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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the Quarterly Period Ended 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 0-15658

LEVEL 3 COMMUNICATIONS, INC.

(Exact name of registrant as specified in its arart

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

(720) 888-1000
(Registrant’s telephone number,
including area code)
Indicate by check mark whether the registrant ¢ filed all reports required to be filed by 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 requirementsie past 90 days. Y& No[O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, noa-accelerated filer. See definition
of an “accelerated filer and large accelerated fileRule 12b-2 of the Exchange Act (Check One):

Large accelerated fileXI] Accelerated fileld Non-accelerated file[d
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgje Act). Yesdd  No
The number of shares outstanding of each clagseassuer’'s common stock, as of November 2, 2007:

Common Stock: 1,536,789,595 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) 2007 2006 2007 2006
Revenue
Communication: $ 1,04 $ 85¢ $ 3,11t 3 2,481
Coal mining 18 17 54 51
Total revenue 1,061 87¢ 3,16¢ 2,53:
Costs and Expenses (exclusive of depreciation arattezation shown
separately below
Cost of revenue
Communication: 43¢ 36¢ 1,32¢ 1,14¢
Coal mining 16 14 49 44
Total cost of revenue 454 382 1,37¢ 1,19:
Depreciation and amortizatic 24¢ 182 717 53¢
Selling, general and administrati 41F 334 1,28: 893
Restructuring and impairment charges 1 2 7 13
Total costs and expenses 1,11¢ 90C 3,381 2,632
Operating Loss (58) (25) (212 (200
Other Income (Expense
Interest incomi 12 19 45 44
Interest expens (13¢) (161 (441 (4817)
Loss on early extinguishment of debt, — @ (427) (29
Other, net 6 3 10 11
Total other expense (120) (140 (813 (455
Loss from Continuing Operations Before Income Taxes (17¢) (16%) (1,025 (55%)
Income Tax Benefit 4 2 2 2
Loss from Continuing Operations (1749 (169 (2,029 (559
Income (Loss) from Discontinued Operatio
Earnings (loss) from discontinued operati — (8) — 13
Gain on sale of discontinued operations — 33 — 33
Income from Discontinued Operations — 25 — 46
Net Loss $ (1749 $ (13¢) $ (1,027 $ (507)
Loss Per Share of Common Stock (Basic and Dilu
Loss from continuing operatiol $ (0.17) $ (0.19 $ (0.68) $ (0.59)
Income from discontinued operations — .02 — .05
Net Loss $ 0.17) $ (0.1 $ (0.6%) $ (0.59)

See accompanying notes to consolidated finanassients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

(unaudited)
September 30, December 31,

(dollars in millions, except share data) 2007 2006
Assets
Current Assets

Cash and cash equivalel $ 64z $ 1,681

Marketable securitie 55 23t

Restricted cash and securit 27 46

Receivables, less allowances of $18 and $17, régphc 43¢ 32¢

Other 10€ 101
Total Current Assets 1,26¢ 2,38¢
Property, Plant and Equipment, | 6,70¢ 6,46¢
Restricted Cash and Securit 94 90
Goodwill 1,322 40¢
Other Intangibles, ne 794 511
Other Assets, net 127 12¢€
Total Assets $ 10,31« $ 9,99/
Liabilities and Stockholde’ Equity
Current Liabilities:

Accounts payabl $ 39t % 391

Current portion of lon-term debt 31 5

Accrued payroll and employee bene 77 92

Accrued interes 111 143

Deferred revenu 15C 12¢

Other 171 15€
Total Current Liabilities 93t 91t
Long-Term Debt, less current portis 6,83: 7,351
Deferred Revenu 78C 767
Other Liabilities 58¢ 581
Commitments and Contingenci
Stockholder Equity:

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

Common stock, $.01 par value, authorized 2,2500@@shares: 1,535,693,002 issued and

outstanding in 2007 and 1,178,423,105 issued atsfamding in 200! 15 12

Additional paic-in capital 10,97: 9,30¢

Accumulated other comprehensive income (I 15z (4)

Accumulated deficit (9,967) (8,939
Total Stockholders’ Equity 1,17¢ 374
Total Liabilities and Stockholders’ Equity $ 10,31« $ 9,99/

See accompanying notes to consolidated financassients.




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

(unaudited)
Nine Months Ended
September 30,
(dollars in millions) 2007 2006
Cash Flows from Operating Activitie
Net loss (1,029 $ (507)
Income from discontinued operations — (46)
Loss from continuing operations (1,029 (559)
Adjustments to reconcile loss from continuing opiers to net cash provided by operating
activities of continuing operation
Depreciation and amortizatic 717 53:
Gain on sale of property, plant and equipment ghdrasset () 5)
Non-cash compensation expense attributable to stockda 72 52
Loss on early extinguishment of debt, 427 29
Non-cash impairment charg 1 8
Amortization of debt issuance co: 11 15
Accreted interest on lo-term discount dek 21 28
Accrued interest on loi-term debi (22 )
Change in working capital items, net of amountsuaeql:
Receivable! (22 101
Other current asse Q) 2
Payables (82 8
Deferred revenu 24 (49
Other current liabilitie: (83 (23
Other, net (1) (10
Net Cash Provided by Operating Activities of Couniitg Operation: 37 10¢
Cash Flows from Investing Activitie
Capital expenditure (480 (257)
Proceeds from sales and maturities of marketalolgrisies 28¢ 5
Purchases of marketable securi — (98)
Decrease (increase) in restricted cash and sexjnite: 15 (22)
Proceeds from sale of property, plant and equipnsemt other asse 4 5
Acquisitions, net of cash acquir (66¢) (74€)
Proceeds from sale of discontinued operationsphedsh solc — 31C
Distributions from discontinued operations — 18
Net Cash Used in Investing Activiti (841) (77¢)

(continued)

See accompanying notes to consolidated financgdsients.
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(dollars in millions)

Nine Months Ended
September 30,

2007 2006

Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance c

Proceeds from warrants, st-based compensation plans and stock ¢

Equity offering
Payments and repurchases of long-term debt
Net Cash (Used in) Provided by Financing Activil

Discontinued Operation
Net cash used in discontinued operating activ
Net cash used in investing activities

Net Cash Used in Discontinued Operati

Effect of Exchange Rates on Cash and Cash Equigalen
Net Change in Cash and Cash Equival:

Cash and Cash Equivalents at Beginning of Pe
Cash attributable to continuing operati
Cash attributable to discontinued operations

Cash and Cash Equivalents at End of Pel
Cash attributable to continuing operations
Cash attributable to discontinuing operations

Supplemental Disclosure of Cash Flow Informati
Cash interest pai
Income taxes pai

Noncash Investing and Financing Activitir
Common stock issued for acquisitic
Equity issued to retire de
Long-Term debt retired by conversion to eqt
Amendment and restatement of $730 million creditlits
Long-Term debt issued in exchange transac
Long-Term debt retired in exchange transac

See accompanying notes to consolidated financassients.
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2,34¢ $ 1,007
26 —
— 54z

(2,616) (567)

(247) 08z
— (20)
— (23
— (43)

6 8

(1,039 27¢

1,681 37¢
— 73
642 $ 731
— 3 —

431 $ 44F

1 R
692 $ 904
87¢ —
702 —
— 73C
— 61¢
— 692




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in StockholderEquity
For the nine months ended September 30, 2007

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

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 12 $ 9,308 $ 4 % (8,939 $ 374
Common Stock

Acquisitions 1 691 — — 692

Exercise of warrants and options and stock ¢ — 26 — — 26

Stock plan grant — 50 — — 50

401(k) plan — 23 — — 23

Debt conversion to equit 2 877 — — 87¢
Net Loss — — — (1,029 (2,029
Other Comprehensive Income — — 157 — 157
Balances at September 30, 2007 $ 15 8 1097: $ 15 §$ (9,962) $ 1,17¢

See accompanying notes to consolidated financitdsients.
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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) 2007 2006 2007 2006
Net Loss $ 1749 $ (13¢) $ (2,029 $ (507)
Other Comprehensive Income (Loss) Before 1
Foreign currency translation and adjustment fogsdssncluded in net
loss 33 8 10¢ 38
Unrealized (depreciation) appreciation of avail-for-sale investmer (13 — 45 —
Unrealized depreciation of interest rate s\ (30 — 2 —
Other, net — 1 5 2
Other Comprehensive (Loss) Income Before Income (20 9 157 36
Income Tax Benefit Related to Items of Other Corhpresive Income — — — —
Other Comprehensive (Loss) Income, Net of Income$a (10) 9 157 36
Comprehensive Loss $ (184 $ (129 $ (866) $ (471
Supplementary Stockholders’ Equity Information
(unaudited)
Unrealized
Net Foreign Appreciation of
Currency Investment and
Translation Interest Rate
(dollars in millions) Adjustment Swap Other Total
Accumulated Other Comprehensive Income (Lc
Balance at December 31, 2C $ 28 3 — (33 $ (4)
Change 10¢ 43 5 157
Balance at September 30, 2007 $ 138 $ 43 % (28) $ 15¢

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

1. Summary of Significant Accounting Policies

The consolidated financial statements include tu®ants of Level 3 Communications, Inc. and subsids (the “Company” or “Level 3”) in
which it has control, which are enterprises prityagngaged in the communications and coal miningjriesses. Fifty-percent-owned mining
joint ventures are consolidated on a pro rata bAdlisignificant intercompany accounts and trarniges have been eliminate

The Company acquired Progress Telecom, LLC (“Psmfeelecom”) on March 20, 2006; ICG Communicatidns, (“ICG

Communications”) on May 31, 2006; TelCove, Inc.€lTove”) on July 24, 2006; Looking Glass Networkslding Co., Inc. (“Looking
Glass”) on August 2, 2006; Broadwing CorporatioBr@fadwing”) on January 3, 2007; the Content DejiMdetwork services business
(“CDN Business”) of SAVVIS, Inc. on January 23, Z0@nd Servecast Limited (“Servecast) July 11, 2007. The results of operations,
flows and financial position attributable to thesmuisitions are included in the consolidated faoialnstatements from the respective dates of
their acquisition (See Note 2).

On September 7, 2006, Level 3 sold Software Specthoc. (“Software Spectrum”), the Company’s softeveeseller business, to Insight
Enterprises, Inc. (“Insight Enterprises”). This iness comprised the remaining operations of Lelgeirformation services segment in 2006.
The results of operations and cash flows for thiéw@me Spectrum business have been classifiedsasmtinued operations in the consolid:
financial statements for all periods presentedhis teport (See Note 3).

The consolidated balance sheet of Level 3 at Deeeib, 2006 has been audited. All other finandetiesnents contained herein are
unaudited and, in the opinion of management, coratiiadjustments (consisting only of normal remgraccruals) necessary for a fair
presentation of financial position, results of @gtems and cash flows for the periods presented.abdcompanying unaudited consolidated
financial statements have been prepared in accoedaith accounting principles generally acceptetheéUnited States (“GAAP”) and with
the instructions to Form 10-Q and Article 10 of Riagjon S-X for interim financial information. Acodingly, these statements do not include
all of the information and notes required for coatelfinancial statements.

The Company’s accounting policies and certain otleslosures are set forth in the notes to theaatated financial statements contained in
the Company’s Form 10-K for the year ended DecerBlheP006. These financial statements should kkireeonjunction with the

Company’s audited consolidated financial statemantsnotes thereto. The preparation of the core@itifinancial statements in conformity
with accounting principles generally accepted m thmited States requires management to make esraatl assumptions that affect the
reported amount of assets and liabilities, disa®sd contingent assets and liabilities and thergga amount of revenue and expenses during
the reported period. Actual results could diffemfrthese estimates.

The results of operations for the three and ninathmended September 30, 2007 are not necessuatibative of the results expected for the
full year.

Reclassifications
Certain prior period amounts have been reclassifiesbnform to the September 30, 2007 presentation.
Recently | ssued Accounting Pronouncements

The significant accounting policies set forth intdld to the consolidated financial statements énGbmpany’s Form 10-K for the year ended
December 31, 2006 appropriately represent, in atenml respects, the current status of the Comipamifical accounting policies, and are
incorporated herein by reference.

In June 2006, the FASB issued Interpretation No:'ABcounting for Uncertainty in Income Taxes—Artdrpretation of FASB Statement
No. 10¢" (“FIN No. 48"), which was effective for Level 3arting January 1, 2007. FIN No. 48 clarifies tikeaunting for uncertainty in
income taxes recognized in an enterprise’s findistéements in accordance with FASB Statementl@8, “Accounting for Income Taxes”.
FIN No. 48 also prescribes a recognition threslaold measurement attribute for the financial statgmexognition and measurement of a tax
position taken or expected to be taken in a tax




return that results in a tax benefit. AdditionalyN No. 48 provides guidance on de-recognitionpine statement classification of interest
and penalties, accounting in interim periods asgldsure. The Company’s policy is to recognizerggband penalty expense associated with
uncertain tax positions as a component of incomexaense in the consolidated statements of opesatirhe adoption of FIN No. 48 did not
have an effect on the Company’s consolidated resdilbperations or financial condition for the #h@nd nine months ended and as of
September 30, 2007.

In June 2006, the FASB ratified the consensus difr ldsue No. 06-3, “How Taxes Collected from Custesrand Remitted to Governmental
Authorities Should Be Presented in the Income 8tatg” (“EITF No. 06-3"), which was effective for kel 3 starting January 1, 2007. The
scope of EITF No. 06-3 includes any tax assessaddnvernmental authority that is directly imposecda revenue-producing transaction
between a seller and a customer and may includeés lbot limited to, sales, use, value added, UsizkeService Fund (“USF”") contributions
and some excise taxes. The Task Force concludedrtifies should present these taxes in the incstatement on either a gross or a net
basis, based on their accounting policy, which khba disclosed pursuant to APB Opinion No. 22 silesure of Accounting Policies”. If
such taxes are significant and are presented 00ss yasis, the amounts of those taxes shouldsbsied. The Company 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 stttsf operations. Communications revenue ondhedidated statements of operations
includes USF contributions totaling $15 million adb million for the three and nine months endepit&eber 30, 2007 and $5 million and
$14 million for the three and nine months ended@waper 30, 2006, respectively. The adoption of BXi- 06-3 did not have a material
effect on the Company’s consolidated results ofajens or financial condition for the three andenmonths ended September 30, 2007, as
the policy followed was consistent before and adtdwption.

In September 2006, the FASB issued SFAS No. 154 WValue Measurements” (“SFAS No. 157"), whichides fair value, establishes a
framework for measuring fair value in generallyguted accounting principles, and expands disclesalveut fair value measurements. Sk
No. 157 does not require any new fair value measengs, but provides guidance on how to measuredie by providing a fair valu
hierarchy used to classify the source of the infitram. This statement is effective for fiscal yeleginning after November 15, 2007 and
interim periods within that fiscal year. The adoptof SFAS No. 157 is not expected to have a natefiect on the Company’s consolidated
results of operations or financial condition upaiogtion on January 1, 2008.

On February 15, 2007, the FASB issued SFAS No. ‘% Fair Value Option for Financial Assets anddficial Liabilities - Including an
Amendment of FASB Statement No. 115" (“SFAS No.”)59 his standard permits an entity to choose to measany financial instrumer
and certain other items at fair value. Most ofphevisions in SFAS No. 159 are elective; howevse,dmendment to FASB Statement No.
115, “Accounting for Certain Investments in Debtd&quity Securities”, applies to all entities withailable-for-sale and trading securities.
The FASB's stated objective in issuing this staddaras follows: “to improve financial reporting pyoviding entities with the opportunity to
mitigate volatility in reported earnings causedngasuring related assets and liabilities diffegewithout having to apply complex hedge
accounting provisions.The fair value option established by SFAS No. 188mits all entities to choose to measure eligitdms at fair valu
at specified election dates. A business entity igflort unrealized gains and losses on items faclwtie fair value option has been elected in
earnings at each subsequent reporting date. SFA%39as effective for fiscal years beginning aftervember 15, 2007. The Company has
assessed whether fair value accounting is apptegoaany of its eligible items and has conclutiet it will not elect to use fair value
accounting for any of these items. As a resultatth@ption of SFAS No. 159 is not expected to haneterial effect on the Company’s
consolidated results of operations or financialditton when it becomes effective for the Companylanuary 1, 2008.

2. Acquisitions

In 2006, the Company embarked on strategies todaqiind its presence in metropolitan markets agthlmfering services to enterprise
customers through its Business Markets Group. Jin&egy will allow the Company to terminate traffiver its owned facilities rather than
paying third parties to terminate the traffic. Téansion into new metro markets should also pe&ititional opportunities to sell services
to bandwidth intensive businesses on the Comparatienal and international networks. In order tpexite the expansion of its metro
presence and its enterprise business, Level 3@ehBrogress Telecom, ICG Communications, TelCakelaoking Glass in 2006 and
Broadwing in the first quarter of 2007. Level 3 lads0 embarked on a strategy to expand its codtdivery network services with the
acquisitions of the CDN Business in the first geadf 2007 and Servecast in the third quarter 6720 he results of operations attributable to
each acquisition are included in the consolidaiegiicial statements from the date of acquisitidre Value of Level 3 common
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stock issued in connection with the acquisitions wetermined based on the average closing pridecfael 3 common stock two days before
and two days after the date the acquisition wasameed multiplied by the number of shares issued.

Servecast Acquisition: On July 11, 2007, Level 3 completed the acquisiibBervecast Limited, a Dublin, Ireland based fewof live and
on-demand video management and streaming seracésdadband and mobile platforms. Level 3 paidrapmately €34 million, or $46
million, in cash, including $1 million of transaeti costs, to complete the acquisition of Servecast.

CDN Business Acquisition : On January 23, 2007, Level 3 completed the acquisitf the Content Delivery Network services besis of
SAVVIS, Inc. Level 3 paid $133 million in cash (lnoding transaction costs) to acquire the assetseo0€DN Business, including network
elements, customer contracts and intellectual ptppsed in the CDN Business. The purchase pricesusequently increased by less than
$1 million for working capital and other contradtu@atters. The Company paid this adjustment in |A3107.

Broadwing Acquisition : On January 3, 2007, Level 3 acquired Broadwing G@on, a publicly held provider of optical networ
communications services. Under the terms of thegereagreement dated October 16, 2006, Level 3%&itB of cash plus 1.3411 shares of
Level 3 common stock for each share of Broadwingmon stock outstanding at closing. In total, Le3@aid approximately $753 million of
cash, including $9 million of transaction costsd &sued approximately 123 million shares of thenfany’s common stock, valued at $688
million. As part of the Broadwing acquisition, apgimately 3.8 million previously issued Broadwingmants (valued at approximately $4
million) became exercisable for approximately 5illiom shares of Level 3 common stock. In the setquoarter of 2007, the Company
subsequently reduced the total consideration pafbmillion for insurance proceeds received ineJAA07 that related to the settlement ¢
insurance claim that occurred prior to the acqoisit

In connection with the acquisition of Broadwinge t@ompany guaranteed $180 million in aggregatecipdth amount of Broadwing
Corporation’s 3.125% Convertible Senior Debentules 2026 (the “Broadwing Debentures”) and the tatisn included $24 million in
capital lease obligations related primarily to anméber IRU agreement. As of February 16, 200, holders of $179 million in aggregate
principal amount of the Broadwing Debentures cotagetheir Broadwing Debentures into a total of lilfiom shares of Level 3 common
stock and approximately $105 million in cash purgua the terms of the indenture governing the Bvraag Debentures and the agreement
whereby Level 3 acquired Broadwing. The remainifigrllion in aggregate principal amount of the Biaéng Debentures was repurchased
by Broadwing at 100% of par as required by the mtdgie2 governing the Broadwing Debentures.

Looking Glass Acquisition : On August 2, 2006, Level 3 completed the acquisiibLooking Glass, a privately held lllinois-based
telecommunications company. The consideration pgidevel 3 consisted of approximately $13 millionciash, including $4 million of
transaction costs, and approximately 21 millionrekaf Level 3 common stock valued at $84 millisnaddition, at the closing, Level 3
repaid approximately $67 million of Looking Glasahlilities.

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 providetierfuture and which was originally recognized efeded revenue. As a result of the
acquisition, Level 3 could no longer amortize tihéserred revenue into earnings and, accordingtiyaed the purchase price applied to th
assets acquired in the Looking Glass transactigdZmillion, which was the amount of the unamodizieferred revenue balance on August
2, 2006.

TelCove Acquisition : On July 24, 2006, Level 3 completed the acquisitbiielCove, a privately held Pennsylvania-based
telecommunications company. Under the terms o&treement, Level 3 paid $446 million in cash asdesl approximately 150 million
shares of Level 3 common stock, valued at $623amillln addition, Level 3 repaid $132 million of [Ceve debt. The transaction also
included $12 million in TelCove capital leases.dlthe Company paid third party costs of approxatyab15 million related to the
transaction, which included certain costs inculrgd elCove.

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 deferss@mnue. As a result of the acquisition,
Level 3 could no longer amortize this deferred reaxeinto earnings and, accordingly, reduced thehase price applied to the net assets
acquired in the TelCove transaction by $3 milliatjch was the amount of the unamortized deferrgdree balance on July 24, 2006.
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ICG Communications: On May 31, 2006, Level 3 acquired all of the outdiag stock of ICG Communications, a privately h€lolorado-
based telecommunications company, from MCCC ICGlhigk, LLC excluding certain assets and liabilitieader the terms of the purchase
agreement, Level 3 purchased ICG Communicationsdosideration consisting of approximately 26 miilishares of Level 3 common sto
valued at $131 million, and approximately $45 noitlin cash. The Company also incurred costs oftheas $1 million related to the
transaction. Post-closing adjustments, primarilykirgy capital and other contractual matters resuleadditional consideration of
approximately $3 million.

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

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

Progress Telecom : On March 20, 2006, Level 3 completed its acdjaisiof all of the membership interests of Progrestecom from PT
Holding Company LLC (“PT Holding"gxcluding certain specified assets and liabiliteBrogress Telecom. Progress Telecom was own
PT Holding which is jointly owned by Progress Engrmc. and Odyssey Telecorp, Inc. Under the tesfrthe purchase agreement, Level 3
purchased Progress Telecom for a purchase pricgstiog of approximately $69 million in cash anghegximately 20 million shares of Le\
3 common stock, valued at $66 million. The purchasee was subsequently reduced by $2 million forking capital and other contractual
matters. The Company received payment of the $Bomidjustment in July 2006.

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 recizgual as deferred revenue. As a result of
the acquisition, Level 3 could no longer amortizis tdeferred revenue into earnings and, accordimgtjuced the purchase price applied t
net assets acquired in the Progress Telecom ti#gmsdy $4 million, which was the amount of the oratized deferred revenue balance on
March 20, 2006.

Pro Forma Financial I nformation

The unaudited financial information in the tabléowesummarizes the combined results of operatidiewel 3 and the acquired businesses,
on a pro forma basis, as though the companies r@chjin 2006 and 2007 had been combined as of thiariag of each of the periods
presented. The pro forma financial informationriesented for informational purposes only and isimicative of the results of operations
that would have been achieved if the acquisitiats taken place at the beginning of each of thedsmpresented. The pro forma financial
information for all periods presented includes pheliminary business combination accounting eftechistorical revenue of the acquired
companies, adjustments to depreciation on acqpirggerty, amortization charges from acquired iniialegassets, restructuring costs and
acquisition costs reflected in the historical statats of operations for periods prior to Level &sjuisition.

Unaudited Unaudited
Pro Forma Pro Forma
Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006

(dollars in millions, except per share data

Revenue $ 1,061 $ 1,13 $ 3,17C $ 3,611
Loss from Continuing Operatiol $ 179 $ (186) $ (1,029 $ (62€)
Income from Discontinued Operations — 25 — 46
Net Loss $ 174 $ (161) $ (1,029 $ (580
Per share

Loss from continuing operatiol $ 0.1 $ 019 $ (0.6%) $ (0.57)

Income from discontinued operations — 0.02 — 0.0

Net loss $ 0.1 $ 0.12 $ (0.6%) $ (0.47)
Pro Forma Weighted Shares Outstanding (in thougands 1,534,02! 1,300,23: 1,512,89i 1,226,48
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The fair value of the assets acquired and theliligsi assumed in the Servecast and Broadwing dimss are based upon preliminary
valuations as of their respective acquisition dafesr reflecting other contractual purchase paidgistments and are subject to change due to
further analysis of the assets acquired and lislassumed as well as integration plans.

