount
Outstanding Aggregate
Before Principal Amount of Old Notes that Total Cash
2008 Notes Exchange Remained Premium
Exchanged Offers Tendered Qutstanding Payment
9.125% Senior Notes due 20 $ 954 $ 556 $ 398 $ 36
11% Senior Notes due 20! 132 54 78 5
10.5% Senior Discount Notes due 2( 144 82 62 5

The exchange offers were made only to qualifietitintsonal buyers and institutional accredited istas inside the United States and to
certain non-U.S. investors located outside theadhBtates.

The 11.5% Senior Notes are senior unsecured olgligabf the Company, ranking equal in right of payinwith the old notes not tendered in
the exchange offers as well as all other seniocecured
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obligations of the Company. The 11.5% Senior Natature on March 1, 2010, and bear interest aegper annum equal to 11.5%. Interest
on the notes is payable on March 1 and Septembgeach year, beginning on September 1, 2006. Cdrepany may redeem some or all of
the 11.5% Senior Notes at any time on or after karc2009, at 100% of their principal amount plasraed interest.

The Company’s exchange offer registration staterfaarthese notes was declared effective by the @&=i1and Exchange Commission on
August 8, 2006 and the exchange offer relatingpésé notes was subsequently completed.

Future Debt Maturities

The Company'’s contractual obligations at SepterBBe2006 related to debt, including capital leas®s excluding issue discounts and fair
value adjustments, will require estimated cash maysduring each of the five succeeding yearslasis: 2006-$1 million; 2007-& million;
2008-$146 million; 2009-$365 million and 2010-$2434illion and thereafter-$3,771 million.

11. Stock-Based Awards

Beginning January 1, 2006, the Company adopted S¥AI 23R, “Share-Based Payment” (“SFAS No. 123RMe adoption of SFAS No.
123R on January 1, 2006 did not have a signifieffiect on the Company’s financial position or réswif operations as the Company adopted
the expense recognition provisions of SFAS No. 128counting for Stock-Based Compensation” (“SFA8.M23") in 1998. SFAS No.

123R requires that estimated forfeitures be fadtamghe amount of expense recognized for awaralsate not fully vested. The Company
has historically recorded the effect of forfeituc®quity awards as they occur. The effect oflypg the change from the original provisic

of SFAS No. 123 on the Company’s results of openstiand basic and diluted earnings per share éathtlee and nine months ended
September 30, 2006 was not significant.

The Company recognized in the consolidated stateofesperations a total of $18 million and $52 ioifl of non-cash compensation for the
three and nine months ended September 30, 20@&atésely. Included in discontinued operationad®-cash compensation expense of less
than $1 million and $2 million for the three and@imonths ended September 30, 2006, respectivElyring the second quarter of 2006, the
October 2005 and January 2006 grants were valuad May 15, 2006 as the grant date, in accordanteSFAS No. 123R, and resulted i
$6 million increase in non-cash compensation expers stated in the Company’s proxy materialstfo2006 Annual Meeting of
Stockholders, over the course of the years sinad Ap1998, the compensation committee of the Camnys Board of Directors had
administered the 1995 Stock Plan under the bdlafthe action of the Company’s Board of Directoramend and restate the plan effective
April 1, 1998 had the effect of extending the arajiterm of the Plan to April 1, 2008. After ather review of the terms of the plan,
however, the compensation committee determinedatiaimbiguity could exist as to the date of tharatipn of the plan. To remove any
ambiguity, the Board of Directors sought the appt@f the Company’s stockholders to amend the flaxtend the term of the plan by five
years to September 25, 2010. This approval wesrdd at the 2006 Annual Meeting of Stockholdetd ba May 15, 2006. In addition, tl
Company capitalized $1 million and $2 million ofeoash compensation for those employees and comsatirectly involved in the
construction of the network, installation of cusemor development of the business support sydtamntise three and nine months ended
September 30, 2006, respectively.

The Company recognized in the consolidated stateofesperations a total of $13 million and $32 il of non-cash compensation for the
three and nine months ended September 30, 20@®atésely. Included in discontinued operationads-cash compensation expense of $1
million and $3 million for the three and nine mositnded September 30, 2005, respectively. Iniaddihe Company capitalized $1 million
and $2 million of non-cash compensation for thaspleyees and contractors directly involved in tbastruction of the network, installation
of customers or development of the business sugpstéms for the three and nine months ended Skpte3@, 2005, respectively.
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SFAS No. 123R requires the benefit of tax dedustiorexcess of recognized compensation expensepoeted as a financing cash flow if
tax benefits are expected to be realizable. A<ihmpany is currently in a net operating loss parsiaind does not expect to generate net
income in the near term, Level 3's management doesxpect to realize tax benefits from share-basedpensation for the foreseeable
future.

The following table summarizes non-cash compensatigpense and capitalized non-cash compensatighddhree and nine months ended
September 30, 2006 and 2005.

Three Months Ended Nine Months Ended

September 30 September 30

(dollars in millions) 2006 2005 2006 2005
0SsO $ 10 $ 5 % 27 $ 14
Restricted Stoc 4 6 14 12
Shareworks Match Ple — — — 2)
401(k) Match Expens 5 4 14 12
401 (k) Discretionary Grant Plan — — 1 1

19 15 56 37
Capitalized Non-cash Compensation (@9) (@) (2) (2)

18 14 54 35
Discontinued Operations — 1) (2) (3)

$ 18 ¢ 13 $§ 52 $ 32

Non-qualified Stock Options and Warrants

At September 30, 2006, there were approximatelg f#llion warrants outstanding ranging in exergisiee from $4.00 to $29.00. As of
September 30, 2006, all of the warrants previogsiynted were fully vested and the compensationresgpbad been fully recognized in the
consolidated statements of operations. Of theseaws, all were exercisable at September 30, 2006,a weighted average exercise price
of $7.79 per warrant.

The Company has not granted NQSOs since 2000.f 8spiember 30, 2006, all NQSOs previously gramterk fully vested and the
compensation expense had been fully recognizetkicdnsolidated statements of operations. At &dme 30, 2006, there were
approximately 6 million NQSOs outstanding with eiee prices ranging from $1.76 to $8.00. The weidlaverage exercise price of the
NQSOs outstanding was $5.70 at September 30, :

Outperform Stock Option Plan

In April 1998, the Company adopted an outperforatisioption (“OSQO”) program that was designed battthe Company’s stockholders
would receive a market return on their investmegfibte OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly management’s and stockhsldeterests by basing stock option value on tbenfany’s ability to outperform the
market in general, as measured by the Standardo®$('S&P”) 500 Index. Participants in the OSQ@ggram do not realize any value from
awards unless the Company’s common stock priceediatpms the S&P 500 Index during the life of thargr When the stock price gain is
greater than the corresponding gain on the S&PIB@Ex (or less than the corresponding loss on &f@ Bdex for grants awarded before
September 30, 2005), the value received for awamdsr the OSO plan is based on a formula involaimgultiplier related to the level by
which the Company’s common stock outperforms th® $&0 Index. To the extent that Level 3's commaelsbutperforms the S&P 500
Index, the value of OSOs to a holder may exceeddhes of nonqualified stock options.
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The Company’s OSO program targets that no more2b&t of Level 3's outperformance is delivered tqpéyee-owners, and that the
exercise of past and future OSO grants does negkelxshares reserved for issuance under the Congph®95 Stock Plan, as amended. The
method for determining the value of an individu8@is described below:

The initial strike price, as determined on the gagr to the OSO grant date, is adjusted over f{ithe “Adjusted Strike Price”), until the
exercise date. The adjustment is an amount equlétpercentage appreciation or depreciation irvéthae of the S&P 500 Index from the
date of grant to the date of exercise. The vafubeOSO increases for increasing levels of otitgperance. OSO awards outstanding as of
September 30, 2006 have a multiplier range froro s@four depending upon the performance of Levedi®mon stock relative to the S&P
500 Index as shown in the following table.

If Level 3 Stock Outperforms Then the Pre-multiplier Gain Is
the S&P 500 Index by: Multiplied by a Success Multiplier of:
0% or Less 0.00

More than 0% but Less than 11 Outperformance percentage multiplied by ¢
11% or More 4.00
The Pre-multiplier gain is the Level 3 common stpcdke minus the Adjusted Strike Price on the déitexercise.

Upon exercise of an OSO, the Company shall detivgray to the grantee the difference between tlieMrket Value of a share of Level 3
common stock as of the day prior to the exercise,dess the Adjusted Strike Price, the “Exercisasideration.” The Exercise
Consideration may be paid in cash, Level 3 commaocksor any combination of cash or Level 3 commimtis at the Company’s discretion.
The number of shares of Level 3 common stock tddbeered by the Company to the grantee is detachby dividing the Exercise
Consideration to be paid in Level 3 common stockheyFair Market Value of a share of Level 3 comratotk as of the date prior to the
exercise date. Fair Market Value is defined in@f®0 agreement, but is currently the closing ppieeshare of Level 3 common stock on the
NASDAQ exchange. Exercise of the OSOs does nafire@ny cash outlay by the employ

OSO awards are granted quarterly to eligible pigaitts. Awards outstanding at September 30, 26086 h 4-year life and vest 50% at the
end of the first year after the grant, with the agmmg 50% vesting over the second year (12.5%gparter).

The Company utilizes a modified Black-Scholes madelalue outperform stock options granted to eiygds. The Company believes that
given the relative short life of the options and tther variables used in the model, the modifiettiBScholes model provides a reasonable
estimate of the fair value of the OSOs at the tiihgrant.

The fair value under SFAS No. 123R for the appratety 6.1 million OSO awarded to participants dgrine nine months ended September
30, 2006 was approximately $36 million using a rfiediBlack-Scholes valuation model with the assuans outlined in the table below.

The resulting theoretical value per option graniteB006 is 153% of the stock price on the grane @stdefined in SFAS No. 123R. The
theoretical value of options granted in 2005 wai% bf the stock price. In accordance with SFAS N8R, the Company used an estimated
forfeiture rate of 10.19% in determining expensmgmition. As of September 30, 2006, the Compad/iot reflected $24 million of
unamortized compensation expense in its finantééments for previously granted OSOs. The wethhteerage period over which this cost
will be recognized is 1.5 years.
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The fair value of each OSO grant equals the caledltheoretical value multiplied by the Level 3 ecoon stock price on the grant date. The
modified Black-Scholes valuation model used théfeing assumptions during the nine months endede®dper 30:

2006 2005
S&P 500 Expected Dividend Yield Rate 1.78% 1.9%%
Expected Life 3.4 year: 2 year:

S&P 500 Expected Volatility Ra 12% 13%
Level 3 Common Stock Expected Volatility Ri 55% 55%
Expected S&P 500 Correlation Fac .28 .30

Calculated Theoretical Valu 153% 116%

The expected life data was stratified based ondedMeresponsibility within the Company. The thetical value used in 2006 was determined
using the weighted average exercise behavior Egelyroups of employees. Upon adoption of SFASIRBR, the Company updated its
calculation of the Expected Life. Volatility assptions were derived using historical data as welt@rent market data.

As part of a comprehensive review of its long-t@empensation program, the Company temporarily swudgukawards of OSOs in April
2005. During the second quarter of 2005, the Camgmanted participants in the plan restrictedlstaaits, as discussed below.

Beginning in the third quarter of 2005, the Compasyed both restricted stock units and OSOs dopis long-term compensation
program. In the third quarter of 2005, the Comparaygle a grant for 2005 of restricted stock uniés West ratably over four years. The
Company plans to make quarterly OSO grants to eyaplothat have similar terms as those OSOs grantké first quarter of 2005.

A summary of OSO activity for the nine months en&egitember 30, 2006 follows:

Weighted Weighted
Average Average
Initial Strike Aggregate Remaining
Intrinsic Contractual
Number Price Value Term
(in millions)
Outstanding at January 1, 20 14,245,971 $ 3.3
Options grante: 6,053,88¢ 4.19
Options exercise (1,761,94) 3.05
Options forfeitec (1,008,504) 3.65
Options expired (2,792,616 3.60
Outstanding at September 30, 2006 14,736,79¢ $ 365 $ 87 2.52year
Outstanding, exercisable (“vested”) 7,746,86. $ 355 & 47  1.82year

During the first nine months of 2006, the Compassuied 2 million shares of Level 3 common stock uperexercise of OSOs.

In the table above, the weighted average initidtestprice represents the values used to calcthat¢theoretical value of OSOs on the grant
date and the intrinsic value represents the valu@S®s that have outperformed the S&P 500 Indexf & ptember 30, 2006.

The total realized value of OSOs exercised for edc¢he three and nine month periods ended Septedthe006 was $3 million and $10
million, respectively.
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Restricted Stock and Units

During the first nine months of 2006, approximatgl$ million shares of restricted stock or resgitstock units were granted to employees
and nonemployee members of the Board. The restricted ataik and shares were granted to the recipients abst. Restrictions on trans
lapse over one to four year periods. The fair valuestricted units and stock granted in 2006 $&8 million as calculated using the fair
value of the Level 3 common stock on the grant.date of September 30, 2006, the total compensatish related to nonvested restricted
stock or restricted stock units not yet recognizred $25 million, and the weighted average periogt evhich this cost will be recognized is
2.6 years.

For the first nine months of 2006, the change®#tricted stock and restricted stock units are shiovthe following table:

Weighted Average

Number Grant Date Fair Value

Nonvested at January 1, 20 23,376,84. $ 2.0€
Stock and units grante 3,816,55¢ 4.26
Lapse of restriction (6,901,86() 2.10
Stock and units forfeited (2,155,15) 2.49
Nonvested at September 30, 2( 18,136,391 $ 2.45

The Weighted Average Grant Date Fair Value of retstd stock and restricted stock units grantedrdyutiie nine months ended Septembe
2006 and 2005 were $4.26 and $2.02, respectivithe total fair value of restricted stock and reséd stock units vested during the nine
month ended September 30, 2006 and 2005 was $lidmahd $2 million, respectively.

401(k) Plan

The Company and its subsidiaries offer their gieliemployees the opportunity to participate irefinged contribution retirement plan
qualifying under the provisions of Section 401(k}te Internal Revenue Code (“401(k) Plan”). Eacmployee is eligible to contribute, on a
tax deferred basis, a portion of annual earningeiggly not to exceed $15,000 in 2006. The Compmaatches 100% of employee
contributions up to 7% of eligible earnings or apgible regulatory limits for employees of the commications businesses. The Company’s
matching contributions are made with Level 3 commstmtk based on the closing stock price on eachldpts; Employees are able to
diversify the Company’s matching contribution asersas it is made, even if they are not fully vest&tie Company’s matching contributions
will vest ratably over the first three years of\gee. The Company made matching contributionstofrfiilion and $14 million for the three
and nine months ended September 30, 2006, resplgciind $4 million and $12 million for the threedanine months ended September 30,
2005, respectively, which were recorded as seltjegieral and administrative expenses.

The Company made a discretionary contribution 0401 (k) Plan in Level 3 common stock as of Decar3tie 2005, equal to three percent
of eligible employees’ 2005 eligible earnings. Teposit was made into the eligible employees’ Wpa¢counts during the first quarter of
2006.

The WilTel Communications employees began contiiiiguto the Level 3 plan on June 17, 2006. On 3ulR006, the WilTel
Communications plan assets were merged into thell®plan. Prior to June 17, 2006, employees dT@iCommunications that
participated in the WilTel 401(k) Plan receivedeamployer matching cash contribution of 100% of esypk contributions up to 6% of
eligible earnings or regulatory limits. The Companade matching cash contributions of $3 milliontfee period from January 1 through
June 16, 2006.

