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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)

(x] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2010

OR

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

For the transition period from to

Commission file number: 0-15658

Level 3 Communications, Inc.

(Exact name of Registrant as specified in its @rart

Delaware 47-0210602
(State or other jurisdiction of (I.R.S. Employer
incorporation or organizatiot Identification No.)
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(Address of principal executive office

(720) 888-1000
(Registrant's telephone number including area code)
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None
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Indicate by check mark if the registranmot required to file reports pursuant to Secfi8ror Section 15(d) of the Act. YES No X

Indicate by check mark whether the regist(1) has filed all reports required to be filgdSection 13 or 15(d) of the Securities Exchafgeof 1934 during the preceding 12 months
(or for such shorter period that the registrant veagiired to file such reports), and (2) has be#xest to such filing requirements for the past@@s. Yes® No O

Indicate by check mark whether the regigthas submitted electronically and posted oodtporate Website, if any, every Interactive Diita required to be submitted and posted
pursuant to Rule 405 of Regulation S-T (§232.408isf chapter) during the preceding 12 monthsdostich shorter period that the registrant wasireduo submit and post such
files). Yes No O

Indicate by check mark if disclosure efidquent filers pursuant to Item 405 of Regulat®# (§ 229.405 of this chapter) is not containetein, and will not be contained, to the best
of registrant's knowledge, in definitive proxy afarmation statements incorporated by referend®airt 111 of this Form 1-K or any amendment to this Form-K. O
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(Do not check if a
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Indicate by check mark whether the registis a shell company (as defined in Rule 12itA@Act). YesOdO No
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or more of the outstanding common stock have bgeluded in that such persons may be deemed tdfiiata. This determination of affiliate statusnist necessarily a conclusive
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Unless the context otherwise requires, when weheseords "Level 3," "we," "us" or "our company"tins Form 10-K, we are referring
to Level 3 Communications, Inc., a Delaware corpiorg and its subsidiaries, unless it is clear fréme context or expressly stated that these
references are only to Level 3 Communications, Inc.

The Level 3 logo and Level 3 are registered semriaeks of our wholly owned subsidiary, Level 3 Camications, LLC, in the United
States and other countries. All rights are reservidds Form 10-K refers to trade names and tradesaf other companies. The mention of
these trade names and trademarks in this Form 19+Kade with due recognition of the rights of thesmpanies and without any intent to
misappropriate those names or marks. All other ¢radmes and trademarks appearing in this Form lar&the property of their respective
owners.

Cautionary Factors That May Affect Future Results
(Cautionary Statements Under the Private Securitiegitigation Reform Act of 1995)

This Form 10-K contains forward-lookingtstaents and information that are based on thefbalfeour management as well as
assumptions made by and information currently abél to us. When we use the words "anticipate"jébe”, "plan”, "estimate" and "expect
and similar expressions in this Form 10-K, as ttedgte to us or our management, we are intendingetatify forward-looking statements.

These statements reflect our current views witheesto future events and are subject to certaksriuncertainties and assumptions.

Should one or more of these risks or uadsiies materialize, or should underlying assurmgiprove incorrect, our actual results may
vary materially from those described in this docuam@&hese forward-looking statements include, anmmthegrs, statements concerning:

. our communications business, its advantages ansti@iegy for continuing to pursue our busin

. anticipated development and launch of new seniitesir business

. anticipated dates on which we will begin providoegtain services or reach specific milestones;

. growth of the communications industry;

. expectations as to our future revenue, marginsmesgs, cash flows and capital requirements;

. other statements of expectations, beliefs, futlaagand strategies, anticipated developments tiedl matters that are n

historical facts.

These forward-looking statements are stiltjedsks and uncertainties, including financralgulatory, environmental, industry growth and
trend projections, that could cause actual eventssullts to differ materially from those expressedmplied by the statements. The most
important factors that could prevent us from acinigwur stated goals include, but are not limiwdhe effects on our business and our
customers of the current economic turmoil and ikeugtions in the financial markets as well as failure to:

. increase and maintain the volume of traffic on etwork and the resulting reveni

. successfully use new technology and informationesys to support new and existing services;

. prevent system failures that significantly disrthg availability and quality of the services that provide;
. provide services that do not infringe the intelliedtproperty and proprietary rights of othe

. develop new services that meet customer demandgearatate acceptable margi

. attract and retain qualified management and oteesgmnel; and

. meet all of the terms and conditions of our debigaltions.
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Except as required by applicable law amil&tions, we undertake no obligation to publighdate any forward-looking statements,
whether as a result of new information, future esem otherwise. Further disclosures that we makeetated subjects in our additional filings
with the SEC or Securities and Exchange Commisshauld be consulted. For further information regagdhe risks and uncertainties that
may affect our future results, please review tlieriation set forth below under "ITEM 1A. RISK FAORS."

Part |
ITEM 1. BUSINESS

Unless the context otherwise requires, when weheswords "Level 3," "we," "us" or "our company"tims Form 10-K, we are referring
to Level 3 Communications, Inc., a Delaware corpiorg and its subsidiaries, unless it is clear fréme context or expressly stated that these
references are only to Level 3 Communications, Tintoughout this Form 10-K we use various indugtryms and abbreviations, which we
have defined in the Glossary of Terms at the enisfdescription of our business.

Through our operating subsidiaries, we gegarimarily in the communications business.

We are a facilities based provider (thatiprovider that owns or leases a substantialggodf the plant, property and equipment nece:
to provide its services) of a broad range of ireggnt communications services. We have createdamnamuinications network generally by
constructing our own assets, but also through abawettion of purchasing and leasing other compaanesfacilities. Our network is an
advanced, international, facilities based commuitoa network. We designed our network to providemmunications services, which employ
and take advantage of rapidly improving underlyapgical, Internet Protocol, computing and storagghhologies.

Market and Technology Opportunity.We believe that ongoing technology advancédsoth optical and Internet Protocol technologies
have been revolutionizing the communications ingus¥e also believe that these advances have, dndontinue to, facilitate decreases in
unit costs for communications service providers #ra able to most effectively take advantage e$é¢htechnology advances. Service providers
that can effectively take advantage of technologgrovements and reduce unit costs will be abldfar tower prices, which, we believe, will
stimulate substantial increases in the demanddiomeunications services. We believe there are twoay factors that are continuing to drive
this market dynamic:

. Rapidly Improving Technologie Over the past few years, both Internet ProtocdP@and optical based networki
technologies have undergone extremely rapid inn@vatiue, in large part, to market based developmianderlying
technologies. This rapid technology innovation fessilted in both an improvement in price perforngafor optical and Internet
Protocol systems, as well as rapid improvemerténfiinctionality and applications supported by éieshnologies. For
example, these improvements have enabled voicelBvaervices or VoIP that are challenging tradgicielephone network or
PSTN services. We believe that this rapid innovatidl continue well into the future across a numbgdifferent aspects of the
communications marketplace.

. High Demand Elasticity. We believe decreases in communications servizets @and prices cause the development of new
bandwidth intensive applications, which, over timesult in even more significant increases in badtwdemand. In addition,
we believe that communications services are dsebstitutes for other, existing modes of informatilistribution from sources
such as traditional broadcast entertainment asagdllistribution of software, audio and video cahtesing physical media
delivered using motor transportation systems. Asmeple of this dynamic is the use of the Internetlie distribution of video
entertainment.
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We believe that as communications seniitggove more rapidly than these alternative contistribution systems, significant demand
will be generated from these sources of informatitie also believe that high elasticity of demarmrfrboth these new applications and the
substitution for existing distribution systems vatintinue for the foreseeable future. We beliew thile high demand elasticity will be
manifested over time, government regulation androarmications supply chain inefficiencies may causdization of demand to be delayed.

We also believe that there are significamglications that result from this market dynamiibese implications include the following:

. Incorporating Technology ChangesGiven the rapid rate of improvement in opticall anternet Protocol technologies,
communications service providers that are most#ffe at rapidly deploying new services that talleamtage of these
technologies will have an inherent cost and seratheantage over companies that are less effedtidge@oying new services
that use these technologies.

. Controlling Local Facilities. Given the consolidation in the number of localess provide—that is, the providers «
connections from long distance and backbone nesvarkraffic aggregation points or end user logetie-communications
service providers that have ownership of local andietropolitan network facilities as opposed tmomunications service
providers that obtain these facilities from otheil have an inherent cost and service advantage oempanies that do not he
ownership over these types of assets.

Our Communications Business Strategy

We are seeking to capitalize on the opputies presented by the expanded coverage of aummications network as well as the
significant and rapid advancements in optical aridrhet Protocol technologies. Key elements ofsttategy include:

. Offer a Broad Range of Communications Services OugrEnd-to-End Network.We provide a broad range of communicati
services designed to meet the needs of our cussoorer our network.

Our communications service offerings include:

. Internet Protocol and data servi—including (1) Internet access and IP and Ethernt® Private Networks an
(2) broadband transport services such as wavelgngink fiber and private line services (transoaedrackhaul,
intercity, metro and unprotected private line segs);

. content distribution services including caching downloading, streaming as well as video broadeaistices
. colocation services; and
. Softswitch and voice services—including wholesatdR/component services, enterprise or businesg \saitvices,

wholesale voice origination and termination sersiaad managed modem for the dial-up access business
The availability of these services varies by lomati

For several years we have been developing serthie¢$ake advantage of the investment that we heage in our network and
that generally target large, existing markets fanmunications services. We have also expandedxistirgy markets for
communications services through the acquisitiongavapleted that enabled us to offer services diréotenterprise or busine
customers. Through these efforts we have incresig@ificantly our
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addressable market by targeting new customers hasveew voice and data services that take adgantéthe geographic
coverage and cost advantages of our network.

With respect to our wholesale customers, we protlidse customers with several options for accessingntercity network—
including our metropolitan networks and colocatiadilities. Our metropolitan networks enable usaonect directly to points
of high traffic aggregation. These traffic aggreégafacilities are typically locations where ourstomers wish to interconnect
with our intercity network. Our metropolitan netwerallow us to extend our network services to ttaggegation points at low
costs. With respect to our enterprise customergraeide these customers with access to our neteitiker by directly
connecting to their location or by serving thatdtion with a connection from another communicatisesvices provider. As of
December 31, 2010, we have:

. approximately 81,000 intercity route miles in NoAmerica and Europe, which we expect to ultimatelyuce to
approximately 54,000 intercity route miles, conimeg®3 countries; and

. approximately 125 markets having metropolitan fibetworks containing approximately 27,000 routeesiih the Unite:
States and Europe.

We believe that providing colocation services icilfaes directly connected to our network attractsnmunications intensive
customers by allowing us to offer those customedsiced bandwidth costs, rapid provisioning of addél bandwidth,
interconnection with other third party networks amgroved network performance.

Additionally, our metropolitan networks allow usd¢ompete for certain local communications traffitiich constitutes a
significant percentage of the communications mavketof December 31, 2010, we had secured appraglyné.9 million
square feet of space for our Gateway and transonisacilities and other technical space and hadpbeted the build-out of
approximately 4.6 million square feet of this space

. Provide Efficient and Effective Backbone Servide®iigh An End to End Backbone Netwdvwlany portions of our originally
constructed intercity and metropolitan networksevéesigned to provide high quality communicatiozrvises at an efficient
cost structure. Our network and business processsdsto enable us to cost effectively deploy fuggeeerations of optical and
networking components (both fiber and transmissiectronics and optronics) and thereby expand dypaed reduce the unit
cost of delivering our services. In addition, otrategy is to maximize the use of open, mooprietary interfaces in the design
our network software and hardware. This approaafténded to provide us with the ability to puroh@ise most cost effective
network equipment from multiple vendors and allewta deploy new technology more rapidly and effeyi.

. Target Top Communications Global Custom' With respect to our top global communicationsteoeers, our primar
distribution strategy is to use a national, disades force. In addition to large wholesale casrisuch as incumbent local
exchange carriers, international carriers also knes/PTTs, major Internet service providers or J®8Rsadband cable television
operators, wireless providers, major interexcharageers, voice service providers and system ittegs, these customers also
include the U.S. government, very large enterprasescertain other businesses that purchase cornatiams services in a
manner that is consistent with traditional wholesalstomers. Providing communications servicesanynof these businesses is
at the core of our strategy.

. Further Develop Existing Enterprise Customer BusfeWith respect to our enterprise customers thatldvoat be considered
among the top global communications customerspdurary distribution strategy is to use a localfskd direct sales force to
target business customers, state
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governments, and higher education institutions Witfh demands for mission critical communicatices/ges. We also
complement our locally based direct sales forcé wit inside or call center based sales force dsameln indirect sales channel
of third party agent partners.

. Develop Market Leading Content Distribution Serv@igerings. At December 31, 2010, we operated one of thee&drimternet
Protocol backbones in the world. In other words,operate one of the largest networks over whicerit content is transpori
from content sources to third party owned accessor&s connected directly to end users. We contiougelieve that one of the
largest sources of future incremental demand formanications services will be derived from custasrteat are seeking to
distribute their feature rich content or video aeli To meet the needs of customers driving thig/tirowe focus on refining our
service offerings to provide a full portfolio ofrs&es to support content distribution, includirigthspeed IP services,
colocation, content delivery network, or CDN seedg@nd video acquisition. We believe that we ageotily service provider
that offers, owns and operates this portfolio e¥®es on a broad scale, which provides a uniqumdpnity to offer customers
flexible access, end to end solutions and/or bugjdilock services to meet their evolving needs.

. Expand Metropolitan Network CoveragaNe expect to selectively extend the current redadur existing metropolitan
networks by opportunistically adding new connediitmbuildings and other traffic aggregation pointsn these networks.
These connections will enable us to reach additipogential customers and reduce our costs fotdtmaination of our
customers' communications traffic on other carriegsworks.

. Pursue Acquisition Opportunitie In evaluating potential acquisition opportunitiemong other criteria, we evaluate
potential acquisition according to the transacti@ility to generate positive cash flow from higkdit quality customers. For
these opportunities, we generally look for compami&h recurring revenue that comes predominamdgnfservices we already
provide, in geographic areas that are already dewith customers that are consistent with ourtagscustomer base. It is this
group of acquisitions that generally also provigigmificant cost synergy opportunities.

As we seek to expand the addressable market faesuices, we also evaluate opportunities that derpand the geographic
reach of our network and/or our service capabdlititransactions that would be included in this gatg would expand the
geographic scope of our network or would provideatslities for additional services or distributiohannels. For these
opportunities, we generally consider whether tihgetied company's distribution strategy is constatéth our strategy and
whether management believes that the target'srdwarel/or future revenues can be significantlyéased and/or expenses can
be significantly reduced as a result of a combamatiith our operations. Generally these acquisitipportunities will not
provide the same level of cost synergy opportuthigt the category of acquisitions described inpegraph above provide to
us.

. Develop Advanced Operational Processes and BusBaggort SystemsWe have developed and continue to develop
substantial and scalable operational processebusidess support systems specifically designedadble us to offer services
efficiently to our targeted customers. We beligvat bver time these systems will reduce our opsgatosts, give our customers
direct control over some of the services they oynfus and allow us to grow rapidly while minimigiredesign of our business
support systems.

. Attract and Motivate High Quality Employer We have developed programs designed to attractedain employees with tt
technical and business skills necessary for ounbas. These programs include our long term ingergiograms.

5
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Our Strengths
We believe that the following strengthslhagsist us in implementing our strategy:

. Experienced Management TearlVe have assembled a management team that wedievell suited for our business
objectives and strategy. Our senior managemersutzstantial experience in leading the developmmeatketing and sale of
communications services and in managing, desigamtgconstructing metropolitan, intercity and insgional networks.

. A Broad Range of Communications Servic&8e provide a broad range of communications sesvitesigned to meet the needs
of our customers over our network. Our communicetiservice offerings include:

. Internet Protocol and data services—including ft¢finet access and IP and Ethernet Virtual PriMatevorks and
(2) broadband transport services such as wavelenggnk fiber and private line services (transotgdrackhaul,
intercity, metro and unprotected private line segs);

. content distribution services including caching downloading, streaming as well as video broadeastices;
. colocation services; and
. Softswitch and voice servic—including wholesale VolP component services, emiggor business voice servic

wholesale voice origination and termination sersiaad managed modem for the dial-up access business
The availability of these services varies by lomati

For several years we have been developing serthe¢$ake advantage of the investment that we heade in our network and
that generally target large, existing markets funmunications services. We have also expandedxistirgy markets for
communications services through our acquisitioas émabled us to offer services directly to enisepor business customers.
Through these efforts we have increased signifigantr addressable market by adding new targetstbmers as well as new
voice and data services that take advantage agfabgraphic coverage and cost advantages of ouorietw

. Significant metropolitan network platfort As of December 31, 2010, we have metropolitaerfitetworks in approximate
125 markets in North America and Europe, which amnapproximately 27,000 route miles. Our metrdpalinetworks enable
us to connect directly to points of high trafficgaggation and customer locations and reduce ous fmsthe termination of our
customers' communications traffic on other carrieesworks.

. End-to-End Network Platform.Our strategy has been and continues to be t@gegtwork infrastructure in major metropolitan
areas and to link these networks with significateiicity and trans-oceanic networks in North Ameeaad Europe. We believe
that the integration of our metropolitan and initgraetworks with our colocation facilities will @and the scope and reach of
our on-net customer coverage, facilitate the unifdeployment of technological innovations as we aganour future upgrade
paths and allow us to grow or scale our servicerdf§s rapidly. We believe that we are the onlgiinational communications
service provider with the unique combination of:

. a substantial intercity network;
. large fiber count metropolitan networks;
. substantial colocation facilities; a
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. innovative content distribution technology and &=ss.