During the third quarter of 2007, the preliminagluation for the Servecast acquisition was comgleAs a result, the Company recorded
intangible assets for customer relationships togai9 million and technology totaling $8 millionaged on the purchase price allocation,
goodwill totaling $30 million was recorded for tBervecast transaction.

During the second and third quarters of 2007, tbmgany also recorded purchase price allocationstidignts for the Broadwing acquisition
that resulted in a net increase of $1 million todwill, resulting in total goodwill of $940 milliofor the Broadwing acquisition as of
September 30, 2007. The purchase price allocatdjustnents included increases in goodwill of $4liotil to record liabilities incurred by
Broadwing prior to the acquisition and $1 milliar fadditional transaction costs; and decreaseeddwill for the receipt after the acquisition
of $4 million in insurance proceeds related toghtlement of an insurance claim that was made fwithe acquisition.

The fair value of assets acquired and liabilitissuened in the Progress Telecom, ICG Communicatitel§ove, Looking Glass and CDN
Business transactions are based upon final vahstéter reflecting other contractual purchaseepaidjustments.

During the second quarter of 2007, the Companyivedea revised valuation for the CDN Business thdicated a significantly higher value
for the identifiable intangible assets, primaribtgnts and customer-related intangible assetsidEindifiable intangible assets for the CDN
Business increased from $23 million in the preliaminvaluation to $133 million in the revised valoatas a result of additional analysis of
the estimated cash flows expected to be generagedthe patents and customers acquired in the CD$inBss acquisition. The increase in
the value of the identifiable intangible assetstifier CDN Business eliminated the $110 million obdwill originally recorded on the
transaction. During the third quarter of 2007, @@npany received the final valuation report for @@N Business acquisition. The final
valuation report did not result in any changestowaluation of the CDN Business.

During the third quarter of 2007, the Company rdedrnet purchase price allocation adjustmentshiiLboking Glass acquisition totaling
million related to the impairment of unutilized sl facilities assumed in the acquisition. Dutimgthird quarter of 2007, the Company
completed its analysis of facilities leases acglirethe Looking Glass acquisition and determirfeat tertain facilities under lease have not
been used by the Company since the date of adquisihd would not be used by the Company in theréjtwhile also concluding a
settlement agreement on one of the previously-iregdease holdings. The net result of recordimgé¢hease impairment adjustments was to
increase other non-current liabilities and certainy-lived assets acquired by $2 million sincefé&ievalue of the identifiable net assets
acquired exceeds the consideration paid to thedoowners in the Looking Glass acquisition.

During the second quarter of 2007, the Companyivedehe final valuation for the ICG Communicatiatgjuisition that included revised
valuations for both the identifiable tangible anthngible assets. The fixed assets acquired ford@fBmunications increased from $10
million in the preliminary valuation to $93 million the final valuation as a result of a detailedlgsis to physically identify and estimate the
fair value of the fixed assets acquired. As a tesfuthe changes to the valuation of the fixed &sghe valuation of the identifiable intangible
assets decreased from $49 million in the prelinyinatuation to $18 million in the final valuation.
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The adjusted fair values of the assets acquiredranbiabilities assumed for the companies LevatQuired in 2006 and 2007 are as follows.

CDN Looking ICG Progress
Servecas!  Business Broadwing Glass TelCove Communications Telecom
(dollars in millions)
Assets:
Cash and cash equivalel $ 1% — $ 257 % 3 % 3 % 6 $ —
Marketable securitie — — 46 — — — —
Accounts receivabl 1 — 82 8 23 7 3
Other current asse — — 19 2 5 2 2
Property, plant and equipment, | 1 2 24C 18t 79¢€ 93 77
Goodwill 30 — 94( — 17¢ 73 30
Identifiable intangible asse 17 13z 254 9 278 18 36
Other assets — — 31 1 — 5 —
Total Assets $ 50 $ 13t $ 1,86¢ $ 206 $ 127¢ $ 204 % 14¢
Liabilities:
Accounts payabl $ 1% 1 3 38 $ 5 % 21 % 6 $ 1
Accrued payrol — 1 15 1 6 2 1
Other current liabilitie: 3 — 12C 9 20 10 7
Current portion of capital leas — — 2 — 3 — 1
Long-term debi — — 203 — — — —
Capital lease — — 22 — 9 3 8
Deferred reveni—Acquired Compan — — 13 1 — 4 —
Deferred reveni—Level 3 — — — 2 3 (1) (4)
Other liabilities — — 15 30 7 2 —
Total Liabilities 4 2 42¢ 44 63 26 14
Purchase Price $ 46 $ 13: $ 1,441 $ 164 $ 1,21¢ $ 17¢ $ 134

(3) Discontinued Operations

Level 3's information services segment was comgrideSoftware Spectrum in 2006. The Company soltisoe Spectrum in September
2006 and, as a result, has presented it as discetioperations in these financial statements.

Software Spectrum

On September 7, 2006, Level 3 sold Software Spegthuc. to Insight Enterprises, a leading providiinformation technology products and
services. In connection with the transaction, Le&/etceived total proceeds of $353 million in caginsisting of a base purchase price of ¢
million and a working capital adjustment of approgiely $66 million. The purchase price was sulieetorking capital and certain other
post-closing adjustments. During the fourth quanfe2006, the Company paid $2 million to Insight&mprises as the final working capital
adjustment. Level 3 recognized a $33 million gairtlte transaction in the third quarter of 2006raft@nsaction costs.

The following is the summarized results of openadiof the Software Spectrum business for the petlough September 7, 2006:

13




July 1, 2006 January 1, 2006
through through
September 7, 200  September 7, 200
(dollars in millions)

Revenue $ 26C $ 1,40(
Costs and Expense
Cost of revenu 237 1,26¢
Depreciation and amortizatic 2 8
Selling, general and administrative 31 112
Total costs and expenses 27C 1,38¢
Income (Loss) from Operations (20 11
Other Income, Net 2 5
Income (Loss) from Operations Before Income Taxes (8) 16
Income Tax Expense — (3)
Income (Loss) from Discontinued Operations $ 8 $ 13

(4) Restructuring and Impairment Charges
Restructuring Charges

During the period from December 23, 2005 througpt&mber 30, 2007, the Company initiated cumulatieekforce reductions expected to
affect approximately 2,200 employees in its Northekican communications business related to thgiat®n of businesses acquired since
December 2005. Of the 2,200 employees, approximnath were expected to be legacy Level 3 emplogedsapproximately 77% were
expected to be employees of acquired businesses.

In December 2005 and during 2006, the Companyateiti cumulative workforce reductions expected tecabipproximately 1,200 employe
in its North American communications business ezlab the integration of WilTel Communications GupuLC (“WilTel”), Progress
Telecom, ICG Communications, TelCove and Lookingsslinto Level 3’s operations. Of the 1,200 empisy@pproximately 22% were
expected to be employees of legacy Level 3 and w8% expected to be employees of the acquired cogpaSeparately, in January 2005,
Level 3 initiated and completed workforce reductiaffecting 472 employees in the legacy Level 3rmss that were not related to
integration of acquired businesses.

In the first quarter of 2007, Level 3 initiated &duhal workforce reductions expected to affect@pgmately 1,000 employees in its North
American communications business related to tregmation of Broadwing and the previous acquisiti@dsthe 1,000 employees,
approximately 25% were expected to be employeésgalcy Level 3 and approximately 75% were expetidnk employees of the acquired
companies.

The accounting treatment for the severance costsided with the workforce reductions is dependenivhether those individuals affected
are former employees of the acquired companiesgarcly Level 3 employees. For the period from Jgnia2006 through September 30,
2007, the Company had notified or terminated d tuftd, 716 employees (463 employees of legacy L8wahd 1,253 employees of acquired
businesses) pursuant to integration activities.

The estimated severance costs earned by emplof/des acquired companies as of the acquisition dagencluded as a liability in the
balance sheet as of the acquisition date. The Coyngepects cumulative severance and related costsal approximately $63 million for
former WilTel, Progress Telecom, ICG CommunicatjoreslCove, Looking Glass and Broadwing employeasirigy the nine months ended
September 30, 2007, Level 3 paid $25 million ofesence and related costs for these employeesingsintcumulative payments from
January 1, 2006 to September 30, 2007 of $44 miftio severance and related charges.

The workforce reduction attributable to the WilTrlegration activity was substantially completetbg end of 2006. The workforce
reductions attributable to the Progress Telecor@ @@mmunications, TelCove and Looking Glass intiégmaactivities were substantially
completed in the third quarter of 2007. The workéoreductions attributable to the Broadwing intégreactivities are expected to be
substantially completed in the first quarter of 200

An analysis of the liability for the severance aathted activity associated with the integrationhaf acquired companies follows:
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Severance and Related
Costs for Acquired Company Employees

Number of
Employees Amount
(in millions)
Balance December 31, 20 — 3 —
2005 Accruals 76k 26
Balance December 31, 2005 76E 26
2006 Accruals 44F 12
2006 Change in Estima 277) (8)
2006 Payments (547 19
Balance December 31, 2006 38¢ 11
2007 Accruals 75C 33
2007 Payments (70€) (25)
Balance September 30, 2007 43C $ 19

Severance costs attributable to legacy Level 3 eyagls are recorded as a restructuring charge istaltement of operations once the
employees are notified that their position willddeninated and the severance arrangements are coivated to the employee. For the three
and nine months ended September 30, 2007, the Ggmeeorded approximately $1 million and $6 millioaspectively, in restructuring
charges for affected legacy Level 3 employees. f/ASeptember 30, 2007, the Company had remainingatiins of less than $1 million for
those legacy Level 3 employees terminated or rotifi

A summary of the restructuring charges and relattidity for legacy Level 3 employees follows:

Severance and Relate
Costs for Legacy Level 3 Employees

Number of Facilities Related

Employees Amount Amount

(in millions) (in millions)

Balance December 31, 20 — 8 — $ 16
2005 Charge 472 15 @
2005 Payments (472 (15 (3
Balance December 31, 2005 — — 12
2006 Charge 24¢ 5 —
2006 Payments (242) (5) (2)
Balance December 31, 2006 6 — 10
2007 Charge 21¢ 6 —
2007 Payments (199 (6) 1)
Balance September 30, 2007 23 $ — 3 9

I mpairment Charges

The Company recognized non-cash impairment charfgesro and $1 million in the three and nine morgthded September 30, 2007,
respectively. These non-cash impairment chargesteesfrom the decision to terminate certain infation technology projects in the
communications business which had been previowsiitalized. These projects have identifiable codtieh Level 3 can separately evaluate
for impairment. The costs incurred for these prigjeincluding capitalized labor, were impaired faes ¢arrying value of these projects were
expected to provide any future benefit to the Camypa

Non-cash impairment charges were $1 million and $8aniffor the three and nine months ended Septe®®e2006, respectively. In the
third quarter of 2006, Level 3 recognized $1 milliof non-cash impairment charges related to theitetion of certain information
technology projects in the communications businesthe second quarter of 2006, Level 3 recognidillion of non-cash impairment
charges primarily related to excess land of thernamications business held for sale in Germany. thisge resulted from the difference
between the recorded carrying value and the estoinatrket value of the land. In addition, the Conypacognized $3 million of non-cash
impairment charges in the first quarter of 2006 tkaulted from the decision to terminate projéotertain voice services and certain
information technology projects in the communicasidusiness.
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(5) Loss Per Share

The Company had a loss from continuing operationshfe three and nine months ended September 8@,&8d 2006. Therefore, the effect
of the approximately 315 million and 481 millionashs issuable pursuant to the convertible debtrsiesuoutstanding at September 30, 2007
and 2006, respectively, have not been includetlércomputation of diluted loss per share becateseititlusion would have been anti-
dilutive to the computation. In addition, the effet approximately 54 million and 53 million stooktions, outperform stock options,
restricted stock units and warrants outstandirgeptember 30, 2007 and 2006, respectively, havbewt included in the computation of
diluted loss per share because their inclusion evbalve been anti-dilutive to the computation.

The following details the loss per common shareuwdations for Level 3 for the three and nine morghded September 30, 2007 and 2006
(dollars in millions, except per share data):

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006

Loss from Continuing Operatiol $ 179 $ (163 $ (1,029 $ (559
Income from Discontinued Operations — 25 — 46
Net Loss $ 174 $ (13¢) $ (1,029 $ (507)
Total Number of Weighted Average Common Sharest@uodéng used to

Compute Basic and Diluted Earnings (Loss) Per Sgiat&ousands 1,534,02! 1,128,15: 1,511,217 944,86.
Earnings (Loss) Per Share of Level 3 Common StBelsi¢c and Diluted)

Loss from Continuing Operatiol $ (0.17) $ (0.19 $ (0.68) $ (0.59)

Income from Discontinued Operations — 0.0z — 0.0t

Net Loss $ 0.17) $ (0.12) $ (0.6%) $ (0.59)

(6) Marketable Securities

In 2005, the Company invested $10 million in Infm&orporation (“Infinera”) and accounted for thigestment using the cost method and
included the investment in long-term other assetsJune 7, 2007, Infinera completed its initial [pubffering (“IPO”) and its common stock
began trading publicly on the NASDAQ Global Market.

As a result of the Infinera IPO on June 7, 200&,Glompany has classified the Infinera investmeritoobalance sheet as a current marketable
security that is available for sale, subject to pbamce with applicable U.S. federal securitiesdaiwhe fair value of the Infinera investmen

of September 30, 2007 is approximately $55 milliéor the three and nine months ended Septemb&08d, an unrealized loss of $13

million and an unrealized gain of $45 million, respively, were recorded on the investment in Infinand are included in Other
Comprehensive Income.

As discussed in Note 17, on November 5, 2007 theg2my sold a portion of its Infinera investmenpast of a secondary equity offering
completed by Infinera. In connection with the saflshares in Infinera’s secondary offering, Leve@ritered into a “lock-up” agreement with
the underwriters in the transaction which proviftesa restriction on the Company’s ability to sk remaining investment until January 28,
2008.

(7) Receivables

Receivables at September 30, 2007 and Decemb208®&,were as follows:
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Communications Coal Total
(dollars in millions)

September 30, 200

Accounts Receivab—Trade $ 44¢ $ 7 3% 45¢
Allowance for Doubtful Accounts (18) — (18
Total $ 431 $ 79 43€
December 31, 200!

Accounts Receivab—Trade $ 337 $ 6 $ 348
Allowance for Doubtful Accounts (17) — 1
Total $ 32C $ 6 9 32€

The Company recognized bad debt expense in sefiangral and administrative expenses of $3 mikind $9 million in the three and nine
months ended September 30, 2007, respectivelylesadhan $1 million and $1 million for the threwlanine months ended September 30,
2006, respectively. The Company reduced accoun&vable and the allowance for doubtful account$®ynillion in the nine months ended
September 30, 2007 for previously reserved amdhet€ompany wrote off as uncollectible.

(8) Property, Plant and Equipment, net

Costs associated directly with expansions and irgmeents to the communications network and custamséallations, including employee
related costs, have been capitalized. The Compeangrglly capitalizes costs associated with networlstruction, provisioning of services
and software development.

Capitalized labor and related costs associatedemithloyees and contract labor working on capitajgmts were approximately $25 million
and $79 million for the three and nine months erBlegtember 30, 2007, respectively.

Capitalized labor and related costs associatedemthloyees and contract labor working on capitajgmts were approximately $21 million
and $47 million for the three and nine months erBlegtember 30, 2006, respectively.

The Company continues to develop business supysteras required for its business and integratiéortst The external direct costs of
software, materials and services, and payroll aydqil related expenses for employees directly @ased with the project incurred when
developing the business support systems are dapdadnd included in the capitalized costs aboymricompletion of a project, the total c
of the business support system is amortized ovesstimated useful life of three years.

During the second quarter of 2007, the Companyivedehe final valuation for the ICG Communicatiatgjuisition that included revised
valuations for identifiable tangible assets. Agsult, the fixed assets acquired for ICG Commuitnatincreased from $10 million in the
preliminary valuation to $93 million in the finabluation as a result of a detailed analysis to ighjly identify and estimate the fair value of
the fixed assets acquired.

During the third quarter of 2006, Level 3 deterndirtlieat 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 deplediiée of its existing transmission
equipment from 5 years to 7 years and existingguRpenent from 3 years to 4 years. This changetimese, effected as of July 1, 2006, was
accounted for prospectively and reduced depreciagipense by $13 million for both the three ane&months ended September 30, 2006. In
addition, this change in estimate reduced netfloss continuing operations and net loss by $13iarilbr approximately $0.01 per share for
both the three and nine months ended Septemb&086,

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. Ageault, the Company extended the depreciablefifes existing fiber from 7 years to 12
years. This change in estimate, effected as ofl Ap006, was accounted for prospectively and cedwdepreciation expense by $18 mill
and $36 million in the three and nine months erSlegtember 30, 2006, respectively. In addition, ¢hsnge in estimate reduced net loss -
continuing operations and net loss by $18 milliod 36 million, or approximately $0.02 and $.04 gleare, for the three and nine months
ended September 30, 2006.
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Depreciation expense was $217 million and $627onilfor the three and nine months ended Septenthe2®7, respectively. Depreciation
expense was $162 million and $478 million for theee and nine months ended September 30, 200&ctesyly.

(9) Goodwill

Gooduwill at September 30, 2007 and December 316 23 as follows (dollars in millions):

September 30, December 31,
2007 2006

XCOM $ 3C % 30
McLeod 40 40
Progress Telecol 30 32
ICG Communication 73 127
TelCove 17¢ 17¢
Broadwing 94C —
Servecast 30 —

$ 1,32: $ 40¢

The Company segregates identifiable intangibletags®uired in a business combination from good®@idodwill is not amortized and the
carrying amount of the goodwill and indefinite-lizentangible assets must be evaluated at leas&dgror impairment using a fair value
based test. An assessment of the carrying valtleeagfoodwill and indefinite-lived intangible assatsibutable to the communications
business was performed as of December 31, 2006 dimdted that the assets were not impaired.

The final valuations for the Progress Telecom, IC@nmunications and TelCove acquisitions indicaked the purchase price exceeded the
fair value of the identifiable assets acquired ketuilities assumed and resulted in goodwill of $8lllion, $73 million and $179 million,
respectively. The final valuation for ICG Commurtioas was received in the second quarter of 2087a fesult of the revisions to the fixed
asset and customer-related intangible asset vahstiescribed in Note 2, the goodwill recordedanrection with the ICG Communications
acquisition was reduced from $127 million basedhanpreliminary valuation to $73 million based be final valuation.

The preliminary valuation for the Broadwing acqtidsi indicated that the purchase price exceedeéhihgalue of the identifiable assets
acquired and liabilities assumed and resulted odgdll of $940 million as of September 30, 2007.described in Note 2, the Company
made purchase price allocation adjustments foBtadwing acquisition in the second and third gerarof 2007 that resulted in a net
increase of $1 million to the goodwill recorded Bnoadwing.

As also described Note 2, the Company receivediaa@ valuation report for the CDN Business thatited in increased valuations for
patents and customer-related intangible assetsesndted in the elimination of the $110 milliongdodwill preliminarily recorded for the
CDN Business acquisition in the first quarter o020During the third quarter of 2007, the Compaageived the final valuation report for the
CDN Business acquisition. The final valuation reémbd not result in any changes to the valuatiothefCDN Business.

The preliminary valuation for the Servecast acdjoisiindicated that the purchase price exceedethihgalue of the identifiable assets
acquired and liabilities assumed and resulted odgall of $30 million as of September 30, 2007.

The final valuation of the assets acquired andliteds assumed in the Looking Glass transactiatidated that the fair value of the identifia
net assets acquired exceeded the considerationtid former owners by $22 million, which redudbd fair value of long-lived assets
acquired in the transaction on a pro-rata basisinguhe third quarter of 2007, the Company recdndet purchase price allocation
adjustments for the Looking Glass acquisition toga$2 million related to unutilized leased faddg assumed in the acquisition. The facili
underlying these leases have not been used byaimpéhy since the date of acquisition and are reotr@d to be used by the Company in the
future. The $2 million adjustment to the purchaseepof Looking Glass was recorded as an increasiee value of the long-lived assets.
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(10) Other Intangibles, net

Other Intangibles, net at September 30, 2007 arxémber 31, 2006 were as follows (dollars in mil§hn

September 30, December 31,
2007 2006

360networks $ 2 $ 3
Sprint — 5
Telverse 5 10
Genuity 2 6
WilTel 123 13t
Progress Telecol 29 33
ICG Communication 14 47
TelCove 242 264
Looking Glass 7 8
Broadwing 231 —
CDN Busines: 122 —
Servecast 17 —

$ 794 $ 511

On July 11, 2007, Level 3 completed the acquisiibBervecast. In the third quarter of 2007, thediprinary valuation of the assets acquired
in the Servecast transaction indicated a valu@ahiflion for customer relationships and $8 millifor technology with lives of 11 and 12
years, respectivel

On January 23, 2007, Level 3 completed the acipnsidf the CDN Business. In the first quarter 0020the preliminary valuation of the
assets acquired in the CDN Business transactiaoatat! a value of $23 million for patents and costorelated intangible assets. As
described in Note 2, during the second quarte06f72he Company received a revised valuation f@IGBN Business that indicated a
significant increase in the value of the identifealmtangible assets, primarily patents and custenslated intangible assets. The identifiable
intangible assets for the CDN Business increasad $23 million in the preliminary valuation to $188llion in the revised valuation as a
result of additional analysis of the estimated déslis expected to be generated from the paterdscastomers acquired in the CDN Busir
acquisition. The increase in the value allocateithéoidentifiable intangible assets for the CDN iBass eliminated the $110 million of
goodwill recorded on the transaction in the finsager of 2007. The estimated useful lives forghtent and customeelated intangible asse
range from four to ten years.

On January 3, 2007, Level 3 completed the acqoisiti Broadwing. A preliminary valuation of the essacquired in the Broadwing
transaction indicated a value of $254 million fdroalesale and enterprise customer-related intangisets. Level 3 had initially assigned an
estimated useful life of ten years to the custoreéated intangible assets. During June 2007, thagamy completed a review of the estimi
useful lives of the customer-related intangibleetsfor the Broadwing acquisition that resulted ireduction of the estimated useful lives
from ten years to a range of six to eight yearss Thange in estimate, effected as of June 1, 2083 accounted for prospectively and
increased amortization expense by approximateljn#i®on and $4 million for the three and nine masignded September 30, 2007.

On August 2, 2006, Level 3 completed the acquisitibLooking Glass. The final valuation of the assecquired in the Looking Glass
transaction as of the acquisition date indicatedledale customeaelated intangibles of approximately $9 million kvdn estimated useful i
of eight years. During June 2007, the Company cetagla review of the estimated useful life of thetomer-related intangible asset for the
Looking Glass acquisition that resulted in a reauncof the estimated useful life from eight yearsix years. This change in estimate,
effected as of June 1, 2007, was accounted foppatively and increased amortization expense ks/themn $1 million for both the three and
nine months ended September 30, 2007.

On July 24, 2006, Level 3 completed the acquisitbfielCove. The final valuation of the assets aeglin the TelCove transaction as of the
acquisition date indicated wholesale and entermistomer-related intangible assets of approxim&253 million, with lives ranging from
nine to thirteen years and other intangible assfeapproximately $20 million with an indefinitedif During June 2007, the Company
completed a review of the estimated useful livethefcustomer-related intangible assets for th€dwd acquisition that resulted in a
reduction of the estimated useful lives from a mnofjnine to thirteen years
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to a range of six to eight years. This change iimede, effected as of June 1, 2007, was accouotgutospectively and increased
amortization expense by approximately $4 milliod &5 million for the three and nine months endepit&eber 30, 2007.

On May 31, 2006, Level 3 completed the acquisitbiCG Communications. A preliminary valuation bftassets acquired in the ICG
Communications transaction indicated a value of iBon for wholesale customer-related intangibksets with an estimated useful life of
15 years. As described in Note 2, during the secpradter of 2007 the Company received the finalatibn for both the identifiable tangible
and intangible assets acquired in the ICG Commtinitaacquisition that included revised valuatiforsthose assets. As a result of the
changes to the valuation of the fixed assets, gheation of the identifiable intangible assets dased from $49 million in the preliminary
valuation to $18 million in the final valuation. Bag June 2007, the Company completed a revieweestimated useful life of the customer-
related intangible asset for the ICG Communicat@egpuisition that resulted in a reduction in theéneasted useful life from fifteen years to ¢
years. This change in estimate, effected as of 1uA607, was accounted for prospectively and am@d amortization expense by less tha
million for both the three and nine months endegt&maber 30, 2007 after taking into consideratienrétduced valuation of the ICG
Communications customer-related intangible assets.