The Progress Telecom employees began contribuditigetLevel 3 plan on March 20, 2006. The Progfedscom plan assets were merged
into the Level 3 plan on August 7, 2006.
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The ICG Communications employees began contributirtge Level 3 plan on July 1, 2006. There werenatching cash contributions for
ICG Communications for the period of May 31, 200& date of acquisition, through July 1, 2006. T®&& Communications plan assets
were merged into the Level 3 plan on Septembef62

The TelCove and Looking Glass employees beganibatitrg to the Level 3 plan on August 4, 2006 aeg@t8mber 9, 2006, respectively.

The matching cash contributions made to the Tel@meLooking Glass plans for the period from thepegtive acquisition date to the date
employees began contributing to the Level 3 plas lgas than $1 million each for TelCove and LookBigss, respectively.
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12. Industry and Segment Data

SFAS No. 131 “Disclosures about Segments of anrfnise and Related Information” defines operatiagmnsents as components of an
enterprise for which separate financial informati®available and which is evaluated regularly iy Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesatjments are managed separately
and represent separate strategic business unitsffeadifferent products and serve different megk The Company’s current reportable
segments include: communications and coal minireg (Sote 1). Other primarily includes other corperaésets and overhead not attributable
to a specific segment. In the third quarter of@dfie Company exited the information servicestess as a result of the sale of Software
Spectrum. Information for the prior periods hasrbesvised due to reclassification of the informatsrvices businesses as discontinued
operations in the consolidated financial statemé Note 3).

Adjusted OIBDA, as defined by the Company, consi$tsperating income (loss) before (1) depreciatiod amortization expense, (2) stock-
based compensation expense included within selfjegeral and administrative expenses on the calagetl statements of operations and (3)
any non-cash impairment costs included within testring and impairment expenses all as reportetti@consolidated statements of
operations. The Company excludes stock-based awsafien due to the recording of non-cash compesrsatipense under the provisions of
SFAS No. 123R. Adjusted OIBDA is an important pzfrthe Company’s internal reporting and is andatbr of profitability and operating
performance used by the chief operating decisiokemar decision making group to evaluate perfornezantd allocate resources. Itis a
commonly used indicator in the capital-intensivencaunications industry to analyze companies on #sishof operating performance over
time. Adjusted OIBDA is not intended to represegitincome or cash flow for the periods present®dgpt calculated consistently with the
commonly used metric “EBITDA”, and is not recogrdagnder generally accepted accounting principl€&A@P”), but is used by
management to assess segment results and allesateces.

The data presented in the following tables includésmation for the three and nine months endegateSeber 30, 2006 and 2005 for all
statement of operations and cash flow informati@sented, and as of September 30, 2006 and Dec&hp2005 for all balance sheet
information presented. Information related to amgpibusinesses is included from their respectoepisition dates. Revenue and the related
expenses are attributed to countries based on vgeeveees are provided.
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Industry and geographic segment financial infororafollows. Certain prior year information has beealassified to conform to the 2006
presentation.

Coal
(dollars in millions) Communications Mining Other Total
Three Months ended September 30, 20(
Revenue
North America $ 809 $ 17 $ — % 826
Europe 49 — — 49
Other — — — —
$ 858 $ 17 $ — 3 875
Adjusted OIBDA:
North America $ 168 $ 3 % 1)
Europe 6 — —
Other — — —
$ 174 $ 3 $ (1)
Net Capital Expenditure:
North America $ 109 $ — % — % 109
Europe 11 — — 11
Other — — — —
$ 120 $ — 3 — 3 120
Depreciation and Amortizatiol
North America $ 164 $ 1 % — 3 165
Europe 17 — — 17
Other — — — —
$ 181 $ 1 $ — % 182
Nine Months ended September 30, 20(
Revenue
North America $ 2,345 % 51 $ — % 2,39¢
Europe 136 — — 136
Other — — — —
$ 2,481 $ 51 $ — 3 2,532
Adjusted OIBDA:
North America $ 461 $ 6 $ 4)
Europe 30 — —
Other — — —
3$ 491 $ 6 $ 4)
Net Capital Expenditure:
North America $ 221 $ 1 % — % 222
Europe 29 — — 29
Other — — — —
$ 250 $ 1 % — % 251
Depreciation and Amortizatiol
North America $ 474 $ 3 3 — % 477
Europe 56 — — 56
Other — — — —
$ 530 $ 3 $ — $ 533
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Coal
(dollars in millions) Communications Mining Other Total

Three Months ended September 30, 2005

Revenue
North America 327 20 — 347
Europe 37 — — 37
Other — — — —
364 20 — 384
Adjusted OIBDA:
North America 77 4)
Europe 7 — —
Other — — —
84 4 (4)
Net Capital Expenditure:
North America 87 — — 87
Europe 5 — — 5
Other — — — —
92 — — 92
Depreciation and Amortizatiol
North America 142 — 144
Europe 14 — — 14
Other — — — —
156 2 — 158
Nine Months ended September 30, 20(
Revenue
North America 1,13€ 56 — 1,192
Europe 109 — — 109
Other — — — —
1,24¢ 56 — 1,301
Adjusted OIBDA:
North America 363 14 1)
Europe 10 — —
Other — — —
373 14 (1)
Net Capital Expenditure:
North America 211 — 212
Europe 21 — — 21
Other — — — —
232 1 — 233
Depreciation and Amortizatiol
North America 425 4 — 429
Europe 57 — — 57
Other — — — —
482 4 — 486
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Communications Revenue and Adjusted OIBDA incluedentnation revenue of less than $1 million and $ion in the three and nine
months ended September 30, 2006, respectively$amdillion and $132 million for the three and nmenths ended September 30, 2005,

respectively.

Information

Coal

(dollars in millions) Communications Services Mining Other Total
Identifiable Assets
September 30, 200!
North America $ 7,244 $ — 3 929 $ 1,22¢ % 8,572
Europe 751 — — 20 771
Other — — — — —
$ 799 $ — % 929 $ 1,24 % 9,342
December 31, 200!
North America $ 5782 $ 651 $ 90 $ 790 $ 7,313
Europe 716 190 — 34 940
Other — 20 — 4 24
$ 6,49¢ $ 861 $ 90 $ 828 $ 8,277
Long-Lived Assets (excluding Goodwill’
September 30, 2006
North America $ 6,387 $ — % 88 $ — % 6,475
Europe 717 — — — 717
Other — — — — —
$ 7,104 $ — 3 88 $ — 3 7,192
December 31, 2005
North America $ 5502 $ 68 $ 75 $ — 3 5,64¢&
Europe 696 1 — — 697
Other — 1 — — 1
$ 6,19¢ $ 70 $ 75 % — 3 6,342
Goodwill
September 30, 200!
North America $ 410 $ — 3 — 3 — $ 410
Europe — — — — —
$ 410 $ — 3 — 3 — 3 410
December 31, 2005 (1)
North America $ 70 $ 194 $ — 3 — 3 264
Europe — — — — —
$ 70 $ 194 $ — $ — 3 264

(1) The December 31, 2005 Goodwill for Informat®ervices presented in the table above includes 818idn of goodwill related to
Software Spectrum. This goodwill is included ie tBonsolidated Balance Sheet in Noncurrent Asgddisgontinued Operations.

Communications revenue is grouped into three caitegydl) Core Services (including transport arfchstructure services, IP & data servit
voice services and Vyvx services) 2) Other Servioeduding managed modem and its related recipromapensation, DSL aggregation,
legacy managed IP services), and 3) SBC Contragic®s. This revenue reporting structure repressarghange from prior year presentat
to reflect how the Company’s management will inveesd manage cash flows in the communications bssigeing forward. Management
believes this service grouping provides more megalrinformation to the reader of the financialtetaents because each of the revenue
categories has different expectations with resgefitture performance.
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Services

SBC Contract
(dollars in millions) Core Other Services Total

Communications Revenue

Three Months Ended September 30, 20C

North America $ 496 $ 106 $ 207 $ 809
Europe 48 1 — 49
Other — — — —
$ 544 $ 107 $ 207 $ 858
Nine Months Ended September 30, 2006
North America $ 1,221 $ 347 % 777 % 2,34t
Europe 133 3 — 136
Other — — — —
$ 1,354 $ 350 $ 777 3 2,481
Three Months Ended September 30, 20C
North America $ 175 % 152 % — 3 327
Europe 36 1 — 37
Other — — — —
$ 211 $ 153 $ —  $ 364
Nine Months Ended September 30, 20C
North America $ 614 $ 522 % — % 1,13€
Europe 105 4 — 109
Other — — — —
$ 719 $ 526 $ — 3 1,24E

Core includes termination revenue of less than #iomand $1 million for the three and nine mont#reded September 30, 2006, respecti
and less than $1 million and $131 million for theee and nine months ended September 30, 200% ctasgy.

The majority of North American revenue consistsefvices delivered within the United States. Tlagomity of European revenue consists of
services delivered within the United Kingdom budceincludes France and Germany. Transoceanic wevisrallocated to Europe.
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The following information provides a reconciliatiohNet Income (Loss) to Adjusted OIBDA by opergtsegment, as defined by the
Company, for the three and nine months ended Sérted®, 2006 and 2005:

Information
(dollars in millions) Communications Services Coal Mining Other
Three Months Ended September 30, 20C
Net Income (Loss $ (a67) $ 25 3 2 $ 2
Income from Discontinued Operatio — (25) — —
Income Tax (Benefit)/Expent 1 — — 3)
Total Other (Income) Expense 140 — — —
Operating Income (Loss) (26) — 2 1)
Depreciation and Amortization Exper 181 — 1 —
Non-Cash Compensation Exper 18 — — —
Non-Cash Impairment Charge 1 — — —
Adjusted OIBDA $ 174 $ — 3 3 ¢ (1)
Nine Months Ended September 30, 2006
Net Income (Loss $ (557) $ 46 $ 3 % 1
Income from Discontinued Operatio — (46) — —
Income Tax Benefi — — — (2)
Total Other (Income) Expense 458 — — (3)
Operating Income (Loss) (99) — 3 (4)
Depreciation and Amortization Exper 530 — 3 —
Non-Cash Compensation Exper 52 — — —
Non-Cash Impairment Charge 8 — — —
Adjusted OIBDA $ 491 $ — % 6 $ (4)
Three Months Ended September 30, 20C
Net Income (Loss $ (211) $ 3 % 8 ¢ (4)
Income from Discontinued Operatio — (3) — —
Income Tax Expens 1 — — —
Total Other (Income) Expense 123 — (6) —
Operating Income (Loss) (87) — 2 (4)
Depreciation and Amortization Exper 156 — 2 —
Non-Cash Compensation Exper 13 — — —
Non-Cash Impairment Charge 2 — — —
Adjusted OIBDA $ 84 $ — % 4 % (4)
Nine Months Ended September 30, 20C
Net Income (Loss $ (495) $ 12 % 15 $ @)
Income from Discontinued Operatio — (12) — —
Income Tax Expens 1 — 1 1
Total Other (Income) Expense 347 — (6) 1)
Operating Income (Loss) (147) — 10 1)
Depreciation and Amortization Exper 482 — 4 —
Non-Cash Compensation Exper 32 — — —
Non-Cash Impairment Charge 6 — — —
Adjusted OIBDA $ 373 $ — 3 14 $ 1)
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13. Other Matters

On June 13, 2006, Level 3 completed the sale ofifllon shares of its common stock at $4.55 pershpar value $0.01 per share, in an
underwritten public offering. Level 3 received peeds of $543 million net of $26 million in tranSan costs.

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

Communications, LLC, et al ., a purported class action covering 22 statesq fih state court in Madison County, lllinois. ulyd2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc., et. al ., a purported two state class action filed inh8. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fog state of Idaho, which decision is on
appeal. In September 2002, Level 3 Communicatiob€, and Williams Communications, LLC were namediafendants irgmith et. al. v.
Sprint Communications Company, L.P., et al. , a purported nationwide class action filed inthdted States District Court for the Northern
District of Illinois. In April 2005, the Smith platiffs filed a Fourth Amended Complaint which didtrinclude Level 3 or Williams
Communications, Inc. as a party, thus ending bothpaniesinvolvement in the Smith case. On February 17, 20@%el 3 Communication
LLC and Williams Communications, LLC were namediafendants ifMcDaniel, et. al., v. Qwest Communications Corporation, et al ., a
purported class action covering 10 states filethénUnited States District Court for the Northeristict of lllinois. These actions involve the
companies’ right to install its fiber optic cabletwork in easements and right-of-ways crossingptamtiffs’ land. In general, the companies
obtained the rights to construct their networksrfr@ilroads, utilities, and others, and have itetiaiheir networks along the rights-of-way so
granted. Plaintiffs in the purported class actiassert that they are the owners of lands over wthieltompanies’ fiber optic cable networks
pass, and that the railroads, utilities, and otldrs granted the companies the right to constmdtraaintain their networks did not have the
legal authority to do so. The complaints seek dasam theories of trespass, unjust enrichmentlander of title and property, as well as
punitive damages. The companies have also receawvedmay in the future receive, claims and demagidsed to rights-ofvay issues simile
to the issues in these cases that may be baseanhitar ©r different legal theories. To date, otligan as noted above, all adjudicated attempts
to have class action status granted on complalatbdgainst the companies or any of their subs&lanvolving claims and demands related
to rights-of-way issues have been denied.

It is still too early for the Company to reach acloision as to the ultimate outcome of these astiblowever, management believes that the
Company and its subsidiaries have substantial defeto the claims asserted in all of these ac{mms any similar claims which may be
named in the future), and intends to defend thegoreusly if a satisfactory form of settlement i¢ approved.

The Company and its subsidiaries are parties toyrotirer legal proceedings. Management believasatiaresulting liabilities for these le

proceedings, beyond amounts reserved, will not nadlieaffect the Company’s financial condition forture results of operations, but could
effect future cash flows.

37




It is customary in Level 3's industries to use was financial instruments in the normal courseusibess. These instruments include items
such as letters of credit. Letters of credit areditional commitments issued on behalf of Level accordance with specified terms and
conditions. As of September 30, 2006, Level 3 tatdtanding letters of credit of approximately $Allion which are collateralized by cash
that is reflected on the consolidated balance skeetstricted cash and securities.

14. Condensed Consolidating Financial Informatin

In October 2003, Level 3 Financing, issued $500onil10.75% Senior Notes due 2011. These notearaecured obligations of Level 3
Financing, however, they are jointly, severalljlyfand unconditionally guaranteed on an unsecsegdor basis by Level 3
Communications, Inc. and Level 3 CommunicationsCL(a wholly-owned subsidiary of Level 3 Financing)he 10.75% Senior Notes were
registered with the Securities and Exchange Conioniss 2005.

In March 2006, Level 3 Financing issued $150 millldoating Rate Senior Notes due 2011 and $250omill2.25% Senior Notes due 2013.
In addition, on April 6, 2006, Level 3 Financingiged an additional $300 million of 12.25% Seniotddadue 2013. These notes are
unsecured obligations of Level 3 Financing, howetray are fully and unconditionally guaranteedaorunsecured senior basis by Level 3
Communications, Inc. and Level 3 CommunicationsCLL

In conjunction with the registration of the 10.73¥nior Notes, Floating Rate Senior Notes due 20#112.25% Senior Notes due 2013 the

accompanying condensed consolidating financiarimédion has been prepared and presented pursudiQdregulation S-X Rule 3-10
“Financial statements of guarantors and affilia#®se securities collateralize an issue registerdxting registered.”
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Condensed Consolidating Statements of Operatiarthéathree and nine months ended September 36,&20D2005 follow. Level 3
Communications, LLC leases equipment and certailfitias from other wholly-owned subsidiaries ofuat 3 Communications, Inc. These
transactions are eliminated in the consolidatedlt®sf the Company.