. Advanced IP Backbon We operate one of the largest international ifvaeks or backbones. Our IP services deliver adh
range of IP transit and network interconnectiouohs tailored to meet the varied needs of higidibadth users.

. Extensive Patent Portfolio.Our patent portfolio includes patents coverirghtelogies ranging from data and voice services, to
content distribution, to transmission and netwogkéuipment. We have used our patent portfoliomimber of ways. First,
developing or acquiring technologies and receivimglegal right to preclude others from using theay give us a competitive
advantage. Second, the breadth and depth of oenfpadrtfolio may deter others, particularly telegounications operators,
from bringing patent infringement claims againsfarsfear of counter-claim by us. We will continteefile new patent
applications as we enhance and develop productsemites, we will continue to seek opportunitegxpand our patent
portfolio through strategic acquisitions and lidegs and we will continue to appropriately enfome patents against
infringement by others.

. Softswitch based Co-Carrier NetworkOur experience in operating our Softswitch basedarrier network is combined with a
set of infrastructure and other management expeggrwhich include extensive local interconnectidth local exchange
carriers, experience in scaling a Softswitch badatiorm, and an ability to provide seamless irdarection to the traditional
telephone network or PSTN. We believe that ourresite co-carrier network and Softswitch infrastawetprovides us with a
competitive advantage in providing various voicemNP or VoIP services.

. A More Readily Upgradeable Network Infrastructt With respect to a substantial portion of our ratwythe network wa
designed to take advantage of technological infionstincorporating many of the features that arepnesent in older
communication networks, and provide us flexibililytake advantage of future developments and irtiena We designed the
transmission network to optimize aspects of fibet eptronics simultaneously as a system to proaidefficient cost structure
for the services that we deliver to our customassfiber and optical transmission technology changes expect to realize new
unit cost improvements by deploying more cost @fittechnologies in our network. We believe that metwork design will
enable us to lower costs and prices while enjoligher margins than our competitors.

Our Communications Services
Service Offerings

We offer a broad range of communicationsises, which currently include the following sexgs. All of these services are available tc
of our customers, however their availability vatigslocation. The following is an overview descigpot of some of the services that we offer.

. Network and Internet Service We offer both wholesale oriented communicaticrsises to enable large scale networks
high speed access to the Internet as well as sigglzices designed for the enterprise marketplaoe Network and Internet
Services include the following.
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Transport Services.Transport services include wavelengths and pilines. These services are available across our
metropolitan and intercity fiber network. Waveldmgervices provide unprotected point-to-point catines of a fixed
amount of bandwidth with Ethernet or SONET inteefacWavelength services are available at a rangpesfds from 1
Gpbs to 40 Gbps. This service offering targetsausts that require significant amounts of bandwid#sire more dire
control and provide their own network managemeritafe line services are also point-to-point contimes of dedicated
bandwidth but include SONET or SDH protection toyide resiliency to fiber or equipment outagesvétg line service
are available in a wide range of speeds, includiegtrical, optical and Ethernet interfaces.

Level 3 also provides transport services within wansatlantic cable system connecting North Angegicd Europe as
well as via leased bulk capacity on other transoicesystems. International Backhaul transport sesjiinterconnecting
cable landing stations and the terrestrial NortheAioan and European networks, are also available.

High Speed Internet Protocol (IP) Servii Level 3 offers wholesale and content providetamers with high spee
access to the Internet over one of the largestriat®mnal Internet backbones. Built largely on own intercity and
metropolitan networks in North America and Europe,provide customers with high performance, relighband
scalability. Access to the Internet is enabledualyfointerconnection among our customers acrosgaetwork as well as
interconnections with other Internet service previtpeers."

Dedicated Internet Acces Dedicated Internet Access, or DIA, is Level 3itegprise focused Internet access prou
leveraging the same core Internet backbone as iglr $peed Internet Protocol Service. Level 3's Pegéid Internet
Access service offers a wide variety of access austland speeds. The service is available stan@-aloim conjunction
with managed services offerings, such as ManagedeRwhere we deploy and manage a router that the@oustomer
premise or our network-based Distributed Denigbeivice, or DDS, Mitigation, which protects our ingss customers
from Internet based DDS attacks.

VPN Services Built on our optical transport network, we offerstomers the ability to create private p-to-point,
point-to-multipoint, and full-mesh networks basedIB VPN, Virtual Private LAN Service, or VPLS, Etimet Virtual
Private Line, or EVPL, or MPLS VPN technologies €8k services allow service providers, enterprindggavernment
entities to replace multiple networks with a singlest-effective solution that simplifies the tramssion of voice, video,
and data over a single or converged network, wdelesering high quality of service and security €6k services are us
for service provider and corporate data and voaevarks, data center networking, disaster recoaadyout-of-region or
redundant customer connectivity for other servie®/jgers. VPN services are sold stand-alone opimjunction with our
managed services offerings.

Converged Business NetworlOur Converged Business Network service enabls®mers to use the bandwidth that

they purchase from us for a variety of servicee Tlonverged Business Network service combinestames's services
over a single access circuit. As a result, we ble t offer service bundles made up of VPN, DIA &fvice services in

cost efficient manner. Converged services are staldd alone or in conjunction with our managedisesvofferings

Dark Fiber Service Level 3 Intercity Dark Fiber and Level 3 MetrofRéiber provide carriers, service provide

government entities and large enterprises a compiftastructure when a fiber solution is requibeded on unique
applications, control or scale requirements. Theises include fiber, colocation space in our Gatgwand in our
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network facilities, power and physical operationd aaintenance of the fiber and associated infresire.

Managed Modem.Managed Modem is an outsourced, turn-key infuastire solution for the management of dial up
access to the public Internet. ISPs comprise anibajuf the customer base for Managed Modem angereided a fully
managed dial up network infrastructure. As path@f service, we arrange for the provision of lavetwork coverage,
dedicated local telephone numbers, racks and modsmell as dedicated connectivity from the custtsriecation to
our Gateway facility.

. Colocation Service.We offer high quality, data center space whestamers can locate servers, content storage desices
communications network equipment in a safe andredechnical operating environment. At our colamatites, we offer high-
speed, reliable connectivity to our network andtteer networks, including metro and intercity netka) the traditional
telephone network and the Internet.

. Media Services Our primary services that encompass our Medigi&es offerings for the capturing and distributmfirdigital
content include the following.

Vyvx Services.We offer various services to provide audio ardkwifeeds over fiber or satellite for broadcast and
production customers. These services vary in cgppmvided, frequency of use (that is, may be jzted on an
occasional or dedicated basis) and price. Supeld BaW® marked the 22nd consecutive year that the.NiEed these
services, and the seventh year anniversary ofitstdife broadcast event ever carried using oghhdefinition (HD)
transport service offering. We also offer encodiegvices to translate the broadcast video feedsang for our
customers into formats for Internet distribution.

CDN Services. Our content delivery network services combine lBunetwork, gateway facilities and patented
technology that directs a requestor or end ustredest location or server cluster in our networketrieve the request
content based on location and network conditions. CDN services provide customers with improvedqremance,
economics, scalability, reliability and reach fbeir web applications. Our caching and downloaglises provide
efficient http delivery of large files such as videoftware, security patches, audio and grapbicsass audiences. Our
streaming services can be used to deliver higltopegnce streams, either live or on-demand, to srdswsing leading
proprietary protocols. Each service set providsstaf flexible features to enable customers tdrobtheir content
delivery to ensure quality end-user experienceyrityc freshness and targeting. We also offer gtersolutions enabling
customers to upload and store content to our né&tamipart of an optimized delivery platform. In @idah to our delivery
services, our patented Intelligent Traffic Managath®ervice enables customers to set rules to dyaimiroute traffic tc
meet failover or dual vendor objectives.

Media Delivery ServicesWe also offer media delivery services to cust@aseeking to manage, protect and monetize
content delivered over the Internet. Media DelivBervices extend support for online distributiondels and operation
by providing customers with means to ingest andtideglive video content and to manage the orgditineand
presentation of both live and on demand video thiesers via a content management system. Additigrsalpport for
content monetization via paid and advertising sufggbmodels is provided. Media Delivery Serviceglage our
Content Delivery Network for the delivery of mandgmntent to end users.
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. Voice Services.We offer a broad range of local and long distaraiee services targeted to both enterprise andeshte
customers including VolP (Voice over Internet Pomt) services and traditional circuit-switch basedvices. Our Voice
services include the following.

. VoIP Enhanced Local.VolP Enhanced Local is a VolIP service that ermbleadband cable operators, IXCs, voice over
IP providers, and other companies operating their switching infrastructure to launch IP-based l@oad long-distance
voice services via any broadband connection. Thécgeis also used by enterprises who self-protidér own local
voice features and call routing within premiseseobl® PBX equipment. The service includes the disddauilding
blocks required for residential or business voerise such as local phone numbers, local numbealpitity, local and
long distance calling, 911, operator assistancectiiry listings, and directory assistance.

. SIP Trunking ("SIPT") SIPT is a Voll-based local phone service offered to medium armglanterprises as
replacement for traditional fully featured entesprirDM voice services. SIPT allows customers withRaPBX to
manage calls to and from the PSTN without havinguxchase traditional access lines dedicated twev&@IPT includes
basic local phone service components such as pdwale numbers, 911, operator assistance, direlistings, local and
long distance calling. In addition, customers sefiemm a full set of feature packages that prowidee call control
features such as call forwarding, call waiting aad transfer, as well as advanced features sucimified messaging and
one-number identity.

. Local Inbound. Local Inbound service terminates traditional pllene network originated calls to Internet Protocol
termination points. Customers, such as call centersferencing providers, voice over IP servicevjaters and
enterprises, can obtain telephone numbers front pert-in local telephone numbers that the custoaheady controls.
These local calls are then converted to IP andprarted over our backbone to a customer's IP \appdication at a
customer-selected IP voice end point.

. Primary Rate Interface ("PRI" Level 3 offers traditional enterprise TDM locdlgme services that can be configure:
multiple ways. Enterprise customers typically ugd Services with traditional PBX equipment. PR\gegs come with
telephone numbers, operator services, directoigtasse and directory listing, 911, as well asiraufeatures such as
inbound redirect and remote call forwarding. Custsrare able to utilize our PRI services to actmgs distance and tc
free calling as well.

. Long Distance. The Long Distance services portfolio consist®oél and long distance transport and termination
services offered to both enterprise and wholesaomers. Our wholesale offerings include domestit international
voice termination services targeted to IXCs, wisslproviders, local phone companies, cable compar@sellers and
voice over IP providers. Medium and large entegwialso purchase our long distance services fardbeporate calling
or outbound contact center needs. All Level 3 Idiggance services are offered at the customerigropter circuit
switch or Softswitch technologies.

. Toll Free. The Toll Free services portfolio consists of vdtale and enterprise services that terminatereal d¢alls tha
are originated on the traditional telephone netwdtese toll free calls are carried over eitheireud switch or
Softswitch network and delivered to customers terimet Protocol or traditional TDM format. Custoséor these
services include call centers, conferencing pragideoice over IP providers and enterprises. Withia portfolio are
Advanced Toll Free services that provide contanterecustomers the ability to define and contrdll lkandling and
advanced routing between the Level 3 network anltipieicustomer contact center locations. Customeag also
combine
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advanced routing with network-based IntelligentdfoResponse, or IVR, services that drive call nguéind handling
based on the caller's interaction with the IVR.

For a discussion of certain geographicrimfation regarding our revenue from external custsraed long-lived assets and a discussion of
financial information and industry segments, plesse the notes to our Consolidated Financial Seatésrappearing elsewhere in this Form 10-
K. For a discussion of our communications revemplease also see Management's Discussion and AsaliyBinancial Condition and Results
of Operations appearing later in this Form 10-Kr @®anagement continues to review our existing lofdsusiness and service offerings to
determine how those lines of business and ser¥ieergs assist with our focus on the delivery oframunications services and meeting our
financial objectives. This exercise takes placéh@ordinary course of our business and would talke place with respect to any integration
activities. To the extent that certain lines ofihass or service offerings are not considered todpepatible with the delivery of
communications services or with obtaining our ficiahobjectives, we may exit those lines of businasstop offering those services in part or
in whole.

Distribution Strateg)
Our customers generally include the follogvi

. domestic and international carriers;

. voice service providers, which include calling caainpanies, conferencing providers, and contadecgthat use Vol
technology to better manage costs and enable addapplications;

. wireless providers;

. large enterprises that purchase communicationgcgsrin a manner similar to carrie
. broadband cable television operatc

. major ISPs;

. system integrator:

. video distribution companie

. mega portals;

. providers of online gaming;

. software service provider

. social networking provider:

. research and educational consortia;

. traditional media distribution companies includbrgpadcasters, television networks and sports league
. the U.S. federal government and its agenc

. state and local governmen

. enterprises that purchase communications servit@sregional or local basis;

. regional services providers; a

. traditional broadcaster
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To implement our communications serviceatagly and reach our target customers, we use hination of a direct sales force, an inside
or call center based sales force, and indirecssaiannels of third party agent partners. The fipesiements that we use depends upon the
nature of the customers that are being targeted.

We also use a direct sales force to tatgete business customers and other customers #kat communications purchasing decisions on
a local or regional basis. Smaller opportunitiessarviced by an inside or call center based $ates generally selling pre-defined bundles of
services. The customers that we target with thislination are generally those in the mid-marketiclviive define as including medium
enterprises that are generally outside the Fortubt®®, small regional service providers, some dtifueal institutions and some state
governments. We also complement our direct andiénsales forces that targets these customers witid&ect sales channel of third party
agent partners and from time to time system integsa

We are seeking to expand our indirect setb@sinel to include expanded relationships withesys integrators. We have worked with
systems integrators to provide services to thosgamies, which the system integrator than bundil@sthe services that it is providing to the
ultimate end user customer. We are working withesyis integrators to develop a model through whiehail provide services to the custon
directly, rather than through the system integratée are looking to apply this expanded relatiopgbiboth large and mid-market enterprise
customers.

Our sales functions are supported by déelicamployees in sales and customer target magkdihrese sales functions are also supported
by centralized service or product management amdldement, general or corporate marketing, netvgerices, engineering, information
technology, and corporate functions including lefiabnce, strategy and human resources.

We have policies and procedures to revienfinancial condition of potential and existingstamers. We apply these procedures to
determine whether collectability of services billsgrobable prior to the time that we begin deiivg services to a customer. If the financial
condition of an existing customer deteriorates poiat where payment for services is in doubt, vilerwet recognize revenue attributable to
that customer until we receive cash. Based on thelgies and procedures, we believe our exposuoelection risk within the
communications business and the possible effecuofinancial statements is limited. We may alspegience the effects of the downturn in
the economy and specifically the telecommunicatiadsistry; however, we believe the concentratiooreflit risk with respect to receivable:
mitigated due to the dispersion of our customeelzsong geographic areas and remedies providestimg bf contracts and by law.

For the year ended December 31, 2010,amuten communications customers represented appabedy 27% of our total communicatic
revenue.

Beginning in the first quarter of 2010, medified our revenue disclosure based on the mannehich certain customers are classified
within customer-facing groups. In our financialuks, we discuss our Core Network Services revémtierms of wholesale, large enterprise
and federal, mid-market, and European customers.

. Wholesale includes revenue from international ammektic carriers, cable companies, wireless conegambice service
providers and the vast majority of the customeas Were formerly classified in our content markesugp.

. Large enterprise and federal includes For® 300 and other large enterprises that purchase concations services in

manner similar to carriers, including financiahdees, healthcare and systems integrators, Fe@eredrnment agencies and
academic consortia, plus certain large former camearkets group customers.
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. Mid-market includes medium enterprises generallgide the Fortune® 300, regional service providegstain academic
institutions and some state and local governments.

. European, which did not change from the 2009 fif@mresentation includes the largest Europeanwoess of bandwidth,

including the largest European and internationgiess, large system integrators, voice servicevigers, cable operators,
Internet service providers, content providers, gmiges, and government and education sectors.

For a discussion of our communications revenugggl@lso see Management's Discussion and AnalySieancial Condition and Results of
Operations appearing later in this Form 10-K.

Our communications network

Our network is an advanced, internatiofailities based communications network. Today priarily provide services over our own
facilities. At December 31, 2010, our network enpasses:

. approximately 68,000 intercity route miles in NoA&merica, which we expect to reduce to approxinyaddl,000 intercity rout
miles based upon our determinations on whethegttor or eliminate overlapping routes;

. an intercity network covering approximately 13,080es across Europ

. metropolitan fiber networks in approximately 125rk&ds containing approximately 27,000 route miteghie United States at
Europe;

. approximately 145 markets in service in North Aroani and approximately 45 markets in service in gero

. approximately 6.9 million square feet of Gateway &mansmission facilities in North America and Eugpanc

. substantial transoceanic cable system capacityapily across the Atlantic ocee

Terrestrial Intercity Networks. Our approximately 68,000 mile fiber optic irdigy network in North America, which we expect wik
reduced to approximately 44,000 miles, includeftiiewing characteristics.

. Multiple Conduits. In approximately 26,000 milesafr intercity network, we have installed groupsmfitiple conduits. Wi
believe that the availability of spare conduitslailow us to deploy future technological innovatsan optical networking
components as well as providing us with the flditipto offer conduit to other entities.

Initial installation of optical fiber strands desi&d to accommodate Dense Wave Division MultiplexorgDWDM transmission
technology. In addition, we believe that the inst&dn of newer optical fibers will allow a combtian of greater wavelengths
light per strand, higher transmission speeds angdophysical spacing between network electroMiés also believe that each
new generation of optical fiber will allow increase the performance of these network design asgeut will therefore enable
lower unit costs.