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom. A final valuation of theegss@cquired in the Progress Telecom
acquisition resulted in a value of $36 million fmrstomer-related intangible assets with an estidnaseful life of eight years.

As described above, in June 2007 the Company caetpéereview of the estimated useful lives usedfoortization of the customer-related
intangible assets for the ICG Communications, Logkglass, TelCove and Broadwing acquisitions. Assalt of the review, the Company
revised the useful lives used for amortizationudtomer-related intangible assets as describedeafidns change in estimate, effected as of
June 1, 2007, was accounted for prospectively éomance with SFAS No. 154, and increased amadiza&ixpense in the aggregate by
approximately $7 million and $9 million for the #& and nine months ended September 30, 2007.

Intangible asset amortization expense was $32anilind $90 million for the three and nine monthdeehSeptember 30, 2007, respectively.
Intangible asset amortization expense was $20anilind $55 million for the three and nine monthdeehSeptember 30, 2006, respectively.
The amortization expense related to intangibletasserently recorded on the Company’s books fehex the five succeeding years is
estimated to be the following for the years endedddnber 31: fourth quarter of 2007—$33 million; 2065123 million; 2009—

$119 million; 2010—%$118 million; 2011—%$117 milliand thereafter—$232 million.
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(11) Long-Term Debt

At September 30, 2007 and December 31, 2006, lemg-tiebt was as follows:

September 30, December 31,

(dollars in millions) 2007 2006
Senior Secured Term Loan due 2014 (7.61 $ 1,40C $ —
Senior Secured Term Loan due 2( — 73C
Senior Notes due 2008 (11.0' 20 78
Senior Euro Notes due 2008 (10.75 5 65
Senior Discount Notes due 20 — 48¢
Senior Euro Notes due 20 — 137
Senior Notes due 201 — 96
Senior Notes due 2010 (11.5' 13 692
Fair value adjustment on Senior Notes due = @ (60)

Senior Notes due 2011 (10.75 3

Floating Rate Senior Notes due 2011 (11.88 6 15C
Issue discount on Senior Notes due 2 — 4)
Senior Notes due 2013 (12.25 55( 55(C
Issue discount on Senior Notes due 2 2 2
Senior Notes due 2014 (9.25' 1,25( 1,25(
Issue premium on Senior Notes due 2 10 11
Floating Rate Senior Notes due 2015 (9.1! 30C —
Senior Notes due 2017 (8.75' 70C —
Convertible Senior Notes due 2010 (2.87¢ 374 374
Convertible Senior Notes due 2011 (5.2¢ 34t 34E
Convertible Senior Notes due 2011 (10.( 27¢ 88C
Convertible Senior Notes due 2012 (3.5 33t 33t
Convertible Senior Discount Notes due 2013 (9. 294 27t
Convertible Subordinated Notes due 2009 (6. 362 362
Convertible Subordinated Notes due 2010 (6. 514 514
Commercial Mortgage due 2015 (6.86 70 70
Capital leases 41 23
6,86 7,36:
Less current portion (31) 5
$ 6,837 $ 7,351

Debt for Equity Exchanges

In January 2007, in two separate transactions, IL3gempleted the exchange of $605 million in aggte principal amount of its 10%
Convertible Senior Notes due 2011 for a total of dillion shares of Level 3's common stock. Therebaf the Company’s common stock
issued pursuant to these announced exchangesaampeftom registration pursuant to Section 3(alf@er the Securities Act of 1933, as
amended. The Company recognized a $177 milliondassxtinguishment of debt for the exchanges. bheatlin the loss was approximately
$1 million of unamortized debt issuance costs.

Senior Note | ssuance

On February 14, 2007, Level 3 Financing, Inc., @lyhowned subsidiary of Level 3 (“Level 3 Finangf®, issued $700 million of its 8.75%
Senior Notes due 2017 and $300 million of its RlmpRate Senior Notes due 2015 and received neepds of $982 million. The proceeds
from these private offerings were used to refinazexain Level 3 Financing debt and to fund the obsonstruction, installation, acquisitic
lease, development or improvement of other assdis uised in Level 3's communications business aS#stailed description of the notes
below.

Senior Secured Term Loan Refinancing

In March 2007, Level 3 Financing refinanced itsisesecured credit agreement and received net pdscef $1.382 billion. The proceeds
from this transaction were used to repay the eds$730 million Senior Secured Term Loan due 201d a
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other debt. The effect of this transaction wasitweéase the amount of senior secured debt from 8illion to $1.4 billion, reduce the intere
rate on that debt from the London Interbank OffgiRate (“LIBOR”) plus 3.00% to LIBOR plus 2.25% aextend the final maturity from
2011 to 2014. The Company recognized a $10 milbge on this transaction related to unamortized sbance costs. See a detailed
description of the Senior Secured Term Loan duel 2@&low.

I nterest Rate Swap

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

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

The fair value of the interest rate swap agreemeatsnegative $2 million as of September 30, 2607 the three and nine months ended
September 30, 2007, unrealized losses of $30 midimd $2 million, respectively, were recorded amitiierest rate swap agreements and are
included in Other Comprehensive Income. The chamgfee fair value of the interest rate swap agregmis reflected in Other
Comprehensive Income due to the fact that thedsterte swap agreements are designated as ativefieash flow hedge of $1 billion
notional amount of the Company’s floating rate ddlbie interest rate swap agreements have resultaeterest savings of $1 million and $2
million in the three and nine months ended Septer&be2007.

Redemptions and Repurchases

On March 13, 2007, the Company redeemed usingtbaséntire $722 million of outstanding principal@mt of the following debt issuanc
and recognized a loss on extinguishment of debtibgt $54 million on the redemption transactions:

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

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

. Redeemed $138 million (€104 million) of outstandirig25% Senior Euro Notes due 2010 at a price ¢qu2l01.875 per
€1,000 of principal amount and recognized a $3%aniloss on extinguishment of debt consisting $3& million cash loss and
$1 million in unamortized debt issuance costs. Aedrinterest paid at the time of redemption totédsd than $1 million (less
than €1 million).

On March 15, 2007, the respective issuers repuechasing cash, through tender offers, $941 miliibthe outstanding principal amounts of
the following debt issuances and recognized adassxtinguishment of debt totaling $186 million the repurchase transactions:

* Repurchased $144 million of its outstanding Flapttate Senior Notes due 2011 at a price equal,@B®Iper $1,000 principal
amount of the notes, which included $1,050 asehder offer consideration and $30 as a consent @alyrand recognized an
$18 million loss on extinguishment of debt consigtof a $12 million cash loss and $6 million in omatized debt issuance cc
and unamortized discount. Accrued interest patti@time of repurchase totaled $8 million.
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*  Repurchased $59 million of its outstanding 11% &eNiotes due 2008 at a price equal to $1,054.2&p@&00 principal amou
of the notes, which included $1,024.28 as the teaffer consideration and $30 as a consent paynaeadtyecognized a $3
million loss on extinguishment of debt consistifig@@3 million cash loss and less than $1 millisunhamortized debt issuance
costs. Accrued interest paid at the time of repasettotaled $3 million.

*  Repurchased $677 million of its outstanding 11.584i& Notes due 2010 at a price equal to $1,1152651,000 principal
amount of the notes, which included $1,085.26 adehder offer consideration and $30 as a consgmhent, and recognized a
$141 million loss on extinguishment of debt consgbf a $78 million cash loss and $63 million imamortized debt issuance
costs and unamortized discount. Accrued interestatahe time of repurchase totaled $3 million.

*  Repurchased $61 million (€46 million) of its outsdang 10.75% Senior Euro Notes due 2008 at a gaeel to €1,061.45 per
€1,000 of principal amount of the notes, which uield €1,031.45 as the tender offer consideratidr€80 as a consent
payment, and recognized a $24 million loss on gxiishment of debt consisting of a $24 million chsds and less than $1
million in unamortized debt issuance costs. Accrimerest paid at the time of repurchase totalech#fBon (€2 million).

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

On February 23, 2007, Level 3 Financing completedresent solicitation with respect to certain anmeadts to the indenture governing
Level 3 Financing’s outstanding 12.25% Senior Nales 2013 that allowed for the incurrence of dedsigal upon a multiple of cash flow
available for fixed charges on a “pro forma” bagigng effect to any acquisition, merger or condation completed prior to February 1,
2007. Additional debt as permitted under the amenidéenture was incurred in March 2007. In conmectiith the consent solicitation, the
Company paid consent fees totaling approximatelyn#$ton which were capitalized as additional dedstuance costs and will be amortized
over the remaining life of the related debt isseasnesing the effective interest method.

Conversion of Broadwing Corporation 3.125% Convertible Senior Debentures due 2026

On February 17, 2007, Level 3's wholly-owned sulasid Broadwing, completed the repurchase of $lionilaggregate principal amount of
Broadwing’s outstanding 3.125% Convertible SeniebBntures due 2026 (the “Debentures”). The inderdarerning the Debentures
required Broadwing to make the offer to repurchthseDebentures as a result of the Company’s atiquisif Broadwing on January 3, 2007.

As a result of the acquisition, each $1,000 priakgmount of the Debentures was convertible abgi®n of the holder into $492.77 in cash
and 80.789 shares of Level 3 common stock, reptiegea conversion price equal to the considergtiayable to Broadwing stockholders in
the acquisition of (i) $8.18 in cash per share afdiwing, multiplied by 60.241, and (ii) 1.3411 s#mof Level 3 common stock, multiplied
by 60.241. Additionally, as a result of the acdiosi, a make-whole premium was payable on Debesttwaverted prior to February 17,
2007, consisting of (i) 14.969 additional sharek®fel 3 common stock and (ii) an additional $91ir8tash per $1,000 principal amount of
Debentures.

Holders owning $179 million aggregate principal amiof the Debentures converted those Debentutesitotal of approximately 17
million shares of Level 3 common stock and als@rezd approximately $105 million in cash. As a testithese conversions and the
repurchase discussed above, as of February 17, #@Debentures are no longer outstanding. Thasene gain or loss recognized due to
the fact that, under purchase accounting, theliiplhor the notes was valued at the total cogtetire the obligation.

Capital Leases

As part of the Broadwing transaction completed amuary 3, 2007, the Company now includes in itarfgial statements certain capital lease
obligations of Broadwing totaling $24 million, réda primarily to a metro fiber IRU agreement. Thital leases mature at various dates
through 2022.
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Debt | nstruments
Senior Secured Term Loan due 2014

On March 13, 2007, Level 3, as guarantor, Leveinaikcing, as borrower, Merrill Lynch Capital Corption, as administrative agent and
collateral agent, and certain other agents andicdenders entered into a Credit Agreement, puntsisawhich the lenders extended a $1.4
billion senior secured term loan (“Senior SecurediT Loan due 2014”) to Level 3 Financing. The téwan matures on March 13, 2014 and
has an interest rate of LIBOR plus an applicablegmeof 2.25% per annum.

Interest on the Senior Secured Term Loan due 26ddies at the three month LIBOR plus 2.25% per anand is payable in cash quarterly
on April 13, July 13, October 13 and January 18axthyear, in arrears, beginning July 13, 2007. Therésterate was 7.61% at September
2007. See discussion of the interest rate swapeagmet earlier in this footnote.

Level 3 Financing obligations under this term loan are, subjecettain exceptions, secured by certain assetsedCtmpany; and certain
the Company’s material domestic subsidiaries trmeagaged in the telecommunications businessCbngpany and these subsidiaries have
also guaranteed the obligations of Level 3 Finapcinder the Senior Secured Term Loan due 2014nBtine second quarter of 2007, Level
3 Communications, LLC and its material domesticsadiaries obtained all material governmental au#ations and consents required in
order for them to pledge certain of their assetsguarantee the Senior Secured Term Loan due dbidguarantee was entered into by L

3 Communications, LLC and its material domesticsidiaries on June 28, 2007.

The Senior Secured Term Loan due 2014 includeainaregative covenants which restrict the abilithe Company, Level 3 Financing and
any restricted subsidiary to engage in certairvaiets. The Senior Secured Term Loan due 2014&sdains certain events of default. It does
not require the Company or Level 3 Financing tontaan specific financial ratios or other finananaétrics.

Level 3 used a portion of the original net proceaftisr transaction costs to repay Level 3 Finarisig30 million Senior Secured Term Loan
due 2011 under that certain credit agreement dhted 27, 2006. In addition, Level 3 used a poribine net proceeds to fund the purchase
of certain of its existing debt securities.

Debt issuance costs of $18 million were capitaliaed are being amortized to interest expense treetetm of the Senior Secured Term Loan
due 2014 using the effective interest method.

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

On February 14, 2007, Level 3 Financing receive82®@illion of net proceeds after transaction cdstsn a private offering of $700 million
aggregate principal amount of its 8.75% Senior Bldige 2017 (the “8.75% Senior Notes”) and $300ionilaggregate principal amount of its
Floating Rate Senior Notes due 2015 (the “2015tiFigaRate Senior Notes”). The 8.75% Senior Notabtae 2015 Floating Rate Senior
Notes are senior unsecured obligations of Levahar€ing, ranking equal in right of payment with@her senior unsecured obligations
Level 3 Financing. Level 3 Communications, Inc. &edel 3 Communications, LLC have guaranteed ti&%. Senior Notes and the 2015
Floating Rate Senior Notes. Interest on the 8.78% @ Notes accrues at 8.75% interest per yearsapalyable semi-annually in cash on
February 15th and August 15th beginning Augus20B7. The principal amount of the 8.75% Senior Netdl be due on February 15, 20:
Interest on the 2015 Floating Rate Senior Notesuascat LIBOR plus 3.75% per annum, reset semi-ahnu he interest rate was 9.15% at
September 30, 2007. Interest on the 2015 Floatatg Benior notes is payable semi-annually in cadhebruary 15th and August 15th
beginning August 15, 2007. The principal amourthef2015 Floating Rate Senior Notes will be dué-ebruary 15, 2015.

On February 14, 2006, Level 3, Level 3 Financind #e initial purchasers of the 8.75% Senior Nates the 2015 Floating Rate Senior
Notes entered into a registration rights agreenadating to the 8.75% Senior Notes and the 201&tiig Rate Senior Notes pursuan
which Level 3 and Level 3 Financing agreed to diteexchange offer registration statement with theufities and Exchange Commission.
Under the terms of the registration rights agredmesvel 3 Financing would have been required tp ‘{@pecial Interest” in the event of a
registration default. The Company’s exchange afgistration statement for these notes was deckffedtive by the Securities and
Exchange Commission on July 6, 2007 and the exehaffgr relating to these notes was subsequenthpteted. As a result, Level 3 has r
all requirements of the registration rights agreeime
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A portion of the debt represented by the 8.75% @eMotes and the 2015 Floating Rate Senior Notd<wistitute purchase money
indebtedness under the indentures of Level 3 amg@dhtion of the net proceeds that constitutestage money indebtedness will be used
solely to fund the cost of construction, instaiati acquisition, lease, development or improverséany assets to be used in the Company’s
communications business, including the cash puechese of any past, pending or future acquisitions

At any time prior to February 15, 2012, Level 3d&ining may redeem all or a part of the 8.75% Sexdates upon not less than 30 nor more
than 60 days’ prior notice, at a redemption prigaat to 100% of the principal amount of the 8.75éhi6r Notes so redeemed plus the 8.75%
Applicable Premium as of, and accrued and unpaetéast thereon (if any) to, the redemption datéjéwui to the right of holders of record on
the relevant record date to receive interest duth@melevant interest payment date).

With respect to the 8.75% Senor Notes, “8.75% Amwfille Premium” means on any redemption date, thater of (1) 1.0% of the principal
amount of such 8.75% Senior Notes and (2) the sxdesny, of (a) the present value at such redemptate of (i) 104.375% of the principal
amount of such 8.75% Senior Notes plus (ii) albiegd interest payments due on such 8.75% SenitesNbrough February 15, 2012
(excluding accrued but unpaid interest to the reatem date), computed using a discount rate equidld Treasury Rate (as defined in the
indenture governing the 8.75% Senior Notes) asiolfi sedemption date plus 50 basis points, oveth@principal amount of such 8.75%
Senior Notes.

The 8.75% Senior Notes are subject to redemptidimeadption of Level 3 Financing in whole or in pat any time or from time to time, on
or after February 15, 2012 at the redemption priegpressed as a percentage of principal amountdrile below, plus accrued and unpaid
interest thereon to the redemption date, if redekdueing the twelve months beginning February I%he years indicated below:

Year Redemption Price

2012 104.37%
2013 102.91%
2014 101.45%%
2015 100.00%

At any time or from time to time on or prior to Fehry 15, 2010, Level 3 Financing may redeem upbls of the original aggregate princij
amount of the 8.75% Senior Notes at a redemptime ggual to 108.75% of the principal amount of@h&5% Senior Notes so redeemed,
plus accrued and unpaid interest thereon (if amyfii¢ redemption date (subject to the right of brddf record on the relevant record date to
receive interest due on the relevant interest payuh&te), with the net cash proceeds contributateaapital of Level 3 Financing of one or
more private placements to persons other thanadéfl of Level 3 or underwritten public offeringscommon stock of Level 3 resulting, in
each case, in gross proceeds of at least $10®@mitlithe aggregate; provided, however, that &t 188% of the original aggregate principal
amount of the 8.75% Senior Notes would remain aatihg immediately after giving effect to such meq¢ion. Any such redemption shall
made within 90 days of such private placement datipwffering upon not less than 30 nor more th@rd&ys’ prior notice.

At any time prior to February 15, 2009, Level 3dfining may redeem all or a part of the FloatingeR&nior Notes, upon not less than 3(

more than 60 days’ prior notice, at a redemptiooepequal to 100% of the principal amount of theaffihg Rate Senior Notes so redeemed
plus the Applicable Premium as of, and accrueduanmhid interest thereon (if any) to, the redemptate (subject to the right of holders of
record on the relevant record date to receiveéstatue on the relevant interest payment date).

With respect to the Floating Rate Senior Notes,pliigable Premium” means, on any redemption dategtieater of (1) 1.0% of the principal
amount of such Floating Rate Senior Notes andh@gkcess, if any, of (a) the present value at seddmption date of (i) the redemption
price of 102% of the principal amount of such FlogtRate Senior Notes, plus (ii) all required iettrpayments due on such Floating Rate
Senior Notes through February 15, 2009 (excludowjwed but unpaid interest to the redemption dateh interest payments to be
determined in accordance with the indenture gowerttie Floating Rate Senior Notes assuming thaORBn effect on the date of the
applicable redemption notice would be the applieddBOR in effect through February 15, 2009, coneputising a discount rate equal to the
Treasury Rate (as defined in the indenture govgrtiie Floating Rate Senior Notes) as of such retiemgate plus 50 basis points, over (b)
the principal amount of such Floating Rate Seniotey.
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The Floating Rate Senior Notes are subject to retiemat the option of Level 3 Financing in wholeim part, at any time or from time to
time, on or after February 15, 2009 at the redemnptrices (expressed as a percentage of prinaipaliat) set forth below, plus accrued and
unpaid interest thereon to the redemption daredéemed during the twelve months beginning FebriBy of the years indicated below:

Year Redemption Price

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

At any time or from time to time on or prior to Fahry 15, 2009, Level 3 Financing may redeem ugbth of the original aggregate princij
amount of the Floating Rate Senior Notes at a rediem price equal to 100.0% of the principal amooiithe Floating Rate Senior Notes so
redeemed, plus a premium equal to the interesorathe Floating Rate Senior Notes applicable erddte that notice of the redemption is
given, plus accrued and unpaid interest thereaan(f) to the redemption date (subject to the rijhtolders of record on the relevant record
date to receive interest due on the relevant istgr@yment date), with the net cash proceeds o to the capital of Level 3 Financing of
one or more private placements to persons otheréaffdiates of Level 3 or underwritten public offiegs of common stock of Level 3
resulting, in each case, in gross proceeds ofat 100 million in the aggregate; provided, howethat at least 65% of the original
aggregate principal amount of the Floating Rata@eiotes would remain outstanding immediately raff@ing effect to such redemption.
Any such redemption shall be made within 90 daysuch private placement or public offering uponlees than 30 nor more than 60 days’
prior notice.

9.25% Senior Notes Due 2014

On October 30, 2006 and December 28, 2006, LeMaet\&| 3 Financing and the initial purchasers ef #25% Senior Notes Due 2014
entered into a registration rights agreement ragaid the 9.25% Senior Notes Due 2014 pursuantiohwLevel 3 and Level 3 Financing
agreed to file an exchange offer registration stat& with the Securities and Exchange Commissibe. Company’s exchange offer
registration statement for these notes was deckfedtive by the Securities and Exchange CommissioMay 17, 2007 and the exchange
offer relating to these notes was subsequently tetegh As a result, Level 3 has met all requiremefithe registration rights agreement.

Debt Maturities

The Company’s contractual obligations at SepterBBe2007 related to debt, including capital leas®s$ excluding issue discounts and fair
value adjustments, will require estimated cash pasduring each of the five succeeding yearsefdhowing for the years ended
December 31: fourth quarter of 2007—$2 million; 206531 million; 2009—$366 million; 2010—$971 millipR011—%$631 million and
thereafter—%$4,856 million.

(12) Employee Benefit Plans

The Company recognized in loss from continuing apens a total of $24 million and $72 million ofmeash compensation for the three and
nine months ended September 30, 2007, respectivietyCompany recognized in loss from continuingrafiens a total of $18 million and
$52 million of non-cash compensation for the traad nine months ended September 30, 2006, resplgctin addition, included in
discontinued operations for the three and nine hwahded September 30, 2006, is non-cash compemsapense of less than $1 million
and $2 million, respectively.

During the second quarter of 2006, the October 20@bJanuary 2006 grants of Outperform Stock OtioisO”) units were revalued using
May 15, 2006 as the grant date, in accordance SRS No. 123R, and resulted in a $6 million incesi@msnon-cash compensation expense.
As stated in the Company’s proxy materials fo296 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 terroithe plan, however, the compensation committéerdgned that an ambiguity could exist
as to the date of the expiration of the plan. Troaee any ambiguity, the Board of Directors sougktdpproval of the Company’s
stockholders to amend the plan to extend the téiimeoplan by five years to September 25, 2010s Eipiproval was obtained at the 2006
Annual Meeting of Stockholders held on May 15, 2006
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The following table summarizes non-cash compensatigpense and capitalized non-cash compensatighddhree and nine months ended
September 30, 2007 and 2006.

Three Months Ended Nine Months Ended
September 30, September 30

(dollars in millions) 2007 2006 2007 2006
0SsOo $ 7% 10 $ 25 % 27
Restricted Stoc 10 4 25 14
401(k) Match Expens 7 5 23 14
401 (k) Discretionary Grant Plan — — — 1
24 19 73 56
Capitalized Non-cash Compensation — (1) (1) 2
24 18 72 54
Discontinued Operations — — — (2
$ 24 3 18 $ 72 3 52

Outperform Stock Options

The fair value of the OSO units granted is cal@daiy applying a modified Black-Scholes model with assumptions identified below. The
Company utilized a modified Black-Scholes model ttuthe additional variables required to calcuthieffect of the success multiplier of
the OSO program. The Company believes that givemelative short life of the options and the otveiables used in the model, the

modified Black-Scholes model provides a reasonasiienate of the fair value of the OSO units attifime of grant.
Nine Months Ended

September 30
2007 2006
S&P 500 Expected Dividend Yield Rate 1.7¢% 1.7¢%
Expected Life 3 year 3.4 year
S&P 500 Expected Volatility Ra 12% 12%
Level 3 Common Stock Expected Volatility Ri 55% 55%
Expected S&P 500 Correlation Fac .28 .28
Calculated Theoretical Valu 14€% 15%%
Estimated Forfeiture Ra 11.8t% 10.1%%

The fair value of each OSO grant equals the caledltheoretical value multiplied by the Level 3 esoon stock price on the grant date.

The expected life data was stratified based orndexeresponsibility within the Company prior to AL, 2007. The theoretical value used
was determined using the weighted average exdreisavior for these groups of employees. Volatdisgumptions were derived using
historical data as well as current market data.

As part of a comprehensive review of its long-te@mpensation program completed in the first quart&007, beginning on April 1, 2007,
OSO units are awarded monthly to employees inmméghagement level and higher positions, have a geaelife, will vest 100% on the thi
anniversary of the date of the award and will figéttle on that date. OSO units awarded beginnjmg A, 2007 are valued as of the first day
of each month. Recipients have no discretion orithieg to exercise OSO units granted on or afterilAl, 2007, thus the expected life of all
such OSO units is three years.