Condensed Consolidating Statements of Operations
For the three months ended September 30, 2006

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
(dollars in millions) Inc. Inc. LLC Subsidiaries Eliminations Total
Revenue $ — 3 — 3 320 $ 597 $ (42) $ 875
Costs and Expense
Cost of Revenu — — 120 302 (40) 382
Depreciation and Amortizatic — — 76 106 — 182
Selling, General and Administrati' 2 — 203 131 ) 334
Restructuring and Impairment Charges — — 2 — — 2
Total Costs and Expenses 2 — 401 539 (42) 900
Operating Income (Loss) (2) — (81) 58 — (25)
Other Income (Loss), ne
Interest Income 4 1 12 2 — 19
Interest Expens (107) (51) — 3) — (161)
Interest Income (Expense) Affiliates, 219 167 (399) 13 — —
Equity in Net Earnings (Losses) of
Subsidiaries (251) (368) 40 — 579 —
Other Income (Expense) 1) — 1 2 — 2
Other Income (Loss) (136) (251) (346) 14 579 (140
Income (Loss) from Continuing Operations
Before Income Taxe (138) (251) (427) 72 579 (165)
Income Tax (Expense) Benefit — — — 2 — 2
Income (Loss) from Continuing Operations (138) (251) (427) 74 579 (163)
Income from Discontinued Operations — — — 25 — 25
Net Income (Loss $ (138) $ (251) $ (427 $ 9 3 579 § (138)
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Condensed Consolidating Statements of Operations
For the nine months ended September 30, 2006

(unaudited)
Level 3
Communications, Communications, Other

(dollars in millions) Inc. Financing, Inc. Subsidiaries Eliminations Total
Revenue $ — 3 — 3 963 1,72C (151) $ 2,532
Costs and Expense

Cost of Revenu — — 391 946 (144) 1,192

Depreciation and Amortizatic — — 268 265 — 533

Selling, General and Administrati 4 — 587 309 7) 893

Restructuring and Impairment Charges — — 9 4 — 13

Total Costs and Expenses 4 — 1,255 1,524 (151) 2,632

Operating Income (Loss) (4) — (292) 196 — (100)
Other Income (Loss), ne

Interest Incom 13 1 25 5 — 44

Interest Expens (329) (146) — (6) — (481)

Interest Income (Expense) Affiliates, 646 491 (1,16€) 29 — —

Equity in Net Earnings (Losses) of

Subsidiaries (860) (1,152) 141 — 1,871 —
Other Income (Expense) 27 (54) 3 6 — (18)
Other Income (Loss) (503) (860) (997) 34 1,871 (455)

Income (Loss) from Continuing Operations

Before Income Taxe (507) (860) (1,28¢) 230 1,871 (555)
Income Tax (Expense) Benefit — — — 2 — 2
Income (Loss) from Continuing Operations (507) (860) (1,28¢) 232 1,871 (553)
Income from Discontinued Operations — — — 46 — 46
Net Income (Loss $ (507) $ (860) $ (1,289) 278 1871  $ (507)
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Condensed Consolidating Statements of Operations
For the three months ended September 30, 2005

(unaudited)
Level 3
Communications, Level 3 Communications, Other

(dollars in millions) Inc. Financing, Inc. Subsidiaries Eliminations Total
Revenue $ — 3 — 3 329 108 $ (53) 384
Costs and Expense

Cost of Revenu — — 152 21 (46) 127

Depreciation and Amortizatic — — 106 52 — 158

Selling, General and Administrati 4 — 161 25 7) 183

Restructuring and Impairment Charges — — 3 2 — 5

Total Costs and Expenses 4 — 422 100 (53) 473

Operating Income (Loss) 4) — (93) 8 — (89)
Other Income (Loss), ne

Interest Income 7 — 3 1 — 11

Interest Expens (104) (34) — — — (138)

Interest Income (Expense) Affiliates, 194 133 (336) 9 — —

Equity in Net Earnings (Losses) of

Subsidiaries (298) (397) 1) — 696 —
Other Income (Expense) 1 — 2 7 — 10
Other Income (Loss) (200) (298) (332) 17 696 (117)

Income (Loss) from Continuing Operations

Before Income Taxe (204) (298) (425) 25 696 (206)
Income Tax Expense — — — 1) — (1)
Income (Loss) from Continuing Operations (204) (298) (425) 24 696 (207)
Income from Discontinued Operations — — — 3 — 3
Net Income (Loss $ (204) $ (298) $ (425) 27 % 696 (204)
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Condensed Consolidating Statements of Operations
For the nine months ended September 30, 2005

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other

(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Revenue — 3 — 3 1,142 % 292§ (133) 1,301
Costs and Expense

Cost of Revenu — — 438 56 (119) 375

Depreciation and Amortizatic — — 332 154 — 486

Selling, General and Administrati 8 — 480 80 (14) 554

Restructuring and Impairment Charges — — 18 6 — 24

Total Costs and Expenses 8 — 1,26€ 296 (133) 1,43¢

Operating Loss (8) — (126) (4) — (138)
Other Income (Loss), ne

Interest Income 13 — 8 4 — 25

Interest Expens (287) (98) 1) (5) — (391)

Interest Income (Expense) Affiliates, 595 388 (997) 14 — —

Equity in Net Earnings (Losses) of

Subsidiaries (785) (1,075) 3) — 1,862 —
Other Income (Expense) 3 — 11 12 — 26
Other Income (Loss) (461) (785) (982) 25 1,862 (340

Income (Loss) from Continuing Operations

Before Income Taxe (469) (785) (1,10€) 21 1,862 (478)
Income Tax (Expense) Benefit — — — (3) — 3)
Income (Loss) from Continuing Operations (469) (785) (1,108) 18 1,863 (481)
Income (Loss) from Discontinued Operations — — — 12 — 12
Net Income (Loss (469 $ (785 $ (1,108) % 30 $ 1,863 (469)
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Condensed Consolidating Balance Sheets as of Skete38, 2006 and December 31, 2005 follow:

Condensed Consolidating Balance Sheets
September 30, 2006

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other
(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Assets
Current Assets
Cash and cash equivale 13  $ 1 3 658 59 — 731
Marketable securitie 409 — 100 — — 509
Restricted cash and securit — — 31 14 — 45
Accounts receivable, n — — 98 253 — 351
Due from (to) affiliates 10,847 5,61€ (17,36%) 906 — —
Other 18 5 37 45 — 105
Total Current Assets 11,287 5,622 (16,44E) 1,277 — 1,741
Property, Plant and Equipment, | — — 3,301 3,117 — 6,41€
Marketable Securitie — — — — — —
Restricted Cash and Securit 17 — — 74 — 91
Goodwill and Other Intangibles, n — — 53 923 — 976
Investment in Subsidiarie (6,113) (9,804) 2,604 — 13,31z —
Other Assets, net 46 28 13 30 — 117
Total Assets 5237 $ (4,159 $ (10,474 5,421 13,315 9,342
Liabilities and Stockholders’ Equity (Deficit)
Current Liabilities:
Accounts payabl 1 3 1 3 151 253 — 406
Current portion of lon-term debt — — — 5 — 5
Accrued payroll and employee bene — — 59 34 — 93
Accrued interes 60 33 — 1 — 94
Deferred revenu — — 93 50 — 143
Other 1 1 54 101 — 157
Total Current Liabilities 62 35 357 444 — 898
Long-Term Debt, less current portit 4,564 1,923 — 90 — 6,577
Deferred Revenu — — 639 115 — 754
Other Liabilities 49 1 197 305 — 552
Stockholders’ Equity (Deficit) 562 (6,113) (11,667) 4,467 13,312 562
Total Liabilities and Stockholders’ Equity _ . .
(Deficit) 5237 § (41549 $ (10,474 5,421 13,31: 9,342
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Condensed Consolidating Balance Sheets
December 31, 2005

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other
(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Assets
Current Assets
Cash and cash equivalel 37 % 8 % 275 59 — 379
Marketable securitie 173 3 — — — 176
Restricted cash and securit — 3 20 11 — 34
Accounts receivable, n — — 84 308 — 392
Due from (to) affiliates 10,117 4,612 (14,857) 123 — —
Current assets of discontinued operati — — — 597 — 597
Other 16 4 29 43 — 92
Total Current Assets 10,34< 4,631 (14,44E) 1,141 — 1,67C
Property, Plant and Equipment, | — — 3,40¢ 2,223 — 5,632
Marketable Securitie 234 — — — — 234
Restricted Cash and Securit 16 — — 59 — 75
Goodwill and Other Intangibles, n — — 85 206 — 291
Investment in Subsidiarie (6,251) (9,651) 802 — 15,10C —
Non-current assets of discontinued operati — — — 264 — 264
Other Assets, net 44 21 14 32 — 111
Total Assets 4,38 $ (4,99¢) $ (10,135) 3,92E 15,10 $ 8,277
Liabilities and Stockholders’ Equity (Deficit)
Current Liabilities:
Accounts payabl — % 1 % 141 225 — % 367
Current portion of lon-term debt — — — — — —
Accrued payroll and employee bene — — 46 33 — 79
Accrued interes 83 18 — 1 — 102
Deferred revenu — — 138 61 — 199
Current liabilities of discontinued operatic — — — 539 — 539
Other 1 2 50 84 — 137
Total Current Liabilities 84 21 375 943 — 1,422
Long-Term Debt, less current portit 4,722 1,23C — 71 — 6,023
Deferred Revenu — — 633 104 — 737
Other Liabilities 56 1 196 317 — 570
Stockholders’ Equity (Deficit) (476) (6,251) (11,339 2,49C 15,10C (476)
Total Liabilities and Stockholders’ Equity _
(Deficit) 438 $ (4,999) $ (10,13E) 3,92E 15,10 $ 8,277
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Condensed Consolidating Statements of Cash Flomtaéanine months ended September 30, 2006 andf200%:

Condensed Consolidating Statements of Cash Flows
For the nine months ended September 30, 2006

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other
(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Net Cash Provided by (Used in) Operat
Activities $ (293) $ (129) $ 36 $ 495 $ 109
Cash Flows from Investing Activitie
Proceeds from sale and maturity of
marketable securitie — 5 — — 5
Purchases of marketable securi — — (98) — (98)
Increase in restricted cash and secur 1 2 (10) (14) (21)
Capital expenditure — — (110) (141) (251)
Net Proceeds from sale of discontinued
operations — — 340 340
Distributions from discontinued operatia — — — 18 18
Investments and acquisitions, net of cash
acquired — — (758) 12 (746)
Proceeds from sale of property, plant and
equipment and other ass — — 5 — 5
Net Cash Provided by (Used in) Invest
Activities 1 7 (971) 215 (748)
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuanc
costs 326 681 — — 1,007
Payments on long-term debt, including
current portion and refinancing co: (512) (53) — 2) (567)
Equity offering 543 — — — 543
Increase (decrease) in due from affiliates, net (89) (513) 1,30€ (706) —
Net Cash Provided by (Used in) Financ
Activities 268 115 1,30¢ (708) 983
Net Cash Provided by Discontinued Operati — — — (73) (73)
Effect of Exchange Rates on Cash and Cash
Equivalents — — 10 (2) 8
Net Change in Cash and Cash Equival (24) (7) 383 (73) 279
Cash and Cash Equivalents at Beginning of
Period 37 8 275 132 452
Cash and Cash Equivalents at End of Period  $ 13 $ 1 $ 658 $ 59 § 731

45




Condensed Consolidating Statements of Cash Flows
For the nine months ended September 30, 2005

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other
(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Net Cash Provided by (Used in) Operat
Activities $ (204) $ 81 $ 144 % 113 $ — 3 (28)
Cash Flows from Investing Activitie
Proceeds from sale and maturity of
marketable securitie 4 — 175 — — 179
Purchases of marketable securi (648) — — — — (648)
Decrease (increase) in restricted cash and
securities — 3 (10) 1) — (8)
Capital expenditure — — 117) (116) — (233)
Distributions from discontinued operatic — — — 11 — 11
Investments and acquisitio (10) — — — — (20)
Proceeds from sale of property, plant and
equipment and other ass — — 2 9 — 11
Net Cash Provided by (Used in) Invest
Activities (654) 8 50 97) — (698)
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance
costs 877 — — 67 — 944
Payments on long-term debt, including
current portion (net of restricted ca: — — (26) (104) — (130)
Increase (decrease) due from affiliates, net 20 77 (109) 12 — —
Net Cash Provided by (Used in) Financ
Activities 897 7 (135) (25) — 814
Net Cash Used in Discontinued Operati — — — (26) — (26)
Effect of Exchange Rates on Cash and Cash
Equivalents 1) — (11) 3) — (15)
Net Change in Cash and Cash Equival 38 1) 48 (38) — 47
Cash and Cash Equivalents at Beginning of
Period 3 17 245 178 — 443
Cash and Cash Equivalents at End of Period ~ $ 41 $ 16 $ 293 $ 140 $ —  $ 490

15. Subsequent Events
Broadwing Acquisition

On October 16, 2006, Level 3 signed a definitiveeagent to acquire Broadwing Corporation (“Broadyijna publicly held provider of
optical network communications services. Underntémms of the agreement, Level 3 will pay $8.18adh plus 1.3411 shares of Level 3
common stock for each share of Broadwing commockstotstanding at closing. In total, Level 3 cathg expects to pay approximately
$744 million of cash and issue approximately 12Rioni shares of common stock.

Broadwing, based in Austin, Texas, delivers datégesand media solutions to enterprises and sepriméders over its 19,000 mile intercity

fiber network. Approximately half of Broadwing’swvenue comes from the wholesale market, with basinastomers comprising the
remaining revenue.
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Closing is subject to certain conditions, includiegeipt of applicable state and federal regulagémyrovals, and is also subject to the appi
of the stockholders of Broadwing. Closing is expddo occur in the first quarter of 2007.

Issuance of 9.25% Senior Notes Due 2014

On October 30, 2006 Level 3 Financing, Inc. recgi$887 million of net proceeds after transactiostgofrom a private offering of $600
million aggregate principal amount of its 9.25% i®eMNotes due 2014 (“9.25% Senior Notes Due 201Zhe 9.25% Senior Notes due 2014
are senior unsecured obligations of Level 3 Finagaianking equal in right of payment with all atlsenior unsecured obligations of Level 3
Financing. Level 3 Communications, Inc. has guiaeahthe 9.25% Senior Notes due 2014. Interest@B8.25% Senior Notes Due 2014
accrues at 9.25% interest per year and is payabié annually in cash on May 1 and November 1 bagmMay 1, 2007. The principal
amount of the 9.25% Senior Notes Due 2014 will be dn November 1, 2014.

The 9.25% Senior Notes Due 2014 are not curreatiistered under the Securities Act of 1933 or datessecurities laws and, unless so
registered, may not be offered or sold except @usto an applicable exemption from the registratequirements of the Securities Act of
1933 and applicable state securities laws. On @ct80, 2006, Level 3, Level 3 Financing and théahpurchasers of the 9.25% Senior
Notes Due 2014 entered into a registration righte@ment relating to the 9.25% Senior Notes Dué 2tsuant to which Level 3 and Le
3 Financing agreed to file an exchange offer regfisin statement with the Securities and Exchangar@ission.

The debt represented by the 9.25% Senior Notes2Dié will constitute purchase money indebtedneseutie indentures of Level 3
Communications, Inc. The net proceeds will be us#dly to fund the cost of construction, instaflati acquisition, lease, development or
improvement of any assets to be used in the Companynmunications business, including the cashimge price of any past, pending or
future acquisitions.