. High speed Intercity DWDM equipment providing highality, reliable and cost effective transmissioroas our fiber
backbone. We are continually evaluating advancesnartechnology that will enable us to scale, loaer cost and provide
higher speed services over our intercity network. blieve that the market will continue to move aosvEthernet based
services and higher speed interfaces. Throughezhinblogy evaluations we believe that we have jpost ourselves to be able
to deliver these capabilities for both our own Bwork needs as well as those of our customers.
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. A design that maximizes the use of open, non-petgry hardware and software interfaces to allow ¢estly upgrades as
hardware and software technology improves.

Our intercity network covering approximately 13,000es across Europe incorporates a multiple cdratricture in approximately 4,000 mi
and many of the same characteristics as descrimceavith respect to our North American intercigtwork in a multiple ring architecture.

Local Market Infrastructure. Our local facilities include fiber optic metrajgan networks connecting our intercity networldan
Gateways to buildings housing communications iritenend users, enterprise customers and trafficegggion points—including ILEC and
CLEC central offices, long distance carrier poiotgaresence or POPs, cable head-ends, wirelesglpraVfacilities and Internet peering and
transit facilities. Our high fiber count metropalit networks allow us to extend our services diydctiour customers' locations at low costs,
because the availability of this network infrasttwe does not require extensive multiplexing equéptrto reach a customer location, which is
required in ordinary fiber constrained metropoliteatworks.

We had secured approximately 6.9 millionasg feet of space for our Gateway and transmidaiglities as of December 31, 2010, and
had completed the build out of approximately 4.8ion square feet of this space. Our initial Gatgvexcilities were designed to house local
sales staff, operational staff, our transmissiosh laernet Protocol routing and Softswitch faddtiand technical space to accommodate
colocation services—that is, the colocation of pquent by high-volume Level 3 customers, in an emvinentally controlled, secure site with
direct access to Level 3's network generally thihodigal, fault tolerant connections. As a resulbaf acquisitions, some of our facilities are
larger than our initial facilities and were desidrie include a smaller percentage of total squeeéfbr our transmission and Internet Protocol
routing/Softswitch facilities and a larger perceygaf total square feet to support the sale ofaailon services. Availability of these services
varies by location.

As of December 31, 2010, we had operatjdaallities based, local metropolitan networkd 6 U.S. markets and 9 European markets.

As of December 31, 2010, we also had apprately 145 markets in service in North America apgroximately 45 markets in service in
Europe.

Transoceanic Networks. Our European network is linked to our North Aroan intercity network by leased capacity andhmy ltevel 3
transatlantic cable system, which was completedpdanced into service during 2000 and originally hadesign capacity of 1.28 Thps. The
deployment of the system—which we refer to as th#ow system—was completed pursuant to a co-bgjléement announced in February
2000, whereby Global Crossing Ltd. participatethim construction of, and obtained a 50% ownersitgrest, in the Yellow system. Under the
co-build agreement, Level 3 and Global Crossing etith now separately own two of the four fibergpahn the Yellow system. The Yellow
system has been upgraded and our two fiber pawshawe capacity of 1.8 Thps.

We acquired additional capacity on Atlar@iossing 1, to serve as redundant capacity fofibar pairs on the Yellow system. We also
own capacity in the TAT-14 cable system. In conimactvith our acquisition of WilTel Communicatiorid, C, or WilTel, we secured
additional capacity on Atlantic Crossing 1 and @kxTT14. In 2006, we purchased 300 Gigabits of traséic capacity with the right to
purchase 300 Gigabits of additional optional cagdcom Apollo Submarine Cable System Ltd. In Jagu2007 we purchased 150 Gigabits of
the additional optional capacity available from Ap&ubmarine Cable System Ltd, 150 Gigabits in 897 and an additional 100 Gigabits
in November 2007. We are also acquiring an addifidnTerabit of capacity on the Apollo South cadstem, which will be drawn down over
a multi-year period. We are also an owner on tipadaJS, and China-US cable systems, an indefeasgieof use, or IRU, holder on
Southern Cross cable system as well as an ownreoAmericas Il cable and an IRU holder on the Arsgstem. We also own capacity on
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the Reliance-Globacom transatlantic system Flagniit-1 and capacity on the Hibernia transatlacdigle system. In 2009, we also secured 30
Gigabits of additional capacity on the Atlantic €sing | cable system.

Our Patent Portfolio

Through acquisitions and through our owseegch and development, we have approximately 8&hfs and patent applications in the
United States and around the world, as of Dece®bgeP010. Our patent portfolio includes patentsecimg technologies ranging from data i
voice services to content distribution to transimis&nd networking equipment.

In addition to the patents and patent &pfitbns we own, we have received licenses to pateitl by others, including through a cross-
license agreement with IBM entered into in Deceni¥)7, giving us access to technology covered b'sBapproximately (at that time)
42,000 patents covering many technologies reletgaatir business. While patents give us the riglprewvent others, particularly competitors,
from using our proprietary technologies, patergriges give us the freedom to operate our busingssutithe risk of interruption from the
holder of the patent that has been licensed to us.

We have used our patent portfolio in a nammdf ways. First, developing or acquiring techigids and receiving the legal right to preclude
others from using them may give us a competitiveaathge. Second, the breadth and depth of ourtyadetfiolio may deter others, particula
telecommunications operators, from bringing paiefiingement claims against us for fear of courdkaim by us. Most of the patent
infringement suits brought against us to date Heeen initiated by pateritelding companies who do not operate telecommupitatbusiness:
and who are less likely to be subject to a couak@m of infringement by us. Finally, the extensieas of our patent portfolio gives us the
option to cross-license with others having simyldnfoad portfolios on terms acceptable to us, raitigy the risk that others will wish to assert
patent infringement claims against us.

We will continue to file new patent appticas as we enhance and develop products and esyvie will continue to seek opportunities
expand our patent portfolio through strategic asitjons and licensing and we will continue to agpiately enforce our patents against
infringement by others.

Our Content Acquisition and Delivery Networks

We believe that our Vyvx and Content Dafition Network, or CDN, assets combined with odneotnetwork infrastructure provide us
with a competitive advantage in the content actjaisiand distribution business. This belief is lthea several factors.

. Network Scale. Because we are a facilities based provider, bilityato increase capacity to meet the needs ot@at providers
is greater than other CDN providers who do not hhedlexibility to quickly increase their availahetwork capacity.

. Network Reaclt We believe our customers' content reaches glabainet destinations using an average humberagshthal
are fewer than with most other CDN providers, wredlables our customers to easily reach their aodé&eand provide a better
viewing experience. The fewer number of hops remglio reach Internet destinations serves to reldteecy and jitter.

. Low Cost Position Because we own or control much of the underlyiatyvork infrastructure required to deliver our CI

services, we believe that we are positioned tor @ifst advantages to our customers. By moving obmtiescale, our customers
can take advantage of lower unit costs for bandwictlocation, servers and disk space.
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. Network Performance.Because we own or control much of the underlyiatyork infrastructure, we believe that we are
positioned to optimize end user performance asre¢he operators of that infrastructure.

CDN Applications

There are an increasing number of appboatfor CDN, across many types of customers, pdatity Internet-centric businesses and
businesses that desire to accommodate increadarghyr file sizes for transmission over the Intériie media and entertainment industries
use CDN services to provide on-demand streamindiemdtreaming. Social networking businesses meq@DN to provide their customers
with fast reliable music and video downloads. Likssy through the use of CDN, software companiesibleto provide software downloads
for their customers. Online retailers and adversisse CDN services to provide images and to doachémivertisements. Online gaming
companies provide game downloads, applicationstepdand delivery of demos and trailers through CDN.

Content Acquisition and Distribution Services Atebture

CDN describes a system of computers netabtl&gether across the Internet to provide cortensers in the most efficient manner to
enable an optimal user experience. In a CDN, nodgsoups of computers are deployed in multipletmmns closer to the end user, also kn
as the "edge of the network" and cooperate witlh @deer to satisfy requests for content by endsysensparently moving content behind the
scenes to optimize the delivery process. Requesthtent are directed intelligently through sapibated software applications to nodes that
provide optimal performance for end users.

The Vyvx platform transmits audio and viggogramming for our customers over our fiber-opetwork and via satellite. We use our
network to carry many live traditional broadcastl @able television events from the site of the étethe network control centers of the
broadcasters of the event. These events includesparting events of the major professional sgeggues. For live events where the locatic
not known in advance, such as breaking news stiriegnote locations, we provide an integratediéi@and fiberoptic network based servi
to transmit the content to our customers. Mostusfaustomers for these services contract for thaéeon an event-by-event basis; however,
we have some customers who have purchased a dedljpaint-to-point service, which enables thesecrnsts to transmit programming at any
time.

The CDN platform directs network trafficrass our existing physical network and infrastroetdhe CDN platform is composed of the
edge server or computer that provides caching tadraing functions, and the global server that joiev load balancing—that is, a computer
that directs the traffic to the most efficient edgever to meet the end user's request. The edger smables the storage of popular content in a
location that is closer to the end user and theretiyces bandwidth requirements and improves regptimes for that stored content. The
global server or computer load balancing componefitise CDN directs end user requests to the costaurce that is best able to serve the
request of the particular end user, such as rotitige service node that is closest to the endars® the one with enough capacity to service
the request of the end user.

Business Support Systems

In order to pursue our business strategiedhave developed and are continuing to develdgraplement a set of integrated software
applications designed to automate our operatiomalgsses. These development activities also reldtes integration of the systems that were
used by the companies that we have acquired. Thrthegdevelopment of our business support system$elieve that we have the
opportunity to develop a competitive advantagetingdao traditional
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telecommunications companies. In addition, we racmgthat for the success of certain of our sess/tbat some of our business support
systems will need to be easily accessible and eghitdctly by our customers.

We are currently deploying a unified sesiofiplified processes and systems that have besigral to streamline and synchronize our
service, sales and operational functions. Theseegs®es and systems have been designed to proypdevied capability in service catalog
management, sales opportunity management, custoar@gement, quoting, order entry, order workflolaygical and logical network
inventory management, service management, anddigamanagement. We completed the foundation sfghatform at the end of 2009, and
we are now focusing on operational efficiency imgnments and data integrity and migration.

Key design aspects of the business suggstém development program are:

. integrated modular applications to allow us to @jplgr specific applications as new services areahlail

. a scalable architecture that allows our customedstiaird party sales channel partners direct admessrtain functions th:
would otherwise have to be performed by our empsye

. phased completion of software releases designaliiow us to test functionality on an incrementasiba

. "wel-enabled" applications so that-line access to order entry, network operationsingiland customer care functions
available to all authorized users, including oustomers;

. use of a tiered, client/server architecture thaleisigned to separate data and applications, apescted to enable continued
improvement of software functionality at minimunmstoand

. use of pr-developed or commercial "¢the-shelf" applications, where applicable, which wiltérface to our internall
developed applications.

Competition

The communications industry has been anmhires highly competitive. In the late 1990s andehdy 2000s, significant new capacity was
deployed by both existing and new entrants. Thexswpply led to a period of financial restructurargl industry consolidation. We believe
these occurrences have led to an improved indestngture. However, given the significant econonoiescale inherent in the communications
industry, we believe further consolidation may accu

Our primary competitors are long distanagiers, ILECs, CLECs, PTTs, Content Delivery Netkvoompanies, and other companies that
provide communications services. The following mfiation identifies some key competitors for eaclwf service offerings.

Our key competitors for our wholesale vaeevice offerings are other providers of wholesalemunications services including AT&T,
Verizon, Qwest (which is in the process of beinguieed by CenturyLink, Inc.), Global Crossing andn@petitive Local Exchange Carriers.

For our IP and Data services, we competie @mpanies that include Verizon, AT&T, Global €sing, Tata and Cogent in North
America, and TeliaSonera, Global Crossing and Coigelaurope.

For transport services, our key competitoithe United States are other facilities basedrmoanications companies including AT&T,
Verizon, Qwest, tw telecom, Abovenet and XO. Indpa, our key competitors are other carriers sudPilass, Telia International, Colt,
Interoute, KPN, Belgacom and Global Crossing.

Our key competitors for our colocation $eeg are other facilities based communications @igs, and other colocation providers such
as web hosting companies and third party colocat@mmpanies. In the United States, these compamibsie Equinix, Savvis and Internap. In
Europe, competitors include Equinix, Global SwitbiterXion, Telecity and Telehouse Europe.
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In the enterprise and government marketskey competitors include ILECs (such as AT&T, Men and Qwest/Centurylink) and CLE
(such as tw telecom).

For Content Distribution Network or CDN giees, our key competitors include Akamai Techn@e@nd Limelight Networks.

The communications industry is subjectapid and significant changes in technology. Fotainse, periodic technological advances
permit substantial increases in transmission cpa€iboth new and existing fiber, and the introtilme of new products or emergence of new
technologies may reduce the cost or increase fhygysof certain services similar to those whichpl@n on providing. Accordingly, in the
future our most significant competitors may be rtrants to the communications industry, which—kenthe traditional incumbent carriers
we also compete with—are not burdened by an irstdlbse of outmoded or legacy equipment.

Regulation
Federal Regulation

The Federal Communications CommissionherRCC, has jurisdiction over interstate and irgaéomal communications services. The
FCC's regulation of common carriers without mag@iver, such as us, is less stringent than its atigal of dominant incumbent local
exchange carriers. We have obtained FCC approvahtbour transatlantic cable in the United Stafés.have obtained FCC authorization to
provide international services on a facilities- aesale-basis as well as various wireless licendeder the Telecommunications Act of 1996
(the "1996 Act"), any entity, including cable telden companies, electric and gas utilities, mageany telecommunications market, subject
to reasonable state regulation of safety, quality @nsumer protection.

As of August 1, 2001, our tariffs for indéate end user services were eliminated and adffstior international interexchange services
were eliminated on January 28, 2002. Our rates stilisbe just and reasonable and nondiscriminatOnyr state tariffs remain in place. We
have historically relied primarily on our salesderand marketing activities to provide informattorour customers regarding these matters and
expect to continue to do so. Further, in accordavittethe FCC's orders we maintain a schedule ofates, terms and conditions for our
domestic and international private line servicemonweb site.

Special Access Regulation Special access services are "lit" loop or tpanisfacilities that support the transmission ofadan a point-to-
point basis, often referred to as "private linégtel 3 purchases a substantial amount of spec@@ss services from ILECs and other
telecommunications carriers to reach customer mesrnd, less frequently, to support interoffia@gport requirements. In addition, Level 3
provides special access services to end user castand to other carriers via its own network anthmugh the resale of other carriers' spi
access services.

In January 2005, the FCC commenced an exaion of the regulatory framework governing thiesaterms, and conditions under which
ILECs subject to "price cap" regulation provideeirstate special access services. In this rulemattieg-CC is reviewing both the price cap
regime by which ILEC special access rates arenseioist areas, as well as the "pricing flexibilitggime under which ILECs have obtained the
ability to enter into more individualized relatidmgs with customers based upon certain threshaldstys of the presence of competitors in a
specific geographic and product market. We haveesigd as a measure of interim relief that the p@@ibit (or "freeze") any increases by
ILECs in the rates applicable to special accesscs pending the gathering of data and adoptidmaf rules in this proceeding. Others have
advocated for additional relief, including a revioga altogether of ILEC pricing flexibility and/geduction of "price cap” ILEC interstate
special access rates. The FCC has not yet ruléawel 3's request for interim relief or the othenging
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requests. The FCC is reviewing the voluminous @othis proceeding, but we do not anticipate thatFCC will issue a comprehensive
ruling in this rulemaking until at least mid- tdéa2011.

Network Neutrality and Open Internet.in 2005, the FCC adopted itgernet Policy Statemeseeking to safeguard and promote
unimpeded access to the Internet by announcinfptlosving four general Internet policy principlesat, subject to reasonable network
management, would guide the FCC's interpretatiatsatatutory responsibilities to encourage breedbdeployment and preserve and prol
the open and interconnected nature of the publermet. Specifically, consumers are entitled to:

. access the lawful Internet content of their choice;

. run applications and use services of their ch@uabject to the needs of law enforcement;

. connect their choice of legal devices that do rmobththe network; an

. competition among network providers, applicatiod aarvice providers, and content providers.

In 2008, the FCC issued an order findirag thomcast violated tHaternet Policy Statemeand engaged in "unreasonable network
management practices" by blocking BitTorrent arfteopeer-to-peer Internet traffic. The FCC requitemncast to disclose details of its
network management practices, commit to a plar&se such practices, and provide details of a madiscriminatory network management
practice. Comcast appealed the FCC's decisioretttfited States Court of Appeals for the Distric€olumbia Circuit, which in April of
2010, held that the FCC had failed to show thhaad the legal authority to issue the ruling. On@msber 21, 2010, the FCC issued a Repor
Order entitled 'Preserving the Open Internet: Broadband Industrad®ices"(the "Open Internet Order"), which provided, amatiger things,
that broadband providers must: 1) be transparemitabnd therefore disclose, their network managemeactices; ii) not block lawful content;
and 3) not unreasonably discriminate in transngttawful content. The Open Internet Order may bgext to both court and legislative
challenge. We cannot predict the nature and extiethie effect that further action by the FCC irstarea may have on the Company and its
operations.