As a result of the longerm compensation review that was being complé€d&1) units were not awarded to participants dutirdfirst quarte
of 2007. During the second and third quarters &726he Company awarded 3.6 million OSO units tdigipants. As of September 30, 2007,
the Company had not reflected $28 million of unaimed compensation expense in its financial statés®r previously granted OSO units.
The weighted average period over which this coBth&irecognized is 2.37 years.

Transactions involving OSO units in the nine morghded September 30, 2007 are summarized in thelialmw. The Option Price per Unit
identified in the table below represents the ihitake price, as determined on the day prioh®®SO grant date for those grants.

27




Weighted

Weighted Average
Average Aggregate Remaining
Option Price Initial Intrinsic Contractual
Units Per Unit Strike Price Value Term
(in millions)
Balance January 1, 20I 15,285,49 $2.03- $6.6¢ $ 3.9 % 82.7 2.54 year
0OSC's grantec 3,607,75! $5.23-$6.1C $ 5.7¢
0SC's cancellec (504,567  $2.03-$6.6€ $ 5.02
0OSC's expirec (1,398,46)  $2.03- $6.6€ $ 5.4C
0SQO’s exercised (1,858,28)  $2.03-$5.3¢ $ 2.8¢
Balance September 30, 2007 15,131,94 $2.03-$6.1C $ 4.3 25.¢ 2.18 year
OSC's exercisable*vester’):
September 30, 20( 9,538,62. $2.03-$5.7C $ 3.6¢ $ 25.C 1.88 year

In the table above, the weighted average initiéestprice represents the values used to calcthat¢theoretical value of OSO units on the
grant date and the intrinsic value represents #hgevof OSO units that have outperformed the S&P®Bdex as of September 30, 2007.

The total realized value of OSO units exercisedHerthree and nine months ended September 30,289 approximately $4 million and $
million, respectively. The number of shares of LUe/stock issued upon exercise of an OSO unit gdrvésed upon the relative performanc

Level 3's stock price and the S&P 58@ndex between the initial grant date and exercige df the OSO unit.

At September 30, 2007, based on the Level 3 constank price and post-multiplier values, the Comparag obligated to issue 5.3 million
shares for vested and exercisable OSOs as thenpegeancrease in the Level 3 stock price exce#fizgercentage increase in the S&P 500

® Index for certain grants.
Restricted Stock and Units

Employees will continue to receive restricted stooks under the revised compensation program.rgutfie first nine months of 2007,
approximately 9.3 million restricted stock sharessstricted stock units were awarded to certaipleyees and noemployee members of 1
Board of Directors. The restricted stock units ahdres were granted to the recipients at no cestrigtions on transfer lapse over one to
year periods. The fair value of restricted stocksuand shares awarded in the first nine monttZ06f7 of $57 million was calculated using
value of Level 3 common stock on the grant dateiateing amortized over the restriction lapsequisiof the awards. As of September 30,
2007, the total compensation cost related to ndaede®stricted stock or restricted stock unitsymdtrecognized was $50 million, and the
weighted average period over which this cost walrbcognized is 2.99 years.

For the nine months ended September 30, 2007 htrgges in restricted stock and restricted stocts @me shown in the following table:

Weighted Average
Grant Date Fair Value

Number Per Share
Nonvested at December 31, 2( 19,450,72 $ 2.7¢€
Stock and units grante 9,321,52i 6.07
Lapse of restriction (6,868,55)) 2.67
Stock and units forfeited (1,723,20) 4.,0C
Nonvested at September 30, 2( 20,180,49 ¢ 4.21

The Weighted Average Grant Date Fair Value of retstd stock and restricted stock units grantedrdyutiie nine months ended Septembe
2007 and 2006 was $6.07 and $4.26 per share, tegdecThe total fair value of restricted stockdarestricted stock units for which
restrictions lapsed during the nine months endgde®gber 30, 2007 and 2006 were $18 million andriiléon, respectively.
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401(k) Plan

The Company and its subsidiaries offer their gieiemployees the opportunity to participate irefinged contribution retirement plan
qualifying under the provisions of Section 401(k}te Internal Revenue Code (“401(k) Plan”). Eaoipkoyee is eligible to contribute, on a
tax deferred basis, a portion of annual earningeiggly not to exceed $15,500 in 2007. The Compmaatches 100% of employee
contributions up to 7% of eligible earnings or apgble regulatory limits for employees of the conrmications businesses.

The Company’s matching contributions are made Wéthel 3 common stock based on the closing stoademn each pay date. The
Company’s matching contributions are made througjtsun the Level 3 Stock Fund, which representehaf Level 3 common stock. The
Level 3 Stock Fund is the mechanism that is usetiéeel 3 to make employer matching and other dloations to employees through the
Level 3 401(k) plan. Employees are not able to pase units in the Level 3 Stock Fund. Employeeshbleto diversify the Company’s
matching contribution as soon as it is made, ef/érey are not fully vested. The Company’s matchingtributions will vest ratably over the
first three years of service or over such shoréziog until the employee has completed three yeservice at such time the employee is
100% vested in all Company matching contributidfi'e Company made 401(k) Plan matching contributadr®’ million and $23 million fc
the three and nine months ended September 30, g8pectively, and $5 million and $14 million foetthree and nine months ended
September 30, 2006, respectively. The Company’stag contributions were recorded as selling, galreand administrative expenses.

The Company made a discretionary contribution €41 (k) plan in Level 3 common stock for the yeatled December 31, 2006 equal to
three percent of eligible employees’ earnings. 20@6 discretionary contribution was made into tpleyees’ 401(k) accounts during the
first quarter of 2007.

The Company merged the TelCove 401(k) plan assttghe Level 3 plan on January 2, 2007.

The Broadwing employees began contributing to teeel 3 plan on March 1, 2007. There were no matchash contributions for Broadwi
for the period of January 3, the date of acquisjttbrough March 1, 2007. The Broadwing plan asset® merged into the Level 3 plan on
March 1, 2007.

The CDN Business employees began contributinggd.#dvel 3 plan on January 23, 2007, the date aiiaitipn. The CDN Business did not
have a separate 401(k) plan and as a result ntsagfiebe merged into the Level 3 plan.

Non-qualified Stock Options and Warrants

The Company has not granted non-qualified stoclonpt(“NQSOs”) since 2000. As of September 30, 2@0MNQSOs previously granted
were fully vested and the compensation expensdaad fully recognized in the consolidated statemefbperations. At September 30,
2007, there were approximately 2.5 million NQSOsstanding with exercise prices ranging from $1768.00. The weighted average
exercise price of the NQSOs outstanding was $&. 8&ptember 30, 2007.

In connection with the acquisition of Broadwingpagximately 4 million previously issued Broadwin@msants were convertible into
approximately 5 million shares of Level 3 commancktat a weighted average exercise price of $5¢r&lipare of Level 3 common stock.
During the first quarter of 2007, approximately Blion of the Broadwing warrants were exercisegtwchase approximately 4 million sha
of Level 3 common stock and resulted in proceedeédCompany totaling approximately $23 million. éfsSeptember 30, 2007,
approximately 700,000 Broadwing warrants remairstaunding and are convertible into approximatelyillion shares of Level 3 common
stock at a weighted average exercise price of $3e8&hare.

(13) Income Taxes

The Company adopted the provisions of FIN No. 48amuary 1, 2007. The adoption of FIN No. 48 ditaftect the Company’s liability for
unrecognized tax benefits as no new uncertain éakipns were recognized. The Companlability for unrecognized tax benefits totaleth
million and $18 million at September 30, 2007 aaduhry 1, 2007, respectively. During the first ninenths of 2007, the Company increa
the liability for unrecognized tax benefits by $8lion to reflect liabilities for unrecognized tdenefits related to acquired companies and
decreased the liability by $6
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million for the recognition of tax benefits andatdd accrued interest and penalties related tamsdtvorably settled during the period.

The Company or at least one of its subsidiaries fitcome tax returns in the U.S. federal jurisdicaind various states and foreign
jurisdictions. With few exceptions, the Companwydslonger subject to U.S. federal, state and laahor-U.S. income tax examinations by
tax authorities for years before 1999. The InteReenue Service commenced an examination of thep@oy’s U.S. income tax returns for
1999 through 2001. The audit is currently in thpesds process and a resolution is possible wittemext 9 months. The Company does not
expect that any settlement or payment that maytrizemn the audit will have a material effect oret@ompany’s results of operations or cash
flows.

The Company recognizes accrued interest and pesadtiated to unrecognized tax benefits in incaareskpense on the consolidated
statements of operations. The Company recognizittions in accrued interest and penalties of $liomiduring both the three and nine
months ended September 30, 2007, respectivelyresult of matters favorably settled during thequekrThe Company recognized reductions
in accrued interest and penalties of $2 million &fdnillion during the three and nine months en8edtember 30, 2006, respectively, as a
result of matters favorably settled during the @eriThe Company’s liability for unrecognized tanb#ts includes approximately $8 million
of accrued interest and penalties at Septembe2@X¥, and January 1, 2007.

Included in the balance at September 30, 2007 amdaly 1, 2007,respectively, is $3 million and $illiom of tax positions related to recen
acquired companies, the disallowance of which waiffleict the valuation of the assets and or liabgicquired and therefore would not ai
the annual effective income tax rate. The Compamsdot expect the liability for unrecognized taxéfits will change significantly during
the next twelve months ended September 30, 2008 \er, actual changes in the liability for unredagd tax benefits could be different
than currently expected.

(14) Industry and Geographic Data

SFAS No. 131 “Disclosures about Segments of anrrise and Related Information” defines operatiagmnsents as components of an
enterprise for which separate financial informat®available and which is evaluated regularly i,y Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Opesatiments are managed separately
and represent separate business units that offeredit products and serve different markets. Then@any’s current reportable segments
include: communications and coal mining (See Ngt&ther primarily includes corporate assets argttogad not attributable to a specific
segment. In the third quarter of 2006, the Compatited the information services business as atretie sale of Software Spectrum.
Segment information has been revised due to réfitadion of the information services businessesliasontinued operations in the
consolidated financial statements (See Note 3).

Effective January 1, 2007, the Company has reftectsh, cash equivalents and marketable securititbe respective segments which hold
the related cash, cash equivalents and marketableites. Prior year balances have been recladdifi conform to the current period
presentation.

Adjusted EBITDA , as defined by the Company, isinebme (loss) from the consolidated condenseésiiits of operations before (1) gain
(loss) from discontinued operations, (2) income&axX3) total other income (expense), (4) non-aaglairment charges included within
restructuring and impairment charges as reportéldarconsolidated statements of operations, (S)edétion and amortization and (6) non-
cash stock compensation expense included withiimgebeneral and administrative expenses on tinsaalated statements of operations.

Adjusted EBITDA is not a measurement under accagrprinciples generally accepted in the Unitedestaind may not be used by other
companies. Management believes that Adjusted EBITPdn important part of the Company’s internalorgpg and is a key measure used
by Management to evaluate profitability and opagperformance of the Company and to make resali@meation decisions. Management
believes such measures are especially importamtapital-intensive industry such as telecommuitinat Management also uses Adjusted
EBITDA to compare the Company’s performance to tifats competitors. Management uses Adjusted EB{T®eliminate certain non-cash
and non-operating items in order to consistentlasnee from period to period its ability to fund itapexpenditures, fund growth, service
debt and determine bonuses.

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedahsenmn-cash nature of these
items. Adjusted EBITDA also excludes interest inegimterest expense, income taxes and gain (loss) o
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extinguishment of debt because these items areiatsw with the Company’s capitalization and taxaures. Adjusted EBITDA also
excludes depreciation and amortization expenseusedhese non-cash expenses reflect the impaapdatinvestments which management
believes should be evaluated through cash flow oreasAdjusted EBITDA excludes total other incoregpense) because these items an
related to the primary operations of the Company.

There are limitations to using non-GAAP financiaasures, including the difficulty associated witimparing companies that use similar
performance measures whose calculations may ditier the Company’s calculations. Additionally, tfiisancial measure does not include
certain significant items such as interest incoimerest expense, income taxes, depreciation amdt@ation, non-cash impairment charges,
non-cash stock compensation expense, gain (lossity extinguishment of debt and net other incé¢expense). Adjusted EBITDA should
not be considered a substitute for other measdr@samcial performance reported in accordance V@HAP.

The data presented in the following tables includé&smation for the three and nine months endeateSeber 30, 2007 and 2006 for all
statement of operations and cash flow informati@sented, and as of September 30, 2007 and Dec&hp2006 for all balance sheet
information presented. Information related to thgquared businesses is included from their respe@aquisition dates. Revenue and the
related expenses are attributed to countries bas@there services are provided.

Industry and geographic segment financial infororafollows. Certain prior year information has beealassified to conform to the 2007
presentation.
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Three Months Ended September 30, 20C
Revenue

North America

Europe

Adjusted EBITDA:
North America
Europe

Capital Expenditures
North America
Europe

Depreciation and Amortizatiol
North America
Europe

Nine Months Ended September 30, 20C
Revenue

North America

Europe

Adjusted EBITDA:
North America
Europe

Capital Expenditures
North America
Europe

Depreciation and Amortizatiol
North America
Europe

Coal

Communications Mining Total
(dollars in millions)
$ 97¢ $ 18 $ — $ 994
67 — — 67
$ 1,04: $ 18 $ — $ 1,061
$ 19¢ $ 2 $ )
19 — —
$ 21 $ 2 $ @)
$ 13¢ $ 2 3 — $ 13¢
17 — — 17
$ 158 $ 2 $ — $ 15E
$ 226 $ 2 $ — $ 23C
19 — — 19
$ 247 $ 2 $ — $ 24¢
$ 293¢ $ 54 $ — $ 2,981
182 — — 182
$ 3,11F 54 $ — $ 3,16¢
$ 52¢ $ 4 $ ®
48 — —
$ 577 $ 4 3 )
$ 43¢ $ 2 $ — $ 43¢
42 — — 42
$ 47¢ $ 2 $ — $ 48C
$ 65¢ $ 5 % — $ 663
54 — — 54
$ 71z % 5 % — $ 717
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Three Months Ended September 30, 20C
Revenue

North America

Europe

Adjusted EBITDA:
North America
Europe

Capital Expenditures
North America
Europe

Depreciation and Amortizatiol
North America
Europe

Nine Months Ended September 30, 20C
Revenue

North America

Europe

Adjusted EBITDA:
North America
Europe

Capital Expenditures
North America
Europe

Depreciation and Amortizatiol
North America
Europe

Coal

Communications Mining Other Total
(dollars in millions)
$ 80¢ $ 17 $ — $ 82¢
49 — — 48
$ 85¢ $ 17 $ — $ 87¢
$ 166 $ 3 $ €
6 — —
$ 174 $ 3 $ (D)
$ 10¢ $ — % — $ 10¢
11 — — 11
$ 12C $ — $ — 3 12C
$ 164 $ 1 % — $ 165
17 — — 17
$ 181 $ 1 3 — $ 182
$ 2,34t % 51 $ — $ 2,39¢
13€ — — 13¢€
$ 2,481 $ 51 $ — $ 2,532
$ 461 $ 6 $ 4)
30 — —
$ 491 $ 6 $ @)
$ 221 $ 1 3 — $ 222
29 — — 28
$ 25C $ 1 $ — $ 251
$ 474 $ 3 $ — % 471
56 — — 56
$ 53C $ 3 $ — $ 584
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Coal
Communications Mining Other Total
(dollars in millions)

| dentifiable Assets
September 30, 2007

North America $ 9,271 $ 115 $ 12 $ 9,39¢
Europe 91€ — — 91€
$ 10,187 $ 115 $ 12 $ 10,31+«
December 31, 2006
North America $ 9,04 $ 127 $ 18 $ 9,18¢
Europe 80€ — — 80¢€
$ 9,84¢ $ 127 $ 18 $ 9,99/
Long-Lived Assets (excluding Goodwill)
September 30, 2007
North America $ 6,84z $ 75 $ — 3 6,917
Europe 807 — — 807
$ 7,64¢ $ 75 $ — 3 7,724
December 31, 2006
North America $ 6,362 $ 88 $ — 3 6,45(
Europe 747 — — 747
$ 7,10¢ $ 88 $ — 3 7,197
Goodwill
September 30, 2007
North America $ 1,292 $ — 3 — 3 1,29:
Europe 30 — — 30
$ 1,322 % — 3 — 3 1,322
December 31, 2006
North America $ 40¢ % — 3 — 3 40¢
Europe — — — —
$ 406 % — 3 — 3 40¢

Communications revenue is grouped into three matiegories: 1) Core Communications Services (inolyidiansport and infrastructure
services, wholesale IP and data services, voicécesrand Level 3 Vyvx services) 2) Other Commutidces Services (including managed
modem and its related reciprocal compensation egacly managed IP services), and 3) SBC Contracicgsr
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Services

SBC
Contact
Core Other Services Total
(dollars in millions)

Communications Revenue
Three Months Ended September 30, 2007

North America $ 84z $ 63 $ 71 % 97€
Europe 67 — — 67
$ 90¢ $ 63 $ 71 $ 1,04

Nine Months Ended September 30, 2007
North America $ 2,481 $ 21€ $ 23C $ 2,93¢
Europe 18C 2 — 182
$ 2,661 $ 21 $ 23C $ 3,11¢

Three Months Ended September 30, 2006

North America $ 49€ $ 10€ $ 207 $ 80¢
Europe 48 1 — 49
$ 544 $ 107 $ 207 $ 85¢

Nine Months Ended September 30, 2006
North America $ 1,221 $ 347 $ 777 $ 2,34¢
Europe 132 3 — 13€
$ 1,35¢ $ 35C $ 771 $ 2,481

In the third quarter of 2006, Level 3 announcedfthieation of four customefiacing groups to better serve the changing needssibmers i
growing markets and drive growth across the orgdiun:

* The Wholesale Markets Group services the commuoitaheeds of large national and global serviceigess, including
carriers, cable companies, wireless companiesyaicé service providers. These customers typidatggrate Level 3 services
into their own products and services to offer titlend user customers. Revenue from the Wholdsatkets Group represent
56% and 57% of Core Communications revenue fothtee and nine months ended September 30, 20Q&atagely.

* The Business Markets Group targets enterprise gustand regional carriers who value a local, psitmal sales force.
Specific customer markets include small, mediund, lange businesses, local and regional carrieste sind local government
entities, and higher education institutions. Reweftam the Business Markets Group represented 2826k Communications
revenue for both the three and nine months endpté®der 30, 2007.

*  The Content Markets Group focuses on serving magibcontent companies with large and growing badthneeds.
Customers in this market include video distributtmmpanies, providers of gaming, mega-portalsysott service providers,
social networking providers, as well as more tiaddl media distribution companies such as broadcagelevision networks
and sports leagues. Revenue from the Content Maetup represented 11% and 10% of Core Commuainsatevenue in the
three and nine months ended September 30, 20@p&ateeely.

* The European Markets Group serves large Europeasuaters of bandwidth, including the largest Europsad international
carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers, and
government and education sectors. Revenue frofBuhgpean Markets Group represented 7% of Core Canuations revenue
in both the three and nine months ended Septenth&087.

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 is supportéldebgedicated sales, marketing and product devedapm
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resources required to increase revenue in thesenkeets. Beginning in the fourth quarter of 208ach of the customer facing groups wil
supported by centrally managed service delivenyise management and customer facing operationggto

The majority of North American revenue consistservices delivered within the United States. Thé¢onitg of European revenue consists of
services delivered within the United Kingdom, bisbancludes France and Germany. Transoceanic vevisrallocated to Europe.

The following information provides a reconciliatiohNet Income (Loss) to Adjusted EBITDA by openatisegment, as defined by the
Company, for the three and nine months ended Sérted®, 2007 and 2006:

Three Months Ended September 30, 2007

Net Income (Loss

Income Tax Provision (Benefi

Total Other (Income) Expen:
Non-Cash Impairment Char
Depreciation and Amortization Exper
Non-Cash Compensation Expense
Adjusted EBITDA

Nine Months Ended September 30, 2007

Net Income (Loss

Income Tax Provision (Benefi

Total Other (Income) Expen:
Non-Cash Impairment Char
Depreciation and Amortization Exper
Non-Cash Compensation Expense
Adjusted EBITDA

Three Months Ended September 30, 2006

Net Income (Loss

Income from Discontinued Operatio
Income Tax Provision (Benefi

Total Other (Income) Expen:
Non-Cash Impairment Char
Depreciation and Amortization Exper
Non-Cash Compensation Expense
Adjusted EBITDA

Communications

Coal Mining Other

$

(dollars in millions)

(17¢) $
2

12C

247
24

21§

@

Communications

Coal Mining Other

$

(dollars in millions)

(1,029 $
3

818
1
712
72

@ $
1

577 $

all o |

Communications

Coal Mining Other

Discontinued
Information
Services

$

167) $

1
14C
1
181
18

(dollars in millions)

2 $

$ 25
(25)

174 $

wll w1
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Nine Months Ended September 30, 2006

Discontinued

Information
Communications Coal Mining Other Services
(dollars in millions)

Net Income (Loss $ (557) $ 3 3 13 46
Income from Discontinued Operatio — — — (46)
Income Tax Provision (Benefi — — 2 —
Total Other (Income) Expen: 45¢ — 3 —
Non-Cash Impairment Char 8 — — —
Depreciation and Amortization Exper 53C 3 — —
Non-Cash Compensation Expense 52 — — —
Adjusted EBITDA $ 491 $ 6 $ 4 $ —

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

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

Communications, LLC, et al ., a purported class action covering 22 statesq fih state court in Madison County, lllinois. yJ2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc., et. al ., a purported two state class action filed inh®. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fog state of Idaho. In September 2002, Level
3 Communications, LLC and Williams CommunicatioblsC were named as defendantsSmith et. al. v. Sprint Communications Company,

L.P., etal., a purported nationwide class action filed in theted States District Court for the Northern Didtof Illinois. In April 2005, the
Smith plaintiffs filed a Fourth Amended Complainhieh did not include Level 3 or Williams Communiicais, Inc. as a party, thus ending
both companies’ involvement in the Smith case. @br&ary 17, 2005, Level 3 Communications, LLC aritli®ths Communications, LLC
were named as defendantdMeDaniel, et. al., v. Qwest Communications Corporation, et al ., a purported class action covering 10 stated file
in the United States District Court for the North@istrict of lllinois. These actions involve therapanies’ right to install its fiber optic cable
network in easements and right-of-ways crossingthimtiffs’ land. In general, the companies obgairthe rights to construct their networks
from railroads, utilities, and others, and haveahead their networks along the rights-of-way sarged. Plaintiffs in the purported class
actions assert that they are the owners of landswkiich the companies’ fiber optic cable netwgkss, and that the railroads, utilities, and
others who granted the companies the right to cectsand maintain their networks did not have #rgal authority to do so. The complaints
seek damages on theories of trespass, unjust ereithand slander of title and property, as wepasitive damages. The companies have
also received, and may in the future receive, daamd demands related to rights-of-way issuesairnalthe issues in these cases that may be
based on similar or different legal theories. Ttedather than as noted above, all adjudicatednatieto have class action status granted on
complaints filed against the companies or any eirtbubsidiaries involving claims and demands eelab 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.

Broadwing Class Action

Between May 7, 2001 and June 15, 2001, nine petatass action lawsuits were filed in the Unitedt&t District Court for the Southern
District of New York against several hundred undéews and issuers, including Corvis Corporatioowrknown as Broadwing Corporation,
which was acquired by the Company on January 37200 the complaints, the plaintiffs allege thahen Corvis had its initial public
offering in July 2000, the relevant registratioatsient and prospectus contained material misrepi@ions and/or omissions in that those
documents did not disclose (1) that certain ofuthéerwriters had solicited and received undiscldsed and commissions and other
economic benefits from some investors in connectiith the distribution of the Corvis common stoakthe initial public offering, and

(2) that certain of the underwriters had enteread amrangements with some investors that were degitp distort and/or inflate the market
price for the Corvis common stock in the aftermafkéiowing the initial public offering. The plaiifts asked the court to award rescission
damages, attorneys’ fees, and interest, all inmspecified amount.
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The company believes that it has meritorious defens the plantiffs’ allegations and will vigoroysissert those defenses. Broadwing's
insurer has undertaken a significant role in thfeme of the litigation and has been paying thésaoisthe defense of the litigation since June
2003. While discovery is on-going, the insurancempany defending Broadwing, together with other iessirepresenting other defendants,
have engaged in settlement discussions with thetifa. The Company anticipates that the costhtigfation will continue to be paid by
Broadwing’s insurer, as will the payment of anytlsetent or judgment (if the matter is ever tried).