The 9.25% Senior Notes Due 2014 are subject tamptien at the option of Level 3 Financing in wholein part, at any time or from time to
time, on or after November 1, 2010 at the redemppigces (expressed as a percentage of principaliathset forth below, plus accrued and
unpaid interest thereon to the redemption datredéemed during the twelve months beginning Noverhpef the years indicated below:

Year Redemption Price

2010 104.625%
2011 102.31%
2012 100.00(%

At any time or from time to time on or prior to Newber 1, 2009, Level 3 Financing may redeem ub% 8f the original aggregate princi
amount of the 9.25% Senior Notes Due 2014 at amptlen price equal to 109.250% of the principal amoof these notes so redeemed, plus
accrued and unpaid interest thereon (if any) tad¢ldemption date (subject to the right of holddneoord on the relevant record date to
receive interest due on the relevant interest payuh&te), with the net cash proceeds contributategaapital of Level 3 Financing of one or
more private placements to persons other thanaaéfd fo Level 3 or underwritten public offeringscommon stock of Level 3 resulting, in
each case, in gross proceeds of at least $10@miflithe aggregate; provided, however, that at168% of the original aggregate principal
amount of the 9.25% Senior Notes Due 2014 wouldarerautstanding immediately after giving effecstech redemption. Any such
redemption shall be made within 90 days of suchapei placement or public offering upon not less1tB@ nor more than 60 days’ prior

notice.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion should be read in conjiorctvith the Company’s consolidated financial stagats (including the notes thereto),
included elsewhere herein and the Company’s 200%uAhReport on Form 10-K filed with the Securitéesl Exchange Commission.

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to Level 8r@munications, Inc. and its subsidiaries (“Leveb8the “Company”). When used in this
document, the words “anticipate”, “believe”, “plarigstimate” and “expect” and similar expressicasthey relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetdamties and assumptions. Should one or moreesft risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatsults may vary materially from those descrilvethis document. For a more detailed
description of these risks and factors, pleasd¢tme€ompany’s 2005 Annual Report on Form 10-K fikdgth the Securities and Exchange
Commission and Item 1A in this quarterly reportrmrm 10-Q and in the Company’s quarterly report&orm 10-Q for the first and second
quarters of 2006.

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

Communication Services

The Company is a facilities based provider of abraange of integrated communications servicesreRee for communications services is
recognized on a monthly basis as these servicggavaled. For contracts involving private lineavelengths and dark fiber services, Lev
may receive up-front payments for services to biweled for a period of up to 20 years. In theisgasions, Level 3 will defer the revenue
and amortize it on a straight-line basis to earmioger the term of the contract.

The Company separates its communication servitestiree separate categories: 1) Core Communicagenvices, 2) Other
Communications Services, and 3) SBC Contract Sesvi&ach category of revenue is in a differensplad the service life cycle, requiring
different levels of investment and focus and pringddifferent contributions to the Company’s AdpstOIBDA. Management of Level 3
believes that growth in revenue from its Core Comitations Services is critical to the long-termass of its communications business. At
the same time, the Company believes it must coatinumanage effectively the positive cash flowsrfiits SBC Contract Services and its
Other Communications Services including the Comjmanyature managed modem business and its relatipdoea compensation. The Ci
Communications Services group includes transpattiafnastructure, IP and data services, voice aypakWideo and advertising distribution
services. The Other Communications Services gielpdes managed modem and related reciprocal cosagien and legacy managed IP
service business. In 2005, Other Communicatiomgi&ss included DSL aggregation services whichreréonger provided. The SBC
Contract Services product group includes all tivemees related to the SBC Master Services Agreeauenitact, which was obtained in the
December 23, 2005 acquisition of WilTel.

The Companys transport and infrastructure services includecation services, wavelength, private line, dapkifiand transoceanic servic

Growth in transport and infrastructure revenueaigely dependent on increased demand for bandwsétlices and available capital of
companies requiring communications capacity foirtben use or in providing capacity as a servicevjer to their
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customers. These expenditures may be in the féup-ront payments or monthly payments for priviate, wavelength or dark fiber
services. An increase in demand may be partidigebby declines in unit pricing.

IP and data services primarily include the Compsimgh speed Internet access service and IP-VRAceser Level 3's high speed Internet
access service is a high quality and high-speexiriat access service offered in a variety of caigaci The Company’s IP-VPN services
permit businesses of any size to replace multiptevarks with a single, cost-effective solution thatatly simplifies the converged
transmission of voice, video, and data. This cogeerce to a single platform can be obtained witlsaatificing the quality of service or
security levels of traditional ATM and Frame Retdferings. IP-VPN services also permit customerprioritize network application traffic
so that high priority applications, such as voind &ideo, are not compromised in performance byfltve of low priority applications such :
email.

The conversion from narrow band dial-up servicesigher speed broadband services is expected tease demand for the Company’s Core
communications services. Revenue growth in thia arélependent on the continued increase in ugapeth enterprises and consumers and
the pricing environment. An increase in the religband security of information transmitted oveetinternet and declines in the cost to
transmit data have resulted in increased utiliratibe-commerce or web based services by busineBsesCompany, however, continues to
experience lower revenue growth due to price coegdoa for its IP and data services. These decliree partially offset by a 75% increase
in billable IP and data traffic for the third quarof 2006 compared to the third quarter of 20Q%irrent high levels of available capacity and
the numerous companies competing in this markes hesulted in a very competitive pricing environmen

The Company continues to experience a declinegratterage price per megabyte in 2006. In addit@ricing pressures, the decline in the
Company’s average price per megabyte was attrilutathigher traffic from larger customers and onstrs moving to higher speed services
with a lower price per megabyte. The larger custianiave a lower price per megabyte due to higblenme commitments. Level 3 believes
that industry-wide, excess network inventory hasnbsignificantly reduced and pricing pressuresbaginning to moderate as evidenced by
the Company'’s improved pricing and increased waftilume. For its IP and data services, the Comgapgcts pricing to decline by
approximately 20% by the end of 2006. The dedBngartially due to contract renewals and volungedints for high traffic customers.

The Company continues to experience pricing presturthose transport and infrastructure custortiesrequire simple, low quality, point-
to-point services, as competitors aggressivelyymdghis business. However, Level 3 believesdbatpetitors are less willing to discount
these services if it requires investment in incretalecapacity to meet the customer’s requiremehts. those customers that provide high
quality content or require a combination of tranmspl® and voice solutions on a regional or natiguhatform, Level 3 is seeing some
indications that price compression is starting tadarate and, in many cases, prices are startimgtease. Level 3 intends to remain
disciplined in its approach to pricing for its tegort and IP services.

The emergence of a number of companies from batdyrygotection and additional competition from atdestressed carriers continues to
contribute to the difficult and competitive opengtienvironment. The Company does not expect this@mment to change significantly until
the industry consolidates further and/or demanelacates.

The Company has developed voice services thatttngee and existing markets. The Company beli¢hvasthe efficiencies of Level 3's IP
and optical-based network, including its Softswitebhnology, will provide customers a lower costmative than the existing circuit-
switched networks. The Company is moving to dgvéloth its capability to market and sell in theoesomarket and develop the internal
systems and processes necessary to support theeneiaes being launched. The revenue potentialdme services is large; however, the
revenues and margins are expected to continuectméd®ver time as a result of the new low cosaiid optical-based technologies. In
addition, the market for voice
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services is being targeted by many competitorsrsgwf which are larger and have more financiabteces than the Company.

Vyvx provides audio and video programming for itstomers over the Company’s fiber-optic network aiadsatellite. It uses the Compasay’
fiber-optic network to carry many live tradition@oadcast and cable television events from theo$itkee event to the network control centers
of the broadcasters of the event. For live eveshisre the location is not known in advance, suchraaking news stories in remote locations,
Vyvx provides an integrated satellite and fiberiopetwork-based service to transmit the conteitstoustomers. Most of Vyvx’s customers
for these services contract for the service onvamieby-event basis; however, Vyvx has some custembo have purchased a dedicated
point-to-point service which enables these custsrteetransmit programming at any time.

Vyvx also distributes advertising spots to radid élevision stations throughout the U.S., botlttetmically and in physical form. Customers
for these services can utilize a network-based atketbr aggregating, managing, storing and distiifgucontent for content owners and rights
holders.

The Company’s Other Communications Services aremagiroducts or services that are not areas of asipfor the Company. Other
Communications Services currently include managedam, related reciprocal compensation and legacyaged IP services.

The Company and its customers continue to see omrsumigrate from narrow band dial-up servicesighér speed broadband services as
the narrow band market matures. Additionally, AiceeOnline, a primary consumer of the Company’$-dfaservices, announced a strategic
change in its approach to its dial-up internet asdrisiness that has accelerated the loss ofitsigisubscribers. While this event is not
expected to affect managed modem revenue attrileutalAmerica Online meaningfully in 2006, it couldve the effect of accelerating the
decline in these revenues in 2007 and beyond. Ctdmepany recognized approximately $67 million an@d3aillion of managed modem
revenue in the three and nine months ended Septe30h2006, respectively, an approximate 30% dedliom the same periods in 2005.
These declines may be mitigated in the short tgrarbincrease in market share and mid to longer t®r growth in IPbased services offer:

by the Company that address the market shift thdrigpeed broadband services. Level 3 believeshitbaddw cost structure of its network

will enable it to aggressively compete for new hess in the IP-based market.

Level 3 receives compensation from other carridrsmit terminates traffic originating on those &g’ networks. This reciprocal
compensation is based on interconnection agreeméthtshe respective carriers or rates mandateth®y=CC. The Company earns the
majority of its reciprocal compensation revenuerfrproviding managed modem services.

Legacy managed IP services primarily include loeespservices which utilize ATM technology, as vesllVPN and managed security
services. The Compars/legacy Internet access business consists printdrd business that was acquired in the Genuatystaction in 2003
The Company has elected not to pursue additiorssbmers and to limit the capital invested in thasnponent of its business.

The SBC Master Services Agreement was an agredmeémeen SBC Services Inc. and WilTel and was aeduir the WilTel transaction in
December 2005. Recently, SBC Services Inc. beeasubsidiary of AT&T Inc., (together “SBC”). WilTand SBC amended their
agreement in June 2005 to run through 2009. Thairéng minimum gross margin commitment under theeagment as of September 30,
2006 was approximately $104 million for the peribtbugh the end of 2007, and $75 million from JapD08 through the end of 2009.
Only purchases of on-net services count towardfsation of this purchase commitment. Originating é&erminating access charges paid to
local phone companies are passed through to SBE€ciordance with a formula that approximates codti#onally, the SBC Master Services
Agreement provides for the payment of $50 milliooni SBC if certain performance criteria are metbyel 3. If Level 3 meets the
performance criteria, it is eligible to earn $23liom in 2006 and $25 million in 2007. Of the anhaeounts, 50% is based on monthly
performance criteria and the remaining 50% is based
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performance criteria for the full year. As of Sapber 30, 2006, Level 3 has recognized $8 millibreeenue attributable to the monthly
performance criteria achieved.

Level 3's management continues to review all of@lmenpany’s existing lines of business and servftariags to determine how those lines
of business and service offerings assist with thm@any’s focus on delivery of communications sergiand meeting its financial objectives.
To the extent that certain lines of business, ssirsegments or service offerings are not consideree compatible with the delivery of the
Company’s services or with obtaining financial aiijees, Level 3 may exit those lines of businessjmess segments or stop offering those
services.

Management focuses on Adjusted OIBDA, cash flowmfoperating activities and capital expenditureassess the operating performanc
the communications business. Management belieaa\tjusted OIBDA, when viewed over time, reflettie operating trend and
performance of its communications business. AdfU§EBDA, or a similar measure, also is an indicatbperformance used by Level 3's
competitors and is used by management in evaluegiatjve performance.

Management of Level 3 believes the introduction@iv services or technologies, as well as the fudbgelopment of existing technologies,
may reduce the cost or increase the supply oficestavices similar to those provided by LevelThe ability of the Company to anticipate,
adapt and invest in these technology changesiimedyt manner may affect the future success of the@any.

The Company completed the initial planned deploytnoéthe next generation of optical transport teatbgy in its North American and
European networks in the fourth quarter of 2005 eandly in the first quarter of 2006, respectivelfhe Company has decided to deploy the
technology for additional routes in North AmericedéEurope and completed the deployments on thegesm 2006. The Company began
an upgrade of its IP backbone technology in thel thuarter of 2005. Level 3 believes that thisldgment of new equipment to the existing
network equipment will allow the Company to optimithe amount of traffic it carries over the netwarld lower the cost of providing
services.

In order to expand its service offerings in Eurahe, Company expects to invest approximately $20omifor a dark fiber based expansior
nine European markets in 2006 and 2007. The dek is expected to replace or supplement existiagelength capacity.

The communications industry continues to consadidatevel 3 has participated in this process withdcquisitions of WilTel, Progress
Telecom, ICG Communications, TelCove, Looking Glassd the pending acquisition of Broadwing. LeveliB continue to evaluate
consolidation opportunities and could make add#i@tquisitions in the future.

The successful integration of these businessed.miel 3 is important to the success of Level Bie Tompany must quickly identify
synergies, integrate the networks and support @gaons, while maintaining the service qualityééssexpected by customers.

Level 3 has embarked on a strategy to expand itermumetro presence. The strategy will allow@wmpany to terminate traffic over its
owned metro facilities rather than paying thirdtgerto terminate the traffic. Level 3's ability provide high-speed bandwidth directly to
customer facilities is expected to be a competitifeantage as local exchange companies often doroaitle this service. The Company
intends to offer the traditional set of serviceshiese markets and concentrate its sales effortiseobandwidth intensive businesses. The
expansion into new metro markets should also pmautlitional opportunities to sell services on@oenpany’s national and international
networks. This new metro strategy includes thausitipns of Progress Telecom, ICG Communicatidme$Cove and Looking Glass.

The Company is focusing its attention on 1) growiegenue through Core Communications Servicesp@firtuing to show improvements in
Adjusted OIBDA as a percentage of revenue, 3) cetimg the integration of acquired businesses, 4)agimg cash flows provided by its
Other Communications Services and SBC Contracti@=syvand 5) developing its metro business. Thieipated change in the composition
of the Company’s revenue will require the Companynanage operating expenses carefully and
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concentrate its capital expenditures on those wolies and assets that will enable the Compamnlgtelop its Core Communications
Services further and replace the decline in revemakearnings from Other Communications ServicesSBC Contract Services.

In the third quarter, Level 3 announced the fororatf four customer-facing groups to better selwechanging needs of customers in
growing markets and drive growth across the orgdiun:

§ The Wholesale Markets Group servicestimmunications needs of the largest global semiogiders, including carriers,
cable companies, wireless companies, and voicécsgpvoviders. These customers typically integtateel 3 services into their own
products and services to offer to their end usstaroers.

§ The Content Markets Group focuses onisgmedia and content companies with large and gpwandwidth needs.
Customers in this market include video distributtmmpanies, providers of gaming, mega-portalsyso# service providers, social
networking providers, as well as more traditionaldia distribution companies such as broadcastesjision networks and sports
leagues.

§ The Business Markets Group targets engergustomers and regional carriers who valueal |professional sales force.
Specific customer markets include small, mediund, lange businesses, local and regional carrieste sind local government entities,
and higher education institutions.

§ The European Markets Group serves tlgesarEuropean consumers of bandwidth, includindaiggest European and
international carriers, large system integratoodcer service providers, cable operators, Interestise providers, content providers, i
government and education sectors.