In November 2010, in connection with Le8k request to augment interconnection capacity @imcast, Comcast demanded that
Level 3 enter into an agreement and pay Comcashterconnection capacity. Level 3 agreed to Cotrsdemand under protest, and initiated
steps to bring the issue to the attention of fddeolcy makers. Our dispute with Comcast has rattbeen resolved. There is a risk that, if
Comcast prevails in its claims that such a chasget prohibited under applicable law (including thpen Internet Order), other retail Internet
service providers may make similar demands for gaymelating to interconnection with their netwarks

Intercarrier compensation. Telecommunications carriers compensate onénanétr traffic carried on each other's networks.
Interexchange carriers pay access charges toteleahone companies for long distance calls thgtrate and terminate on local networks.
Local telephone companies typically charge oneterdbr local and Internet-bound traffic termingtion each other's networks. The entire
methodology by which carriers compensate one anfthexchanged traffic, whether it be for localtrastate or interstate traffic, is under
review at the FCC.

Apart from this comprehensive review oentiarrier compensation, individual compensationdsshave been the subject of FCC and state
commission rulings. Since 1997 the issue of comgi@msto be paid for calls dialed to Internet seevproviders or ISPs has been heavily
litigated. Since 2004, the issue of compensatidretpaid in connection with the exchange of Voieerdnternet Protocol or VolIP calls has
also been the subject of much debate.

In its decision on November 5, 2008, the&CH€sponded to a mandamus order from the Unite@sS@ircuit Court of Appeals for the
District of Columbia concerning its 2001 ISP Rem@&nder. In that Mandamus Order, the FCC clarifteat it had jurisdiction over ISP bound
traffic pursuant to the
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reciprocal compensation provisions of the Telecomigations Act of 1996 regardless of whether th#fitravas local or long distance. The
FCC then decided to maintain the existing compémsaegime it had established for I®Bund traffic with a rate of $0.0007 per minuteusé
The Court of Appeals for the United States in th&tiizt of Columbia upheld the FCC's order in Jagu2010. Despite their breadth, some
carriers continue to argue that certain types Bfb8und traffic are not covered by the 2001 and2f@ers. Findings of this nature could af
the Company's charges for ISP bound traffic.

Level 3 maintains approximately 233 intemoection agreements with other telecommunicatiangers. These agreements set out the
terms and conditions under which the parties widlenge traffic. The largest agreements are wit&kAand Verizon. Level 3's agreement
with AT&T expired on January 11, 2011, but is cantng on a month to month basis. Level 3's agreémith Verizon expired on March 31,
2009. Upon expiration of the agreement, Level 3dadzon will continue to provide services untisaccessor agreement has been reached.

As interconnection agreements expire, weaghtinue to negotiate new agreements but attiitmie cannot predict what the final terms
be, including compensation for ISP-bound trafficd@iP traffic. In the event we initiate arbitratibbefore a state commission to establish the
terms of the interconnection agreement, we canreatigt what the final terms will be, including coensation for ISP-bound traffic or VolP
traffic

Given the general uncertainty surroundhegeffect of the FCC and state decisions and app&almay have to change (1) how we treat
the compensation we receive for terminating cadlsrial for ISPs if the agreements under which comga@nrsis paid provided for the
incorporation of changes in FCC rules and reguhati¢2) the manner in which we account for the censation and costs of intercarrier
compensation for VOIP.

There is also uncertainty in respect tericdrrier compensation for VolP traffic. As in 18P intercarrier compensation situation, the FCC
has issued a number of rulings asserting its jiatigsh over such traffic, but to date it has natied any rulings on the scope and rate of
intercarrier compensation to be paid by carrieharging VolP traffic. Some carriers assert thatPvoaffic is local in nature and thereby
subject to local compensation rates, while otheti@@ have taken the position that some or alhisf traffic should be subject to higher
intrastate or interstate rates. A number of casri@ve filed petitions with the FCC seeking a dattay ruling on the treatment of VolP traffic.
These petitions have either been withdrawn or tefebased on procedural grounds. In those caseBEQR did not resolve the question of the
appropriate intercarrier compensation.

Until such time as the FCC acts in suchag as to either clarify its rulings on ISP compeiosa VolP compensation or rules on
intercarrier compensation in its entirety, and sugbs are final and non-appealable, the scopetefdarrier compensation obligations between
carriers exchanging ISP or VolIP traffic is uncertai

Universal Service. Level 3 is subject to federal and state reguiatthat implement universal service support faress to
communications services in rural, high-cost and-logome markets at reasonable rates; and acceslvémced communications services by
schools, libraries and rural health care providéhe FCC assesses Level 3 a percentage of ingeestdtinternational revenue it receives from
retail customers as its contribution to the Feddralersal Service Fund. The FCC is consideringhgitag the method by which our
contributions are assessed to a flat-fee chargd, &s1a per-line or per-number charge. Additionalig FCC recently ruled that states may
assess contributions to their state Universal Serviind from Voice over Internet Protocol providémsy change in the assessment
methodology may affect Level 3's revenues, buhiattime it is not possible to predict the exteretwould be affected, if at all.
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State Regulation

The 1996 Act is intended to increase coitipetin the telecommunications industry, espegiail the local exchange market. With respect
to local services, ILECs are required to allow iatgnection to their networks and to provide unbeddccess to network facilities, as well as
a number of other pro-competitive measures. Bectngsenplementation of the 1996 Act is subjecttionerous state rulemaking proceedings
on these issues, it is difficult to predict howaily full competition for local services will beakzed.

State regulatory agencies have jurisdictitnen our facilities and services are used to pi®untrastate telecommunications services. A
portion of our traffic may be classified as integsttelecommunications and therefore subject te ségulation. We expect that we will offer
more intrastate telecommunications services (inotydtrastate switched services) as our businedgeoduct lines expand. We are author
to provide telecommunications services in all fétates and the District of Columbia. In additiae, will be required to obtain and maintain
interconnection agreements with ILECs where we wasprovide service. We expect that we should be etbnegotiate or otherwise obtain
renewals or successor agreements through adogtmthers' contracts or arbitration proceeding$algh the rates, terms, and conditions
applicable to interconnection and the exchangeaffi¢ with certain ILECs could change significgnih certain cases. The degree to which the
rates, terms, and conditions may change will depertiebnly upon the negotiation and arbitration pscand availability of other
interconnection agreements, but will also deperglgnificant part upon state commission proceedthgseither uphold or modify the current
regimes governing interconnection and the exchahgertain kinds of traffic between carriers.

There are initiatives in several statedkgures to lower intrastate access rates, aligthiem with interstate rates. While we believe that
rate adjustment initiatives such as this are gdiydratter considered holistically by the FCC ast udi its overall intercarrier compensation
reforms, some states have and may continue tordieieiotherwise. Depending on whether we are aalktator or a net payer of any adjusted
rate, such rate adjustments could have a negdfaet en the Company.

States also often require prior approvalsatifications for certain transfers of assetstomers or ownership of certificated carriers and
for issuances by certified carriers of equity obtde

Local Regulation

Our networks are subject to numerous loegililations such as building codes and licensinghSegulations vary on a city-by-city,
county-by-county and state-by-state basis. To linstat own fiber optic transmission facilities, weed to obtain rights-of-way over privately
and publicly owned land. Rights-of-way that are alotady secured, or which may expire and not bewed, may not be available to us on
economically reasonable or advantageous termsifuthare.

Regulation of Voice over Internet Protocol (VolP)
Federal and State

Due to the growing acceptance and deploymievolP services, the FCC and state public ytifibmmissions are conducting regulatory
proceedings that could affect the regulatory dwias rights of entities such as us or our affibateat provide IP-based voice applications.
There is regulatory uncertainty as to the impositibaccess charges and other taxes, fees andasgeshon VolIP services that use the public
switched telephone network. There is regulatoryedtainty as to the imposition of traditional retgdmmon carrier regulation on VolP
products and services.

The rules respecting the payments madebyecs for the exchange of VolIP traffic have beehject to much debate. The FCC has not
clarified whether VoIP traffic is to be subjectedthe access charges regime that is applicabtaddibnal telecom service, or whether VolP
traffic is to be treated
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as an "information service" or "enhanced" and nbject to access charges. There are a numberitbpstand proceedings pending before the
FCC where this issue could be resolved. At thigtiinis difficult to predict the outcome of anytbiese proceedings or the timing for their
eventual resolution. As a result, we cannot pretiieteffect that any such rulings could have onpravision of VolP services.

The FCC has classified VoIP services aefgtate” services subject to FCC regulations,hesdstated that states have limited authority to
regulate the offering of VoIP services. On Septen22e 2003, Vonage Holdings Corporation ("Vonad#éd a petition with the FCC
requesting a declaration that its offerings, whaciginate on a broadband network in IP format amcthinate on the PSTN, are interstate
information services not subject to state regutatinder the 1996 Act and existing FCC rules. Onéyolver 10, 2004, the FCC adopted an
order (which was subsequently upheld on appeahguthat Vonage's service was an interstate senotsubject to state regulation.

On June 3, 2005, the FCC issued an ordeicfwwvas subsequently upheld on appeal) requitingtarconnected VolP providers to deli
enhanced 911 capabilities to their subscriberscolater than November 28, 2005. We have modifiadseuwvice offerings to VoIP providers in
order to assist them in complying with the FCC netad

In 2007, the FCC imposed some regulatogyirements on VolP providers that had previouskrbapplicable only to traditional
telecommunications providers. The FCC (a) impodadijations on VolP providers to contribute to tleeléral universal service fund, and
(b) required VolP carriers to comply with regulatsorelating to local number portability (includingntributing to the costs of managing
number portability requirements). In addition, amer of state public utility commissions are cortthgcregulatory proceedings that could
affect our rights and obligations with respectReblased voice applications. Specifically, someestatve taken the position that the "local”
component of VoIP service is subject to traditioregulations applicable to local telecommunicatisesvices, such as the obligation to pay
intrastate universal service fees.

We cannot predict the outcome of any oféhgetitions and regulatory proceedings or anylairpetitions and regulatory proceedings
pending before the FCC or state public utility colssions. Moreover, we cannot predict how their ootes may affect our operations or
whether the FCC or state public utility commissiank impose additional requirements, regulatiomslbarges upon our provision of services
related to IP communications.

European Regulatio

Unlike the United States which has a feldstate regulatory scheme, the European Union Hdaptad a more systematic approach to the
convergence of networks and the regulation of tefeaunications services. The European Commissiorsees the implementation by its
Member States of various directives developedgalege electronic communications in a technology platform neutral manner. In February
2003, the European Union adopted a new regulatargdwork for electronic communications that is gesd to address in a technologically
neutral manner the convergence of communicatiorssadelecommunications, computer and broadcasghgorks. The directives address:
() framework (2) interconnection and access, (B)arization and licensing, (4) universal serviod &) privacy. These directives and an
additional decision on radio spectrum replace tistiag 20 directives on electronic communicatioRgrsuant to that framework, the licensing
regime was replaced with a general authorizatiam. éisting licenses were canceled and replacdd avijeneral authorization.

Notwithstanding a synchronized approactetplation in Europe, the implementation of thediives has not been uniform across the
Member States of the European Union, and it isadiff to predict when they will be implemented la¢ ihational level. Even with
harmonization, the national
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regulatory agencies will continue to be respondittdssuing general authorizations and specifierises.
Canadian Regulation

Pursuant to thEelecommunication&ct ("Act"), the Canadian Radio-television and T@mmunications Commission ("CRTC"), has
jurisdiction to regulate telecommunications comneations and their service offerings in Canada. Regty developments over the p.
several years have terminated the historic monegdf the ILECs bringing significant competitionthds industry for both domestic and
international long distance services. On DecemBdePQ06, the Governor in Council (Federal Cabifat}he first time exercised its statutory
power to issue a binding Policy Direction requirthg CRTC, in regulating the telecommunicationsustdy, to rely on market forces to the
maximum extent possible, regulating only to theeaknecessary and then in an efficient and a ptiopate way. The provision of Canadian
domestic and international transmission facilit@sed services remains restricted to "CanadiaiecsitrThese carriers must have majority
ownership and control in fact by Canadians. Theeena such Canadian ownership and control requinggrfer companies that resell the
services and facilities of a Canadian carrier. L8veperates as a reseller in Canada. If the ovangrsstrictions are repealed, we anticipate
we will be able to expand our operations and sereiterings in Canada. The liberalization of Caaadiarrier ownership and control is
controversial and there are no immediate prosgectuch a change.

While competition is permitted in all oth@anadian telecommunications market segments, Wievbeahat the ILECs will continue to
retain a substantial majority of the local andinglicard markets. Beginning in May 1997 and furtldelby a Federal Government policy
direction, the CRTC has released a number of dewsbpening to competition the Canadian local teteaunications services market. As a
result, networks operated by CLECs may now be éotamected with the networks of the ILECs. Transiois$acilities based CLECs are
subject to the same majority Canadian ownershimé@en carrier" requirements as transmission feslbased long distance carriers. CLECs
have the same status as ILECs, but without unieesgice or customer tariff filing obligations. |Alundled and unbundled local services
(including residential lines and other bulk sergicsmay now be resold, but ILECs need not providsétservices to resellers at wholesale
prices. The CRTC has ruled that resellers cannetdssified as CLECs, and thus are not entitle@ltBC interconnection terms and conditic

With respect to VolIP services, the CRT@duh Decision 2005-28 that it should forbear fra@ygulating circuit switched VoIP services.
As a result, ILECs are not required to file tariifs the provision of long distance VolP servicé#th respect to local VolP services, the
Governor in Council varied the CRTC decision t@trgolP services as other local exchange servigesdking an exception for access
independent VolIP services that do not include &CO4provided loop. Furthermore, the ILEC, Bell Caagdias received approval of its
application to be relieved of the requirement ttaobpre-approval for price changes for its local® services. Bell has been permitted to
notify the CRTC two business days in advance ofigka as long as the price is within an authorizede.

In a March 3, 2008 decision, the CRTC digthbd the regulatory framework for wholesale telamunications services with rules for the
regulation and pricing provided by ILECs to com{pedi service providers, such as alternative loaal lang distance carriers, resellers and
ISPs. The CRTC decision revised its definition of'assential service", established a six-categaméwork for the CRTC's regulation of
wholesale telecommunications services, categonaeidus available wholesale services within thesaiified categories, and established the
regulatory conditions associated with each serw@tegory, notably mandated access and pricingiptes; as well as the process for the phase:
out of regulation for certain services found tono@-essential. In its 1997 local competition dexisthe CRTC had tied essential facilities to
those provided on a monopoly basis. In the 2008
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decision, non-monopoly facilities will have to bewided to competitors if the CRTC makes a deteatiim that withdrawal of mandatory
access would likely result in a substantial lessgmir prevention of competition. The CRTC classlfigholesale services that are currently
regulated into six categories: essential, conditi@ssential, conditional mandated non-essentidligpgood, interconnection, and nessentia
subject to phase-out of regulation. Very few sexsiwere classified as essential. In the categotgarfditional essential" wholesale services,
the CRTC included wholesale services used for ldaphony (primarily unbundled local loops), lopesed competitor digital network access
services, DS-0 and DS-1 access facilities and AB&tess services used to provide high-speed Intacaess services to residences and
businesses. This essential conditional categossifieation will continue until it is demonstratétat wholesale alternatives functionally
equivalent are sufficiently present such that witwlng mandated access would not likely result sulastantial lessening or prevention of
competition in the local exchange services mafRegarding network interconnection services, custaneess facilities, and support structure
services, the CRTC considers that these arrangemeatechnologically and competitively neutrathte greatest extent possible, enable
competition from new technologies, and do not iaiéifly favor Canadian carriers or resellers.

The CRTC has conditionally forborne frorgukating the retail Internet services, but notwhi®lesale Internet services, of Canadian
carriers preserving its regulatory powers relatmgnjust discrimination and undue preference eaathge. The CRTC has ruled (Telecom
Decision 2008-108) that Bell Canada's applicatibitsaraffic shaping measures to its wholesale AR8cess service known as Gateway
Access Service (GAS) were not in violation of tketste. In Public Notice 2008-19, the CRTC noteat thecision 2008-108 dealt only with
Bell Canada's practice of throttling P2P trafficattain times of the day in relation to its GASnlgeprovided to wholesale customers. In the
Public Notice, the CRTC announced it would expliwe current and potential Internet traffic managetpeactices of all ISPs operating in
Canada, examining both retail and wholesale sesvioeOctober 21, 2009, the CRTC released a p&iayework dealing with Internet Traffic
Management Practices for Internet Service Providere policy requires ISPs to disclose their nekwoanagement practices, to implement
those practices in a manner that addresses onbffgreding conduct; and must be competitively ngluffhe CRTC said that it would
implement its policy on a case-by-case review.hid time, the Company cannot predict the effect tiia policy might have on its operations.

Our Other Business

Our company was incorporated as Peter Ki8ams', Inc. in Delaware in 1941 to continue astarttion business founded in Omabha,
Nebraska in 1884. In subsequent years, we invesgertion of the cash flow generated by our corsivn activities in a variety of oth
businesses. We entered the coal mining busines®4i8, the telecommunications business in 1988nfoemation services business in 1990
and the alternative energy business in 1991. We ho made investments in several developmerg stgures.

In December 1997, our stockholders ratifleeldecision of the Board to effect the splits#parating our historical construction business
from the remainder of our operations. As a resithe split-off, which was completed on March 3298, we no longer own any interest in the
prior construction business. In conjunction witk 8plit-off, we changed our name to "Level 3 Comivations, Inc.," and the entity that held
the prior construction business changed its naniBeter Kiewit Sons', Inc."