In rulings issued by the Second Circuit Court opagls in December 2006 and April 2007, the pldsitjgutative classes were de-certified.

Based upon the undertakings by Broadwing's ins@®ryell as the recent positive developments irctise, the Company continues to
believe that the resolution of this matter will matve a material effect on the Company’s finanoaldition or future results of operations.

Other Litigation

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

Letters of Credit

It is customary in Level 3's industries to use was financial instruments in the normal courseusiess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Z&ccordance with specified terms and
conditions. As of September 30, 2007, Level 3 hatdtanding letters of credit of approximately $3ilion, which are collateralized by cash
and which are reflected on the consolidated balaheet as restricted cash.

(16) Condensed Consolidating Financial Information

As discussed in Note 11, Level 3 Financing hasidsenior notes as described below:

* In October 2003, Level 3 Financing issued $500iamlbf 10.75% Senior Notes due 2011. The 10.75%d8&otes were
registered with the Securities and Exchange Coniomiss 2005. The Company repurchased $497 milliothe 10.75% notes
2006.

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

* In April 2006, Level 3 Financing issued an addiab$i300 million of 12.25% Senior Notes due 2013.

* In October 2006, Level 3 Financing issued $600iamlbf 9.25% Senior Notes due 2014 and in Decerb@6 issued an
additional $650 million of 9.25% Senior Notes d@d 2.

* In February 2007, Level 3 Financing issued $700ionilof 8.75% Senior Notes due 2017 and $300 nmild Floating Rate
Senior Notes due 2015.

The notes discussed above are unsecured obligatidreel 3 Financing; however, they are fully amttonditionally guaranteed on an
unsecured senior basis by Level 3 Communicatiows,dnd Level 3 Communications, LLC.

In addition, Level 3 Financing’s 12.25% Senior Notiele 2013, Floating Rate Senior Notes due 20d B&5% Senior Notes due 2014 are
guaranteed by Broadwing Financial Services, Inahally owned subsidiary of Level 3 Communicatiolms;. As a result of this guarantee,
the Company has included Broadwing Financial Sessitnc. in the condensed consolidating finanafrimation below.

In conjunction with the registration of the 10.73nior Notes, Floating Rate Senior Notes due 202.25% Senior Notes due 2013, 9.25%
Senior Notes due 2014, 8.75% Senior Notes due a0d Floating Rate Senior Notes due 2015 the
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accompanying condensed consolidating financiarmédion has been prepared and presented pursugQdregulation S-X Rule 3-10
“Financial statements of guarantors and affiliath®se securities collateralize an issue registerdxing registered.”

Condensed Consolidating Statements of Operatiarthdéathree and nine months ended September 37, &@D2006 follow. Level 3
Communications, LLC leases equipment and certaitiitfas from other wholly owned subsidiaries oflsd 3 Communications, Inc. These
transactions are eliminated in the consolidatedlt®sf the Company.
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Revenue

Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati'
Restructuring and Impairment Char¢
Total Costs and Expens

Operating Income (Los!

Other Income (Loss), ne

Interest Income

Interest Expens

Interest Income (Expens
Affiliates, net

Equity in Net Earnings (Losse
of Subsidiaries

Other Income (Expens:

Other Income (Loss

Income (Loss) from Continuin
Operations Before Income Tax

Income Tax Benefi

Income (Loss) from Continuing Operatic

Income (Loss) from Discontinue
Operations
Net Income (Loss

Condensed Consolidating Statements of Operatiot

For the three months ended September 30, 2007

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

$ — 3 — $ 357 $ — $ 746 $ 42) $ 1,061
— — 13€ — 357 (39 454
— — 86 — 162 — 24¢
— — 331 — 87 ®3 41F
— — 1 — — — 1
— — 554 — 607 (42) 1,11¢
— — (197 — 13¢ — (58)
— 1 10 — 1 — 12
(39 (96) — — (©) — (139)
18¢ 251 (45€) — 16 — —
(323) (479) 121 — — 681 —
(1) = 2 = 5 = 6
(179 (329) (329 — 19 681 (120
(174 (329) (520) — 15¢ 681 179
— — — — 4 — 4
(174 (329) (520) — 162 681 a74
$ (179 $ (329 $ (520) $ — $ 16z $ 681 $ (174
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Revenue

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

Operating Income (Los!

Other Income (Loss), ne
Interest Income
Interest Expens
Interest Income (Expense) Affiliates, 1
Equity in Net Earnings (Losse
of Subsidiaries
Other Income (Expens:
Other Income (Loss

Income (Loss) from Continuin
Operations Before Income Tax

Income Tax Benefi
Income (Loss) from Continuing Operatic

Income (Loss) from Discontinue
Operations
Net Income (Loss

Condensed Consolidating Statements of Operatiot

For the nine months ended September 30, 2007

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

$ — $ — $ 1,057 $ $ 2,22¢ $ (149 $ 3,16¢
— — 408 — 1,07¢ (110) 1,374
— — 25€ — 461 — 717
2 — 99¢ 27 29z (39) 1,28
— — 6 — 1 — 7
2 — 1,663 27 1,83 (144) 3,381
@) — (60€) — 39¢€ — (212)
1 1 37 — 6 — 45
(162) (270 — (1) (8) — (441)
58¢ 728 (1,369 — 47 — —
(1,049) (1,477) 344 — — 2,182 —
(400) (28) 6 — 5 — (417)
(1,027 (1,049 (9749 (1) 5C 2,182 (819
(1,029 (1,049 (1,580 [€)) 44¢€ 2,182 (1,025
— — — — 2 — 2
(1,029 (1,049 (1,580 @ 44¢ 2,182 (1,029
$ (1,029 $ (1,049 $ (1,580 $ [OF 44t $ 2,18: $ (1,029)
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Condensed Consolidating Statements of Operatiot
For the three months ended September 30, 2006

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
Revenue $ — $ — % 32C $ 597 $ 42) $ 87t
Costs and Expense
Cost of Revenu — — 12C 302 (4C) 382
Depreciation and Amortizatic — — 76 10€ — 182
Selling, General and Administrati 2 — 203 131 2 334
Restructuring and Impairment
Charges — — 2 — — 2
Total Costs and Expenses 2 — 401 53¢ (42) 90C
Operating Income (Loss) 2 — (81) 58 — (25
Other Income (Loss), ne
Interest Income 4 1 12 2 — 19
Interest Expens (207) (5)1) — 3 — (262)
Interest Income
(Expense) Affiliates, ne 21¢ 167 (399 13 — —
Equity in Net Earnings (Losses)
of Subsidiarie: (25)) (36€) 40 — 57¢ —
Other Income (Expense) (@) — 1 2 — 2
Other Income (Loss) (136) (257) (346 14 57¢ (140
Income (Loss) from Continuing
Operations Before Income Tax (139) (25)1) (427) 72 57¢ (165)
Income Tax Expense — — — 2 —
Income (Loss) from Continuing
Operations (13§ (251) (427) 74 57¢ (163
Income from Discontinued Operatiol — — — 25 — 5
Net Income (Loss $ (13¢) $ (251) $ (427 $ 99 $ 57¢ $ (13¢)

42




Condensed Consolidating Statements of Operatiot

For the nine months ended September 30, 2006

Revenue $
Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati
Restructuring and Impairment
Charges

Total Costs and Expenses

Operating Income (Loss)
Other Income (Loss), ne
Interest Income¢
Interest Expens
Interest Income
(Expense) Affiliates, ne
Equity in Net Earnings (Losses)
of Subsidiarie:
Other Income (Expense)

Other Income (Loss)

Income (Loss) from Continuing
Operations Before Income Tax
Income Tax (Expense) Benefit

Income (Loss) from Continuing
Operations
Income from Discontinued Operatiol

Net Income (Loss $

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
— $ — $ 962 $ 1,72 $ (152) $ 2,532
— — 391 94€ (244 1,19
— — 26€ 26t — 532
— 587 30¢ @ 892
— — 9 4 — 13
4 — 1,25¢ 1,524 (157) 2,632
(4) — (292 19¢€ — (200)
13 1 25 5 — 44
(329 (14€) — (6) — (481)
64€ 491 (1,166 29 — —
(860) (1,152 141 — 1,871 —
27 (54) 3 6 — (19
(503 (860) (997 34 1,871 (455)
(507) (860) (1,289 23C 1,871 (55%)
— — — 2 — 2
(507) (860) (1,289 23z 1,871 (559
— — — 46 — 46
(507) $ (860) $ (1,289 $ 27¢ $ 1,871 $ (507)
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Condensed Consolidating Balance Sheets as of Skete88, 2007 and December 31, 2006 follow:

Assets
Current Assets
Cash and cash equivale
Marketable securitie
Restricted cash and securit
Accounts receivable, n
Due from (to) affiliates
Other
Total Current Asset
Property, Plant and Equipment, |
Restricted Cash and Securit
Goodwill and Other Intangibles, n
Investment in Subsidiarie
Other Assets, n¢

Total Asset:

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

Long-Term Debt, less current portit
Deferred Revenu

Other Liabilities

Stockholder’ Equity (Deficit)

Total Liabilities and Stockholde’ Equity
(Deficit)

Condensed Consolidating Balance Sheets
September 30, 2007

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

$ — $ 26 $ 53¢ $ — $ 78 $ — $ 64z
53 — — — 2 — 55
— — 18 — 9 — 27
— — 114 — 324 — 43¢
10,36( 8,38t (20,36¢€) 20 1,601 — —
8 8 41 — 48 — 10€
10,42: 8,41¢ (19,65%) 20 2,06 — 1,26¢
— — 3,25¢ — 3,45: — 6,70¢
18 — — — 7€ — 94
— — 15€ — 1,96( — 2,11€
(6,687) (10,860 4,39( — — 13,15: —
18 61 17 — 31 — 127
$ 3,77¢ $ (2,380 $ (11,83¢) $ 20 $ 758: $ 13,15: $ 10,31+«
$ — $ — $ 16z $ — $ 23t $ — $ 39t
25 — — 1 5 — 31
— — 71 — 6 — 77
25 85 — — 1 — 111
— — 86 — 64 — 15C
— 1 60 — 11C — 171
5C 86 37¢ 1 41¢ — 93t
2,51( 4,217 — 20 8€ — 6,83
— — 654 — 12¢ — 78C
3€ — 20¢ — 344 — 58¢
1,17¢ (6,682) (13,079 )] 6,60¢ 13,15: 1,17¢
$ 3,77¢ $ (2,380 $ (11,836 $ 20 $ 758: $ 13,157 $ 10,31
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Condensed Consolidating Balance Sheets
December 31, 2006

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

Assets
Current Assets

Cash and cash equivale $ 15 $ 12 $ 159 $ 62 $ — $ 1,681

Marketable securitie 23t — — — — 23t

Restricted cash and securit — — 31 15 — 46

Accounts receivable, n — — 97 22¢ — 32€

Due from (to) affiliates 11,18 6,432 (18,63) 1,01¢€ — —

Other 17 6 41 37 — 101
Total Current Assets 11,45( 6,45( (16,870 1,35¢ — 2,38¢
Property, Plant and Equipment, | — — 3,26¢ 3,20( — 6,46¢
Restricted Cash and Securit 17 — — 73 — 90
Goodwill and Other Intangibles, n — — 44 87¢ — 91¢
Investment in Subsidiarie (6,419 (20,170 2,63¢ — 13,95( —
Other Assets, net 43 41 12 32 — 12¢€
Total Assets $ 5091 $ (3,679 $ (10,90) $ 553¢ $ 1395( $ 9,99/
Liabilities and Stockholders’ Equity

(Deficit)
Current Liabilities:

Accounts payabl $ — 8 1 $ 16C $ 23C $ — 8 391

Current portion of lon-term debt — — — 5 — 5

Accrued payroll and employee bene — — 59 33 — 92

Accrued interes 93 49 — 1 — 142

Deferred revenu — — 84 44 — 12¢

Other 1 2 56 97 — 15€
Total Current Liabilities 94 52 35¢ 41C — 91t
Long-Term Debt, less current portit 4,581 2,68¢ — 88 — 7,351
Deferred Revenu — — 642 12t — 767
Other Liabilities 42 — 19¢ 34C — 581
Stockholders’ Equity (Deficit) 374 (6,419 (12,10 4,57¢ 13,95( 374
Total Liabilities and Stockholders’ Equity

(Deficit) 5091 $ (3,679 $ (10,90) $ 553¢ $ 13,95( $ 9,99/
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Condensed Consolidating Statements of Cash Flomteéonine months ended September 30, 2007 andf200%:

Condensed Consolidating Statements of Cash Flows
For the nine months ended September 30, 2007
(unaudited)

Broadwing
Level 3 Level 3 Level 3 Financial
Communications, Financing, Communications, Services, Other
Inc. Inc. LLC Inc. Subsidiaries Eliminations

Total

(dollars in millions)
Net Cash Provided by (Usi

in) Operating Activities $ (202) $ 221y $ (20¢) $ a4 $ 682 $ o

Cash Flows from Investing
Activities:
Proceeds from sale and
maturity of marketable

securities 23t — — — 53 —

Decrease (increase) in
restricted cash and

securities — — 2 — 13 —
Capital expenditure — — (203 — 277) —

Acquisitions, net of cash

acquirec — — (88E) — 217 —

Proceeds from sale of
property, plant and
equipment and other

assets — — 2 — 2 —

37

28¢

15
(480)

(66€)

Net Cash Provided kt
(Used in) Investing

Activities 23E = (1,089 = 8 =

Cash Flows from
Financing Activities:
Long-term debt

borrowings, net of

issuance cos! — 2,34¢ _ _ _ _

Payments and repurchase

long-term debi (1,619 (887) — — (110) —

Proceeds from
warrants and stock-based

compensation plar 26 — — — — _

Increase (decrease) due

from affiliates, ne 1,54k (1,227) 23€ 14 (56€) —

(841)

2,34¢

(2,616)

26

Net Cash Provided kt
(Used in) Financing

Activities (48) 23t 236 14 (679 —

Net Cash Used in Discontinu

Operations — — — — — —

Effect of Exchange
Rates on Cash and Cash

Equivalents — — 2 — 4 —

(241)

Net Change in Cash and Cs

Equivalents (15) 14 (1,059 — 16 —

Cash and Cash Equivalents

at Beginning of Perio 15 12 1,59z — 62 —

Cash and Cash Equivalents

at End of Periot $ — 3 26 $ 53¢ $ —  $ 78 $ —
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Condensed Consolidating Statements of Cash Flows
For the nine months ended September 30, 2006

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

(dollars in millions)
Net Cash Provided by (Used in) Operat
Activities of Continuing Operatior $ (299 % (129) $ 36E 3 49 % — 3 10¢
Cash Flows from Investing Activitie
Proceeds from sale and

maturity of marketable securiti — 5 — — — 5
Purchases of marketable securi — — (98) — — (98)
Decrease (increase) in

restricted cash and securit 1 2 (20 (14 — (22)
Capital expenditure — — (110 (147 — (257)
Acquisition, net of cash acquirt — — (75¢) 12 — (74¢€)
Proceeds from sale of discontinued

operations, net of cash sc — — — 31C — 31C
Distributions from discontinued

operations, ne — — — 18 — 18
Proceeds from sale of property,

plant and equipment and other as: — — 5 — — 5

Net Cash Provided by (Used in) Invest

Activities 1 7 (977) 18t — (77¢)
Cash Flows from Financing Activitie

Long-term debt borrowings,

net of issuance cos 32¢ 681 — — — 1,00%
Payments and repurchases of long-term

debt (512 (59 — 2 — (567)
Equity offering 543 — — — — 543
Increase (decrease) due from affiliates,

net (89 (513 1,30¢ (70€6) — —

Net Cash Provided by (Used in) Financ

Activities 26¢ 11F 1,30¢ (70¢) — 98:
Net Cash Used in Discontinued Operati — — — (43 — (43
Effect of Exchange Rates on

Cash and Cash Equivalel — — 10 (2 — 8
Net Change in Cash and Cash Equival (24) (7 38z (73) — 27¢
Cash and Cash Equivalents at Beginnir

of Period (includes cash of discontint

operations, 37 8 27t 132 — 452
Cash and Cash Equivalents at End of

Period $ 13 $ 1 $ 65¢ $ 59 $ — $ 731

(17) Subsequent Events

Partial Sale of Investment in Infinera

On November 5, 2007, the Company sold approxima&@% of its investment in Infinera as part of as@tary equity offering completed by
Infinera. The realized gain on the sale totalingragimately $36 million will be recognized in theurth quarter of 2007. Following the sale,

the Company continues to classify the remaining&tment in Infinera as
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available for sale. In connection with the salsludres in Infinera’s secondary offering, Level 8eed into a “lock-up” agreement with the
underwriters in the transaction which providesdaestriction on the Company’s ability to sell teenaining investment until January 28,
2008.
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Item 2. Management’s Discussion and Analysis &inancial Condition and Results of Operations

The following discussion should be read in conjiorctvith the Level 3 Communications, Inc. and itbsidiaries (“Level 3” or the
“Company”) consolidated financial statements (idahg the notes thereto), included elsewhere heneththe Form 10-K for the year ended
December 31, 2006 filed with the Securities andiange Commission.

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

10-K for the year ended December 31, 2006 filedh whie Securities and Exchange Commission and I#&in this Form 10-Q.

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

Communications Services

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

The Company separates its communication serviteghtinee categories:
¢ Core Communications Services
e Other Communications Services

. SBC Contract Services

Each category of revenue is in a different phagbekervice life cycle, requiring different levelsinvestment and focus and providing
different contributions to the CompasyCommunications Adjusted EBITDA. Management oféle/believes that growth in revenue fromr
Core Communications Services is critical to thegkterm success of its communications businesshésame time, the Company believes it
must continue to manage effectively the positivehddows from its SBC Contract Services and itseDthiommunications Services including
the Company’s mature managed modem business arataited reciprocal compensation. The Core Comnatioics Services group includes
transport and infrastructure, IP and data serviogise and Level 3 Vyvx video and advertising disition services. The Other
Communications Services group includes managed maaha related reciprocal compensation and the Yegamaged IP service business.
The SBC Contract Services product group includethalrevenue related to the SBC Master Servicagétgent contract, which was obtail
in the December 23, 2005 acquisition of WilTel Coamications Group, LLC (“WilTel").

The Company'’s transport and infrastructure serviicelside metropolitan and intercity wavelengthsygie line, ethernet private line, dark
fiber, colocation services, professional serviaes thansoceanic services. Growth in transport afrdstructure revenue is largely dependent
on increased demand for bandwidth services andiadmicapital of companies requiring communicaticagacity for their own use or in
providing capacity as a service provider to thestomers. These expenditures may be in the formpdfont payments or monthly payments
for primarily private line, wavelength or dark fibgervices. An increase in demand may be partidfset by declines in unit pricing.

IP and data services primarily include the Compsatmgh speed Internet access service, dedicaterh#itaccess (“DIA”) service, ATM and
frame relay services, IP and ethernet virtual peiveetwork (“VPN”) services, and content delivestwork (“CDN”) services, which include
streaming services. Level 3's Internet access aeiigia high quality and high-speed Internet acsessce offered in a variety of capacities.
The Company’s services permit businesses of amytsireplace multiple networks with a single, caiéective solution that greatly simplifies
the converged transmission of voice, video, and.dat
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The conversion from narrow band dial-up servicesigher speed broadband services continues toaserdemand for the Company’s Core
Communications Services. Revenue growth in thia arelependent on the continued increase in usageth enterprises and consumers and
the pricing environment. An increase in the religband security of information transmitted ovaetinternet and declines in the cost to
transmit data have resulted in increased utilinatibe-commerce or web based services by busineBsissmarket is currently characterized
by significant price compression and very high Is\a# unit growth rates, resulting in growth in ahge revenue. The Company expects that
its pricing for high-speed IP services will decli®@% to 30% for the full year 2007.

The Company continues to experience pricing presiuirthose transport and infrastructure custortietsrequire simple, low quality, point-
to-point services, as certain competitors aggresspursue this business. However, Level 3 belighascompetitors are less willing to
discount these services if it requires investmembéremental capacity to meet the customer’s requénts. For those customers that provide
high quality content or require a combination ahsport, IP and voice solutions on a regional ¢ional platform, Level 3 is seeing moderate
price compression and, in some cases, prices emaising.

The Company has developed voice services thatttEnge and existing markets. The revenue poteftdialoice services is large; however,
the revenue and margins are expected to contindediine over time as a result of the new low-¢Bsind optical-based technologies. In
addition, the market for voice services is beirrgeted by many competitors, several of which amgelaand have more financial resources
than the Company.

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

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

Level 3 Vyvx also distributes advertising spotsadio and television stations throughout the Lb8th electronically and in physical form.
Customers for these services can utilize a netwaded method for aggregating, managing, storingdatidbuting content for content own
and rights holders.

The Company expects to continue to develop itsezdrdistribution services through the acquisitibthe Content Delivery Network

(“CDN?") services business (“CDN Business”) whiclpiirchased in the first quarter of 2007 from SAVMIE. for $133 million in cash
(including transaction costs) and the acquisitibBablin, Ireland based Servecast Ltd. which itghased on July 11, 2007 for approximately
$46 million in cash , including $1 million of tramstion costs . The Company believes that the aniddf the CDN Business with its strong,
broad portfolio of patents will help the Compangww® its commercial efforts in the CDN market inietha number of competitors have
significant, patented intellectual property.

The Company’s Other Communications Services ar@maaervices that are not areas of emphasis faCtimepany. Other Communications
Services currently include managed modem, relaeigprocal compensation and legacy managed IP sstvic

The Company and its customers continue to see omersumigrate from narrow band dial-up servicesighér speed broadband services as
the narrow band market matures. Additionally, Arm@i©®nline, a primary consumer of the Company’s-dpabervices, announced a strategic
change in its approach to its dial-up internet asdmisiness that has accelerated the loss ofltsiplisubscribers. During the first three
quarters of 2007, the America Online strategy ae#dd the decline in managed modem revenue angbécted to contribute to further
declines in managed modem revenue in the lastenuafr2007 and beyond. The Company recognized appately $41 million and $141
million of managed modem revenue in the three and months ended September 30, 2007, respectaelgpproximate 39% and 37%
decline from the $67 million and $223 million of mraged modem revenue recognized in the three aedmimths ended September 30, 2
respectively. The declines in managed modem revEnoeAmerica Online in the first three quarter2607 have been offset to some extent
by an increase in market share as a result ofinartenpetitors exiting segments of this busineshiénsecond half of 2006 and first quarter of
2007. Level 3 believes that the low-cost structifriéss network will enable it to compete for newsimess in the declining, but still significant,
managed modem market.
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Level 3 receives compensation from other carridremit terminates traffic originating on those &g’ networks. This reciprocal
compensation is based on interconnection agreeméthtshe respective carriers or rates mandateth&yCC. The Company earns the
majority of its reciprocal compensation revenuerfrproviding managed modem services. The Compaalgisbeginning to receive
increasing amounts of reciprocal compensation fitsmoice services.

Legacy managed IP services primarily include lowespservices over ATM and frame technology, as agthanaged security services. The
Company’s legacy Internet access business comsistarily of a business that was acquired in 20@8date, the Company has elected not to
pursue additional customers and to limit the capitzested in this component of its business.

The SBC Contract Services Agreement was an agradmemeen SBC Services Inc. and WilTel and wasinbthin the WilTel acquisition i
December 2005. Recently, SBC Services Inc. becasubsidiary of AT&T Inc., (together “SBC"WilTel and SBC amended their agreemr
in June 2005 to run through 2009. The Company mized approximately $71 million and $230 millionrefzenue under the SBC Contract
Services Agreement during the three and nine manitded September 30, 2007, respectively. The agrgpnovides a gross margin
purchase commitment of $335 million from Decemb@d®through the end of 2007, and $75 million franulry 2008 through the end of
2009 and stipulates that originating and termimpsincess charges paid to local phone companigmgsed through to SBC in accordance
with a formula that approximates costs and do nahtagainst the gross margin purchase commitrS&. fully satisfied the $335 million
gross margin purchase commitment during the thirattgr of 2007. As a result of satisfying the alitjross margin purchase commitment,
SBC'’s purchases of services that exceed the oli§8&b million gross margin purchase commitment rmownt toward the $75 million gross
margin purchase commitment for the period from aan@008 through the end of 2009. As of SeptemBeRB07, SBC had satisfied $15
million of the $75 million gross margin purchaseritment. Level 3 expects that based on SBC'’s atitexel of spending, SBC will satisfy
the remaining $60 million of gross margin purchesmmitment in the first half of 2008.