The Company believes that the alignment arouncbouest markets should allow it to drive growth wheéleabling it to better focus on the
needs of the customers. Each group will be supgddiy the dedicated sales, marketing, product neamagt, customer facing operations,
necessary support resources required to executmemgdse revenue in these key markets.

In addition to the operational metrics mentionedwe) the Company is also focusing on improvingdiggsidity, financial condition, and
extending the maturity dates of certain debt ameéeting the effective interest rate on its outstagdiebt over the long term. In January 2(
the Company completed the exchange of severalttegnaf its debt maturing in 2008 for a new tranchdebt maturing in 2010. The
Company was able to extend the maturity date ofepmately $692 million of debt due in 2008 to Mar2010.

In March 2006, Level 3 issued $150 million of FingtRate Senior Notes due in 2011 and $250 millibh2.25% Senior Notes due in 2013.
In April 2006, the Company issued an additionalG8&0llion of the 12.25% Senior Notes due in 201Be proceeds from these offerings
were used to fund the cash portion of the WilTel Bnogress Telecom acquisitions as well as funddise of construction, installation,
acquisition, lease, development or improvementtloioassets to be used in Level 3's communicatioisiness.

In June 2006, Level 3 issued $335 million in anemditten public offering of 3.5% Convertible Seniotes due 2012. The Company also
completed the underwritten public offering of 12Blion shares of its common stock for which it reea $543 million in net proceeds.

Level 3 used a portion of these proceeds to redssdected series of its debt securities maturirgPi8. On July 13, 2006, Level 3 redeemed
all of its 9.125% Senior Notes due 2008 and 10.89i@ Discount Notes due 2008 for total consideratf $461 million, excluding accrued
interest. The remaining proceeds were used fanisitipns and for general corporate purposes, diolyworking capital and capital
expenditures.

On June 27, 2006, the Company amended and regatedsting $730 million senior secured creditiliacto reduce the interest rate payable

under the agreement by 400 basis points, modifptBpayment provisions and make other specifiedgds The Company paid
approximately $42 million to existing debt holdersd $11 million to third parties in transactiontsa® complete the transaction.
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The Company issued $600 million of 9.25% Seniorddah October 2006 and received net proceeds af 8Bfion after transaction costs
from the transaction. The net proceeds will be ss#ely to fund the cost of construction, instatlaf acquisition, lease, development or
improvement of any assets to be used in the comganymunications business, including the cashhmse price of any past, pending or
future acquisitions.

The Company will continue to look for opportunitiesimprove its financial position in 2006 and fsdts resources on growing revenue and
managing costs for the communications business.

Information Services

On November 30, 2005, the Company sold its whollyred subsidiary, i()Structure, LLC, which provided computer outsougcservices
primarily to small and medium-sized businessese Chmpany also completed the disposition of itsaieing subsidiary in the information
services business, Software Spectrum, Inc. on Bdqae7, 2006. The results of operations and firduposition for (i )Structure and
Software Spectrum are reflected as discontinuedatipas for all periods presented in this report.

Coal Mining

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

Critical Accounting Policies

The significant accounting policies set forth intdld to the consolidated financial statements énGbompany’s Annual Report on Form 10-K
for the year ended December 31, 2005 appropriadpisesent, in all material respects, the currettistof the Company'’s critical accounting
policies, and are incorporated herein by reference.

The Company adopted SFAS No. 123R on January B.286AS No. 123R requires that compensation ebsting to share-based payment
transactions be recognized in the financial statgesieased on the fair value of equity or liabilitgtruments issued. The Company adopted
the expense recognition provisions of SFAS No. ih2B98. Therefore, the effect of applying therap@afrom the original provisions of
SFAS No. 123 on the Company’s financial positiomezults of operations for the three months endadcM31, 2006 was insignificant.

The Company also adopted Emerging Issues Task Fssue No. 04-6, “Accounting for Stripping Costsurred during Production in the
Mining Industry” (“EITF No. 04-6") effective Januad, 2006. EITF No. 04-6 concluded that stripp@egts incurred during the production
phase of a mine are variable production costssthadild be included in the costs of the inventodpiced during the period that the stripping
costs are incurred. EITF No. 04-6 further defimy®ntory produced as mineral that has been exlachAs a result, stripping costs related to
exposed, but not extracted mineral must be expessé@tturred rather than deferred until the minisraktracted. The Company’s coal
mining business had previously deferred strippiost€ and amortized these costs over the periodhichvthe underlying coal is mined. The
Company'’s adoption of EITF No. 04-6 on JanuaryQQ@&required it to adjust beginning retained eaysi@accumulated deficit) for the
amount of prepaid stripping costs previously defedrrThe Company decreased beginning equity byifidmas a result of the adoption of
EITF No. 04-6.

In June 2006, the FASB issued Interpretation N¢."ABcounting for Uncertainty in Income Taxes — Arterpretation of FASB Statement
No. 10¢" (“FIN No. 48"). FIN No. 48 clarifies the accounty for uncertainty in income taxes recognized ireaterprises financial statemen
in accordance with FASB Statement No. 109, “Accowunfor Income Taxes.” FIN No. 48 also prescribagcognition threshold and
measurement attribute for the financial statemecbgnition and measurement of a tax position takesxpected to be taken in a tax return
that results in a tax benefit. Additionally, FINDNNA8 provides guidance
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on de-recognition, income statement classificatibimterest and penalties, accounting in interimriqms, disclosure, and transition. This
interpretation is effective for fiscal years begimnafter December 15, 2006. The Company is ctyrewvaluating the effect that the
application of FIN No. 48 will have on its consalidd results of operations and financial conditin,given its current net operating losses
and operating loss carryforwards, does not expsigraficant effect on its results of operationdinancial condition as a result of adopting
FIN No. 48.

In June 2006, the FASB ratified the consensus oargimg Issues Task Force (“EITF”) Issue No. 0630w Taxes Collected from
Customers and Remitted to Governmental Authorilesuld Be Presented in the Income Statement” (“BEN6F06-3"). The scope of

EITF No. 06-3 includes any tax assessed by a govemtal authority that is directly imposed on a rmeproducing transaction between a
seller and a customer and may include, but isimitdd to, sales, use, value added, Universal Servund (“USF”) contributions and some
excise taxes. The Task Force affirmed its conctutliat entities should present these taxes imit@ne statement on either a gross or a net
basis, based on their accounting policy, which &hba disclosed pursuant to APB Opinion No. 22 stihdsure of Accounting Policies.” If
such taxes are significant, and are presentedgnass basis, the amounts of those taxes shouldtlesed. The consensus on EITF No. 06-3
will be effective for interim and annual reportipgriods beginning after December 15, 2006. The @&my currently records USF
contributions on a gross basis in its consolidatatements of operations, but records sales, atg wdded and excise taxes billed to its
customers on a net basis in its consolidated s&atenof operations. The Company does not expatthie effect of adopting EITF No. 06-3
will be significant to its reported revenue, opargincome and net earnings or loss, but is culyr@valuating the effect.

In September 2006, the Securities and Exchange Gssiun issued Staff Accounting Bulletin (“SAB”) Nd08, “Considering the Effects of
Prior Year Misstatements when Quantifying CurreatiiMisstatements.” SAB No. 108 requires analysmmiestatements using both an
income statement (rollover) approach and a balaheet (iron curtain) approach in assessing maitgraaid provides for a one-time
cumulative effect transition adjustment. SAB No8 18 effective for our fiscal year 2007 annual fingl statements. Level 3 is currently
assessing the potential impact that the adoptid®& No. 108 will have on its financial statemetitayever, the impact is not expected to be
material.

In September 2006, the FASB issued SFAS No. 150y Value Measurements,” which defines fair vakestablishes a framework for
measuring fair value in generally accepted accagrrinciples, and expands disclosures about fdirevmeasurements. SFAS No. 157 does
not require any new fair value measurements, ltiges guidance on how to measure fair value byighog a fair value hierarchy used to
classify the source of the information. This stagairis effective for us beginning July 1, 2008. Td@mmpany is currently assessing the
potential impact that the adoption of SFAS No. ®8lf have on its financial statements.

Results of Operations 2006 vs. 2005

Revenuefor the periods ended September 30, is summarizéalaws (dollars in millions):

Three Months Ended Nine Months Ended
September 30 September 30
2006 2005 2006 2005
Communication: $ 858 $ 364 $ 2,481 $ 1,24t
Coal Mining 17 20 51 56

$ 875 $ 384 $ 2532 $ 1,301
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Communicationsrevenue is separated into three categories: 1) Conemunications Services (including transport mwficastructure
services, wholesale IP and data services, voisécesrand Vyvx services), 2) Other Communicatioass/Bes (including managed modem
and its related reciprocal compensation, DSL aggreqg, and legacy managed IP services), and 3) S&@ract Services. Revenue
attributable to these service categories is pravidghe following table:

Three Months Ended Nine Months Ended
September30. September30.
(dollars in millions) 2006 2005 2006 2005
Core Communications Service
Transport and Infrastructu $ 284 $ 132 $ 699 $ 503
Wholesale IP and Da 78 48 209 134
Voice 153 31 358 82
Vyvx 29 — 88 —
544 211 1,354 719
Other Communication Service
Managed Moden 67 97 223 307
Reciprocal Compensatic 27 19 81 76
Managed IF 13 19 46 64
DSL Aggregation — 18 — 79
107 153 350 526
SBC Contract Services 207 — 777 —
Total Communications Revenue $ 858 $ 364 $ 2,481 $ 1,24

The Company’s Core Communications Services reverareased 158% in the third quarter of 2006 congbéwehe third quarter of 2005.

The acquisitions of WilTel, Progress Telecom, IC@&@nunications, TelCove and Looking Glass and gramwthe Company’s existing
products contributed to the increase. For thestmmenths ended September 30, 2006, Progress TebrodhCG Communications reported
revenue of $37 million and TelCove and Looking Gleeported revenue of $83 million. During 200& @ompany integrated a significant
portion of WilTel into the business. As a reselparate revenue information for former WilTel cuséws is no longer available other than the
SBC Master Services Agreement. The Company cossitm see demand for complex nationwide solutiodscalocation capacity in large
markets within its transport and infrastructureibess.

Wholesale IP and data services revenue increasdldegaohree months ended September 30, 2006, cedhpathe same period in 2005,
primarily due to the customers obtained in the Wiildnd TelCove transactions. Wholesale IP and@atenue also increased due to traffic
growth in North America from new and existing custo's that exceeded the rate of price compressiaiffidgrowth was mitigated by a
customer’s migration of traffic to its own netwaslhich was acquired via a merger with another carhiproved market acceptance of the
Company'’s IPYPN service and the continued growth of previowsbarded contracts also contributed to the incraagdolesale IP and da
revenue.

Level 3's voice revenue increased for the threethmanded September 30, 2006 compared to the serioel 0 2005 primarily due to the
operations acquired in the WilTel and TelCove teations, particularly domestic and internationatedermination services, and growth in
Level 3's existing wholesale and VolP-related sesi

The Vyvx business was acquired on December 23, a6Q&rt of the WilTel transaction. Revenue of 82ion is included in the results of
operations for the three months ended Septemb&(BS,
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Managed modem revenue declined in 2006 as a i&sihié continued migration from narrow band dialsgpvices to higher speed broadband
services by end user customers. This change eedsulta decline in the demand for managed modems.p@merica Online, the Company’s
largest managed modem customer, reduced the nwhperts it purchased from Level 3 by approxima@o during 2005, primarily in the
fourth quarter. Managed modem revenue also detlm2006 as a result of certain contracts beingwed or renegotiated at prices lower
than were in effect in 2005.

The Company expects managed modem revenue to eé@tlihe fourth quarter of 2006 as AOL further reglithe number of ports purchased
from Level 3. The Company expects, excluding fifiects of future acquisitions and increases in raaskare, managed modem related
revenue to continue to decline in the future, pritpaue to an increase in the number of subscsilngigrating to broadband services and to
potential pricing concessions as contracts arewede

The Company’s primary DSL aggregation customer baganigrate its DSL subscribers to its own netwoekinning in the first quarter of
2005. The customer completed the migration ddutsscribers in the third quarter of 2005. The Camnyfs other DSL contracts expired in
2005 and were not renewed. The Company did nogréze DSL revenue in 2006 and does not expe&dognize DSL aggregation rever
in the foreseeable future.

Reciprocal compensation revenue increased in tteedharter of 2006 versus the third quarter of2@€imarily due to resolving disputes
with and signing of interconnection agreements witer carriers in 2006 which resulted in the Comypa@cognizing approximately $6
million of revenue for services provided in prigrjpds. Certain interconnection agreements alstago limits on the amount of reciprocal
compensation that can be earned in a calendar y@&005, these limits were reached earlier iny&r than in 2006. As a result, the
Company recognized more revenue attributable teetisentracts in the third quarter of 2006 tharstmae period of 2005. The Company
earns the majority of its reciprocal compensat@renue from managed modem services.

Level 3 has interconnection agreements in placéh®omajority of traffic subject to reciprocal coemsation. Level 3 continues to negotiate
new interconnection agreements with its local easti To the extent that the Company is unablétorsew interconnection agreements, s
new agreements containing lower rates, there igréfisant decline in the Company’s managed modéatup business, or FCC or state
regulations change such that carriers are not redjid compensate other carriers for terminatirr®und traffic, reciprocal compensation
revenue may decline significantly over time.

The Company’s legacy Managed IP business congistaply of a business that was acquired in the @igrtransaction in 2003. The
Company has not invested in this service and isottely looking for new customers. The declinggvenue is attributable to the
disconnection of service by existing customerse Tompany expects this trend to continue through606.

The SBC Master Services Agreement was obtaindueiWilTel transaction. Under the terms of the agrent, SBC has gross margin
purchase commitments through 2009. Due to thefgignce of the commitment, the Company has eletdex®parate and report revenue
generated under this contract from its Other Comioations Services. Level 3 earned revenue of aqmiately $207 million attributable to
this contract in the third quarter of 2006 of whagtproximately 30% will apply to the minimum grasargin purchase commitment. The
remaining minimum gross margin commitment underafpeement as of September 30, 2006 was approXyngdt@4 million for the period
through the end of 2007, and $75 million from Jap@®08 through the end of 2009. Additionally, 8BC Master Services Agreement
provides for the payment of $50 million from SBQértain performance criteria are met by Levef8elvel 3 meets the performance crite
it is eligible to earn $25 million in 2006 and $2fllion in 2007. Of the annual amounts, 50% is loase monthly performance criteria and
remaining 50% is based on performance criteridHferfull year. As of September 30, 2006, Leveb8 hecognized $8 million of revenue
attributable to the monthly performance criterihiaged.
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SBC has begun to migrate its traffic to the AT&Twerk acquired in 2005. The Company expects regemd gross margin to decline in
future periods. However, SBC must still complywiihe minimum gross margin commitments containeitsinontract.

Communications revenue for the nine months endete8der 30, 2006 increased compared to the sarioa per2005 for the same reasons
noted above for the three month periods ended Bdyatie30, 2006 and 2005. Partially offsetting th@éase in revenue in 2006 was the
recognition of $132 million of termination reveniefirst nine months of 2005. Transport and infirasture revenue for the nine months
ended September 30, 2005 includes the $130 milidarmination revenue primarily taken in the figstarter of 2005 and attributable to
agreements reached with France Telecom and 360retwnalating to the termination of existing dafiei lease agreements with those
customers described below. Termination revenug ahillion was included in transport and infrastrure revenue for the nine months ended
September 30, 2006.