In November 2005, we completed the saleuof(i )Structure, LLC subsidiary to Infocrossing, Incideito the sale, ()Structure provide:
computer operations outsourcing to customers ldgattienarily in the United States. In September 2006 completed the sale of 100% of the
capital stock of our indirect, wholly owned subaigi, Software Spectrum, Inc. ("Software Spectrund’insight Enterprises, Inc. Prior to the
sale, Software Spectrum was a leading direct markdtsoftware and provider of software licensiegvices to corporations. With the
completion of the sale of Software Spectrum, weeekihe information services business.
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Coal Mining

We are engaged in coal mining through albs&liary, KCP, Inc. ("KCP"). KCP has a 50% inteérieswo mines, which are operated by a
subsidiary of Peter Kiewit Sons', Inc. ("PKS"). Rec Coal Company ("Decker") is a joint venture witlestern Minerals, Inc., which is a
subsidiary of Cloud Peak Energy Inc. Black ButtelQ@ompany ("Black Butte") is a joint venture wBlitter Creek Coal Company, a
subsidiary of Anadarko Petroleum Corporation. Tleekzr mine is located in southeastern Montana lea@lack Butte mine is in
southwestern Wyoming. The coal mines use the seirfdining method.

The coal produced from the KCP mines igl goimarily to electric utilities, which burn cotd produce steam to generate electricity.
Essentially all of the sales were made under lemgrtcontracts to a limited number of customerdutiag Pacificorp (Black Butte), Idaho
Power (Black Butte), Sierra Pacific (Black Butt€he Detroit Edison Company (Decker), Virginia Poweecker), Wolf Mountain (Decker)
and Minnesota Power (Decker). The Black Butte nhiag commitments to deliver approximately 15.4 wnilltons of coal through 2015 under
contracts with Pacificorp, Idaho Power and Siemeift. The Decker mine has sales commitments ligaeteapproximately 7.7 million tons of
coal through 2013 with The Detroit Edison Compang ®olf Mountain. Under a mine management agreenk&@P pays a subsidiary of Pk
an annual fee equal to 30% of KCP's adjusted apgratcome. The management fee for 2010 was less$th million.

The coal industry is highly competitive. R€Gompetes not only with other domestic and foreigal suppliers, some of whom are larger
and have greater capital resources than KCP, baotveith alternative methods of generating elediriand alternative energy sources. In 2009,
the most recent year for which information is aafalié, KCP's production represented less than 18talfU.S. coal production. Demand for
KCP's coal is affected by economic, political aadulatory factors. For example, recent "cleanlaiw's may stimulate demand for low sulfur
coal. KCP's coal reserves generally have a lowsatintent (less than one percent) and are cuyraaéful principally as fuel for coal-fired,
steam-electric generating units. KCP's customee bamy be negatively affected if legislation is éaddo limit greenhouse gas emissions.

KCP's sales of its coal, like sales by othestern coal producers, typically provide foridetdy to customers at the mine. A significant
portion of the customer's delivered cost of coatisbutable to transportation costs. The Deckelr Black Butte mines are each served by a
single railroad. Many of their western coal comjgesi are served by two railroads and such compstitastomers often benefit from lower
transportation costs because of competition betwaitoads for coal hauling business. Other westead producers, particularly those in the
Powder River Basin of Wyoming, have lower strippragjos (that is, the amount of overburden thattrbesremoved in proportion to the
amount of minable coal) than the Black Butte andk&e mines, often resulting in lower comparativetsf production. As a result, KCP's
production costs per ton of coal at the Black Batid Decker mines can be as much as four andifiestgreater than production costs of
certain competitors. Because of these cost disadgas, there is no assurance that KCP will be taldater into additional long-term coal
purchase contracts for Black Butte and Decker prtido. In addition, these cost disadvantages magrsely affect KCP's ability to compete
for sales in the future.

We are required to comply with various fedestate and local laws and regulations concgrpiotection of the environment. KCP's share
of land reclamation expenses for the year endeémber 31, 2010 was approximately $4 million. KCGfPiare of accrued estimated
reclamation costs was $105 million at Decembe2810. We were not required to make significant zdgixpenditures for environmental
compliance with respect to the coal business ir02We believe our compliance with environmentaft@ecton and land restoration laws will
not affect our competitive position since our cofitpes in the mining industry are similarly affedtby such laws. However, failure to comply
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with environmental protection and land restoratems, or actual reclamation costs in excess ofaguruals, could have an adverse effect on
our business, results of operations, and finarciadition.

The operation of our mines is subject gutation by the Federal Mine Safety and Health Adstration ("MSHA") under the Federal
Mine Safety and Health Act of 1977 (the "Mine Swfatt"). The following disclosures are provided guant to the Dodd-Frank Wall Street
Reform and Consumer Protection Act (the "Dodd FraoK), which was enacted in July 2010; Section360the Dodd Frank Act requires
certain disclosures by companies required to #eqalic reports under the Securities Exchange A&©84, as amended, that operate mines
regulated under the Mine Safety Act. Under the Dedxhk Act, the SEC is authorized to issue rulesragulations to carry out the purpose
these provisions, but has not done so as of tleealdhis report. While we believe the followingdiosures meet the requirements of the Dodd
Frank Act, it is possible that any ruteaking by the SEC will require disclosures to bespnted in a form that differs from this presentatill
of our mining operations are located within the tggs United States.

Annual Reporting Pursuant to Wall Street Reform andConsumer Protection Act Section 1503

For 2010, in accordance with Section 150he Dodd Frank Act, we present the following imfation with respect to the mines that we
operate and those in which we have a 50 percamtyenture ownership interest:

Black
Big Horn Butte Decker Rosebud
Item Mine Mine Mine Mine

Section 104 S&S citations(. — 6
Section 104(b) orders(. — —
Section 104(d) citations and orders — —
Section 110(b)(2) violations(: — —
Section 107(a) orders(: — — —
Proposed MSHA assessments — $ 14,31C $ 31,36¢ —
Fatalities(7) — —
Section 104(e) notices(: — — — —
Pending Mine Safety Commission legal acti

(including any contested penalties for citations

issued)(9 — 35 1 —

Il

Q) Total number of violations of mandatory health afesy standards that could significantly and sulisdly contribute to
the cause and effect of a coal mine safety or Indwzard under section 104 of the Federal Minet@afed Health Act of
1977 (30 U.S.C. 814) (the "Mine Safety Act") forialhwe received a citation from MSHA.

(2) Total number of orders issued under section 10df{(t)e Mine Safety Act (30 U.S.C. 814(b)).

(3)  Total number of citations and orders for unwarrblgdailure of Level 3 to comply with mandatory hbaor safety
standards under section 104(d) of the Mine Safety(30 U.S.C. 814(d)).

4) Total number of flagrant violations under sectid®(b)(2) of the Mine Safety Act (30 U.S.C. 820(B)(2
(5)  Total number of imminent danger orders issued usdetion 107(a) of the Mine Safety Act (30 U.S.C7@&)).

(6)  Total dollar value of proposed assessments from M8hkder the Mine Safety Act (30 U.S.C. 801 et s¢
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™)
®)

9)

Glossary of Terms

access

access charges

ATM (asynchronou
transfer mode)

backbone

CAP

caching

capacity

carrier

Total number of mining-related fatalities.

Any coal mines owned and operated by us that redeiwitten notice from MSHA of (A) a pattern of lations of
mandatory health or safety standards that aredaf sature as could have significantly and subsafiypttontributed to the
cause and effect of coal mine health or safetyrasaander section 104(e) of such Mine Safety A6t{3S.C. 814(e)); or
(B) the potential to have such a pattern.

The information in the table reflects the pendiagdl actions before the Federal Mine Safety andthi&eview
Commission as of December 31, 2010. The followisgihcludes legal actions that were initiated ptmthe current
reporting period and that do not necessarily rdtatdtations, orders or proposed assessmentslisgu®ISHA during the
year ending December 31, 2010. Of the 35 pendigaf kections at the Black Butte mine, 34 representasts of citations
or orders (for which the aggregate amount assdssggte is less than $100,000) under Section 1@ (e Mine Safety
Act and one represents a citation under Sectiogd(¥ of the Mine Safety Act. The one pending leaion at the
Decker mine represents a citation under Sectioffd)(¥).

Telecommunications services that permit diistance carriers to use local exchange faslith originate and/or
terminate long distance servic

The fees paid by long distance carriers to LEC®figinating and terminating long distance callstlom LECSs' local
networks.

An information transfer standard that is one otaegal class of packet technologies that relajid¢raf way of an
address contained within the first five bytes standard fifty-three byte long packet or cell. WEM format can be
used by many different information systems, inahgdiLANs, to deliver traffic at varying rates, pettimg a mix of data,
voice and videc

A high-speed network that interconnects smalleteprendent networks. It is the through-portion tasmission
network, as opposed to spurs which branch offtiheugt-portions.

Competitive Access Provider. A company that proside customers with an alternative to the locahaxge company
for local transport of private line and specialesxtelecommunications servic

A process by which a Web storage device or cacloe@ed between Web servers (or origin serverd)aanser, and
watches requests for HTML pages and objects su@hages, audio, and video, then saves a copydelf.itf there is
another request for the same object, the cachausadllits copy, instead of asking the origin sefgeit again.

The information carrying ability of a telecommurtioas facility.
A provider of communications transmission serviogdiber, wire or radio
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CDN

central office

CLEC

co-carrier

common carrier

conduit

DS-3

dark fiber
dedicated line

dialing parity

equal access

facilities based carriel
fiber optics

Content Distribution Network or CDN descriteesystem of computers networked together acrass th
Internet that cooperate transparently to deliveious types of content to end users. The deliveoggss i
optimized generally for either performance or cééhen optimizing for performance, locations that ca
serve content quickly to the user are chosen. Vipgimizing for cost, locations that are less expent
serve from may be chosen inste

Telephone company facility where subscribers' laesjoined to switching equipment for connectitiget
subscribers to each other, locally and long distz

Competitive Local Exchange Carrier. A company tt@mhpetes with LECs in the local services mar

A relationship between a CLEC and an ILEC thatr@ceach company the same access to and righe
other's network and provides access and services equal basi:

A government defined group of private companiesniffy telecommunications services or facilitieshe
general public on a n-discriminatory basis

A pipe, usually made of metal, ceramic or plagtiat protects buried cable
A data communications circuit capable of transmgttilata at 45 Mbp:
Fiber optic strands that are not connected to mnésson equipmen
Telecommunications lines reserved for use by pagiccustomers

The ability of a competing local or toll serviceogider to provide telecommunications services ichsa
manner that customers have the ability to routeraatically, without the use of any access codet the
telecommunications to the service provider of thetemers' designatio

The basis upon which customers of interexchangiecsiare able to obtain access to their Primary
Interexchange Carriers' (PIC) long distance telephwetwork by dialing "1", thus eliminating the dee
dial additional digits and an authorization codeltain such acces

Carriers that own and operate their own networkegudpment

A technology in which light is used to transpoifoirmation from one point to another. Fiber optibles
are thin filaments of glass through which light imseare transmitted over long distances carryingreoos
amounts of data. Modulating light on thin stranéiglass produces major benefits including high
bandwidth, relatively low cost, low power consuroptismall space needs and total insensitivity to
electromagnetic interferenc
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Gbps

ILEC

Interconnection

InterLATA
Internet
IntraLATA

ISDN

ISPs

IXC

Kbps

LATA

leased line

LEC

local exchange

local loop

long distance carriers

Gigabits per second. A transmission rate. One diggjials 1.024 billion bits of informatio

Incumbent Local Exchange Carrier. A company histdly providing local telephone service. Often refe
to one of the Regional Bell Operating Companies@RB). Often referred to as "LEC" (Local Exchange
Carrier).

Interconnection of facilities between or amongtleéwvorks of carriers, including potential physical
colocation of one carrier's equipment in the ot®erier's premises to facilitate such interconrmec

Telecommunications services originating in a LAT#daerminating outside of that LAT/
A global collection of interconnected computer natkg which use a specific communications prota
Telecommunications services originating and tertirigain the same LATA

Integrated Services Digital Network. An informatimansfer standard for transmitting digital voicela
data over telephone lines at speeds up to 128 t

Internet Service Providers. Companies formed teigeaccess to the Internet to consumers and kassine
customers via local network

Interexchange Carrier. A telecommunications comghay provides telecommunications services betweer
local exchanges on an interstate or intrastatesk

Kilobits per second. A transmission rate. One Kkileluals 1,024 bits of informatio

Local Access and Transport Area. A geographic eoeaposed of contiguous local exchanges, usually but
not always within a single state. There are appnaxely 200 LATAs in the United State

An amount of telecommunications capacity dedicébeal particular customer along predetermined ro

Local Exchange Carrier. A telecommunications coryaiat provides telecommunications services in a
geographic area. LECs include both ILECs and CLI

A geographic area determined by the appropriate stgulatory authority in which calls generallg ar
transmitted without toll charges to the callingcatled party

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

Long distance carriers provide services betweeal lexchanges on an interstate or intrastate badeng
distance carrier may offer services over its owarmther carrier's facilitie
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Mbps

MPLS

multiplexing

NAP
0C-3
0C-12
0C-48

PBX

peering

POP

private line

Megabits per second. A transmission rate. One nieggbals 1.024 million bits of informatio

MultiProtocol Label Switching. A standards approtedhnology for speeding up network traffic flondan
making it easier to manage. MPLS involves settip@specific path for a given sequence of packets,
identified by a label put in each packet, thus sgthe time needed for a router or switch to lopkhe
address to the next node to forward the packe

An electronic or optical process that combinesgdaumber of lower speed transmission lines im® o
high speed line by splitting the total availabletaidth into narrower bands (frequency divisiom)bg
allotting a common channel to several differenhsraitting devices, one at a time in sequence (time
division).

Network Access Point. A location at which ISPs earde traffic with each othe

A data communications circuit capable of transmgttilata at 155 Mbp

A data communications circuit capable of transmittilata at 622 Mbp

A data communications circuit capable of transmgttilata at approximately 2.45 Gb

Private Branch eXchange. A PBX, sometimes knowa plsone switch or phone switching device, is a
device that connects office telephones in a businéth the PSTN. The functions of a PBX includetirog
incoming calls to the appropriate extension in Hic®, sharing phone lines between extensions,raated

greetings for callers using recorded messagesngdiaienus, connections to voicemail, automatic call
distribution and teleconferencin

The commercial practice under which ISPs excharaféa with each other. Although ISPs are free to
make a private commercial arrangement, there arergly two types of peering. With a settlemenefre
peering arrangement the ISPs do not need to pdyather for the exchange of traffic. With paid pegy
the larger ISP receives payment from the smallBrttScarry the traffic of that smaller ISP. Peeringurs
at both public and private exchange poi

Point of Presence. Telecommunications facility veheeicommunications provider locates network
equipment used to connect customers to its netvackbone

A dedicated telecommunications connection betweehuser locations
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PSTN

Public Safety Answering Point

RBOCs

reciprocal compensation

resale

router

selective router

SONET

special access services

streaming

Public Switched Telephone Network. Thatiparbf a local exchange company's network avail &k
users generally on a shared basis (i.e., not diedi¢a a particular user). Traffic along the pulshidtched
network is generally switched at the local excharg@apany's central office

An answering location for 911 calls originatingaiigiven area. PSAPs are typically a common bursad
to answer emergency calls and dispatch safety &gesach as police, fire, emergency medical,

Regional Bell Operating Companies. Originally, se¥en local telephone companies established asul
of the AT&T Divestiture.

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

Resale by a provider of telecommunications servisesh as a LEC) of such services to other prosider
carriers on a wholesale or a retail ba

Equipment placed between networks that relaystdatzose networks based upon a destination address
contained in the data packets being rou

Telephone switch or functional equivalent, con&dlby the relevant local exchange carrier (LEC)ictvh
determines the PSAP to which a 911 call shoulddleeted based on the location of the 911 ca

Synchronous Optical Network. An electronics anduoek architecture for variable bandwidth products
which enables transmission of voice, data and v{dadtimedia) at very high speeds. SONET ring
architecture provides for virtually instantaneoestoration of service in the event of a fiber aut o
equipment failure by automatically rerouting trefiin the opposite direction around the ri

The lease of private, dedicated telecommunicatioes or “circuits" along the network of a localclang:
company or a CAP, which lines or circuits run tdrom the long distance carrier POPs. Examples of
special access services are telecommunications fimeing between POPs of a single long distance
carrier, from one long distance carrier POP toRBd° of another long distance carrier or from anueseat
to a long distance carrier PC

Streaming is the delivery of media, such as moareklive presentations, over a network in real tite
computer (a streaming server) sends the mediadilv@ncomputer (a client computer), which plays the
media as it is delivere:
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switch

Tbps

TDM

unbundlec

unbundled access

VolP

VPC

web site

wireless

world wide web or web

xDSL

A device that selects the paths or cisctdatbe used for transmission of information andldshes a
connection. Switching is the process of intercotingcircuits to form a transmission path betwesears
and it also captures information for billing purpes

Terabits per second. A transmission rate. One itezgbals 1.024 trillion bits of informatio
A data communications circuit capable of transmgttilata at 1.544 Mbp

Time Division Multiplexing. A technology that tramséts multiple signals simultaneously over a single
transmission patt

Services, programs, software and training soldregglg from the hardwart

Access to unbundled elements of a telecommunicaservices provider's network including network
facilities, equipment, features, functions and @éfgs, at any technically feasible point withsach
network.

Voice over Internet Protoc:

VolIP Positioning Center. An entity that maintaimseand user location database and manages the
technology including query keys and routing nunmteols used to deliver 911 calls to the correct P&k
emergency handling

A server connected to the Internet from which Imétusers can obtain informatic
A communications system that operates without wigsdlular service is an examp

A collection of computer systems supporting a comitations protocol that permits multimedia
presentation of information over the Interr

A term referring to a variety of newer Digital Sghiber Line technologies. Some of these newer tiase
are asymmetric with different data rates in the dstneam and upstream directions. Others are syrametr
Downstream speeds range from 384 Kbps (or "SDS1L.1)5 to 8 Mbps ("ADSL")
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Directors and Executive Officers

Set forth below is information as of Febyu25, 2011, about our directors and our execudffieers. Our executive officers have been
determined in accordance with the rules of the SEC.