Additionally, the SBC Contract Services Agreemalvirles for the payment of $50 million from SBQédrtain performance criteria are met
by Level 3. The Company met the required performasriteria and recorded revenue of $25 million®@& under the agreement. During the
first nine months of 2007, the Company also metdugired monthly performance criteria and reconse@nue under the agreement of $3
million and $9 million for the three and nine mositnded September 30, 2007, respectively. LeveE8dible to earn an additional $16
million during the fourth quarter of 2007 if it cimues to meet the required performance criterfah® annual amounts, 50% is based on
monthly performance criteria and the remaining 58%ased on performance criteria for the full y@dre Company expects to earn the
remaining performance payment during the fourthrigmaf 2007.

As a result of the reductions in SBC Contract Ssmmwirevenue and the overall increase in revenue diaquisition activity, concentration of
revenue among a limited number of customers hagdsed compared to previous periods. Level 3'sengustomers, including the SBC
Contract Services revenue, represented 32% andob@4al communications revenue in the third quanfe2007 and third quarter of 2006,
respectively. Excluding the SBC Contract Servieag&nue, Level 3's top ten customers representedd@®¥34% of total communications
revenue in the third quarter of 2007 and third tgreof 2006, respectively. The Company expectstmeentration of revenue from its top ten
customers to continue to decline moderately infdlieth quarter of 2007 and into 2008 as the SBCtaohServices revenue continues to
decline. However, if Level 3 would lose one or morajor customers, or if one or more major custorsasificantly decreased its orders for
Level 3 services, the Company’s communicationsrass could be materially and adversely affected.

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 tam@any’s focus on delivery of communications sexsiand meeting its financial objectives.
To the extent that certain lines of business, lmssisegments 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.

The Company is focusing its attention on the follgywoperational objectives:
e  Completing the integration of acquired businesses
¢  Growing revenue in Core Communications Services
*  Expanding its enterprise business

¢ Developing its metro network strategy
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¢  Continuing to show improvements in Adjusted EBITR#% a percentage of revenue

* Managing cash flows provided by its Other Commuiiices Services and SBC Contract Services.

Management of Level 3 believes the introduction@ifv services or technologies, as well as the fudbgelopment of existing technologies,
may reduce the cost or increase the supply ofinestavices similar to those provided by Level BeTbility of the Company to anticipate,
adapt and invest in these technology changesimedyt manner may affect the Company’s future susces

To expand its service offerings in Europe, the Canypis investing approximately $20 million for arkléiber based expansion in nine
European markets. Portions of this expansion wengpteted in 2006 and the first three quarters 8720 he Company expects to complete
the remainder of the expansion in the fourth quart@007. The dark fiber is expected to replaceupplement existing wavelength capacity.

The communications industry continues to consatidaével 3 has participated in this process withabquisitions of WilTel in 2005;
Progress Telecom, LLC (“Progress Telecom”); ICG @Gumications, Inc. (“ICG Communications”); TelCovVa¢. (“TelCove”)and Looking
Glass Networks Holding Co., Inc. (“Looking Glas&i)2006; and Broadwing Corporation (“Broadwingjicathe CDN Business and
Servecast, Ltd. (“Servecast”) in 2007. Level 3 wdhtinue to evaluate consolidation opportunitied eould make additional acquisitions in
the future.

The successful integration of acquired businesgedievel 3 is important to the success of Levéll®e Company must identify synergies
integrate the networks and support organizatiomdlevwnaintaining the service quality levels expddg customers in order to realize the
anticipated benefits of these acquisitions. Sudoksgegration of these acquired businesses veijehd on the Company’s ability to manage
these operations, realize opportunities for revegroavth presented by strengthened service offer@mgsexpanded geographic market
coverage and to eliminate redundant and excess wo#illy realize the expected synergies. If tleemPany is not able to efficiently and
effectively integrate the acquired businesses eraifons, the Company may experience material negaednsequences to its business,
financial condition or results of operations.

During the second quarter and portions of the thirdrter of 2007, the Company’s service activatiores increased as a result of the
following issues:

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

Insufficient training on the multiple systems fangloyees performing service activation functions.

Lack of sufficient staffing levels in some servagivation areas.

Identifying and fixing service activation throughipssues was challenging as a result of decenmgliervice activation
functions across the customer facing groups irthilid quarter of 2006.

This increase in service activation cycle time hatkgative effect on the Company’s service ingtaliantervals and the rate of Core
Communications Services revenue growth during ¢oersd and third quarters of 2007. During this speréod, the Company also
experienced challenges in its service managemenepses that resulted in longer response timestive customes’ network service issue
As a result of consolidating key operational fuot and organizations as part of the integratifortethe Company’s operating environment
has become more complex in the short term.

During the second and third quarters, the Companpjamented certain process and organizational @satigit were expected to improve
service activation times and allow it to achiewepteviously forecasted revenue and Adjusted EBITgp@wth. However these changes were
not adequate to address the breadth of the prol#eomuntered during the quarter. As a result cfdtservice activation and service
management issues, the growth in Communicationsc@srRevenue and Adjusted EBITDA is expected toher than previously
forecasted in the fourth quarter of 2007 and ttieyfar 2008.

The Company has ongoing process and system develgpnork that is being implemented as part of tiegration efforts that is expectec
address the service activation and service managdsseies described above as well as provide signif overall improvements to
operations. The processes and systems under denaibpemain largely on track with certain composetdployed in October 2007 and
additional deployments scheduled through the erD68. While the operational benefits vary by eaidject, the Company expects to rea
meaningful improvements in its operating environtroarring the second half of 2008. In addition, @@mpany is taking steps to improve its
existing processes and systems to address theggche service activation times and improve itgisermanagement. With respect to the
latter, the Company has seen improvements in itdcgeresponse times and expects to see furtheoiements in the future.

Level 3 has embarked on a strategy to expand itertumetro presence. The strategy will allow tleen@any to increasingly terminate traffic
over its owned metro facilities rather than paytimigd parties to terminate the traffic. Level 3islay to provide high-speed bandwidth
directly to customer facilities is expected to beoapetitive advantage. The Company intends ta efferoad range of services in these
markets and concentrate its sales efforts on batibdwitensive businesses. The expansion into netrommarkets should also provide
additional opportunities to sell services on the
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Company’s national and international networks. T metro strategy includes the acquisitions ofjRgss Telecom, ICG Communications,
TelCove and Looking Glass. As part of its metratgtgy, and as a result of the acquisition of TekCiovthe third quarter of 2006 and
Broadwing in the first quarter of 2007, the Comp@nglso targeting enterprise customers directigubh its recently created Business
Markets Group described in more detail below. Wil acquisition of the CDN Business in the firsadar of 2007 and Servecast in July
2007, Level 3 embarked on a strategy to expanmbittent delivery services in both the United States Europe.

The anticipated change in the composition of then@any’s revenue will require the Company to margugrating expenses carefully and
concentrate its capital expenditures on those tdobres and assets that will enable the Companlgtelop its Core Communications
Services further and replace the decline in revemgeearnings from Other Communications ServicesSBIC Contract Services.

In the third quarter of 2006, Level 3 announcedftiimation of four customefacing groups to better serve the changing needasibmers i
growing markets and drive growth across the orgdiun:

* The Wholesale Markets Group services the commuoitaheeds of large national and global serviceigess, including
carriers, cable companies, wireless companiesyaicé service providers. These customers typidatggrate Level 3 services
into their own products and services to offer titlend user customers. Revenue from the Whol@4atkets Group represent
56% and 57% of Core Communications revenue fothtee and nine months ended September 30, 20Qp&atagely.

* The Business Markets Group targets enterprise gustand regional carriers who value a local, psitnal sales force.
Specific customer markets include small, mediund, lange businesses, local and regional carrieste sind local government
entities, and higher education institutions andsootia. Revenue from the Business Markets Groupesgmted 26% of Core
Communications revenue for both the three and miaeths ended September 30, 2007.

*  The Content Markets Group focuses on serving magibcontent companies with large and growing badthneeds.
Customers in this market include video distributtmmpanies, providers of gaming, mega-portalsysott service providers,
social networking providers, as well as more tiaddl media distribution companies such as broddcagelevision networks
and sports leagues. Revenue from the Content Maketup represented 11% and 10% of Core Commuainsatevenue for tt
three and nine months ended September 30, 20Qp&ate=ely.

* The European Markets Group serves large Europeasuaters of bandwidth, including the European atetmational carriers,
large system integrators, voice service provideable operators, Internet service providers, cdrgeviders, and government
and education sectors. Revenue from the Europeaket$aGroup represented 7% of Core Communicatievsriue for both the
three and nine months ended September 30, 2007.

The Company believes that the alignment arouncoust markets should allow it to drive growth wheleabling it to better focus on the
needs of the customers. Each group is supportédebgedicated sales, marketing and product devedapresources required to increase
revenue in these key markets. Beginning in thetfoguarter of 2007, each of the customer facingigsowill be supported by centrally
managed service delivery, service management agcg@ns groups.

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

In January 2007, in two separate transactionsCtmpany completed the exchange of $605 millionuttanding principal of its 10%
Convertible Senior Notes due 2011 for a total of f#lllion shares of Level 3's common stock. The @amy recognized a $177 million loss
on the exchanges in the first quarter of 2007.

In February 2007, Level 3 Financing, Inc., a whallyned subsidiary of Level 3 (“Level 3 Financings$ued $700 million of its 8.75% Sen

Notes due 2017 and $300 million of its FloatingeR&enior Notes due 2015 and received net procdek®38 million. The proceeds fro
these private offerings were used to refinanceagettevel 3 Financing debt and to fund the
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cost of construction, installation, acquisitiorade, development or improvement of other assdis tesed in Level 3's communications
business.

In March 2007, Level 3 Financing refinanced itsisesecured credit agreement and received net pdscef $1.382 billion. The proceeds
from this transaction were used to repay the eds$730 million Senior Secured Term Loan due 20id.@ther debt. The effect of this
transaction was to increase the amount of senaured debt from $730 million to $1.4 billion, reduihe interest rate on that debt from the
London Interbank Offering Rate (“LIBOR”) plus 3.00@LIBOR plus 2.25% and extend the final matufitym 2011 to 2014. The Company
recognized a $10 million loss on the repaymenhefaxisting $730 million Senior Secured Term Loaa 8011 related to unamortized debt
issuance costs.

During the first quarter of 2007, the Company rexeeé the entire outstanding principal of the follogvidebt issuances totaling $722 million:
*  $488 million of 12.875% Senior Notes due 2010 ptiee equal to 102.146 of the principal amount.
e $96 million of 11.25% Senior Notes due 2010 atiegpequal to 101.875 of the principal amount.

*  $138 million (€104 million) of 11.25% Senior Eur@tés due 2010 at a price equal to 101.875 of timeipal amount.

Also during the first quarter of 2007, the respexissuers repurchased, through tender offers, 884ibn of the outstanding principal
amounts of the following debt issuances:

e  $144 million of its outstanding Floating Rate Serfimtes due 2011 at a price equal to $1,080 pelO®Ipdincipal amount of tt
notes, which included $1,050 as the tender offasicieration and $30 as a consent payment.

e  $59 million of its outstanding 11% Senior Notes @068 at a price equal to $1,054.28 per $1,00@jmah amount of the notes,
which included $1,024.28 as the tender offer carsition and $30 as a consent payment.

*  $677 million of its outstanding 11.5% Senior Notiee 2010 at a price equal to $1,115.26 per $1,6@8ipal amount of the
notes, which included $1,085.26 as the tender cffasideration and $30 as a consent payment.

e $61 million (€46 million) of its outstanding 10.75%enior Euro Notes due 2008 at a price equal 1068145 per €1,000
principal amount of the notes, which included €1,d3 as the tender offer consideration and €30casmsent payment.

The Company recognized a $240 million loss assediafth the redemptions and repurchases in thediirarter of 2007. The cash portion of
the loss on redemptions and tenders totaled $1B®mand the remaining $75 million consisted ofumortized debt issuance costs and
unamortized discounts.

In the first quarter of 2007, for total cash coesation of $106 million and equity consideratiorl@fmillion shares of common stock (valued
at $97 million) all of Broadwing’s outstanding $180llion aggregate principal amount of 3.125% Camitéée Senior Debentures due 2026
were retired. These debentures were issued by Ringdgrior to Level 3's acquisition of Broadwing danuary 3, 2007. There was no gain
or loss recognized due to the fact that, underh@age accounting, the liability for the notes wasied at the total cost to retire the obligation.

The Company will continue to look for opportunitiesimprove its financial position and focus its@arces on growing revenue and
managing costs for the communications businessawaing quarters.

Information Services
The Company completed the disposition of its reingisubsidiary in the information services busin&ssftware Spectrum, Inc. on
September 7, 2006. The results of operations awashdial position for Software Spectrum, Inc. aféiented as discontinued operations for all

periods presented in this report.
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Coal Mining

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

Critical Accounting Policies

The significant accounting policies set forth intdld to the consolidated financial statements énGbmpany’s Form 10-K for the year ended
December 31, 2006 appropriately represent, in atenml respects, the current status of the Comipamifical accounting policies, and are
incorporated herein by reference.

In June 2006, the FASB issued Interpretation No:*ABcounting for Uncertainty in Income Taxes—Artdrpretation of FASB Statement
No. 10¢" (“FIN No. 48”), which was effective for Level 3arting January 1, 2007. FIN No. 48 clarifies tieeaunting for uncertainty in
income taxes recognized in an enterprise’s findistéements in accordance with FASB Statementl@®, “Accounting for Income Taxes”.
FIN No. 48 also prescribes a recognition threslaold measurement attribute for the financial statgmexognition and measurement of a tax
position taken or expected to be taken in a taxmehat results in a tax benefit. AdditionallyNFNo. 48 provides guidance on de-
recognition, income statement classification oéiiast and penalties, accounting in interim perauts disclosure. The Company’s policy is to
recognize interest and penalty expense associatedimcertain tax positions as a component of ine¢éax expense in the consolidated
statements of operations. The adoption of FIN Nodidl not have an effect on the Company’s constditlaesults of operations or financial
condition for the three and nine months ended anaf &eptember 30, 2007.

In June 2006, the FASB ratified the consensus dir E8sue No. 06-3, “How Taxes Collected from Custsrand Remitted to Governmental
Authorities Should Be Presented in the Income 8tatg” (“EITF No. 06-3"), which was effective for kel 3 starting January 1, 2007. The
scope of EITF No. 06-3 includes any tax assessaddovernmental authority that is directly imposecda revenue-producing transaction
between a seller and a customer and may includeés Ibot limited to, sales, use, value added, UsizieService Fund (“USF”") contributions
and some excise taxes. The Task Force concludéedrtiaes should present these taxes in the incstatement on either a gross or a net
basis, based on their accounting policy, which khba disclosed pursuant to APB Opinion No. 22 sitlesure of Accounting Policies”. If
such taxes are significant and are presented 00ss fasis, the amounts of those taxes shouldsbwséd. The Company currently records
USF contributions on a gross basis in its const#diatatements of operations, but records salesyatie added and excise taxes billed to its
customers on a net basis in its consolidated stattsf operations. Communications revenue ondhedidated statements of operations
includes USF contributions totaling $15 million atb million for the three and nine months endepit&eber 30, 2007, respectively, and $5
million and $14 million for the three and nine miamiended September 30, 2006, respectively. Thetiadagf EITF No. 06-3 did not have a
material effect on the Company’s consolidated teafl operations or financial condition for theg@rand nine months ended and as of
September 30, 2007 as the policy followed was stesi before and after adoption.

In September 2006, the FASB issued SFAS No. 158if Value Measurements” (“SFAS No. 157") which de® fair value, establishes a
framework for measuring fair value in generallyguted accounting principles, and expands disclesalveut fair value measurements. Sk
No. 157 does not require any new fair value measengs, but provides guidance on how to measuredie by providing a fair valu
hierarchy used to classify the source of the infifam. This statement is effective for fiscal yeleginning after November 15, 2007 and
interim periods within that fiscal year. The adoptof SFAS No. 157 is not expected to have a natefiect on the Company’s consolidated
results of operations or financial condition upaiogtion on January 1, 2008.

On February 15, 2007, the FASB issued SFAS No. ‘TB®% Fair Value Option for Financial Assets anddficial Liabilities - Including an
Amendment of FASB Statement No. 115" (“SFAS No.”)59 his standard permits an entity to choose to measany financial instrumer
and certain other items at fair value. Most ofphevisions in SFAS No. 159 are elective; howevse,dmendment to FASB Statement No.
115, “Accounting for Certain Investments in Debtidquity Securities”, applies to all entities wittailable-for-sale and trading securities.
The FASB's stated objective in issuing this staddaras follows: “to improve financial reporting pyoviding entities with the opportunity to
mitigate volatility in reported earnings causedngasuring related assets and liabilities diffegewithout having to apply complex hedge
accounting provisions.The fair value option established by SFAS No. 188ts all entities to choose to measure eligitdms at fair valu
at specified election dates. A business entity sgjflort unrealized gains and losses on items faclwthe
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fair value option has been elected in earningseth subsequent reporting date. SFAS No. 159 istaféefor fiscal years beginning after
November 15, 2007. The Company has assessed wiigithealue accounting is appropriate for any efatigible items and has concluc
that it will not elect to use fair value accountiiog any of these items. As a result, the adoptib8FAS No. 159 is not expected to have a
material effect on the Company’s consolidated tesafl operations or financial condition when it bews effective for the Company on
January 1, 2008.

Results of Operations for the Three and Nine monthEnded September 30, 2007 and 2006:

Three Months Ended Nine Months Ended
September 30 September 30 Change September 30 September 30 Change
(dollars in millions) 2007 2006 % 2007 2006 %
Revenue
Communication: $ 1,04:  $ 85¢ 22% $ 3,11 $ 2,481 26%
Coal mining 18 17 6% 54 51 6%
Total revenue 1,061 87t 21% 3,16¢ 2,532 25%
Costs and Expense
Cost of revenue: (exclusive of
depreciation and amortization
shown separately belov
Communication: 43¢ 36€ 19% 1,32¢ 1,14¢ 15%
Coal mining 16 14 14% 49 44 11%
Cost of revenue 454 382 19% 1,374 1,19: 15%
Depreciation and amortizatic 24¢ 182 37% 717 533 35%
Selling, general and administrati 41F 334 24% 1,28: 892 44%
Restructuring and non-cash
impairment charge 1 2 (500% 7 13 (46)%
Total costs and expenses 1,11¢ 90C 24% 3,381 2,632 28%
Operating Los! (58) (25) 132% (212) (200) 112%
Other Income (Expense
Interest income 12 19 (37% 45 44 2%
Interest expens (139) (262) (14)% (44)) (48)) (8)%
Loss on extinguishment of debt, 1 — (@) (100)% (427) (29) 1,372%
Other, net 6 3 10C% 10 11 (9)%
Total other income (expense) (120 (140) (14)% (813 (45%) 79%
Loss from Continuing Operations Befc
Income Taxe: (17¢) (165) 8% (1,025 (555) 85%
Income Tax Benefit 4 2 10C% 2 2 —
Loss from Continuing Operations (174) (16%) 7% (1,029 (559 85%
Income from Discontinued Operations — 25 (100% — 46 (100%
Net Loss $ 1749 $ (13¢) 26% $ (1,029 $ (507) 102%

Communicationsrevenue is separated into three categories:

¢ Core Communications Services (including transpod iafrastructure services, IP and data serviceisgvservices and Level 3
Vyvx services)

¢  Other Communications Services (including managedemoand its related reciprocal compensation aracieghanaged IP
services)

. SBC Contract Services
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Revenue attributable to these service categorigigded in the following table:

Three Months Ended Nine Months Ended
September 30 September 30 Change September 30 September 30 Change
(dollars in millions) 2007 2006 % 2007 2006 %
Core Communications Service
Transport and Infrastructu $ 43¢ $ 284 54% $ 1,262 $ 69¢ 81%
IP and Dat: 144 78 85% 431 20¢ 10€%
Voice 291 158 90% 87z 35¢ 144%
Level 3 Vyvx 36 29 24% 10C 88 14%
90¢ 544 67% 2,661 1,35¢ 97%
Other Communications Service
Managed Moden 41 67 (39)% 141 223 BN%
Reciprocal Compensatic 17 27 (31% 58 81 27N%
Managed IP 5 13 (62)% 18 46 (61)%
63 107 (4% 21¢ 35C (38)%
SBC Contract Services 71 207 (66)% 23C 777 (70)%
Total Communications Revenue $ 1,04 $ 85€ 22% $ 3,11t $ 2,481 26%

Communications Revenue for the Three Months Ended September 30, 2007 and 2006:

The 67% increase in Core Communications Servicesniee in the third quarter of 2007 compared tathirel quarter of 2006 is due to grov
in the Company’s revenue from existing servicewel as revenue from the TelCove, Looking Glassa8iwing, CDN Business and
Servecast acquisitions. The Company purchased &wsdrelecom in March 2006, ICG Communications ity @06, TelCove in July 2006
and Looking Glass in August 2006. The Company pasell Broadwing and the CDN Business in January 88@7%Servecast in July 2007.
During 2006 and the first half of 2007, the Compantggrated the operations of WilTel, Progress date, ICG Communications, TelCove,
Looking Glass, Broadwing and the CDN business théoLevel 3 business. As a result, separate reviafmenation for these acquired
companies is no longer reported other than foiSBBE Contract Services revenue acquired from WilTee Company recognized $1 million
of revenue from Servecast during the third quast&007.

As described earlier, the growth in Core Commuineet Services revenue was lower than expectedgltiissecond and third quarters of
2007 as a result of an increase in service aotimdiines and challenges in service management ggeseService activation times increased
during the second quarter and portions of the thirarter as a result of the following issues:

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

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

Lack of sufficient staffing levels in some servagivation areas.

Identifying and fixing service activation throughpssues was challenging as a result of decentrgligervice activation
functions across the customer facing groups irtttid quarter of 2006.

The Company has ongoing process and system develgpnork that is being implemented as part of tiegration efforts that is expectec
address the service activation and service managdsseies described above and provide significaatadl improvements to operations. The
processes and systems under development remagtylany track with certain components deployed itioBer 2007 and additional
deployments scheduled through the end of 2008.&\hé operational benefits vary by each projeet@Gbmpany expects to realize
meaningful improvements in its operating environtroarring the second half of 2008. In addition, @@mpany is taking steps to improve its
existing processes and systems to address theggche service activation times and improve itgisermanagement. With respect to the
latter, the Company has seen improvements initécgeresponse times and expects to see furtheoiements in the future.

Transport and infrastructure revenue increased idthte third quarter of 2007 compared to the tlgwarter of 2006. The increase was
primarily due to the acquisitions of TelCove andkimg Glass during the third quarter of 2006 arelahquisition of Broadwing in January
2007, as well as growth from existing servicesaddition, increased demand in the
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cable and carrier market segments for complex madite solutions and colocation capacity in largekats contributed to the revenue gro
in the third quarter of 2007 compared to the saereod last year.

IP and data revenue increased 85% in the thirdeguaf 2007 compared to the third quarter of 200& increase was primarily due to
customers obtained in the acquisitions of TelCawk lzooking Glass during the third quarter of 2006 #he acquisition of Broadwing in
January 2007. IP and data revenue also increagetbdraffic growth in North America from new andisting customers that exceeded the
rate of price compression experienced in the thirarter of 2007. During the second quarter of 2885 Company also implemented new,
reduced pricing under the terms of a contract rethéov its largest IP and data customer which redube level of IP and data revenue
growth in the second and third quarters of 200htdaed revenue growth in the Company’s VPN seraise contributed to the increase in
IP and data revenue during the third quarter 07200

Level 3's voice revenue increased 90% in the thirdrter of 2007 compared to the third quarter @20 he increase is primarily attributable
to the operations acquired in the TelCove and Bmiragl acquisitions, particularly domestic and intgianal voice termination services, and
growth in Level 3’s existing wholesale and VolPateld services including voice termination, locéldand, enhanced local and toll free
services. The growth in voice revenue during the thuarter of 2007 was lower than expected dderiger than expected customer
activation times, lower than expected wholesale&oevenue and lower enterprise voice revenuealseasonal factors.

Level 3 Vyvx revenue increased 24% in the thirdrtpraof 2007 compared to the third quarter of 200 increase was a result of an
increase in advertising distribution revenue anaticoed demand for high-definition broadcast sexsim sports, news and entertainment.