In February 2005, France Telecom and Level 3 fmealian agreement to terminate a dark fiber agreesigamed in 2000. Under the terms of
the agreement France Telecom returned the fibee¥el 3. Under the original IRU agreement, thehaaseived by Level 3 was deferred and
amortized to revenue over the 20-year term of greement. As a result of this transaction, Leved@gnized unamortized deferred revenue
of approximately $40 million as non-cash terminatievenue in the first quarter of 2005.

In March 2005, Level 3 entered into an agreemetit @0networks in which both parties agreed to ieate a 20year IRU agreement. Unc
the new agreement, 360networks returned the daek &iriginally provided by Level 3. Under the origl IRU agreement, signed in 2000, the
revenue associated with the cash received by L3weals deferred and amortized to revenue over thged@term of the agreement. As a
result of this transaction, Level 3 recognizeduihamortized deferred revenue of approximately $86om as non-cash termination revenue
in the first quarter of 2005.

The Company expects to recognize termination rexémthe future if customers desire to renegotiatgracts or are required to terminate
service. The Company is not able to estimate tkeifip value of these types of transactions uhgytoccur, but does not currently expect to
recognize significant termination revenue for tbeefeeable future.

Wholesale IP and data services revenue increasg@Did primarily due to the customers obtained eWilTel transaction and traffic growth
in North America from new and existing customersvali as improved market acceptance of the Comal8*VPN service.

The acquisition of WilTeb domestic and international voice termination @it in December 2005, revenue attributable t€det acquire
in July 2006 and growth in these services and L&igVoice services were the primary factors résglin the increase in voice revenue for
the nine months ended September 30, 2006 as codiuatiee corresponding period in 2005.

The continued migration from narrow band dial-up/gees to higher speed broadband services resutediecline in demand for ports and a
reduction in managed modem revenue for the ninetimsanded September 30, 2006 compared to the samod n 2005. As noted earlier,
America Online reduced the number of ports it paseld from Level 3 by approximately 30% and certaimtracts were renewed at lower
prices during 2005.

Reciprocal compensation revenue increased from R8@fts primarily due to the signing of interconti@s agreements with other carriers in
2006 that resulted in the Company recognizing regdor services provided in prior periods.

The Company has not invested in its Managed IPnegsiand is not actively looking for new customdrise decline in revenue is attributa
to the disconnection of service by existing custame
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Coal mining revenue decreased from $20 million for the threatiroended September 30, 2005 to $17 million fertiinee months ended
September 30, 2006. The decrease in revenueilzusble to an 8% decline in the average pricetgeiof coal sold and a 1% decline in coal
shipped in 2006 compared to the same period in.200% price decline is attributable to coal sabdler a contract that was renewed in 2005
and contained a lower price per ton than the calgiontract.

For the nine month period ending September 30, 2084 sales declined 9% versus the same peridddd. A 10% decline in the average
price per ton of coal sold was partially offsetdb§% increase in tons shipped. The Company beglaredng coal under new and amended
contracts during the first quarter of 2005. Thed@ase in tons shipped in 2006 is attributable ¢octhntracts awarded during 2005.

Cost of Revenudor the communications business, as a percentagevefhue, was 43% and 31% for the three monthsdeBdptember 30,
2006 and 2005, respectively. The increase is dtiget significant voice and SBC contract serviea&enue obtained in the WilTel
acquisition. The margins for the SBC contract e revenue are lower than the margins earnedh@m components included in Core and
Other Communications Services. Partially offsettine lower WilTel margins were the margins earbgdrogress Telecom, ICG
Communications, TelCove and Looking Glass. Mador these businesses were slightly higher in 2086 those reported by the Comp.
in 2005.

The communications business’ cost of revenue,m@ntage of revenue for the nine months endett®&er 30, 2006 and 2005 was 46%
and 27%, respectively. The increase is primarilgiattable to the recognition of termination revenn 2005 and incremental lower-margin
revenue relating to the operations acquired frofT@/which was recognized in 2006. In the first gaaof 2005, the Company recognized
$129 million of termination revenue, primarily redd to 360networks and France Telecom. The teriimatvenue, with no corresponding
cost of revenue, positively affected the percenta@®05. Excluding termination revenue, the adsevenue, as a percentage of revenue,
would have been 30% for the nine months ended Bdyaie30, 2005. Cost of revenue, as a percentagevefiue, increased in 2006 due to
the voice and SBC Contract Services revenue olitamthe WilTel acquisition which have lower margjin

Cost of revenue, as a percentage of revenue, dazdll mining business increased from 78% for lineet months ended September 30, 2005
to 84% for the three months ended September 3@ 2060 from 67% for the nine months ended Septe@e?2005 to 86% for the nine
months ended September 30, 2006. The declineeinvlrage price per ton of coal sold in 2006 ve?8@5 resulted in an increase in cost of
revenue, as a percentage of revenue. In additidghe second quarter of 2005, the Company wastalfevorably resolve certain production
tax issues. The resolution of this matter resutieel $5 million reduction in cost of revenue fbetine months ended September 30, 2005.

Depreciation and amortizationexpense was $182 million for the third quarter @&, a 15% increase from the depreciation and
amortization expense of $158 million in the samegokof 2005. The increase is primarily attributabd the communications tangible and
intangible assets that were acquired in the Witilaisaction in December 2005, the Progress Teléamsaction in March 2006, the ICG
Communications transaction in May 2006, the TelCoaersaction in July 2006 and the Looking Glassdaation in August 2006. This
increase was partially offset by a $30 million dexge in depreciation expense attributable to thagshin estimated useful lives for network
fiber, IP and transmission equipment The incréaskepreciation and amortization expense wasafset by the shorter-lived
communications assets, including intangible assieds were placed in service in prior years thagee fully depreciated or amortized in the
fourth quarter of 2005 and the first half of 2006.

Depreciation and amortization expense for the mnaths ended September 30, 2006 and 2005 was $iggirand $486 million,
respectively. The increase is primarily attribugato transactions and factors described above.
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Selling, general and administrativeexpenses increased 83% to $334 million for theetimenths ended September 30, 2006 compared to th
same period in 2005. This increase is primarilgitaitable to the inclusion of a full quarter of exjges associated with the operations acq

in the WilTel, Progress Telecom and ICG Commundg&titransactions and the acquisition of TelCovelaraking Glass in the third quarter

of 2006. Specifically, increases in compensatimmus, and employee related costs, network retatsts and facility-based expenses all
contributed to the increase in selling, general aahbinistrative expenses in 2006.

Included in operating expenses for the third quart&006 and 2005, were $18 million and $13 millicespectively, of non-cash
compensation and professional expenses recognimizl $FAS No. 123R and SFAS No. 123, respectivelgted to grants of outperform
stock options, warrants and other sthelsed compensation programs. The increase is [ilsirdae to an increase in outperform stock opti
restricted stock and restricted stock units graimte2D06 and an increase in the value of the optgmanted to employees.

Selling, general and administrative expenses ise@&1% to $893 million for the nine months endept&mber 30, 2006 compared to the
same period in 2005. This increase is primarilgilattable to the factors described above. In #@mtdipartially offsetting the increase in
communication expenses was a property tax berfefif anillion pertaining to the Company’s faciliti@sthe United Kingdom in the first
quarter of 2006.

Selling, general and administrative expenses ataliie to the Company’s other businesses in thenskeguarter of 2005 included the
favorable settlement of an obligation to providsuirance for employees of the Company'’s former pgiokebusiness and the receipt of
insurance proceeds reimbursing the Company for paysmmade to settle legacy environmental litigati®hese items resulted in a $6 mill
decline in selling, general and administrative egas in 2005. The Company does not expect taeeadist reductions of this magnitude in
the future for these businesses.

Included in operating expenses for the first nirmths of 2006 and 2005, were $52 million and $3fanj respectively, of non-cash
compensation and professional expenses recognimbzt SFAS No. 123R and SFAS No. 123, respectivelgted to grants of outperform
stock options, warrants and other stock-based cosgpien programs. The increase is primarily dudaécfactors described above. In
addition, during the second quarter of 2006, theoer 2005 and January 2006 grants were valued b&ay 15, 2006 as the grant date, in
accordance with SFAS No. 123R, and resulted in mifi®n increase in non-cash compensation expensieg the second quarter of 2006.
As stated in the Company’s proxy materials fo2#96 Annual Meeting of Stockholders, over the cewfthe years since April 1, 1998, the
compensation committee of the Company’s Board oé@ors had administered the 1995 Stock Plan uhédpelief that the action of the
Companys Board of Directors to amend and restate that gffactive April 1, 1998 had the effect of exterglihe original term of the Plan
April 1, 2008. After a further review of the terrabthe plan, however, the compensation committgterdhined that an ambiguity could exist
as to the date of the expiration of the plan. Troaee any ambiguity, the Board of Directors souglktdpproval of the Company’s
stockholders to amend the plan to extend the téiimeoplan by five years to September 25, 2010is @pproval was obtained at the 2006
Annual Meeting of Stockholders held on May 15, 20@fich resulted in a new measurement date for optianted in October 2005 and
January 2006.

Beginning in the third quarter of 2006, the Comparpects to issue both restricted stock units aB®©on a quarterly basis.

The Company expects selling, general and admitiigraxpenses to increase in 2006 versus 2005esult of the WilTel, Progress Telecc
ICG Communications, TelCove and Looking Glass agitjans.

Restructuring and impairment chargeswere $2 million for the three months ended SepterBbe2006 and $5 million for the same period
in 2005. In the third quarter of 2006, the Compesgognized
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approximately $1 million of restructuring chargésibutable to the workforce reductions of the commications business in North America.

Nor-cash impairment charges were $1 million in the¢hmonths ended September 30, 2006 and $2 mibiothé same period in 2005.
During the third quarter of 2006 the Company redogph $1 million of non-cash impairment chargesiattable to the decision to terminate
projects for certain information technology progeit the communications business. During the thirdrter of 2005, Level 3 recognized $2
million of non-cash impairment charges resultimnirthe decision to terminate projects for certaiit® services in the communications
business with capitalized costs as well as damafgilities and electronics located in the sousiera United States caused by Hurricane
Katrina.

In addition, during the third quarter of 2005 Le@alecognized a $3 million impairment charge resglfrom the difference between the
Company'’s obligation to the landlord for newly veethleased property no longer needed by the Compadyhe expected sublease income.

Restructuring and impairment charges were $13anilfor the first nine months of 2006 and $24 millior the same period in 2005. During
the nine months ended September 30, 2006, the Gomipaognized approximately $5 million of restruatg charges attributable to the
workforce reductions of the communications business¢orth America. In the first quarter of 200BetCompany recognized approximately
$15 million of restructuring charges related to wWarkforce reductions of the communications bussriedNorth America and Europe. The
employees affected by this workforce reduction et support functions or worked directly on matoreducts. All obligations attributable
to the 2005 restructuring activities were paid 002.

Nor-cash impairment charges were $8 million and $@ianifor the nine months ended September 30, 20@62805, respectively. In
addition to the $1 million impairment charge takenhe third quarter of 2006 mentioned above, tbenGany recognized $3 million of non-
cash impairment charges in the first quarter ofe2th@t resulted from the decision to terminate gty for certain voice services and certain
information technology projects in the communicasidousiness. These projects have identifiablesaglsich Level 3 can evaluate separately
for impairment. The costs incurred for these migeincluding capitalized labor, were impairedtss Company did not expect to utilize the
assets in the future. During the second quart@066, Level 3 recognized $4 million of non-caslpainment charges primarily related to
excess land of the communications business deewaddlale for sale in Germany. This charge resuiteth the difference between the
recorded carrying value and the estimated marKeewaf the land.

Non-cash impairment charges of $4 million were recogdiin the second quarter of 2005 as a resulteofiditision to terminate projects for
certain voice related products in the communicationsiness. The costs incurred for these projectsiding capitalized operating expenses,
were impaired as the carrying value of these ptsjexceeded their estimated fair value.

Adjusted OIBDA is defined by the Company as operating income Xliwem the consolidated statements of operaticss tepreciation and
amortization expense, less non-cash compensatfmener included within selling, general and admiaiiin expense on the consolidated
statements of operations, and less the non-casiopof restructuring and impairment charges. At§dOIBDA is not a measurement under
accounting principles generally accepted in thetdéhStates and may not be used by other companéasmgement believes that Adjusted
OIBDA is an important component of the Companyteinal reporting and is an indicator of profitatyiland operating performance used by
the chief operating decision maker or decision mgkjroup, especially in a capital-intensive indpstich as telecommunications. Adjusted
OIBDA excludes interest expense and income taxmesgand other gains/losses not included in operatctome. Excluding these items
eliminates the expenses associated with the Con'gaapitalization and tax structures. Note 12 ef tbnsolidated financial statements
provides a reconciliation of Adjusted OIBDA for &aaof the Company’s operating segments.
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Adjusted OIBDA for the communications business éased to $174 million in the third quarter of 2@@8n $84 million for the same period
in 2005. This increase is primarily attributaliethe operations acquired in the WilTel, Progrestedom, ICG Communications, TelCove
and Looking Glass transactions, which were acquirddecember 2005, March 2006, May 2006, July 2886 August 2006, respectively.
Partially offsetting the increase are cash reatirirgy charges of $1 million in the third quarter2®06. There were no restructuring charge
the third quarter of 2005.

Adjusted OIBDA for the communications business %481 million and $373 million for the nine monthsded September 30, 2006 and
2005, respectively. The increase in 2006 is prilgattributable to the operations acquired in Wi#Tel, Progress Telecom, ICG
Communications, TelCove and Looking Glass traneasti In addition, a decline in restructuring clearérom $15 million in the first nine
months of 2005 to $5 million in the first nine mbatof 2006 also contributed to the improved resuitartially offsetting these items was the
$129 million reduction in termination and settlemevenue from 2005 to 2006.

Adjusted OIBDA for the Company’s coal and otheribasses increased to $2 million for the three moptided September 30, 2006 from
less than $1 million during the same period in 2005

Adjusted OIBDA for the Company’s coal and otheribasses decreased by $11 million to $2 milliontfer nine months ended September
30, 2006. The decrease is primarily attributabléhe favorable resolution of certain productiar issues, which resulted in a $5 million
decrease in the cost of revenue for the miningnassi in the second quarter of 2005, and a $6 mitlenefit, related to the favorable
settlement of an obligation to provide insuranaecimployees of the Company’s former packaging ssirand the receipt of insurance
proceeds reimbursing the Company for payments riagettle legacy environmental litigation, conttibg to the lower selling, general and
administrative expenses of the Company’s othemassies in the second quarter of 2005.

Interest Incomewas $19 million for the three months ended Septer&Be2006 increasing from $11 million for the sapeeiod of 2005.
This increase is the result of increases in thgkted average interest rate earned on the portiolibin the average cash and marketable
security portfolio balance. The Company'’s avenagern on its portfolio during the third quartecieased from 3.1% in 2005 to 4.4% in
2006. The average cash balance also increasegbbg»x@mately 10% from 2005 to 2006.

Interest incomavas $44 million for the first nine months of 200&reasing from $25 million for the same period @2. This increase is t
result of increases in the weighted average intea¢s earned on the portfolio and in the averagh @and marketable security portfolio
balance. The Company’s average return on its dartfluring the first nine months of the year inged from 2.7% in 2005 to 4.2% in 2006.
The average cash balance also increased by appmtehni3% from 2005 to 2006. Pending utilizatidrcash and cash equivalents, the
Company invests the funds primarily in governmert government agency securities and money markesfurhe investment strategy
generally provides lower yields on the funds tharalternative investments, but reduces the rigkitacipal in the short term prior to these
funds being used in the Company’s business.