Name Age Position

Walter Scott, Jr. 79 Chairman of the Boar

James Q. Crow 61 Chief Executive Officer and Direct

Jeff K. Storey 50 President and Chief Operating Offic

Charles C. Miller, llI 58 Vice Chairman, Executive Vice President :
Director

Sunit S. Pate 49 Executive Vice President and Chief Financial Offi

John M. Ryar 47 Executive Vice President, Chief Legal Officer ¢
Secretary

Andrew Crouct 40 President Sales, Level 3 Communications, L

Eric J. Mortense! 52 Senior Vice President and Control

R. Douglas Bradbur 60 Director(1)

Douglas C. Eb 51 Director(1)

Admiral James O. Ellis, Ji 63 Director(3)

Richard R. Jaro 59 Director(2)

Robert E. Julia 71 Director(1)

Michael J. Mahone 60 Director(2)

Rahul N. Merchan 54 Director(1)

Arun Netravali 64 Director(2)

John T. Ree! 67 Director(1)(3)

Michael B. Yanney 77 Director(3)

Dr. Albert C. Yates 69 Director(2)

1) Member of Audit Committee
(2) Member of Compensation Committee

3) Member of Nominating and Governance Committee
Other Management

Set forth below is information as of Febyu25, 2011, about the following members of senm@nagement of Level 3
Communications, LLC.

Name Age Position

James Hear 48 President European Markets Grc

John F. Waters, Jt 45 President Operations, Chief Technology Offi
Anthony S. Foge 46 Chief Human Resources Offic

Mark Martinet 44 Chief Information Officel

Walter Scott, Jr. has been the ChairmaheBoard of the Company since September 1979aaticctor of the Company since April
1964. Mr. Scott has been Chairman Emeritus of R&G@wit Sons', Inc. ("PKS") since the split-off #998. Mr. Scott is also a director of PKS,
Berkshire Hathaway Inc., MidAmerican Energy Holdirgompany ("MidAmerican"), and Valmont Industries;. Mr. Scott was also
previously a director of Burlington Resources li@ommonwealth Telephone Enterprises, Inc. ("Commeaith") and RCN Corporation
("RCN").

James Q. Crowe has been the Chief ExecQtifieer of the Company since August 1997, andraator of the Company since June 1993.
Mr. Crowe was also President of the Company untjt 2000. Mr. Crowe was President and Chief Exeeu®fficer of MFS Communications
Company, Inc. ("MFS") from June 1993 to June 1987.Crowe also served as Chairman of the Board ofldCom from January 1997 until
July 1997, and as Chairman of the Board of MFS fi®®2 through 1996. Mr. Crowe was also previousijrector of Commonwealth and
RCN.
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Jeff K. Storey has been the President andf©perating Officer of the Company since Deceni#ti¥)8. From December 2005 until May
2008, Mr. Storey, was President—Leucadia Teleconications Group of Leucadia National Corporationgwhhe directed and managed
Leucadia's investments in telecommunications comegarrior to that, beginning in October 2002 Mor8y was President and Chief
Executive Officer of WilTel Communications Grou,C until its sale to the Company in December 20®%or to this position, Mr. Storey
was Senior Vice President—Chief Operations Offidégtwork for Williams Communications, Inc., where had responsibility for all areas of
operations for the company’'s communications netwiodtuding planning, engineering, field operatipssrvice delivery and network
management.

Charles C. Miller, Il has been Vice Chainmand Executive Vice President of the Companyesirebruary 2001. Mr. Miller has also be
a director of the Company since February 2009.N#liter was previously a director from February 200til May 2004. Prior to joining the
Company, Mr. Miller was President of Bellsouth Imi@tional, a subsidiary of Bellsouth Corporatioonfr1995 until December 2000. Prior to
that, Mr. Miller held various senior level officand management position at BellSouth from 1987 w885.

Sunit S. Patel has been Chief Financiaic®ffand an Executive Vice President of the Comsange March 2008. Prior to that, Mr. Patel
was Chief Financial Officer from May 2003 and a @yd/ice President of the Company from March 200B1svch 2008. Prior to that,
Mr. Patel was Chief Financial Officer of Lookingask Networks, Inc., a provider of metropolitan fibptic networks, from April 2000 until
March 2003. Mr. Patel was Treasurer of WorldCom arad MCIWorldcom Inc., each long distance teleghsarvices providers from 1997 to
March 2000. From 1994 to 1997, Mr. Patel was Tresrsaf MFS.

John M. Ryan has been Executive Vice PeggjdChief Legal Officer and Secretary of the Comypsince February 2011. Mr. Ryan is
responsible for Level 3's legal and regulatory fiors worldwide. Prior to his current position, NRyan was Senior Vice President and
Assistant Chief Legal Officer of Level 3 Communioas, LLC from March 2007, responsible for the oasér and vendor contracting groups
and the public policy group. Mr. Ryan was a SeNfime President within the Legal Department fromel@004, and was a Vice President ir
Legal Department from December 1999 through Jui®d 2Brior to December 1999, Mr. Ryan was a pamnérassociate at Fraser Stryker
Law Firm in Omaha, where his practice focused encthmmunications industry.

Andrew Crouch has been the President $atdevel 3 Communications, LLC since August 20R6@ior to that, Mr. Crouch was Presid
of the Wholesale Markets Group for Level 3 Commatians, LLC from January 2008 until August 201@ergerving as Group Vice Presid
of Sales for the Wholesale Markets Group beginimngpril 2006. Prior to that, Mr. Crouch servedthe Senior Vice President of the Carrier
Channel from January 2005 to April 2006, and SeYioe President of the Enterprise Voice Servicesmfdanuary 2004 to January 2005, all
for Level 3 Communications, LLC. Mr. Crouch begas ¢tareer at Level 3 Communications, LLC in Novenm2@01 as the Senior Vice
President of Sales for the Cable and ISP Chanmehalu this position until December 2003. Befori@ijug Level 3, Mr. Crouch served as the
Deputy General Manager within the Corporate Cli@itgsion at British Telecom. He also served asVite President of Commercial
Operations for Concert Communications, a joint uembetween British Telecom and AT&T from Janua®@@to October 2001.

Eric J. Mortensen has been Senior Vicei@eas and Controller of the Company since 200314 that, Mr. Mortensen was Vice
President and Controller of the Company from 19992003 and was the Controller of the Company fr@®71to 1999. Prior to that,
Mr. Mortensen was Controller and Assistant Congrodif Kiewit Diversified Group for more than fivegrs.

R. Douglas Bradbury has been a directeh@fCompany since February 2009. Mr. Bradburyps\aate investor. Mr. Bradbury served as
Vice Chairman of the Company from 2000 to 2003 asd
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Executive Vice President and Chief Financial OfficEthe Company from 1997 to 2000. Mr. Bradburyswpaeviously a member of the
Company's Board from 1997 to 2003. Prior to joinimyel 3, Mr. Bradbury was Executive Vice Presidamtl Chief Financial Officer of MFS
until its purchase by WorldCom, Inc. in 1996. Hereatly serves on the board of directors of LodgelN&ractive Corporation, a leading
provider of media and connectivity solutions desidjito meet the needs of hospitality, healthcareotimel guest-based businesses.

Mr. Bradbury is a member of the Audit Committee.

Douglas C. Eby has been a director of tam@any since August 2007. Mr. Eby has been actimigfExecutive Officer of Realty Finan
Corporation, a commercial real estate specialtgrfce company since May 2010 and a general parti@@maiCapital Group LLC, a venture
capital firm since January 2011. Prior to that, Hloy was a private investor from December 2009 &y 9010. Mr. Eby was previously
chairman and CEO of TimePartners LLC, an investradrisory firm from 2004 until December 2009. Ptiothat, from April 1997 until
September 2007, Mr. Eby was President of Torray L& @gistered investment advisory firm, havinggal Torray LLC in 1992. Mr. Eby is
also a member of the Board of Directors of Marketfration, a specialty insurance company and efairof the board of directors of Realty
Finance Corporation. Mr. Eby is also a past menobéne Board of Trustees and past Chairman of tsEind Girls Clubs of Greater
Washington, DC and a past trustee of Suburban kddpealthcare System, a member of The Johns Hept@alth System Corporation.

Mr. Eby is a member of the Audit Committee.

Admiral James O. Ellis, Jr. U.S. Navy (réas been a director of the Company since Mar€5 2Bffective May 2005, Admiral Ellis
became the president and chief executive officenefinstitute of Nuclear Power Operations or INR@onprofit corporation established by
the nuclear utility industry in 1979 to promote tiighest levels of safety and reliability in theeogtion of nuclear electric generating plants.
Admiral Ellis most recently served as CommandeS§. &trategic Command in Omaha, Nebraska, befarengein July 2004 after 35 years of
service in the U.S. Navy, as Commander of the &ratCommand. In his Naval career, he held numectoosmands. A graduate of the U.S.
Naval Academy, he also holds M.S. degrees in AerosjEngineering from the Georgia Institute of Tetbgy and in Aeronautical Syster
from the University of West Florida. He served dsaval aviator and was a graduate of the U.S. Naeat Pilot School. Admiral Ellis is alsc
member of the Board of Directors of Lockheed Ma@rporation, a global security company and InmaPs&, an owner and operator of
geostationary satellites from which a wide rangeate and high-speed data services are providdahival Ellis is the Chairman of the
Nominating and Governance committ

Richard R. Jaros has been a director o€tmapany since June 1993 and served as Presiddrg G@ompany from 1996 to 1997. Mr. Je
has been a private investor for more than thefpesyears. Mr. Jaros served as Executive ViceiBeas of the Company from 1993 to 1996
and Chief Financial Officer of the Company from £36 1996. He also served as President and Chiefafipg Officer of CalEnergy from
1992 to 1993. Mr. Jaros was previously a direci@@@ammonwealth, MidAmerican and RCN. Mr. Jaroshis Chairman of the Compensation
Committee.

Robert E. Julian has been a director oQbmpany since March 1998. Mr. Julian has beervatgrinvestor for more than the past five
years. From 1992 to 1995 Mr. Julian served as Brexlice President and Chief Financial Officertoé Company. Mr. Julian is a membel
the Audit Committee.

Michael J. Mahoney has been a directohef@ompany since August 2007. Mr. Mahoney has bg@ivate investor since March 2007.
From 2000 until March 2007, Mr. Mahoney was thesqatent and chief executive officer of CommonweadRhor to that, from 1997 until 200
Mr. Mahoney was president and chief operating effiof RCN. Mr. Mahoney also served as presidentcinef operating officer of C-TEC
Corporation from 1993 until 1997. Mr. Mahoney ismamber of
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the Board of Directors of FairPoint Communicatioimg, and the Board of Trustees of Wilkes Univerdlr. Mahoney is a member of the
Compensation Committee.

Rahul N. Merchant has been a director ef@ompany since September 2009. Mr. Merchant has hgartner at Exigen Capital, a priv
equity firm based in New York City since 2008. Fr@006 until 2008, Mr. Merchant was Executive Vigedtdent, Chief Information Officer
and Member of the Executive Committee at Fannie.Nfathis role, he led and transformed Technology @perations groups. Prior to joini
Fannie Mae, Mr. Merchant was Senior Vice Presidant Chief Technology Officer at Merrill Lynch & Cin this role, Mr. Merchant manag
the global technology organization from 2000 uB€iD6. Mr. Merchant has also held senior leadensbgitions at Cooper Neff and Associates,
Lehman Brothers, Sanwa Financial Products and Dedglank. Mr. Merchant serves as a member of ttegdBof Directors at Fair Isaac
Corporation (FICO) and Netuitive, Inc. He also ssron the board of advisors to the American Indiariation. Mr. Merchant was previously
a director of Sun Microsystems, Inc. Mr. Merchan&imember of the Audit Committee.

Arun Netravali has been a director of ttmmPany since April 2003. Since November 2004, Matrivali has been the managing partner
of OmniCapital Group LLC, a venture capital firmr.NNetravali was a private investor from April 2008til November 2004. Prior to that,
Mr. Netravali was Chief Scientist for Lucent Teclogies, working with academic and investment comitiesto identify and implement
important new networking technologies from Jan092 to April 2003. Prior to that position, Mr. Netali was President of Bell Labs as v
as Lucent's Chief Technology Officer and Chief NatwArchitect from June 1999 to January 2002. Balbs serves as the research and
development organization for Lucent Technologies. Netravali is a director of LS| Corporation, adiéng provider of innovative silicon,
systems and software technologies. Mr. Netravalinisember of the Compensation Committee.

John T. Reed has been a director of theg@ay since March 2003. Mr. Reed has been a primaéstor since February 2005. Mr. Ree
also a Director of Investors Real Estate Trusead estate investment trust. Mr. Reed is also Gtairof Boys Town, located in Boys Town,
Nebraska. Mr. Reed was Chairman of HMG Propertiesreal estate investment banking joint venturglo€arthy Group, Inc. from 20C
until February 2005. Prior to that, he was Chairm&hlcCarthy & Co., the investment banking affiéadf McCarthy Group. Prior to joining
McCarthy Group in 1997, Mr. Reed spent 32 yearb wWithur Andersen LLP. Mr. Reed was also previowsbirector of Bridges Investment
Fund, Inc., a mutual fund and First National Nekaasnc. Mr. Reed is the Chairman of the Audit Coittee and a member of the Nominating
and Governance Committee.

Michael B. Yanney has been a director ef@mmpany since March 1998. He has served as Clraiofithe Board of The Burlington
Capital Group, LLC (formerly known as America Fi&Gdmpanies L.L.C.) for more than the last five gedr. Yanney also served as Presit
and Chief Executive Officer of The Burlington CapiGroup, LLC. Mr. Yanney was previously a direatdBurlington Northern Santa Fe
Corporation and RCN. Mr. Yanney is a member ofNloeninating and Governance Committee.

Dr. Albert C. Yates has been a directathef Company since March 2005. Dr. Yates retireerdf8 years as president of Colorado State
University in Fort Collins, Colorado in June 2068 was also chancellor of the Colorado State Usitye6ystem until October 2003, and is a
former member of the board of the Federal Resepardof Kansas City-Denver Branch and the boadirettors of First Interstate Bank and
Molson Coors Brewing Company. He currently senga director of Guaranty Bancorp, a bank holdinggany that operates 34 branches in
Colorado through a single bank, Guaranty Bank andtlCompany, and StarTek, Inc., a leading providdrigh value business process
outsourcing services to the communications indufry Yates is a member of the Compensation Coremitt
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James Heard has been the President ofutep&an Markets Group since April 2008. Prior t@ttiMr. Heard was Managing Director for
the European Markets Group from March 2007 to Ap0D8. From 1996 until 2007, Mr. Heard worked feoitiBh Telecommunications, in a
number of senior management roles, including sgramthe General Manager, Financial Services Gnotlin BT Global services. He also
served as the Vice President of Commercial OperstiGlobal accounts for Concert Communicationsjrg yenture between British Telecom
and AT&T from January 2000 to June 2002. Prior tigh Telecommunications, Mr. Heard served as Bagli Sales Manager for Olivetti UK
from March 1990 until June 1996.

John F. Waters, Jr. has been Presidentapes, Chief Technology Officer since January 200&r to that, Mr. Waters was Executive
Vice President, Chief Technology Officer from Jaryu2004 to January 2008. Prior to that, Mr. Wateas Group Vice President and Chief
Technology Officer of the Company from February @090 January 2004. Prior to that, Mr. Waters wase\WRresident, Engineering of the
Company from November 1997 until February 200000 that, Mr. Waters was an executive staff menab&Cl Communications from
1994 to November 1997.

Anthony S. Fogel has been Chief Human RessuOfficer since August 2010. Prior to that, Megel was an independent consultant on
human resources management issues from April 20fi0August 2010. Mr. Fogel was Executive Vice Rdest of Human Resources and
Administration at CareOne Management, LLC, a farniyned senior health care facility operator frorty 2009 until April 2010. Prior to
joining CareOne, Mr. Fogel was Chief Human Rescuf@fficer at Marathon Asset Management LLP from7220atil July 2009. Mr. Fogel w
Managing Director—Global Head of Human Resourcesrfeestment Management at Lehman Brothers Holdingsfrom 2005 until 2007.
Prior to that, Mr. Fogel was Managing Director—Eagan Head of Human Resources at Lehman BrothersZ8®0 until 2005.

Mark Martinet has been Chief InformatiorfiCdr since December 2009. Prior to that, Mr. Magtiwas Chief Information Officer and
Chief Technology Officer for BT Business, a parBdf Group plc. from September 2007 until Decemi@3® In this role, Mr. Martinet was
responsible for improving cycle time, productivagd quality of information technology deliverieside to that, Mr. Martinet was a director of
Strategy and Transformation for BT Group from 2004l September 2007. Prior to joining BT Group,. Mtartinet held various information
technology positions with Qwest Communications @oagtion from 2000 until 2004.

At our 2011 Annual Meeting of Stockholdete term of office of all of our directors will pixe. At each annual meeting of stockholders,
successors to the directors whose term expirdsmthnual meeting will be elected for a one-yeant Our officers are elected annually to
serve until each successor is elected and quabfiechtil his or her death, resignation or removal.

We believe that the members of the Auditn@uttee are independent within the meaning of isteny standards of The NASDAQ Stock
Market, LLC. The Board has determined that Mr. J@hReed, Chairman of the Audit Committee, quadifés a "financial expert" as defined
by the Securities and Exchange Commission. ThedBoamsidered Mr. Reed's credentials and finan@iekground and found that he was
qualified to serve as the "financial expert."