Core Communications Services revenue for the tatter of 2007 and 2006 includes $4 million arss fdhan $1 million in termination
revenue, respectively. The Company expects to rizedermination revenue in the future if custond@sire to renegotiate contracts or are
required to terminate service. The Company is bt o estimate the specific value of these tygasosactions until they occur, but does
not currently expect to recognize significant teration revenue for the foreseeable future.

Managed modem revenue declined 39% to $41 millaheé third quarter of 2007 compared to the samiegé 2006 as a result of the
continued migration from narrow band dial-up seggito higher speed broadband services by end ustmeers, especially in large
metropolitan areas. This change has resulted &cbne in the demand for managed modem ports ditiad to the port cancellation
provisions, the contracts with America Online camtaarket-pricing provisions that have the effefckoavering revenue as Level 3 is
obligated to provide America Online a reduced et pate if Level 3 offers another customer betécing for a lower volume of comparable
services. The declines in managed modem revenaeArerica Online have been partially offset by @ases in market share as a result of
certain competitors exiting segments of the managedem business in the first half of 2007. The Canypexpects managed modem reve
to continue to decline in the future primarily doean increase in the number of subscribers miggat broadband services and potential
pricing concessions as contracts are renewed.

Reciprocal compensation revenue from managed maeéevices declined 37% to $17 million in the thixdager of 2007 compared to the
third quarter of 2006 as a result of the continudegline in demand for managed modem servicesChimepany has historically earned the
majority of its reciprocal compensation revenuerfrmanaged modem services. Level 3 has intercommeatjreements in place for the
majority of traffic subject to reciprocal compeneat The majority of the Company’s interconnectagreements provide rate structures
through 2007. Level 3 continues to negotiate neer@onnection agreements or amendments to itdrexisiterconnection agreements with
its local carriers. As a result of the Company’quasitions of WilTel, TelCove and Broadwing, ther@jmany has started to generate a portion
of its reciprocal compensation revenue from vomerises. For the full year ending December 31, 20@70 25% of the Company’s total
reciprocal compensation revenue is expected tabeed from voice services, which are included imeG@ommunications Services revenue.
To the extent that the Company is unable to sigminéerconnection agreements or signs new agreencentaining lower rates, or there is a
significant decline in the Company’s managed modétiup business, or FCC or state regulations chaungh that carriers are not required
to compensate other carriers for terminating ISBrblatraffic, reciprocal compensation revenue magfide significantly over time.

Managed IP services revenue declined 62% to $%omilh the third quarter of 2007 compared to thiedtuarter of 2006. The Company’s
legacy managed IP services business consists jisirofia business that was acquired in 2003. Te déte Company has not invested in this
service and is not actively looking for new custosndhe decline in revenue is attributable
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to the disconnection of service by existing custam&he Company expects this trend to continueutjindhe remainder of 2007.

SBC Contract Services revenue decreased 66% tan$iidn in the third quarter of 2007 compared te third quarter of 2006 as expected
due to the migration of the SBC traffic to the AT&€twork. The SBC Contract Services agreement Wwtsred in December 2005 as pai
the WilTel acquisition. Under the terms of the @gnent, SBC has gross margin purchase commitmewisgh 2009. SBC fully satisfied the
$335 million gross margin purchase commitment ffier period from December 2005 through December 20@ing the third quarter of 2007.
As a result of satisfying the initial gross margimchase commitment, SBC'’s purchases of serviggse#teed the original $335 million gross
margin purchase commitment now count toward theriflton gross margin purchase commitment for teeigrd from January 2008 through
the end of 2009. As of September 30, 2007, SBCsh#dfied $15 million of the $75 million gross mergurchase commitment. Level 3
expects that, based on SBC's current level of spgnthe remaining $60 million of gross margin fhase commitment will be satisfied by
SBC in the first half of 2008.

Additionally, the SBC Contract Services agreemeatides for the payment of $50 million if certaiarformance criteria are met by Level 3.
Level 3 earned $25 million of this amount in 200l as eligible to earn an additional $25 millionZ807. Of the $25 million annual amount,
50% is based on monthly performance and the ren@aiB0% is based on performance criteria for thieylér. The Company met the requi
monthly performance criteria during the three aimgt month periods ending September 30, 2007 aratyréred approximately $3 million
and $9 million of performance bonus in each peniedpectively. The Company expects to earn theiréngg$16 million performance
payment during the fourth quarter of 2007. The Canypexpects SBC revenue to continue to declinearfdurth quarter of 2007 and during
2008. However, SBC must still comply with the minim gross margin commitments under the terms oftiméract through 2009.

Communications Revenue for the Nine Months Ended September 30, 2007 and 2006:

The 97% increase in Core Communications Servicgsniee for the nine months ended September 30, @@dpared to the same period in
2006 is due to revenue from the Progress, ICG Camuations, TelCove, Looking Glass, Broadwing, CDNsBiess and Servecast
acquisitions as well as growth in the Company’srexe from existing services.

Transport and infrastructure revenue increased ®t%e nine months ended September 30, 2007 cadparthe same period in 2006. The
increase was primarily due to the acquisitionsrofgfess, ICG Communications, TelCove, Looking Gkss$ Broadwing and growth from
existing services.

IP and data revenue increased 106% for the ninghm@mded September 30, 2007 compared to the saioe n 2006. The increase was
primarily due to customers obtained in the acqois# of Progress, ICG Communications, TelCove amoking Glass in 2006 and the
acquisition of Broadwing in January 2007. IP anthdavenue also increased due to traffic growtdonth America from new and existing
customers and continued revenue growth in the Cagrip&PN service.

Level 3's voice revenue increased 144% for the mioaths ended September 30, 2007 compared totihe gariod in 2006. The increase is
primarily attributable to the voice product reveriten the TelCove, ICG Communications and Broadvwanguisitions and growth in Level
3’s existing wholesale voice and VolP-related sasiin both North America and Europe.

Level 3 Vyvx revenue increased 14% for the nine theended September 30, 2007 compared to the samoe n 2006. The increase was a
result of an increase in advertising distributiemanue and the continued demand for high-definiti@adcast services in sports, news and
entertainment.

Core Communications Services revenue for the nioeths ended September 30, 2007 and 2006 includeslign and $1 million of
termination revenue, respectively.

Managed modem revenue declined 37% to $141 milbothe nine months ended September 30, 2007 cadparthe same period in 2006
as a result of the continued migration from narbamd dial-up services to higher speed broadbaricesrby end user customers. As
discussed earlier, America Online continued to cedhhe number of ports it purchased from Level 3.
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Reciprocal compensation revenue from managed maéevices declined 27% to $59 million for the ninenths ended September 30, 2007
compared to the same period in 2006 as a restlieafontinuing decline in demand for managed mosemices.

Managed IP services revenue declined 61% to $1®mfbr the nine months ended September 30, 2007pared to the same period in
2006. As discussed earlier, to date the Companydiaisvested in this service and the decline ieneie is attributable to the disconnection
of service by existing customers.

SBC Contract Services revenue decreased 70% tor$itiddh for the nine months ended September 30,728bmpared to the same period in
2006 as expected due to the migration of the SBffidito the AT&T network as described above.

Coal mining revenue increased 6% to $18 million in the thirdrger of 2007 compared to the third quarter of 2008e increase was
primarily due to an approximately 6% increase mtibns of coal sold in the third quarter of 200pared to the third quarter of 2006, offset
by a less than 1% decrease in the average seliiog per ton. For the nine months ended Septenthe2®7 coal revenue increased 6% to
$54 million compared to the same period in 2006e hcrease was attributable to an increase itoteof coal sold combined with an
increase in the average selling price per tontfemine months ended September 30, 2007 as comipetteel nine months ended September
30, 2006.

Cost of Revenudor the communications business, as a percentagevehue, for the third quarter of 2007 and thedthuarter of 2006 was
42% and 43%, respectively. The decrease in thiedtqu2007 cost of revenue, as a percentage ohueyés primarily attributable to the
continued decrease in SBC Contract Services revieanethe third quarter of 2006 to the third quadg&2007. The margins for SBC
Contract Services revenue are lower than the msuigamed on other components included in Core d@ner@ommunications Services
revenue. Also contributing to the decrease in thirdrter 2007 cost of revenue, as a percentagevehue, are cost of revenue synergy sa'
that have been achieved as a result of acquisiitegration efforts. The Company believes that obsevenue synergy savings of $80 mill
on an annualized basis have been achieved thrtvegbnd of the third quarter of 2007. Partially effing the decreases in cost of revenue
during the third quarter of 2007 were increaseevoek expenses associated with the pre-provisioofngetwork facilities in anticipation of
higher revenue growth than was realized duringhivd quarter of 2007.

Communications cost of revenue, as a percentagevehue, for the nine months ended September 87, 20d 2006 was 43% and 46%,
respectively. The decrease is primarily due tor¢ieiction in SBC Contract Services revenue andhtipact of cost of revenue synergies
achieved in the first nine months of 2007 as dbsdriabove.

Coal mining cost of revenue, as a percentage of revenue, sailda 89% for the third quarter of 2007 compaoed2% in the third quarter

of 2006 and increased to 91% for the nine montkhe@rSeptember 30, 2007 compared to 86% for themorghs ended September 30,

2006. The increase in cost of revenue, as a pageiof revenue, for each period was due to plaegagpment maintenance at one mine that
was started in June 2007. Additionally, one mixgegienced higher costs related to overburden ramov

Depreciation and Amortization expense increased 37% to $249 million for the thirdrter of 2007 compared to the third quarterQgfe2
The increase is primarily attributable to the ired depreciation and amortization expense recedjioz communications tangible and
intangible assets that were acquired through aitiquis completed in 2006 and 2007, as well as dagtien expense on the approximately
$35 million increase in capital expenditures fa third quarter of 2007 compared to the third cereot 2006.

Depreciation and amortization expense for the moaths ended September 30, 2007 increased 35% oriiflion compared to the same
period in 2006. The increase is primarily attriliniéato the transactions and factors described afmwbe third quarter. In addition, during
second quarter of 2007, the Company reviewed ajusted the estimated useful lives used for amditinaof customer-related intangible
assets for the ICG Communications, TelCove, Lookitass and Broadwing acquisitions effective Jun20D,7. This resulted in increased
amortization expense of $9 million during the ninenths ended September 30, 2007. In addition,@ubdnges in the purchase price
allocation for the CDN Business in the second eurast 2007, the Company recorded increased amudizaxpense related to the intangible
assets for the CDN Business acquisition totalingraxmately $10 million for the nine months endezp@mber 30, 2007.

The increase in depreciation expense for the nimetihs ended September 30, 2007 was partially dffset $44 million decrease in
depreciation expense compared to the nine monthsdeBeptember 30, 2006 attributable to the incrisase

60




estimated useful lives for network fiber and IP &raghsmission equipment implemented in the secaddfard quarters of 2006.

The Company expects depreciation and amortizatiperese to be relatively flat in the fourth quad&2007 compared to the third quarter of
2007 due to the offsetting effects of increased@gption expense on incremental capital expenshtlincreased amortization expense on
intangible assets as described above and redupedaitgion and amortization expense associatedshithter-lived tangible and intangible
communications assets that were placed in semipeidr years that are expected to become fullyetgated or amortized in the fourth
quarter of 2007.

Selling, General and Administrativeexpenses increased 24% to $415 million in the thirarter of 2007 compared to the third quarter of
2006. This increase is primarily attributable te thclusion of expenses associated with the omeraticquired in the TelCove and Looking
Glass transactions in 2006; the Broadwing and CRsifBess transactions in January 2007; and the &stansaction in July 2007.
Specifically, increases in compensation, bonuseangloyee related costs, network related costs aitity-based expenses all contributed to
the increase in selling, general and administratiggenses in the third quarter of 2007. Offsettivgincreases discussed above were selling,
general and administrative expense synergy satiragiave been achieved as a result of acquigittegration efforts. As of the end of the
third quarter 2007, the Company believes thatstdzhieved annualized run rate synergies in selfjageral and administrative expenses
totaling approximately $105 million. Also offsettjrihe increase in selling, general and adminiseatxpenses in the third quarter of 2007
was a reduction in incentive-based compensatiperese of $15 million.

Included in selling, general and administrativeenges for the third quarter of 2007 and 2006 wadersillion and $18 million, respectively,
of non-cash compensation expenses related to grhotgperform stock options and other stock-basedpensation awards. The higher non-
cash compensation expense recognized in the thader of 2007 is due to an increase in the vatubeooutperform stock options and
restricted stock units associated with the incrapprice of the Level 3 common stock over the cewfs2006 and the first half of 2007 and
the increased number of restricted stock unitsangerform stock options granted to employees ior guarters.

Selling, general and administrative expenses ise@d4% to $1,283 million for the nine months en8epdtember 30, 2007 compared to the
same period in 2006. This increase is primarilsitaitable to the factors described above. Selljgmeral and administrative expenses for the
first quarter of 2006 included a $7 million propetax benefit related to the Company’s facilitinghie United Kingdom.

Included in operating expenses for the first nirenths of 2007 and 2006 were $72 million and $52ioni] respectively, of non-cash
compensation expense related to grants of outperstock options and restricted stock units. Thegase in non-cash compensation expense
for the period is primarily due to the factors ddsed above. Included in the nine months of 2008-cash compensation expense of $52
million was $6 million related to the revaluatiohtbe October 2005 and January 2006 grants using18a2006 as the revised grant date, in
accordance with SFAS No. 123R. As stated in the @2om’'s proxy materials for its 2006 Annual MeetofgStockholders, over the course of
the years since April 1, 1998, the compensationmittee of the Company’s Board of Directors had adstéred the 1995 Stock Plan under
the belief that the action of the Compamigoard of Directors to amend and restate that gffactive April 1, 1998 had the effect of extergl
the original term of the Plan to April 1, 2008. té&fa further review of the terms of the plan, hegrethe compensation committee
determined that an ambiguity could exist as todde of the expiration of the plan. To remove ampiguity, the Board of Directors sought
the approval of the Company’s stockholders to antbaglan to extend the term of the plan by fivargeo September 25, 2010. This
approval was obtained at the 2006 Annual Meetin§totkholders held on May 15, 2006.

After taking into account the $6 million impacttbe grants revalued using a May 15, 2006 grantastliscussed above, non-cash
compensation increased $26 million for the nine theended September 30, 2007 compared to the sznoe n 2006.

As part of a comprehensive review of its long-t@empensation program completed in the first quart@007, beginning on April 1, 2007,
OSO units are awarded monthly to employees inmméghagement level and higher positions, have a gfeaelife, will vest 100% on the thi
anniversary of the date of the award and will fidéttle on that date. OSO units awarded beginnimgl A, 2007 are valued as of the first day
of each month. Recipients have no discretion orithiag to exercise OSO units granted on or afterilAl, 2007, thus the expected life of all
such OSO units is three years. During the secoadejuof 2007, the Company began issuing restristeck units and outperform stock
options to eligible employees again. There wergnamts made to eligible employees in the first tpraof 2007. The outperform stock optic
and
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restricted stock units granted in the second quaft2007 included the shares that would have ntyrbaen issued to eligible employees in
the first quarter of 2007.

The Company expects selling, general and admitiigtraxpenses to increase in 2007 on an overails lsasnpared to 2006 as a result of the
inclusion of a full year of expenses for the 200guasitions of Progress Telecom, ICG CommunicatidieCove and Looking Glass and the
inclusion of nearly a full year of expenses for Jamuary 2007 acquisitions of Broadwing and the idiness.

Restructuring and Impairment Chargesdeclined 50% to $1 million in the third quarter2ff07 compared to the third quarter of 2006. The
Company recognized severance charges of $1 miliitime third quarter of both 2007 and 2006, relatedorkforce reductions in the
communications business in North America. The eygds affected by the workforce reductions in thlthuarter of 2007 were both legacy
Level 3 and legacy WilTel employees impacted byitibegration of companies acquired by Level 3 io@@and January 2007.

The Company recognized non-cash impairment chafgesro and $1 million in the third quarter of 2087d 2006, respectively. The non-
cash impairment charge of $1 million in the thichgter of 2006 was primarily related to previoushpitalized costs of certain information
technology development projects in the communioatiousiness no longer used by the Company.

Restructuring and impairment charges declined 46%tmillion for the nine months ended Septembe2B07 compared to the same period
in 2006. The Company recognized severance chafgsnillion and $6 million for the first nine mdmg of 2007 and 2006, respectively,
related to workforce reductions in the communiaatibusiness in North America as a result of intigmaof acquired companies.

The Company recognized non-cash impairment charigg$ million and $8 million for the nine monthsded September 30, 2007 and 2006,
respectively. The non-cash impairment charge ah$tlon in the first nine months of 2007 was printyrelated to previously capitalized
costs of certain information technology developmaoifects no longer used by the Company. The nsh-tapairment charge of $8 million

in the nine months ended September 30, 2006 wam[ly related to excess land of the communicatimmsiness deemed available for sal
Germany and the decision to terminate projectgdorain voice services and information technolomjgets in the communications business.
The costs incurred for these projects, includingjtedized labor, were impaired as the Company didaxpect to utilize the assets in the
future.

The Company expects to continue to record restrincficharges during the remainder of 2007 in cotiaeavith the integration of the metro
network businesses acquired in 2006 and the Braapadquisition completed in January 2007.

The Company continues to periodically conduct cahpnsive reviews of the long-lived assets of isiesses, specifically communication
assets deployed along its intercity and metro ndsvand in its gateway facilities. It is possitii@ttassets may be identified as impaired and
impairment charges may be recorded to reflectéhézable value of these assets in future periods.

Adjusted EBITDA , as defined by the Company, is net income (lassh the consolidated statements of operations béfigrgain (loss)
from discontinued operations, (2) income taxesid®)l other income (expense), (4) non-cash impantncharges included within
restructuring and impairment charges as reportéldarconsolidated statements of operations, (S)etégtion and amortization and (6) non-
cash stock compensation expense included withimgeteneral and administrative expenses on theal@ated statements of operations.

Adjusted EBITDA is not a measurement under accagrprinciples generally accepted in the Unitededtaind may not be used by other
companies. Management believes that Adjusted EBIT9#n important part of the Company’s internalordipg and is a key measure used
by management to evaluate profitability and opegagierformance of the Company and to make resali@eation decisions. Management
believes such measures are especially importamtapital-intensive industry such as telecommuitinat Management also uses Adjusted
EBITDA to compare the Company'’s performance to tifats competitors. Management uses Adjusted EB{T®eliminate certain non-cash
and non-operating items in order to consistentlasoee from period to period its ability to fund tabexpenditures, fund growth, service
debt and determine bonuses.

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedatiigenmn-cash nature of these
items. Adjusted EBITDA also excludes interest inegimterest expense, income taxes and gain (lossxtinguishment of debt because tr
items are associated with the Company’s capitédimatnd tax structures. Adjusted
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EBITDA also excludes depreciation and amortizaggpense because these non-cash expenses reflenpta of capital investments which
management believes should be evaluated througdotidated free cash flow. Adjusted EBITDA excludetsl other income (expense)
because these items are not related to the priopanations of the Company.

There are limitations to using non-GAAP financiaasures, including the difficulty associated witimparing companies that use similar
performance measures whose calculations may ditfer the Company’s calculations. Additionally, tfiisancial measure does not include
certain significant items such as interest incoimerest expense, income taxes, depreciation amdtaation, non-cash impairment charges,
non-cash stock compensation expense, gain (lossaiby extinguishment of debt and total other ineqexpense). Adjusted EBITDA should
not be considered a substitute for other measdr@samcial performance reported in accordance V@HAP.

Note 14 of the consolidated financial statementwides a reconciliation of Adjusted EBITDA for eaghthe Companr’s operating segmen

Adjusted EBITDA for the communications business %25 million and $174 million for the third quarta 2007 and 2006, respectively.
The increase is primarily attributable to the AdfesSEBITDA contribution from the operations acqdiie the TelCove, Looking Glass,
Broadwing, CDN Business and Servecast transactigyowth in the Company’s Core Communications Sewievenue and the benefits of
cost of revenue and operating expense synergiégagan the third quarter of 2007 from integratiactivities, partially offset by declines in
other communications services revenue, SBC ConBeawtices revenue and costs of integration incutltgthg the third quarter of 2007 as
compared to the third quarter of 2006.

Adjusted EBITDA for the communications business ®&87 million and $491 million for the nine montsded September 30, 2007 and
2006, respectively. The increase is primarily dughe factors described above.

The Company continues to expect Adjusted EBITDAntwease in the fourth quarter of 2007 comparetiécsame periods in 2006 based on
the following:

* Inclusion of a full year of results for Progresdebem, ICG Communications, TelCove and Looking &lasquisitions.

Inclusion of the results of the January 2007 adtoiss of Broadwing and the CDN Business.

¢  Continued, although moderated, growth in Core Comipations Services.

The benefit of integration synergies in cost oferave and selling, general and administrative exgerealized from the
Broadwing acquisition.

Although the Company still expects growth in fougiarter Adjusted EBITDA, the rate of growth in Adjed EBITDA in the fourth quarter
of 2007 and for 2008 is expected to be lower thawipusly forecasted due to the service activaisnes discussed above.

Interest Income decreased 37% to $12 million in the third quarfe2@07 compared to the third quarter of 2006. Téeréase in interest
income was due primarily to a decrease in the geciravested balance partially offset by an increagbe average return on the portfolio.
The Company'’s average return on its portfolio iasesl to 4.9% in the third quarter of 2007 compéweti4% in the third quarter of 2006.
The average portfolio balance decreased to $82bmih the third quarter of 2007 compared to $ilbon in third quarter of 2006.

Interest income increased 2% to $45 million for tivee months ended September 30, 2007 comparéeé &aime period in 2006. The $1
million increase was due primarily to an increasthie average return on the portfolio. The Compsayerage return on its portfolio
increased to 5.0% in the first nine months of 2606mpared to 4.2% in the first nine months of 200 increase in interest income due to
the higher average return was partially offset lofeerease in the average portfolio balance from Billion during the nine months ended
September 30, 2006 to $1.1 billion for the saméopen 2007.

Pending the utilization of cash and cash equivalghe Company invests its funds primarily in gowmeent and government agency securities
and money market funds. The investment strateggrgéin provides lower yields on the funds than tiaraative investments, but reduces the
risk to principal in the short term prior to thdsads being used in the Company’s business.
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Interest Expensedecreased 14% to $138 million in the third quanfe2007 compared to the third quarter of 2006.regeexpense decreased
primarily as a result of the refinancing activitibst were completed by the Company in the firgtrtgr of 2007. The overall reduction in
interest expense is a result of the offsettingragtexpense impacts attributable to the followdeft issuances, debt for equity exchanges,
debt redemptions and debt repurchases transactions:

Interest expense increased as a result of theafisigpdebt issuances:
*  $1.250 billion of 9.25% Senior Notes due 2014 issineOctober and December 2006.

*  $1 billion of Senior Notes issued in February 2@0fsisting of $700 million of 8.75% Senior Noteed®017 and $300 million
of Floating Rate Senior Notes due 2015.

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

The increase in interest expense from debt isssathescribed above was more than offset by theviollp debt for equity exchanges, debt
redemptions and debt repurchases completed dumanfptirth quarter of 2006 and the first quarte2@d7:

*  $497 million of 10.75% Senior Notes due 2011 repased in December 2006.

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

*  $96 million of 11.25% Senior Notes due 2010 redeeiméviarch 2007

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

*  $144 million of Floating Rate Notes due 2011 repased in March 2007.

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

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

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

Interest expense decreased 8% to $441 milliorhfnine months ended September 30, 2007 compathd same period in 2006. The
decrease in interest expense of $40 million isghrearily to the debt transactions described above.

Level 3 expects quarterly interest expense in dhoet quarter of 2007 and for 2008 to be consisigtht the level of interest expense in the
third quarter of 2007 based on current outstandetg balances following the refinancing activitbesnpleted in the first quarter of 2007.

Loss on Extinguishment of Debivas zero for the third quarter of 2007 compareiltanillion for the third quarter of 2006.

Loss on extinguishment of debt was $427 million 86 million for the nine months ended Septembe2807 and 2006, respectively. The
loss on extinguishment of debt for the nine morthded September 30, 2006 was primarily the re$alt®27 million gain on a first quarter
2006 debt exchange transaction, offset by a $5komibss realized on the amendment and restateoiehe Companygs senior secured cre
agreement due 2011 completed in June 2006. Thelosgtinguishment of debt for the nine months drffleptember 30, 2007 consisted of
the following:

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

64




¢ $10 million loss recognized for the March 2007 maficing of the Company’$730 million Senior Secured Term Loan due 2
into a $1.4 billion Senior Secured Term Loan dugfdhe loss consisted of unamortized debt issueosts associated with t
previous $730 million Senior Secured Term Loan 2(0i&1.