Interest Expense, netncreased by $23 million from $138 million for ttieee months ended September 30, 2005 to $16Dmiti 2006.
Interest expense increased primarily as a restttefest expense attributable to the issuanc®5d $nillion of 12.25% Senior Notes due
2013 issued in the first half of 2006, $150 millioihFloating Rate Senior Notes due 2011 issued arcM14, 2006 and $335 million of 3.5%
Convertible Senior Notes due 2012 issued on Jupn2d®. In addition, the Company exchanged postifits 9.125% Senior Notes due
2008, 11% Senior Notes due 2008 and 10.5% Sengmobit Notes due 2008 for new 11.5% Senior Notes2@10 during the first quarter
2006, thereby increasing the effective intereseasp on this debt. This increase was partiallyedfby the July 13, 2006 redemption of the
9.125% Senior Notes due 2008 and 10.5% Senior Ditddotes due 2008 and a 400 basis-point reduatitie interest rate recorded on the
$730 million Senior Secured Term Loan due 2011 egibent to its amendment in late June of 2006.
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Interest expense increased by $90 million from $3@lion for the first nine months of 2005 to $48fllion in 2006. Interest expense
increased primarily as a result of the transactiescribed above and the $880 million of 10% CatiterSenior Notes due 2012 issued in
the second quarter of 2005. Overall, the debt axgh transaction and the additional debt issudhkifirst half and October of 2006, partie
offset by reduced interest expense due to the asteaadd restated $730 million senior secured cfadility and the redemption in July 2006
of the 9.125% Senior Notes due 2008 and 10.5% &&isgount Notes due 2008, are expected to incr@s€ompany’s annual interest
expense in 2006.

Other, net decreased in the third quarter of 2006 comparddesame period in 2005 primarily as a result obgmizing a $6 million gain on
the sale of mining equipment in 2005.

Other, net decreased in the first nine months 662bmpared to the same period in 2005 primarilg essult of the transaction above and the
$55 million loss realized on the amendment andatestent of the Company’s Senior Secured Term Lo@811 recognized in the second
quarter of 2006. This decrease was partially offgehe $27 million gain realized on the debt eawipe in the first quarter of 2006.

Income from Discontinued Operationsdeclined for the quarter ended September 30, 28668 the same period in 2005 due to the sale of
Software Spectrum on September 7, 2006. SoftwaeetBim earns a disproportionate share of its tevem the end of the quarter but incurs
operating expenses ratably during the quartera Aesult of the sale on September 7, 2006, opegratipenses for Software Spectrum
exceeded the gross profits earned on sales thitbeginansaction date.

Software Spectrum has increased sales and marlefforgs and resources targeting mid-market buse®sver the last 18 months resulting
in higher revenues and profits for the period egdeptember 7, 2006 compared to the nine monthedeBdptember 30, 2005. The increase
in gross profits was partially offset by an incre@s operating expenses, primarily for employeateal costs, and the disproportionate level of
operating expenses recognized for the partial dpirarter of 2006.

Level 3 received gross proceeds of approximate$B38illion and recognized a gain on the sale of\@afe Spectrum, after transaction costs,

of approximately $33 million in the third quarter2006. The final proceeds amount is subject td-plsing working capital and other
adjustments.
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Financial Condition—September 30, 2006

Cash flows provided by (used in) continuing operagifor the nine months ended September 30, 200@@05, respectively are as follows
(dollars in millions):

Nine Months Ended

September 30
2006 2005
Communications** $ 99 $ (28)
Other 10 —
Total $ 109 $ (28)

** Includes interest expense net of interest income

The improvement in communications operating casWvdlfor the nine months ended September 30, 2006nmearily attributable to improved
operating results after excluding the effects d%fhnillion of non-cash termination revenue in thistfquarter of 2005. The improved results
are directly attributable to the operations of WilTProgress Telecom, ICG Communications, TelCaxelaboking Glass which were
acquired late in 2005 and first nine months of 2808 additional revenue from Core CommunicationsiSes. Fluctuations in working
capital balances resulted in an incremental soafrcash of $22 million in the nine months of 20@8npared to the same period in 2005. An
increase in cash provided by accounts receivabsepasially offset by an increase in cash useaémounts payable and other current
liabilities and a decline in deferred revenue. iBlytoffsetting the increase in cash provided Ipg@tions and working capital fluctuations
were higher cash interest payments in 2006. Q#eheist payments increased by $152 million in tts fiine months of 2006 compared to
same period in 2005.

The increase in operating cash flows for the oblusinesses is primarily attributable to the proseedeived from the settlement of certain
legal and benefit obligations of the coal and pgai@business in 2005. Settlement proceeds frosethges of obligations decreased in
2006.

Cash used for investing activities in 2006 prinyariicluded cash used for the acquisitions of Pregjfieelecom - $68 million, ICG
Communications - $45 million, TelCove — $593 mitliand Looking Glass - $80 million. In addition582million was used for capital
expenditures primarily for the communications bas& and $98 million to purchase short-term mabketsecurities. The Company also
increased its restricted securities by $21 milljprigarily for its coal business and acquired conmigs. In the second quarter of 2006, the
Company received $27 million from Leucadia for WéTel purchase price adjustment and $5 milliorpofceeds from the sale of
Infocrossing shares received in thig $tructure transaction. The Company received ratgads of $340 million from the sales of Software
Spectrum in the third quarter of 2006. The Compaleg received distributions from Software Spectnfril8 million 2006.

Financing sources in 2006 consisted of $680 mildbnet proceeds from the issuance of: the FlogRatg Senior Notes due in 2011 and
12.25% Senior Notes due in 2013; $326 million fribvm offering of 3.5% Convertible Senior Notes dG&2, and $543 million of proceeds
from the offering of 125 million shares of commdack. The debt exchange transaction in Januarg 28Quired Level 3 to pay $46 million
of premiums to holders of the exchanged notes.eL&also incurred $5 million of thirgarty costs associated with this transaction. §780
million credit agreement amendment and restatemeepiired the payment of $53 million in fees to lersdand third parties. The Company
used $461 million of cash to redeem all the outlitem9.125% Senior Notes and 10.5% Senior Discblatés due in 2008, excluding accr
interest of $9 million.

In October 2006, Level 3 Financing received netpeals of $587 million after transaction costs ftomissuance of $600 million of 9.25%
Senior Notes due in 2014. The net proceeds willdssl solely to fund the
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cost of construction, installation, acquisitiorade, development or improvement of any assets uséea in the Company’s communications
business, including the cash purchase price opasy, pending or future acquisitions.

Cash flows from discontinued operating activitiesreased as a result of higher earnings and fltiohgin working capital.
Liquidity and Capital Resources

The Company incurred losses from continuing openatof $163 million and $553 million for the thraed nine months ended September 30,
20086, respectively. The Company used $64 millioth $143 million of cash for operating activitiessdecapital expenditures in the first three
and nine months of 2006, respectively. The Comapects that the communications business will corescash for the remainder of 2006
and in 2007, however, the amount of cash consumergected to decline, excluding the timing effeftaorking capital requirements and
interest payments. In 2006, the Company expextiits will continue to exceed revenue and it @altinue to consume cash primarily due
to interest payments and capital expenditurese Qbmpany expects Adjusted OIBDA to improve in 2@06 2007 primarily as a result of
the WilTel, Progress Telecom, ICG CommunicatioredCbve and Looking Glass acquisitions and the gnawiCore Communications
Services revenue. Interest payments are expeziedrease to approximately $550 million in 20068dzhon debt levels at the time of this
filing. Capital expenditures for 2006 are expedtedange from $390 million to $410 million and dbnsist of $100 million to $150 million
of base capital expenditures (capital requiredepkthe network operating efficiently and produmtelopment), approximately $30 million
capital expenditures for the integration of WilT&20 million associated with the expected integratf Progress Telecom, ICG
Communications, TelCove and Looking Glass, andrilon for a dark fiber based expansion in Eurofféwie majority of the Company’s
ongoing capital expenditures are expected to beesgebased, that is tied to incremental reverneotal, the Company expects that cash
required for operating activities and capital exgiemmes will range from $280 million to $290 millipexcluding fluctuations in working
capital. The Company does not have any signifipaincipal amounts due on its outstanding debt @1.0. The Company has debt
(excluding capital lease payments) of $142 milkowd $363 million that matures in 2008 and 2009 eetvely.

Level 3 has approximately $1.24 billion of castsltaquivalents and marketable securities on haBegptember 30, 2006, which excludes
proceeds received from the October 30, 2006, ismuiahthe 9.25% Senior Notes Due 2014. In additdi36 million of current and non-
current restricted securities are used to colliferautstanding letters of credit, long-term dedatitain operating obligations of the Company
or to fund certain reclamation liabilities. Basadinformation available at this time, managemerthefCompany believes that the Company’
current liquidity, anticipated future cash flowsin operations and the financing completed in Oat@086 will be sufficient to fund its
business including the acquisition of Broadwingowéver, if the Company has the opportunity, at ptadge terms, to improve its liquidity,
refinance its debt, or fund acquisitions, the Conypaay elect to secure additional capital in therfe.

In March 2006, Level 3 issued $150 million of FiogtRate Senior Notes due in 2011 and $250 millibh2.25% Senior Notes due in 2013.
In April 2006, the Company issued an additionalG8&0llion of the 12.25% Senior Notes due in 201Be Pproceeds from these offerings
were used to fund the cash portion of the WilTal Bnogress Telecom acquisitions as well fund tis ebconstruction, installation,
acquisition, lease, development or improvementtioéioassets to be used in Level 3's communicatioisiness.

In June 2006, Level 3 issued $335 million of 3.5%n@ertible Senior Notes due 2012. The Company @sapleted the offering of 125
million shares of its common stock for which iteded $543 million in net proceeds. Net proceedsevused for general corporate purposes
including working capital, capital expenditures dhd redemption of all of its 9.125% Senior Notas @008 and 10.5% Senior Discount
Notes due 2008 for total consideration of $461iomll excluding accrued interest of $9 millic Level 3 used a portion of the net proceeds
from the offering of 125 million shares of Levet8mmon stock and its offering of 3.5% Convertibén®r Notes completed in the second
quarter to
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redeem certain debt securities maturing in 2008 rEmaining proceeds were used for acquisitiod§@ngeneral corporate purposes,
including working capital and capital expenditures.

The Company issued $600 million of 9.25% Seniorddah October 2006 and received net proceeds af 8Blion after transaction costs
from the transaction. The net proceeds will be g®ely to fund the cost of construction, instadlat acquisition, lease, development or
improvement of any assets to be used in the companymunications business, including the cashhmase price of any past, pending or
future acquisitions

In order to continue to reduce future cash intgpagiments, as well as future amounts due at matletvel 3 or its affiliates may, from time
to time, enter into debt for debt, debt for equitycash transactions to purchase its outstandibgsgeurities in the open market or through
privately negotiated transactions. Level 3 will kensde any such transactions in light of then emgstinarket conditions and the possible
dilutive effect to stockholders. The amounts inwealin any such transaction, individually or in #ggregate, may be material.

On January 13, 2006, the Company completed prasthange offers to exchange a portion of its onthiey 9.125% Senior Notes due 2008,
11% Senior Notes due 2008 and 10.5% Senior Disddates due 2008 (together the “2008 Notes”) thaevireld by eligible holders in a
private placement for cash and new 11.5% SenioedNdtie 2010. The Company issued $692 million agdgeeprincipal amount of 11.5%
Senior Notes as well as paid $46 million of cashsaderation in exchange for the 2008 Notes tenderéte transactions. The Company also
paid approximately $13 million in cash for totataged interest on the 2008 Notes that had beerpstéor exchange to the closing date and
$5 million in transaction costs.

On June 27, 2006, the Company amended and re#tatedsting $730 million senior secured creditifigcto reduce the interest rate payable
under the agreement by 400 basis points, modifpthpayment provisions and make other specifiedgbs The Company paid
approximately $42 million to existing debt holdarsd $11 million to third parties in transactiontsa® complete the transaction.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposxisting businesses, investments or o
non-core assets. In 2005, the Company completedale of the ()Structure business to Infocrossing for approximys#85 million in cash
and Infocrossing common stock. On September 7,,2086I 3 completed the sale of Software Specton$853 million in cash, subject to
working capital and other post-closing adjustmetat$nsight Enterprises, Inc.

The communications industry continues to consadidatevel 3 has participated in this process withdcquisitions of WilTel, Progress
Telecom, ICG Communications, TelCove and Lookingssland the proposed Broadwing acquisition. L&well continue to evaluate
consolidation opportunities and could make add#&i@tquisitions in the future.

On December 23, 2005, the Company completed thaéisittgn of WilTel from Leucadia National Corpoi@t and its subsidiaries. The
consideration paid consisted of approximately $8@Bon in cash (including $27 million of post-cliog working capital and other
adjustments which reduced the total purchase pide$ $100 million in cash to reflect Leucadia&s/mg complied with its obligation to
retain that amount of cash with WilTel, and 115limil shares of Level 3 common stock valued at $8iBon. The Company also incurred
costs of approximately $7 million related to thensaction.

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom. Under the terms of the aggag Level 3 issued approximately
20 million shares, valued at approximately $66 ionil] and $69 million in cash. The Company also imedi approximately $1 million of costs
attributable to the transaction. The purchaseepsias reduced by $2 million in the second quaniertd post-closing adjustments based on
actual working capital as of the closing date.

Progress Telecom is a regional wholesale netwarkices company based in St. Petersburg, Floridagress Telecoms’network spans 9,0l
miles, includes 29 metro networks and connectatermational cable landings in south Florida andri@bile switching centers in the
southeastern region of the United States. Progrelesom serves approximately 200 customers witfrafeeant concentration of
international and wireless carrier customers.

On May 31, 2006, the Company completed the acquisitf ICG Communications, a privately held Colarashsed telecommunications
company. Under terms of the agreement, Level 3 fwdad consideration of $176 million, consistingagfproximately 26 million shares of
Level 3 common stock,

ICG Communications primarily provides transportehlnet Protocol (“IP"and voice services to wireline and wireless cagribrternet servic

providers and enterprise customers. ICG Commuigstinetwork has more than 2,000 metro and regifiioed miles in Colorado and Ohio
and includes approximately 500 points of presel@®. Communications serves more than 1,600 customers
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valued at $131 million, and $45 million in cashheTCompany also incurred costs of approximatelyniition related to the transaction.

On July 24, 2006, Level 3 completed the acquisitibfelCove, a privately held Pennsylvania-baséttammunications company. Under
terms of the agreement, Level 3 paid $446 millioeash and issued approximately 150 million shafésvel 3 common stock valued at
$637 million. In addition, Level 3 repaid $132 lioih of TelCove debt and acquired $13 million irpital leases in the transaction. Also, the
Company paid third party costs of approximately $fiion related to the transaction, which includeattain costs incurred by TelCove.

TelCove is a leading facilities-based provider @trapolitan and regional communications servicekitling transport, Internet access and
voice services. TelCove’s network has more tha@@2|ocal and long haul route miles serving 70 raeglacross the eastern United States
with approximately 4,000 buildings on net. TelCdwes over 13,000 customers.

On August 2, 2006, Level 3 completed the acquisiibLooking Glass, a privately held lllinois-bagetecommunications company. The
Company paid consideration of approximately $13iomlin cash, including transaction costs of $4linl and approximately 21 million
shares of Level 3 common stock valued at $84 millin addition, at the closing, Level 3 repaid @pgmately $67 million of Looking Glass
liabilities.

Looking Glass provides data transport servicesugiog SONET/SDH, wavelength and Ethernet as wellaak fiber and carrier-neutral
collocation. Looking Glass’ network includes approately 2,000 route miles serving 14 major metrokats, with lit fiber connectivity to
approximately 215 buildings. Looking Glass also tlask fiber connectivity to approximately 250 adutial buildings.