Our website
Our website isww.level3.com We caution you that any information that is irttdd in our website is not part of this Form 10-K.
Code of Ethics

We have adopted a code of ethics that cesplith the standards mandated by the Sarbanesy@xt of 2002. The complete code of
ethics is available on our websitevatw.level3.com At any
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time that the code of ethics is not available onwebsite, we will provide a copy upon written regimade to Investor Relations, Level 3
Communications, Inc., 1025 Eldorado Blvd., BroordfjeColorado 80021. We caution you that any infaiorathat is included in our website
is not part of this Form 10-K. If we amend the coflethics, or grant any waiver from a provisiorntted code of ethics that applies to our
executive officers or directors, we will publiclysdlose such amendment or waiver as required bljcapye law, including by posting such
amendment or waiver on our websitenatw.level3.conor by filing a Form 8-K with the Securities and Bange Commission or SEC.

SEC Filings

We file annual, quarterly and current reépoproxy statements and other information with$C. These filings are available to the public
on the Internet at the SEC's website at www.sec.jou may also read and copy any document we fille the SEC at the SEC's public
reference room, located at 100 F Street, N.E. Rb5&D, Washington, D.C. 20549.

Our Form 10-K and all other reports and admeents filed with or furnished to the SEC are lpkvailable free of charge on the
investor relations section of our website as saoreasonably practicable after we file such madgewidéth, or furnish them to, the SEC. We
caution you that the information on our websitaas part of this or any other report we file with,furnish to, the SEC.

Section 16(a)—Beneficial Ownership Reporting Compdince

To our knowledge, except as described betmiperson that was a director, executive offadseneficial owner of more than 10% of the
outstanding shares of our common stock failednbely file all reports required under Section 16{)he Securities Exchange Act of 1934.

With respect to one open market sale tictitsato generate cash proceeds to pay withholt#irgs due as a result of the lapsing of
restrictions on transfer for previously issuedniettd stock units, as a result of a clerical eroarr Executive Vice President and Chief Finar
Officer, Sunit Patel, did not timely file a Formdalreport that transaction.

Employees

As of December 31, 2010, we had approximd&b00 total employees. We believe that our sssakepends in large part on our ability to
attract and retain substantial numbers of qualiéiegbloyees.

ITEM 1A. RISK FACTORS
Forward Looking Statements

We, or our representatives, from time meetimay make or may have made certain forward-lgpkiatements, either orally or in writing,
including without limitation statements made ob®made in this Form 10-K, our Quarterly Report$orm 10-Q, information contained in
other filings with the SEC, press releases andrgihblic documents or statements. In addition,representatives, from time to time,
participate in speeches and calls with market atslgonferences with investors or potential inmessin our securities and other meetings and
conferences. Some of the information presentelesiet speeches, calls, meetings and conferencemaohage forward-looking statements. We
use words like "plans,” "estimates," "expects,ti@pates"” or "believes" to identify forward-loolgrstatements.

We wish to ensure that all forward-lookstgtements are accompanied by meaningful cautistatgments, so as to ensure to the fullest
extent possible the protections of the safe haebtablished in the Private Securities LitigatioridR@ Act of 1995. Accordingly, all forward-
looking statements are qualified in their entireyyreference to, and are accompanied by, the fatigpwiscussion of certain
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important factors that could cause actual resaltiffer materially from those projected in theseaard-looking statements. We caution the
reader that this list of important factors may betexhaustive. We operate in a rapidly changingniess, and new risk factors emerge from
time to time.

We cannot predict every risk factor, nan g assess the effect, if any, of all such riskdies on our business or the extent to which any
factor, or combination of factors, may cause aateslits to differ materially from those projectacany forward-looking statements.
Accordingly, forward-looking statements should hetrelied upon as a prediction of actual resulistHer, we undertake no obligation to
update forward-looking statements after the datg #re made to conform the statements to actualtses changes in our expectations.

For more information about our results péxations and financial condition, you should $eediscussion included unddianagement's
Discussion and Analysis of Financial Condition d@esults of Operatior, appearing later in this Form 10-K.

Risks Related to our Business
Communications Business
Continued uncertainty in the global financial markets and the global economy may negatively affect our financial results.

Continued uncertainty in the global finadeharkets and economy may negatively affect marfcial results. A prolonged period of
economic decline could have a material adverseefie our results of operations and financial cbadiand exacerbate some of the other risk
factors we have described below. Our customersdaésr or forego purchases of our services in respaomtighter credit and negative
financial news or reduce their demand for our si Our customers may also not be able to obtlEguate access to credit, which could
affect their ability to make timely payments toarsultimately cause the customer to file for préitat from creditors under applicable
insolvency or bankruptcy laws. If our customersraseable to make timely payments to us, our actoreteivable could increase.

In addition, our operating results and ficial condition could be negatively affected ifeagesult of economic conditions:

. customers defer or forgo purchases of our services;

. customers are unable to make timely payments t

. the demand for, and prices of, our services aneced as a result of actions by our competitorsioeravise;

. key suppliers upon which we rely are unwilling orable to provide us with the materials we needftornetwork on a timely

basis or on terms that we find acceptable; or

. our financial counterparties, insurance providerstber contractual counterparties are unablertdpaot meet, their contractt
commitments to us.

We need to not only increase but also maintain the network traffic and resulting revenue from the services that we offer to realize our
targets for anticipated revenue growth, cash flow and operating performance.

We must increase and maintain the netwaiffi¢ and resulting revenue from our data, voimntent and infrastructure services at
acceptable margins in order to realize our tarfggtanticipated revenue growth, cash flow and ofieggoerformance. If:

. we do not maintain or improve our current relatidps with existing key customers;
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. we are not able to expand the available capacityusmetwork to meet our customers' demands imalyi manner;
. we do not develop new large volume and enterprisgomers; o
. our customers determine to obtain these servioas &ither their own network or from one of our catifors;

we may not be able to increase or maintain ourmeeet acceptable margins, which would adverségctbur ability to become and/or rem
profitable.

Our business requires the continued devel opment of effective business support systems to implement customer orders and to provide
and bill for services.

Our business depends on our ability toicoetto develop effective business support systémsertain cases, the development of these
business support systems is required to realiZeipated benefits from any acquisitions. This oaplicated undertaking requiring significant
resources and expertise and support from third¢pamdors. Following the development of the bussregoport systems, the data migration
regarding network and circuit inventory must be ptated for the full benefit of the systems to baliwed. Business support systems are ne
for:

. guoting, accepting and inputting customer orderséovices
. provisioning, installing and delivering servici
. providing customers with direct access to our imfation systems so that they can manage the sethiaethey purchase from

us, generally through web-based customer portats; a

. billing for services

Because our business provides for contimapidl growth in the number of customers that weesghe volume of services offered as well
as the integration of any acquired companies' legsisupport systems, there is a need to contindevidop our business support systems on a
schedule sufficient to meet proposed milestonesddtiee failure to continue to develop effectivefigoi business support systems or complete
the data migration regarding network and circuieimtory into these systems could materially advgrsect our ability to implement our
business plans, realize anticipated benefits framaoquisitions and meet our financial goals arjdailves.

We may lose customers if we experience system failures that significantly disrupt the availability and quality of the services that we
provide. System failures may also cause interruptionsto service delivery and the completion of other corporate functions.

Our operations depend on our ability tatiamd mitigate interruptions or degradation invee for customers. Interruptions in service or
performance problems, for whatever reason, coutttrmine confidence in our services and cause las¢ocustomers or make it more diffic
to attract new ones. In addition, because manyipgervices are critical to the businesses of ndmur customers, any significant interrupt
or degradation in service could result in lost fisodr other losses to customers. Although we galyelimit our liability for service failures in
our service agreements to limited service credigmérally in the form of free service for a shatipd of time) and generally exclude any
liability for "consequential" damages such as fosfits, a court might not enforce these limitagam liability, which could expose us to
financial loss. In addition, we often provide ouistomers with committed service levels. If we anahle to meet these service level
commitments, we may be obligated to provide sergiegits or other compensation to our customerg;iwtould negatively affect our
operating results.
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The failure of any equipment or facility oar network, including our network operations eohtenters and network data storage
locations, could result in the interruption of @mer service and other corporate functions untikessary repairs are effected or replacement
equipment is installed. In addition, our businesstiniuity plans may not be adequate to addressteylar failure that we experience. Delays,
errors, network equipment or network facility fads, including with respect to our network openagigontrol centers and network data storage
locations, could also result from natural disasfersluding natural disasters that may increasfeeiguency as a result of the effects of climate
change), disease, accidents, terrorist acts, plosses, security breaches, vandalism or otherlllagts, computer viruses, or other causes. Our
business could be significantly hurt from thesegsg| errors, failures or faults including as a ltesii

. service interruptions

. exposure to customer liabilit

. the inability to install new service;

. the unavailability of employees necessary to preddrvices;

. the delay in the completion of other corporate fioms such as issuing bills and the preparatidimahcial statements; «
. the need for expensive modifications to our systantsinfrastructure

Failure to develop and introduce new services could affect our ability to compete in the industry.

We continuously develop, test and introdoe® communications services that are delivered ouecommunications network. These r
services are intended to allow us to address ngmeaets of the communications marketplace, addresstanging communications needs of
our existing customers and to compete for additiongstomers.

In certain instances, the introduction efwservices requires the successful developmemtwftechnology. To the extent that upgrades of
existing technology are required for the introdoctof new services, the success of these upgradgdendependent on reaching mutually
acceptable terms with vendors and on vendors ngetitair obligations in a timely manner.

In addition, new service offerings may hetwidely accepted by our customers. If our newiserofferings are not widely accepted by
customers, we may terminate those service offeramglswe may be required to impair any assets dntdogy used to develop or offer those
services.

If we are not able to successfully comptaedevelopment and introduction of new services fimely manner, our business could be
materially adversely affected.

Our future growth depends upon the continued development and expansion of the | nternet as a communications medium and
marketplace for the distribution and consumption of data and video by businesses, consumers and governments.

Achieving the anticipated benefits of ousimess operations will depend in part upon theitoad development and expansion of the
Internet as a communications medium and marketgtadde distribution and consumption of data aitku by businesses, consumers and
governments. If the use of the Internet for thasgpgses does not grow and expand at the rate thanticipated or is restricted by such things
as:

. future regulation;
. actions by ISPs or the owners of access netwogtgdistrict us from delivering our customer's fcafb the users of those
networks;
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. a lack of anticipated technology innovation andmim; or

. a lack of continued broadband penetration bothénUnited States and elsewhe
we could experience material adverse effects orfioancial condition, results of operations andifetprospects.
Thereis no guarantee that we will be successful in increasing sales of our content distribution service offering.

As we believe that one of the largest sesiaf future incremental demand for our communicetiservices will be derived from custom
that are seeking to distribute their video, featizk content or applications over the Internet,offer a variety of content distribution network,
or CDN, and related services. There are many ditfes that we may encounter in selling these sesjiincluding customer support system
development issues, intellectual property mattex)nological issues, increasing capacity on otwork to meet our customers' demands in a
timely manner, developmental constraints and gihelblems that we may not anticipate. There is rexrgutee that we will be successful in
generating significant revenues from our CDN sex\viffering.

Intellectual property and proprietary rights of others could prevent us from using necessary technology to provide our services or
subject usto expensive intellectual property litigation.

If technology that is necessary for usrvjile our services was determined by a courtfrinige a patent held by another entity that is
unwilling to grant us a license on terms acceptéblgs, we could be precluded by a court order fusing that technology and we would lik
be required to pay a significant monetary damagesdito the patent holder. The successful enforoéwighese patents, or our inability to
negotiate a license for these patents on acceptainhes, could force us to cease using the relereghhology and offering services
incorporating the technology. In the event thalaént of infringement was brought against us basethe use of our technology or against our
customers based on their use of our services farhake are obligated to indemnify, we could be sabjo litigation to determine whether si
use or sale is, in fact, infringing. This litigati@ould be expensive and distracting, regardlesiseobutcome of the suit.

While our own patent portfolio may detelnext operating companies from bringing such actipagent infringement claims are
increasingly being asserted by patent holding cangsawhich do not use technology and whose sadbss is to enforce patents against
operators, such as us, for monetary gain. Becawdeatent holding companies, commonly referresstpatent "trolls,” do not provide
services or use technology, the assertion of our patents by way of counter-claim would be large8ffective. We have already been the
subject of time-consuming and expensive pategglitbon brought by certain patent holding compaaias$ we can reasonably expect that we
will face further claims in the future, particuhaif legislation now discussed in Congress is maaed in a way that will decrease the number
and frequency of claims by patent trolls.

Our consolidated revenueis concentrated in a limited number of communications customers.

A significant portion of our consolidateslsenue is concentrated among a limited number mhtoenications customers. For the year
ended December 31, 2010, our top ten communicatiost®mers represented approximately 27% of oat toinsolidated revenue. If we lost
one or more of our top five communications cust@ner, if one or more of these major customersifsagmtly decreased orders for our
services, our business would be materially and rsaye affected.
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During our communications business operating history we have generated substantial net operating losses, and we expect to continue
to generate net operating losses.

Our expenditures combined with non-cashpemsation expense as well as depreciation and izttt expense could result in
substantial net losses for the near future. Fofiglsal years ended December 31, 2010 and DeceBih@009, we incurred net losses of
approximately $622 million and $618 million, respyeely. We expect to continue to experience neséss and we may not be able to achie
sustain profitability in the future. Continued f@$ses could limit our ability to obtain the cagteded to expand our network, make interest anc
principal payments on our debt, or fund other bessmeeds.

We will need to continue to expand and &dap network in order to remain competitive, whioly require significant additional fundii
Additional expansion and adaptations of our commations network's electronic and software companetit be necessary in order to
respond to:

. growing number of customers;

. the development and launching of new services;

. increased demands by customers to transmit largeuats of data
. changes in customers' service requirements;

. technological advances by competitors; and

. governmental regulation

Future expansion or adaptation of our neltwyll require substantial additional financiaperational and managerial resources, which
may not be available at the time. If we are unédlexpand or adapt our network to respond to tdeselopments on a timely basis and at a
commercially reasonable cost, our business wilhlagerially adversely affected.

The market prices for certain of our communications services have decreased in the past and may decreasein the future, resulting in
lower revenue than we anticipate.

Over the past few years, the market pricesertain of our communications services haveekesed. These decreases resulted from
downward market pressure and other factors incgudin

. technological changes and network expansions whasde resulted in increased transmission capaciifadble for sale by us al
by our competitors;

. some of our customer agreements contain volumedhaseng or other contractually agre-upon decreases in prices during
term of the respective agreements; and

. some of our competitors have been willing to aceepdller operating margins in the short term ira@empt to increase lo-
term revenues.

In order to retain customers and revenueoften must reduce prices in response to marketittons and trends. As our prices for some
of our communications services decrease, our dpgregsults may suffer unless we are able to eitbéuce our operating expenses or increase
traffic volume from which we can derive additiomelenue.

We also expect revenue from our managedemcgkrvices to continue to decline primarily assult of end users migrating to broadband
services.
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The need to obtain additional capacity for our network from other providersincreases our costs. | n addition, the need to interconnect
our network to networks that are controlled by others could increase our costs.

We use network resources owned by othepemies for portions of our network. We obtain tight to use such network portions,
including both telecommunications capacity andtsggb use dark fiber, through operating leasesiBidagreements. In several of those
agreements, the counter party is responsible fovork maintenance and repair. If a counter partg tease or IRU suffers financial distress or
bankruptcy, we may not be able to enforce our sightuse these network assets or, even if we a@muritinue to use these network assets, we
could incur material expenses related to maintemand repair. We could also incur material expeiises were required to locate alternative
network assets. We may not be successful in obgirdasonable alternative network assets if nedemhiire to obtain usage of alternative
network assets, if necessary, could have a matediadrse effect on our ability to carry on busingssrations. In addition, some of our
agreements with other providers require the payrokamounts for services whether or not those sesvare used.

In the normal course of business, we neeaghter into interconnection agreements with maymestic and foreign local telephone
companies as well as the owners of networks thatwstomers desire to access in order to delivar gervices. We are not always able to
secure these interconnection agreements on faeotatohs. Costs of obtaining service from other comications carriers comprise a
significant proportion of the operating expensebof distance carriers. Similarly, a large projwortof the costs of providing international
service consists of payments to other carriersn@ésiin regulation, particularly the regulatiorlaifal and international telecommunication
carriers and local access network owners, couldldntly, but significantly, affect our competitiymsition. These changes could increase or
decrease the costs of providing our services.

We may be unable to hire and retain sufficient qualified personnel; the loss of any of our key executive officers could adversely affect
our business.

We believe that our future success willefgpin large part on our ability to attract anaiethighly skilled, knowledgeable, sophisticated
and qualified managerial, professional and tecthmieesonnel. We have experienced significant coitipetin attracting and retaining
personnel who possess the skills that we are sgekia result of this significant competition, way experience a shortage of qualified
personnel.

Our businesses are managed by a small nusfikey executive officers, including James Q.\WepChief Executive Officer. The loss of
any of these key executive officers could have tened adverse effect on our business.

We must obtain and maintain permits and rights-of-way to operate our network.

If we are unable, on acceptable terms and timely basis, to obtain and maintain the frased permits and rights-of-way needed to
expand and operate our network, our business dmuldaterially adversely affected. In addition, thecellation or non-renewal of the
franchises, permits or rights-of-way that are algdicould materially adversely affect our busin€@s. communications operating subsidiaries
are defendants in several lawsuits that, among titivegs, challenge the subsidiaries' use of rigitay. The plaintiffs have sought to have
these lawsuits certified as class actions. It ssjje that additional suits challenging use of rigints-of-way will be filed and that those
plaintiffs also may seek class certification. Thecome of such litigation may increase our costsaawversely affect our operating results.
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Termination of relationshipswith key suppliers could cause delay and additional costs.