*  $54 million loss recognized on the redemption @3 illion of outstanding debt consisting of thédwing debt issuances:

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

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

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

e $186 million loss recognized on the repurchaseutindender offers of $941 million of outstandindptieonsisting of the
following debt issuances:

$18 million loss on the repurchase of $144 millidroutstanding Floating Rate Senior Notes due 2f@itikisting of an
$12 million cash loss and $6 million in unamortizibt issuance costs and unamortized discount.

$3 million loss on the repurchase of $59 milliorootstanding 11% Senior Notes due 2008 consisfirg®3 million
cash loss and less than $1 million in unamortizsot ¢ssuance costs.

$141 million loss on the repurchase of $677 millaroutstanding 11.5% Senior Notes due 2010 cangistf a $78
million cash loss and $63 million in unamortizedtssuance costs and unamortized discount.

$24 million loss on the repurchase of $61 milli€4§ million) of outstanding 10.75% Senior Euro Notieie 2008
consisting of a $24 million cash loss and less iamillion in unamortized debt issuance costs.

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

Other, netincreased 100% to $6 million in the third quarteR@07 compared to the third quarter of 2006. Qthet decreased 9% to $10
million for the nine months ended September 30,/28fmpared to the same period in 2006. Other snatiinarily comprised of gains and
losses on the sale of marketable securities anebperating assets, realized foreign currency gaslosses and other income.

Income Tax Benefitwas $4 million and $2 million for the third quart&r2007 and 2006, respectively. Income tax benedi $2 million for
both the nine months ended September 30, 2007 G0l Puring the third quarter of 2007, the Compeagognized a benefit of $6 million
including accrued interest and penalties relatdtiedavorable resolution of a matter during theqak which was offset by the accrual of $2
million for new matters identified during the patioThe Company incurs income tax expense attriteitabincome in various Level 3
subsidiaries, including Coal, that are requirefiléostate or foreign income tax returns on a satgalegal entity basis. The Company also
recognizes accrued interest and penalties relatedritingent tax benefits that have not been neizeg in income tax expense, but have been
recognized in the Company’s tax returns.

Income (Loss) from Discontinued Operationsn the three and nine months ended September 86, \28s related to the discontinued
operations of the Company’s Information Servicegrsent. The Company sold Software Spectrum, Inmgight Enterprises, Inc. in
September 2006. There were no gains or lossesdisrontinued operations recognized in the
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first nine months of 2007. Software Spectrum, kegsults of operations resulted in a loss fromatinued operations of $8 million for the
three months ended September 30, 2006 and incammediscontinued operations of $13 million for theenmonths ended September 30,
2006. In addition, Level 3 recognized a gain onghile of Software Spectrum, Inc. to Insight Entiega in the three and nine months ended
September 30, 2006 of $33 million.

Financial Condition—September 30, 2007

Cash flows provided by (used in) operating acegtdf continuing operations, investing activities éinancing activities for the nine months
ended September 30, 2007 and 2006, respectiveguanearized as follows (dollars in millions):

Nine Months Ended

September 30, September 30,

(dollars in millions) 2007 2006 Change
Net Cash Provided by Operating Activities of Coniirg Operation: $ 37 $ 10¢ $ (72
Net Cash Used in Investing Activitii (847) (77¢) (63)
Net Cash (Used in) Provided by Financing Activil (241) 98¢ (1,229
Net Cash Used in Discontinued Operati — (43) 43
Effect of Exchange Rates on Cash 6 8 (2

Net Change in Cash and Cash Equivalents $ (1,039 $ 27¢ 3 (1,319

Operating Activities of Continuing Operations

Cash provided by operating activities of continuapgerations decreased by $72 million in the ninetm®ended September 30, 2007
compared to the same period in 2006. The decreasesh provided by operating activities of contiquoperations was primarily due to
fluctuations in working capital balances which festhin an incremental use of cash of $183 milfoenworking capital items compared to 1
same period in 2006. The increase in cash useddding capital items is primarily due to the chaagn accounts receivable, accounts
payable and other current liabilities, partiallyset by an increase in deferred revenue. The iseckase of cash for working capital items
offset by an underlying increase in cash providgderating activities of continuing operations fioe nine months ended September 30,
2007 as compared to the same period in 2006. Thep@oy expects that changes in working capital méla source of cash in the fourth
quarter of 2007.

I nvesting Activities

Cash used in investing activities increased by &fBon in the nine months ended September 30, 28@7pared to the same period in 2006.
The increase in cash used in investing activitias primarily due to the fact that the nine monthdesl September 30, 2006 included cash
totaling $328 million related to the sale of thet®are Spectrum business in September 2006. Caghfos acquisitions decreased $78
million to $668 million for first nine months of B@ compared to $746 million for the same perioddA6. Cash used for acquisitions during
the first nine months of 2007 include the acquisisi of Broadwing for $490 million (net of cash aicgd of $257 million), the CDN business
for $133 million and Servecast for $45 million (métcash acquired of $1 million). In addition, dapexpenditures increased $229 million
from $251 million in the first nine months of 2086$480 million in the first nine months of 200heTincrease in capital expenditures was
related to new customer installations and integnagictivities in the communications business. Duthe first nine months of 2007, $288
million of marketable securities held by the Comparatured and restricted securities decreased Byr#llion. During the first nine months
of 2006, the Company had net purchases of marletaudurities totaling $93 million.

Financing Activities

Cash provided by financing activities decrease@2 billion to a $241 million use of cash in the@months ended September 30, 2007
compared to the same period in 2006. Included sh laws from financing activities is $2.349 billi@f net proceeds from the issuance of:

*  $300 million of Floating Rate Senior Notes due 2015ebruary 2007.

*  $700 million of 8.75% Senior Notes due 2017 in keby 2007.
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*  $1.4 billion Senior Secured Credit Facility due 201 March 2007.

The Company used proceeds from these offeringgalatn cash on hand to retire or refinance appratety $2.497 billion aggregate
principal amount of debt. Total cash considerafiaid to retire or refinance this debt was $2.61bi The Company also issued
approximately 214 million shares of its common kto@lued at $879 million, to retire $702 milliohdebt. Financing activities also include
proceeds of $26 million from the exercise of watsassociated with the Broadwing transaction ahdragquity-based instruments. During
the first nine months of 2006, the Company raise¢3#million in net proceeds from an equity offeringised $1.007 billion in net proceeds
from long-term debt offerings and repaid $567 miiliof debt.

Liquidity and Capital Resources

The Company incurred operating losses from comimoiperations of $174 million and $1.023 billiom fhe three and nine months ended
September 30, 2007, respectively. The Company $54dnillion and $443 million of cash for operatiagfivities and capital expenditures
the three and nine months ended September 30, B&spectively. This compares to operating lossas ftontinuing operations of $163
million and $553 million for the three and nine ntmmended September 30, 2006, respectively. Thep@oynused $64 million and $142
million of cash for operating activities and cap#apenditures for the three and nine months eisgdember 30, 2006, respectively. The
Company expects that the communications busindbsasitinue to consume cash in the fourth quarfé&t0®7 and into 2008. However, the
amount of cash consumed is expected to declinagltine fourth quarter of 2007 and into 2008 basedxpected moderate growth in Core
Communications Services revenue and the benefit frast of revenue and operating expense synergies.

For the remainder of 2007, the Company expectosts will continue to exceed revenue and it valitinue to consume cash primarily du
interest payments and capital expenditures. Thepgaomnexpects Adjusted EBITDA to improve in the fbuguarter of 2007 primarily as a
result of the synergies and integration actividesociated with prior period acquisitions and tb@72acquisitions of Broadwing, the CDN
Business and Servecast, as well as moderate gmov@bre Communications Services revenue that iseegl to be partially offset by
reductions in Other Communications and SBC Con8acvices revenue. Interest payments are expeztael tconsistent with third quarter
2007 levels in the fourth quarter of 2007 and tiglo@008 based on current debt outstanding andrtheding and other capital markets
transactions completed in the first quarter of 2@d&pital expenditures for 2007 are expected tgedrom $600 million to $650 million and
will consist of $100 million to $150 million of bascapital expenditures (estimated capital requinddeep the network operating efficiently
and product development), approximately $75 milioi$100 million of capital expenditures for intagjon and approximately $400 million
$425 million of success-based capital expenditass®ciated with incremental revenue. The majofithe Company’s ongoing capital
expenditures are expected to be success-baseed ¢o incremental revenue. The Company does na hay significant principal amounts
due on its outstanding debt until 2010. As of Sexfiter 30, 2007, the Company had debt of $31 mikind $366 million that matures in 2008
and 2009, respectively.

Level 3 has approximately $697 million of cash,hcaquivalents and marketable securities on haSepttember 30, 2007. In addition, $121
million of current and non-current restricted séoes are used to collateralize outstanding lettérsredit, long-term debt, certain operating
obligations of the Company or certain reclamatiabilities associated with the coal business. Basethformation available at this time,
management of the Company believes that the Con'gangrent liquidity and anticipated future castmis from operations will be sufficient
to fund its business.

The Company may elect to secure additional cajpittde future, at acceptable terms, to improvdidisidity or fund acquisitions. In addition,
in an effort to reduce future cash interest payseag well as future amounts due at maturity @xtend debt maturities, Level 3 or its
affiliates may, from time to time, issue new dedtter into debt for debt, debt for equity or casim$actions to purchase its outstanding debt
securities in the open market or through privatedgotiated transactions. Level 3 will evaluate angh transactions in light of then existing
market conditions and the possible dilutive eftecstockholders. The amounts involved in any suahsaction, individually or in the
aggregate, may be material.

In January 2007, in two separate transactionsCtimapany completed the exchange of $605 milliort10% Convertible Senior Notes due
2011 for a total of 197 million shares of Level 8@mmon stock. The Company recognized a $177 miléss on the exchanges in the first
quarter of 2007.

In February 2007, Level 3 Financing issued $700anilof its 8.75% Senior Notes due 2017 and $300aniof its Floating Rate Senior
Notes due 2015 and received net proceeds of $9amiThe proceeds from these private offeringsevasec
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to refinance certain Level 3 Financing debt anfutal the cost of construction, installation, acdias, lease, development or improvemen
other assets to be used in Level 3's communicatiosmess.

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

During the first quarter of 2007, the Company redee the outstanding principal amount of the follagvilebt issuances totaling $722
million:

e  $488 million of 12.875% Senior Notes due 2010 ptiee equal to 102.146 of the principal amount.
e $96 million of 11.25% Senior Notes due 2010 atiegpequal to 101.875 of the principal amount.

*  $138 million (€104 million) of 11.25% Senior Eur@tés due 2010 at a price equal to 101.875 of timeipal amount.

Also during the first quarter of 2007, the respexissuers repurchased, through tender offers, 884ibn of the outstanding principal
amounts of the following debt issuances:

¢ $144 million of outstanding Floating Rate Senioté&odue 2011 at a price equal to $1,080 per $Ip€iGbipal amount of the
notes, which included $1,050 as the tender offasicieration and $30 as a consent payment.

¢ $59 million of outstanding 11% Senior Notes due®@0a price equal to $1,054.28 per $1,000 prin@pwount of the notes,
which included $1,024.28 as the tender offer carsition and $30 as a consent payment.

e $677 million of outstanding 11.5% Senior Notes d0&Qat a price equal to $1,115.26 per $1,000 grai@mount of the note
which included $1,085.26 as the tender offer carsition and $30 as a consent payment.

¢  $61 million (€46 million) of outstanding 10.75% S@nEuro Notes due 2008 at a price equal to €14%per €1,000 principal
amount of the notes, which included €1,031.45 agdhder offer consideration and €30 as a consgmhent.

The Company recognized a $240 million loss assediaith the redemptions and repurchases in thediirarter of 2007. The cash portion of
the loss on redemptions and tenders totaled $1B®meand the remaining $75 million consisted ofwmortized debt issuance and discounts.

In the first quarter, for total cash consideratdi$106 million and equity consideration of 17 il shares of common stock (valued at $97
million) all of Broadwing’s outstanding $180 milticaggregate principal amount of 3.125% Convert##aior Debentures due 2026 were
retired. These debentures were issued by Broadwingto Level 3's acquisition of Broadwing on Jamny 3, 2007. There was no gain or loss
recognized due to the fact that under purchaseuatiog, the liability for the notes was valuedtla total cost to retire the obligation.

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 and 2006, the Companyletedhe sale of its two businesses that compitsddformation Services segment for
total cash proceeds of $433 million and commonkstam one of the purchasers valued at $3 million.

The communications industry continues to consadidaével 3 has participated in this process withabquisitions of several companies in
2006, as well as Broadwing, the CDN Business amdeBast during the first nine months of 2007. Le¥lill continue to evaluate
consolidation opportunities and could make add#&i@tquisitions in the future.

On January 3, 2007, Level 3 acquired Broadwingyldiply held provider of optical network communiizats services. Under the terms of the
merger agreement dated October 16, 2006, Leveld3§8al8 of cash plus 1.3411 shares of Level 3
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common stock for each share of Broadwing commocksbatstanding at closing. In total, Level 3 irlifigpaid approximately $753 million of
cash (including transaction costs) and issued appedely 123 million shares of Level 3 common stocidued at $688 million. As part of t
transaction, approximately 4 million previouslyussl Broadwing warrants (valued at approximatelyrfifion) became exercisable into
approximately 5 million shares of Level 3 commawckt In the second quarter of 2007, the Compangemguently reduced the total
consideration paid by $4 million for insurance mreds received in June 2007 that related to thiesetht of an insurance claim that occurred
prior to acquisition.

On January 23, 2007, the Company acquired the @Gobiivery Network services business of SAVVIS;.lunder the terms of the
agreement, Level 3 paid $133 million in cash (idahg transaction costs) to acquire certain assetkiding network elements, customer
contracts, and intellectual property used in theNCRusiness.

On July 11, 2007, Level 3 acquired Servecast Lih{tServecast”), a Dublin, Ireland based providelive and on-demand video
management services for broadband and mobile pasfo_evel 3 paid approximately €34 million, or $#lion, including $1 million of
transaction costs, in cash to complete the acprisitf Servecast.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Level 3 is subject to market risks arising frommdes in interest rates and foreign exchange ragesf September 30, 2007, the Company
had borrowed a total of $1.7 billion primarily um@eSenior Secured Term Loan due 2014 and Flo&atg Senior Notes due 2015 that bear
interest at LIBOR rates plus an applicable margmthe LIBOR rates fluctuate, so too will the irgsr expense on amounts borrowed under
the debt instruments. The weighted average inteaéston the variable rate instruments at Septe®®e2007, was approximately 7.90%.

On March 13, 2007, Level 3 Financing entered into interest rate swap agreements to hedge thegttpayments on $1 billion notional
amount of floating rate debt. The two interest sat@p agreements are with different counterpaatiesare for $500 million each. The intel
rate swap agreements are effective beginning A@riR007 and mature on January 13, 2014. Undeethes of the interest rate swap
agreement, Level 3 receives interest payments basedlling three month LIBOR terms and pays inséi the fixed rate of 4.93% under:
arrangement and 4.92% under the other. Level 3lésignated the interest rate swap agreementsashdlow hedge on the interest paym
for $1 billion of floating rate debt.

For the remaining variable rate debt a hypothetitaiease in the variable portion of the weighteerage rate by 1% (i.e. a weighted average
rate of 8.90%) would increase annual interest esp@f the Company by approximately $7.0 million.S&ptember 30, 2007, the Company
had $5.2 billion (excluding discounts) of fixedeatebt bearing a weighted average interest rafeBdPo. A decline in interest rates in the
future will not benefit the Company with respecttie fixed rate debt due to the terms and conditfrthe loan agreements that would
require the Company to repurchase the debt atfsggpremiums if redeemed early.

The Company’s business plan includes operatingaelenunications network businesses in Europe. Aeptember 30, 2007, the Company
had invested significant amounts of capital inrdgion for its communications business. The Commigs not make use of financial
instruments to minimize its exposure to foreignrency fluctuations.

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

Item 4. Controls and Procedures

(a) Disclosure controls and procedures. The Company’s Chief Executive Officer and Chiefdfinial Officer have evaluated the effectiveness
of the Company’s disclosure controls and procedasesf September 30, 2007. Based upon such rethevhief 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, summarizedepoded 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.
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(b) Internal controls. As a result of its acquisition of Progress TelecbhtC on March 20, 2006; ICG Communications, Inc.May 31, 2006;
TelCove, Inc. on July 24, 2006; Looking Glass Netwdolding Co., Inc. on August 2, 2006; Broadwidgrporation on January 3, 2007,
Content Delivery Network services business of SASMNc. on January 23, 2007 and Servecast Limitedudy 11, 2007, Level 3 has
expanded its internal controls over financial réipgrto include the consolidation of the resultopérations as well as acquisition related
accounting and disclosures for each acquisitiona Assult of the integration activities associatétth the acquisitions, the Company has also
expanded its internal controls over financial réipgrto include certain processes and systemseoatiguired companies that were integrated
during the first nine months of 2007. There weretiter changes in Level 3's internal controls dirgancial reporting identified in
connection with the evaluation required by parabr@l) of Exchange Act Rules 13a-15 or 15d-15 tltauored during the three and nine
months ended September 30, 2007 that have mayeafédicted, or are reasonably likely to materialffect, the Company’s internal control
over financial reporting.
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PART Il - OTHER INFORMATION
Item 1 Legal Proceedings

The Company has provided an update to legal pranegedvolving the Company in Note 15 of the coidatled financial statements
contained in Part |, Item 1, of this Form 10-Q. g Hisclosure is hereby incorporated by reference.

Iltem 1A Risk Factors

In addition to the other information set forth imistreport, you should carefully consider the feztiscussed in Part |, “Item 1A. Risk
Factors” in Level 3's Form 10-K for the year endgdecember 31, 2006, which could materially affeatlousiness, financial condition or
future results. The risks described in Level 3'srkd0-K are not the only risks facing the Compahgditional risks and uncertainties not
currently known to Level 3 or that it currently de®to be immaterial also may materially adverséigca Level 3's business, financial
condition and/or operating results. The Risk Factocluded in the Company’s Form 10-K for the yeladed December 31, 2006, have not
materially changed other than as set forth below.

We have substantial debt, which may hinder our growh and put us at a competitive disadvantage.

Our substantial debt may have important consequemauding the following:

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

* asubstantial portion of our cash flow will be usedanake principal and interest payments on outlitgndebt, reducing the
funds that would otherwise be available for operaiand future business opportunities;

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

*  We have more debt than certain of our competitehéch may place us at a competitive disadvantage; a

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

We had substantial deficiencies of earnings to cixed charges of approximately $974 million faetnine months ended September 30,
2007. We had deficiencies of earnings to coverdfiglearges of $722 million for the fiscal year en@etember 31, 2006, $634 million for 1
fiscal year ended December 31, 2005, $409 mill@rtte fiscal year ended December 31, 2004, $68ibmfor the fiscal year 2003 and
$936 million for the fiscal year 2002.

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

If Level 3 were unable to refinance its debt ordise additional capital on acceptable terms, L8isehbility to operate its business would be
impaired. As of September 30, 2007, Level 3 hadgaregate of approximately $6.857 billion of loegrt debt on a consolidated basis,
excluding discount and fair value adjustments astuding current maturities, and approximately $8.billion of stockholderséquity. Leve
3’s ability to make interest and principal paymentsits debt and borrow additional funds on favéedabrms depends on the future
performance of the business. If Level 3 does neéleough cash flow in the future to make inteoegtrincipal payments on its debt, Leve
may be required to refinance all or a part of ébtcbr to raise additional capital. Level 3 caramgure you that it will be able to refinance its
debt or raise additional capital on acceptable sgerm

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds
In connection with the Company’s acquisition of\&mast Ltd., on July 11, 2007, the Company in egpei placement transaction sold for
cash 46,399 shares of its common stock, par vallleger share (the “Common Stock”) to lan Maloregenior executive of Servecast. The

Company received $268 thousand in cash in thisaetion. The shares of Common Stock
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sold on July 11, 2007, were sold in reliance oxa@mption from registration contained in Sectio®)4(f the Securities Act of 1933, as
amended.

In connection with the Company’s acquisition of\&mast Ltd., on July 11, 2007, the Company in agpei placement transaction sold for
cash 35,492 shares of its Common Stock to Kevim@ua senior executive of Servecast. The Compargived $205 thousand in cash in
transaction. The shares of common stock sold gn1lyl 2007, were sold in reliance on an exemptiomfregistration contained in Section 4
(2) of the Securities Act of 1933, as amended.
On September 11, 2007, in a private placementadwion the Company sold for cash 14,538 shareoofrion Stock to lan Maloney, a
senior executive of Servecast. The Company rece§védhousand in cash in this transaction. Theeshaf Common Stock sold on
September 11, 2007, were sold in reliance on amptien from registration contained in Section 4§2)}he Securities Act of 1933, as
amended.
On September 11, 2007, in a private placementadrion the Company sold for cash 13,327 sharesofrfon Stock to Kevin Quinn, a
senior executive of Servecast. The Company rece$@8dhousand in cash in this transaction. Theeshaf Common Stock sold on
September 11, 2007, were sold in reliance on amptien from registration contained in Section 4§2}he Securities Act of 1933, as
amended.
Item 6. Exhibits
(@) Exhibits filed as part of this report are listeddve

12  Statements Re Computation of Ral

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

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

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

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

Pursuant to the requirements of the Securities &xgl 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, 2007 /sl Eric J. Mortense

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

Exhibit 12

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

(dollars in millions)

LEVEL 3 COMMUNICATIONS, INC.

Nine Months Ended
September 30,

Fiscal Year Ended

2007

2006

2006

2005

2004

2003

2002

Loss from Continuing Operations Before Ta
(Earnings) Losses of Equity Investe

Interest on Debt, Net of Capitalized Inter
Amortization of Capitalized Intere

Interest Expense Portion of Rental Expense

Earnings (Losses) Available for Fixed Charges
Interest on Dek

Preferred Dividend

Interest Expense Portion of Rental Expense
Total Fixed Charges

Ratio of Earnings to Fixed Charges

Deficiency

$ (2,025 $ (655 $ (790 $ (702) $ @477 $ (7460 $  (99))
R T
51 51 68 68 68 68 68
47 30 44 25 29 31 20
$ (486 7 $ (30) $ (79) $ 108 $ 83 $ (356
$ 441 481 $ 64¢ $ 53C $ 485 $ 567 $ 56C
T . e R
$ 48¢ 511 $ 692 $ 55t % 514 $ 59¢ $ 58C
$ (979 (504 $ (722) $ (634 $ (409 $ (681) $ (936




Exhibit 31.1
CERTIFICATIONS*

I, James Q. Crowe, certify that:
1. | have reviewed this Form 10-Q of Level 3 Commuti@ss, Inc.;

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

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

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

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

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

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

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

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

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

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

Date: November 9, 20C
/sl James Q. Crow

James Q. Crow
Chief Executive Office

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




Exhibit 31.2

CERTIFICATIONS*

I, Sunit S. Patel, certify that:

1.
2.

I have reviewed this Form 10-Q of Level 3 Commuti@ss, Inc.;

Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or om#itate 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 registrantfaaral for, the periods presented in
this report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-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 proceduresused such disclosure controls and proceduiies tiesigned under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhtubsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpared;

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

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

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

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

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

Date: November 9, 20C

/s/ Sunit S. Pate

Sunit S. Pate
Chief Financial Officel

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




Exhibit 32.1

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

In connection with the Form 10-Q of Level 3 Commaations, Inc. (the “Company”) for the three andenmonths ended September 30, 2007
as filed with the Securities and Exchange Commisseinthe date hereof (the “Report”), I, James @way, Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. § 135Gdpted pursuant to 8 906 of the Sarbanes-Oxley?2002, that:

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

2) The information contained in the Report fairly mets, in all material respects, the financial cbodiand 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 Form 10-Q of Level 3 Commaations, Inc. (the “Company”) for the three andenmonths ended September 30, 2007
as filed with the Securities and Exchange Commiseinthe date hereof (the “Report”), I, Sunit SteRaChief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. § 135Gdspted pursuant to 8 906 of the Sarbanes-Oxley®2002, that:

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

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

/s/ Sunit S. Pate

Sunit S. Pate

Chief Financial Officel
November 9, 200