After integration, the Progress Telecom, ICG Comitations, TelCove and Looking Glass’ metropolitawd aegional networks will connect
Level 3's national backbone network directly tdficaaggregation points. These aggregation poimttuide other carriers’ points of presence,
local telecommunications companies’ central offiseiseless providersswitch centers, colocation and data centers, caistgpany head enc
and high-bandwidth enterprise locations. Prioh#acquisitions of Progress Telecom, ICG Commuiaicatand TelCove, Level 3 had an
extensive metro infrastructure in 36 markets, coting to approximately 900 traffic aggregation gsjrand Level 3 believes that these
facilities have been a source of considerable céithmeadvantage. With the acquisition of Progréstecom, ICG Communications, TelCove
and Looking Glass, the number of Level 3's traffiggregation points increased to approximately 5ia@0e U.S. and approximately 5,300
globally.

On October 16, 2006, Level 3 signed a definitiveeagient to acquire Broadwing, a publicly held pdeviof optical network communicatio
services. Under the terms of the agreement, L2véll pay $8.18 of cash plus 1.3411 shares of L8&veommon stock for each share of
Broadwing common stock outstanding at closingtotal, Level 3 currently expects to pay approxirha$y44 million of cash and issue
approximately 122 million shares of common stock.

Broadwing delivers data, voice and media soluttonsnterprises and service providers over its 1®rde intercity fiber network.
Approximately half of Broadwing’s revenue comesifirthe wholesale market, with business customersgpdsing the remaining revenue.
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ltem 3. Quantitative and Qualitative Disclosures Aout Market Risk

Level 3 is subject to market risks arising frommp@s in interest rates and foreign exchange rAgef September 30, 2006, the Company
had borrowed a total of $880 million under a Seecured Term Loan and Floating Rate Senior Naie2611. Amounts drawn on these
debt instruments bear interest at LIBOR rates pfuapplicable margin. As the LIBOR rates fluctuatetoo will the interest expense on
amounts borrowed under the debt instruments. Thghtexl average interest rate on the variable reieiments at September 30, 2006, was
approximately 8.98%. A hypothetical increase inthgable portion of the weighted average rate ¥y(ilLle. a weighted average rate of
9.98%) would increase annual interest expenseeo€ttimpany by approximately $9.0 million. At Septem80, 2006, the Company had
$5.773 billion (excluding discounts) of fixed ratebt bearing a weighted average interest rate98P8. A decline in interest rates in the ful
will not benefit the Company with respect to theefi rate debt due to the terms and conditionseofadan agreements that require the
Company to repurchase the debt at specified premium

The Company’s business plan includes operatingadelenunications network businesses in Europe. Aeptember 30, 2006, the Company
had invested significant amounts of capital inrbgion for its communications business. In twoasafe debt issuances, the Company issued
a total of €800 million (€154 million outstanding®eptember 30, 2006) in Senior Euro Notes in Fatgra000 as an economic hedge against
its net investment in its European subsidiarigbatime. As of September 30, 2006, the Compaid érmough foreigrdenominated current

to fund its current working capital obligations ametnaining interest payments on its Euro denoméhdébt. The Company has not made
significant use of financial instruments to minimiits exposure to foreign currency fluctuations.

The change in interest rates is based on hypo#th@tiovements and is not necessarily indicativédnefactual results that may occur. Future
earnings and losses will be affected by actualdiaiions in interest rates and foreign currencgsat

Iltem 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 procedasasf September 30, 2006. Based upon such rethevChief Executive Officer and

Chief Financial Officer have concluded that the @amy’s controls and procedures are effective aaadlasigned to ensure that information
required to be disclosed by the Company in thertspbfiles or submits under the Securities ExaeAct of 1934, as amended, and the rules
there under, is recorded, processed, summarizedegoded within the time periods specified in @@mmission’s rules and forms.

Disclosure controls and procedures include, withiouitation, controls and procedures designed &ues that information required to be
disclosed by an issuer in reports it files or subrmander the Securities Exchange Act is accumukatgidcommunicated to the Company’s
management, including its principal executive a@fiand principal financial officer, as appropritdellow timely decisions regarding

required disclosure.

(b) Internal controls. As a result of its acquisition of WilTel in theuidh quarter of 2005, Progress Telecom in the €justrter of 2006, ICG
Communications in the second quarter of 2006 an@dhve and Looking Glass in the third quarter of 00evel 3 has expanded its internal
controls over financial reporting to include thensolidation of the WilTel, Progress Telecom, ICGi@ounications, TelCove and Looking
Glass results of operations and financial conditienvell as acquisition related accounting andaksces. There were no other changes in
Level 3's internal controls over financial repogithat have occurred during the third quarter di@2that have materially affected or are
reasonably likely to materially affect, Level 3fgérnal controls over financial reporting.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
PART Il - OTHER INFORMATION

ltem 1A Risk Factors

In addition to the other information set forth imistreport, you should carefully consider the feztiscussed in Part I, “Item 1A. Risk
Factors” in our Annual Report on Form 10-K for §fear ended December 31, 2005, which could matgrddiiéct our business, financial
condition or future results. The risks describedin Annual Report on Form IK-are not the only risks facing our Company. Aduigl risks
and uncertainties not currently known to us or thatcurrently deem to be immaterial also may maligradversely affect our business,
financial condition and/or operating results. Risk Factors included in the Company’s Annual ReparForm 10-K for the year ended
December 31, 2005, have not materially changed dtla® as set forth below.

Level 3's growth may depend upon its successful iagration of acquired businesses

Level 3 and Broadwing Corporation or Broadwing eadeinto the merger agreement with the expectdtianthe merger will result in
benefits to each company. Achieving the anticigpditenefits of the merger will depend in part updrether Level 3 and Broadwing can
integrate their businesses in an efficient andcéffe manner. In addition, since December 2005gL8has acquired WilTel, Progress
Telecom, ICG Communications, TelCove and Lookingss|

Level 3 may acquire additional businesses from tionggme in accordance with its business strat@dpe integration of these businesses,
Broadwing and any future businesses that Level B acguire involves a number of risks, includingt bat limited to:

. demands on management related to the signifiacrease in size after the acquisition;

. the diversion of management’s attention ftbemmanagement of daily operations to the integmadif operations;
. higher integration costs than anticipated;

. failure to achieve expected synergies antbamvings;

. difficulties in the assimilation and retemtiof employees;

» difficulties in the assimilation of different culies and practices, as well as in the assimilatfdyaad and geographically dispersed
personnel and operations; and

« difficulties in the integration of departments, &8s, including accounting systems, technologieskb and records and procedures,
as well as in maintaining uniform standards, cdstriacluding internal control over financial refiog required by the Sarbanes
Oxley Act of 2002, procedures and policies.

If Level 3 cannot successfully integrate acquiradibesses or operations, Level 3 may experienceriabhegative consequences to its
business, financial condition or results of operati Successful integration of these acquired lessis or operations will depend on Levsl 3’
ability to manage these operations, realize oppdiéis for revenue growth presented by strengtheeedce offerings and expanded
geographic market coverage and, to some degretintmate redundant and excess costs. Becauséiotitfies in combining geographically
distant operations, Level 3 may not be able toe@hthe benefits that Level 3 hopes to achieverasudt of the acquisition.
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Level 3 may not be able to realize the benefits fro recently acquired operations

The completion of Level 3's acquisitions of WilT@rogress Telecom, ICG Communications, TelCoveklr@pGlass, the proposed
acquisition of Broadwing and any future acquisisiporeate risks associated with Level 3's abilitydalize benefits of recently acquired
operations. Some of these risks include:

. difficulties assimilating the personnel anmkrations of the recently acquired operations;
. loss of key personnel of the recently acquiperations;

. loss of customers post-integration;

. disruption of ongoing business and additidnatlens on Level 3's management team;

. higher integration costs than anticipated;

. failure to achieve expected synergies antbamvings;

. difficulties in maintaining uniform standard®ntrols, procedures and policies; and

difficulties in ensuring accurate and timedyporting of financial information.

Level 3 cannot be certain that it will realize themefits from the recent acquisitions that it @pétes, or that Level 3 will be able to integrate
the recently acquired operations successfullyelidl 3 fails to integrate the recently acquiredrapens efficiently, it could have a material
adverse effect on Level 3’s business, financiald#om, results of operation and future prospects.

Environmental liabilities from Level 3's historical operations could be material.

Environmental liabilities from Level 3's historicaperations could be material. Level 3's operatiang properties are subject to a wide
variety of laws and regulations relating to enviremntal protection, human health and safety. These hnd regulations include those
concerning the use and management of hazardousoanldazardous substances and wastes. Level 3 figesand will continue to make
significant expenditures relating to its environit@icompliance obligations. Level 3 may not atiafles be in compliance with all of these
requirements.

In connection with certain historical operationsykl 3 has responded to or been notified of paikativironmental liability at approximately
148 properties as of December 31, 2005. Levele®gaged in addressing or has liquidated 70 of thoggerties. Of these:
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(a) Level 3 has formal commitments or other potdrititure costs at 13 sites; (b) there are 11 sitsminimal future costs; (c) there are 12
sites with unknown future costs; and (d) there3@rsites with no likely future costs. The remaini&properties have been dormant for
several years.

Level 3 could be held liable, jointly or several@ynd without regard to fault, for such investigatand remediation. The discovery of
additional environmental liabilities related totoiscal operations or changes in existing environtakrequirements could have a material
adverse effect on Level 3.

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 cqneaces, including the following:

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

* asubstantial portion of Level 3's cash flow wi#l bsed to make principal and interest paymentsutstanding debt, reducing the
funds that would otherwise be available for operatiand future business opportunities;

* asubstantial decrease in cash flows from operatitigities or an increase in expenses could madtéficult to meet debt service
requirements and force modifications to operations;

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

e substantial debt may make Level 3 more vulnerabkedownturn in business or the economy generally.
Level 3 had substantial deficiencies of earningsoieer fixed charges of approximately $504 millfonthe nine months ended September 30,
2006. Level 3 had deficiencies of earnings to cdixed charges of $634 million for the fiscal yearded December 31, 2005, $409 million
for the fiscal year ended December 31, 2004, $6@iomfor the fiscal year 2003, $936 million fdne fiscal year 2002 and $4,356 million for
the fiscal year 2001.
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.
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If Level 3 were unable to refinance its debt oraise additional capital on acceptable terms, L8t&ehbility to operate its business would be
impaired. As of September 30, 2006, on a pro fooass giving effect to the issuance in October 2008600 million aggregate principal
amount of 9.25% Senior Notes due 2014 by Levehaifding, Inc., Level 3 had an aggregate of apprateiy $7.253 billion of long-term
debt on a consolidated basis, excluding discoudtfain value adjustments and including current maés, and approximately $562 million
stockholders’ equity. Level 3’s ability to makeengst and principal payments on its debt and boaddltional funds on favorable terms
depends on the future performance of the busiffelssvel 3 does not have enough cash flow in tharito make interest or principal
payments on its debt, Level 3 may be requiredfinarce all or a part of its debt or to raise aiddil capital. Level 3 cannot assure you th
will be able to refinance its debt or raise addisibcapital on acceptable terms.
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Item 6. Exhibits

€)) Exhibits filed as part of this report are listeddve
12 Statements Re Computation of Ratios
31.1 Rule 13a-14(a)/15d-14(a) Certification of the Chisdecutive Officer
31.2 Rule 13a-14(a)/15d-14(a) Certification of the Chi@fancial Officer

32.1  Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiio8e906 of the
Sarbanes-Oxley Act of 2002.

32.2  Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdto8e06 of the
Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

LEVEL 3 COMMUNICATIONS, INC.

Dated: November 9, 2006 /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 EARNINGS TO FIXED CHARGES AND
PREFERRED STOCK DIVIDENDS

LEVEL 3 COMMUNICATIONS, INC.

Nine Months Ended Fiscal Year Ended
9/30/2006  9/30/200% 2005 2004 2003 2002 2001

Loss from

Continuing Operations Before Tax $ (555) $ (478 $ (702) $ (477 $ (746) $ (991) $ (4,35)
(Earnings) Losses of Equity Investe — — — — 3) (13) (16)
Interest on Debt, Net of Capitalized Inter 481 391 530 485 567 560 646
Amortization of Capitalized Intere 51 51 68 68 68 68 68
Interest Expense Portion of Rental Expense 30 20 25 29 31 20 19
Earnings (Losses) Available for Fixed Charges $ 7 $ (16) $ (799 $ 105 $ (B3) $ (356) $ (3,639
Interest on Dek $ 481 $ 391 $ 530 $ 485 $ 567 $ 560 $ 703
Preferred Dividend — — — — — — —
Interest Expense Portion of Rental Expense 30 20 25 29 31 20 19
Total Fixed Charges $ 511 $ 411 $ 555 $ 514 $ 598 $ 580 $ 722
Ratio of Earnings to Fixed Charges — — — — — — —
Deficiency $ (504) $ (427 $ (634) $ (4090 $ (681) $ (936) $ (4,356

The computation for 2005 - 2002 have been restateeflect the results of Software Spectrum, whigs sold in September 2006, as
discontinued operations.




Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

I have reviewed this Quarterly Report on Form 16fQevel 3 Communications, Inc.;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsttéde a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in
this report;

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) and1Bd)) and internal control over financial repogtias defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in at@moce with generally accepted accounting principles

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presentais report our conclusions abx
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitiit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas 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) antddve disclosed, based on our most recent evaluatimernal control over
financial reporting, to the registrant’s auditor&lahe audit committee of the registrant’s boardicéctors (or persons performing
the equivalent functions):

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

(b) Any fraud, whether or not material, that ined management or other employees who have aisattifole in the registrant’s
internal control over financial reporting.

Date: November 9, 2006

/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. | have reviewed this Quarterly Report on Form 16fQevel 3 Communications, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsttéde a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in
this report;

4. The registrant’s other certifying officer(s) andrke responsible for establishing and maintainiisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal control over financial repogtias defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

(a) Designed such disclosure controls and proesdar caused such disclosure controls and proeedoibe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in at@moce with generally accepted accounting principles

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presentais report our conclusions abx
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; and

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

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

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

(b) Any fraud, whether or not material, that ined management or other employees who have aisattifole in the registrant’s
internal control over financial reporting.

Date: November 9, 2006
/s/ Sunit S. Pate

Sunit S. Pate
Chief Financial Officel

* Provide a separate certification for each priatigxecutive officer and principal financial officef the registrant. See Rules 13a-14(a) and
15d-14(a).




Exhibit 32.1

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

In connection with the Quarterly Report of LeveL8mmunications, Inc. (the “Company”) on Form 10a@the three and nine
months ended September 30, 2006 as filed with doerBies and Exchange Commission on the date héhen“Report”),l, James Q. Crow
Chief Executive Officer of the Company, certify rpuant to 18 U.S.C. § 1350, as adopted pursugh®@s of the Sarbanes-Oxley Act of
2002, that:

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

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of
the Company.

/sl James Q. Crow
James Q. Crow

Chief Executive Office
November 9, 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 Quarterly Report of LeveL8mmunications, Inc. (the “Company”) on Form 10a@the three and nine
months ended September 30, 2006 as filed with doeirBies and Exchange Commission on the date h@hen“Report”), |, Sunit S. Patel,
Chief Financial Officer of the Company, certify,rpuant to 18 U.S.C. § 1350, as adopted pursugh®@s of the Sarbanes-Oxley Act of
2002, that:

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

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of
the Company.

/s/Sunit S. Pate

Sunit S. Pate

Chief Financial Officel
November 9, 200