Our business is dependent on third-pamppbers for fiber, computers, software, optronitansmission electronics and related
components as well as providers of network colocatacilities that are integrated into our netwaréme of which are critical to the operation
of our business. If any of these critical relatioips is terminated, a supplier either exits orailgtits business as a result of the current
economic conditions, a supplier fails to providiical services or equipment, or the supplier icéal to stop providing services due to legal
constraints, such as patent infringement, and weiaable to reach suitable alternative arrangenmentkly, we may experience significant
additional costs or we may not be able to provigitain services to customers. If that happensbasiness could be materially adversely
affected.

ILECsmay not provide us local access services at prices that allow usto effectively compete.

We acquire a significant portion of ourdbaccess services, the connection between ourconetevork and the customer premises, from
incumbent local exchange carriers or ILECs. TheGsEEompete directly with our business and may laaemdency to favor themselves and
their affiliates to our detriment. Network accespresents a very large portion of our total costsibwe face less favorable pricing and
provisioning timeframes, we may be at a competitisadvantage to the ILECs.

We may be liable for the information that content owners or distributors distribute over our network.

The law relating to the liability of priveahetwork operators for information carried on imsdminated through their networks is still
unsettled. While we disclaim any liability for tHiparty content in our services agreements, welmapme subject to legal claims relating to
the content disseminated on our network, even thaugh content is owned or distributed by our quste or a customer of our customers.
example, lawsuits may be brought against us clartiat material distributed using our network weaacicurate, offensive, or violated the law
or the rights of others. Claims could also invatwatters such as defamation, invasion of privacyapyright infringement. In addition, the
law remains unclear over whether content may hteildiged from one jurisdiction, where the contenlkgigal, into another jurisdiction, where it
is not. Companies operating private networks haentsued in the past, sometimes successfully, lmastte nature of material distributed,
even if the content is not owned by the networkrafme and the network operator has no knowledgbetontent or its legality. It is not
practical for us to monitor all of the content whis distributed using our network. If we needake costly measures to reduce our exposure tc
these risks, or are required to defend ourselvasagsuch claims, our financial results could bgatively affected.

Our financial condition and growth depends upon the successful integration of acquired businesses. We may not be able to efficiently
and effectively integrate acquired operations, and thus may not fully realize the anticipated benefits from such acquisitions.

Achieving the anticipated benefits of anguaisitions depends in part upon whether we cagnate our businesses in an efficient and
effective manner. We may acquire businesses inrdanoe with our business strategy. The integraifaany acquired businesses involves a
number of risks, including, but not limited to:

. demands on management related to any significarease in size after the acquisitir

. the disruption of ongoing business and the diversiomanagement's attention from the managemeutitf operations to
management of integration activities;

. failure to fully achieve expected synergies andseavings
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. unanticipated impediments in the integration ofatépents, systems, including accounting systerobntdogies, books and
records and procedures, as well as in maintainmifgpium standards, controls, including internal cohbver financial reporting
required by the Sarbanes-Oxley Act of 2002, prooesiand policies;

. loss of customers or the failure of customers tlepincremental services that we expect them terord

. failure to provision services that are ordered tisteamers during the integration peris

. higher integration costs than anticipated; and

. g!fficultieg in the assimilation and retention afihly qualified, experienced employees, many of mhoay be geographically
ispersed.

Successful integration of acquired busieess operations depends on our ability to managsetoperations, realize opportunities for
revenue growth presented by strengthened serviegrajs and expanded geographic market coveragainobetter terms from our vendors 1
to increased buying power, and eliminate redundadtexcess costs to fully realize the expectedrgjese Because of difficulties in combini
geographically distant operations and systems wimiak not be fully compatible, we may not be ablachieve the financial strength and
growth we anticipate from the acquisitions.

We cannot be certain that we will realize anticipated benefits from our acquisitions,t@attwe will be able to efficiently and effectively
integrate acquired operations as planned. If wadantegrate the acquired businesses and opagaéfiiciently and effectively or fail to reali
the benefits we anticipate, we would be likely xperience material adverse effects on our busitiessicial condition, results of operations
and future prospects.

We are subject to significant regulation that could changein an adverse manner.

Communications services are subject toifsogmt regulation at the federal, state, local amdrnational levels. These regulations affec
business and our existing and potential competifdetays in receiving required regulatory approvaisluding approvals relating to
acquisitions or financing activities), completinge@rconnection agreements with other carriersh@enactment of new and adverse regulations
or regulatory requirements may have a material i@@veffect on our business. In addition, futurésiegjve, judicial and regulatory agency
actions could have a material adverse effect orbosiness.

Federal legislation provides for a sigrafit deregulation of the U.S. telecommunicationsigig, including the local exchange, long
distance and cable television industries. Thisslagjon remains subject to judicial review and &ddal Federal Communications Commission,
or FCC, rulemaking. As a result, we cannot prettietlegislation's effect on our future operatidviany regulatory actions are under way or
being contemplated by federal and state authoriéigarding important issues. These actions could hamaterial adverse effect on our
business.

Changesin regulations affecting commercial power providers may increase our costs.

In the normal course of business, we neeaghter into agreements with many providers of cenaial power for our office, network and
Gateway facilities. Costs of obtaining commerciaver can comprise a significant component of owaraping expenses. Changes in
regulations that affect commercial power provideesticularly regulations related to the controboéenhouse gas emissions or other climate
change related matters, could affect the costewingercial power, which may increase the costs @fiding our services and may adversely
affect our operating results.
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Thelawsin certain countries currently do not permit usto offer servicesdirectly in those countries.

Ownership of telecommunications facilitibat originate or terminate traffic in certain ctnigs is currently limited to nationals of those
countries. This restriction hinders our entry itltose markets.

Potential regulation of I nternet service providersin the United States could adversely affect our operations.

The FCC has, to date, treated Internetceproviders as enhanced service providers. litiaddCongress has, to date, not sought to
heavily regulate the provision of IP-based serviBzsh Congress and the FCC are considering prégptsa involve greater regulation of IP-
based service providers. Depending on the contehteope of any regulations, the imposition of sugjulations could have a material adv:
effect on our business and the profitability of earvices.

The communicationsindustry is highly competitive with participants that have greater resources and a greater number of existing
customers.

The communications industry is highly cotitpee. Many of our existing and potential compet#t have financial, personnel, marketing
and other resources significantly greater than.ddesy of these competitors have the added conngetidvantage of a larger existing
customer base. In addition, significant new contigeticould arise as a result of:

. the consolidation in the industr

. allowing foreign carriers to more extensively cotgp@ the U.S. marke
. further technological advances; and

. further deregulation and other regulatory initiaty

If we are unable to compete successfully,business could be significantly affected.
Rapid technological changes can lead to further competition.

The communications industry is subjectapid and significant changes in technology. In tadldj the introduction of new services or
technologies, as well as the further developmeeiadting services and technologies, may reducedbkeor increase the supply of certain
services similar to those that we provide. As altesur most significant competitors in the futunay be new entrants to the communications
industry. These new entrants may not be burdenexhbgstalled base of outdated equipment or obstéethnology. Our future success
depends, in part, on our ability to anticipate addpt in a timely manner to technological chanBagdure to do so could have a material
adverse effect on our business.

We may be unable to successfully identify, manage and assimilate future acquisitions, investments and strategic alliances, which could
adversely affect our results of operations.

We continually evaluate potential investiseand strategic opportunities to expand our ndiywamhance connectivity and add traffic to
our network. In the future, we may seek additianaéstments, strategic alliances or similar arramgrets, which may expose us to risks such
as:

. the difficulty of identifying appropriate investmtsn strategic allies or opportunities on terms ptaigle to us

. the possibility that senior management may be redub spend considerable time negotiating agretsva  monitoring thes
arrangements;

. potential regulatory issues applicable to the lemunications business;
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. the loss or reduction in value of the capital irireant;
. our inability to capitalize on the opportunitieepented by these arrangements;
. the possibility of insolvency of a strategic ally.

There can be no assurance that we woultesstully overcome these risks or any other problentountered with these investments,
strategic alliances or similar arrangements.

Other Operations
Environmental liabilities from our historical operations could be material.

There could be environmental liabilitiessenrg from historical operations of our predecesstor which we may be liable. Our operations
and properties are subject to a wide variety oflawd regulations relating to environmental pradacthuman health and safety. These laws
and regulations include those concerning the udar@anagement of hazardous and non-hazardous scestand wastes. We have made and
will continue to make significant expenditures tiglg to our environmental compliance obligationgspite our best efforts, we may not at all
times be in compliance with all of these requiretaen

In connection with certain historical opg@éras, we have responded to or been notified oémitdl environmental liability at approximately
150 properties as of February 15, 2011. We aregathin addressing or have liquidated environmdiahilities at 74 of those properties. Of
these: (a) we have formal commitments or otherrgiatkfuture costs at 15 sites; (b) there are fdssvith minimal future costs; (c) there are 14
sites with unknown future costs and (d) there &rsies with no likely future costs. The remainprgperties have been dormant for several
years. We could be held liable, jointly or severadind without regard to fault, for such investigatand remediation. The discovery
additional environmental liabilities related tothiscal operations or changes in existing environtakrequirements could have a material
adverse effect on our business.

Potential liabilities and claims arising from coal operations could be significant.

Our coal operations are subject to extenkiws and regulations that impose stringent ojperalt maintenance, financial assurance,
environmental compliance, reclamation, restorasiod closure requirements. These requirements iachamse governing air and water
emissions, waste disposal, worker health and safetyefits for current and retired coal miners, atier general permitting and licensing
requirements. Despite our best efforts, we mayahatl times be in compliance with all of theseuiegments. Liabilities or claims associated
with this non-compliance could require us to inmaterial costs or suspend production. Mine reclamatosts that exceed reserves for these
matters also could require us to incur materiatos

Increased regulation of greenhouse gas (* GHG" ) emissions may adversely affect demand for coal.

Present and proposed regulation of GHG gionis on the state, regional, national, and inteynal level has typically included
requirements applicable to the utility sector aadldired power plants. Therefore, such regulation dadversely affect the demand for coz
coming years, particularly from our utility custoreeThis could have an adverse effect on our operatsults.

General

Disruptionsin the financial markets could affect our ability to obtain debt or equity financing or to refinance our existing indebtedness
on reasonable terms (or at all), and have other adverse effects on us.

Disruptions in the commercial credit maskeduld result in a tightening of credit marketseeffects of recent credit market disruptions
were widespread, and it is impossible to predictthvér the
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improvement in the global credit markets will conté. As a result of credit market turmoil, we may Ipe able to obtain debt or equity
financing or to refinance our existing indebtednasg$avorable terms (or at all), which could affeat strategic operations and our financial
performance and force modifications to our operetio

If we are unable to comply with the restrictions and covenantsin our debt agreements, there would be a default under the terms of these
agreements, and this could result in an acceleration of payment of funds that have been borrowed.

If we were unable to comply with the regidns and covenants in any of our debt agreemthese would be a default under the terms of
those agreements. As a result, borrowings under altsbt instruments that contain cross-acceleratiamoss default provisions may also be
accelerated and become due and payable. If afhesétevents occur, there can be no assuranceahabwd be able to make necessary
payments to the lenders or that we would be ablmdtbalternative financing. Even if we were albeobtain alternative financing, there can be
no assurance that it would be on terms that arepaable.

If we experience a changein control or certain other events, we may be unable to satisfy our obligations to repurchase our outstanding
notes as required under our outstanding debt agreements.

Upon the occurrence of certain events eeffin the various debt agreements relating to atstanding debt, we are required to make an
offer to purchase all of our outstanding notes aitirehase price generally equal to 101% of thecjyal amount of the notes, plus accrued and
unpaid interest thereon (if any). In addition, e extent that we are required to make an offputchase one of the outstanding issues of our
notes, the debt agreements relating to our otBaegsof notes may require us to repurchase that débt upon a change in control or
termination of trading. We may not have sufficimds to pay the purchase price for all the natesiéred by holders seeking to accept the
offer to purchase.

We have substantial debt, which may hinder our growth and put us at a competitive disadvantage.
Our substantial debt may have importansequaences, including 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;

. a substantial portion of our cash flows will be dise make principal and interest payments on ontiitey debt, reducing tr
funds that would otherwise be available for operaiand future business opportunities;

. a substantial decrease in cash flows from operatitigities or an increase in expenses could madtifficult to meet debt
service requirements and force modifications torafens;

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

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

We had substantial deficiencies of earniogsover fixed charges of approximately $713 wiilfor the fiscal year ended December 31,
2010, approximately $617 million for the fiscal yemded December 31, 2009, approximately $264anifior the fiscal year ended
December 31, 2008, approximately $1.1 billion fwe fiscal year ended December 31, 2007, and appetgly $742 million for the fiscal year
ended December 31, 2006.
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We may not be able to repay our existing debt; failure to do so or refinance the debt could prevent us from implementing our strategy
and realizing anticipated profits.

If we were unable to refinance our debtooraise additional capital on acceptable terms atility to operate our business would be
impaired. As of December 31, 2010, aggregate funaturities of our long-term debt, capital leased aur commercial mortgage
approximated $6.641 billion (after taking into agnbthe issuance of the Company's 11.875% Seniteshtue 2019 issued in January 2011,
the retirement of the Company's b4 % Convertible Senior Notes due 2011 and 9% CorberBenior Discount Notes due 2013 as well as
excluding debt discounts, premiums and fair valljgstments). Of this amount, $4 million is due tatare in 2011, approximately
$299 million is due to mature in 2012 and approxehe$405 million is due to mature in 2013, in ea@else excluding debt discounts, premi
and fair value adjustments.

Our ability to make interest and principalyments on our debt and borrow additional fundéagarable terms depends on the future
performance of the business. If we do not have gin@ash flow in the future to make interest or gipal payments on our debt, we may be
required to refinance all or a part of our debtooraise additional capital. We cannot be sureweatvill be able to refinance our debt or raise
additional capital on acceptable terms.

Restrictions and covenantsin our debt agreements limit our ability to conduct our business and could prevent us from obtaining needed
fundsin the future.

Our debt and financing arrangements corgainmber of significant limitations that restietr ability to, among other things:

. borrow additional money or issue guarantt

. pay dividends or other distributions to stockhodger
. make investments;

. create liens on asse

. sell assets

. enter into sale-leaseback transactions;

. enter into transactions with affiliates; and

. engage in mergers or consolidatic

The unpredictability of our quarterly results may adversely affect the trading price of our common stock.

Our revenue and operating results will v@ignificantly from quarter to quarter due to a t@mof factors, many of which are outside of
our control and any of which may cause the priceuwwsfcommon stock to fluctuate. The primary factaraong other things, that may affect
quarterly results include the following:

. the ti_m.irjg of costs associated with the operatiboun business and integration activities with esgtgo any complete
acquisitions;

. demand for communications services;

. loss of customers or the ability to attract newtconers;

. changes in pricing policies or the pricing policeur competitors;

. costs related to acquisitions of technology or hesses;

. changes in regulatory rulings; a
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. general economic conditions as well as those dpeaoithe communications and related industries.

A delay in generating revenue or the timifigecognizing revenue and expenses could cagsédisant variations in our operating results
from quarter to quarter. It is possible that in sdioture quarters our results may be below analysiisinvestors expectations. In these
circumstances, the price of our common stock kiéli decrease.

If certain transactions occur with respect to our capital stock, we may be unable to fully utilize our net operating loss carryforwards to
reduce our income taxes.

As of December 31, 2010, we had net opmgdtiss carry forwards of approximately $5.9 billifor U.S. federal income tax purposes. If
certain transactions occur with respect to ourtehptock that result in a cumulative ownershipngdeof more than 50 percentage points by 5-
percent stockholders over a three-year period gsrdaed under rules prescribed by the U.S. IntédRexenue Code of 1986, as amended (the
"Code") and applicable regulations, annual limétas would be imposed with respect to our abilitytiize our net operating loss carry
forwards and certain current deductions againstaxgble income we achieve in future periods.

We have entered into transactions oveafiicable three year period that, when combindt ather changes in ownership that are
outside of our control, have resulted in cumulatilanges in the ownership of our capital stock.ifitkl transactions that we enter into, as
well as transactions by existing 5% stockholdestaansactions by holders that become new 5% stdd&ls that we do not participate in,
could cause us to incur a 50 percentage point ashipechange by 5% stockholders and, if we trigberabove noted Code imposed limitatis
such transactions would prevent us from fully mitiig net operating loss carry forwards and certaiment deductions to reduce income taxes.

Increased scrutiny of financial disclosure, particularly in the telecommunications industry in which we operate, could adversely affect
investor confidence, and any restatement of earnings could increase litigation risks and limit our ability to access the capital markets.

Congress, the SEC, other regulatory auibsrand the media are intensely scrutinizing almemof financial reporting issues and
practices. If we were required to restate our fui@rstatements as a result of a determinationviledhad incorrectly applied generally accepted
accounting principles or as a result of other fexcty errors, that restatement could adverselycaéfer ability to access the capital markets or
the trading price of our securities. The recentiticy regarding financial reporting has also resiiin an increase in litigation. There can be no
assurance that any such litigation against us wootanaterially adversely affect our business erttading price of our securities.

Terrorist attacks and other acts of violence or war may adversely affect the financial markets and our business.

There can be no assurance that there wiilba future terrorist attacks against the UnitedeS or U.S. businesses. These attacks or armes
conflicts may directly affect our physical faciéi or those of our customers. These events coukka@nsumer confidence and spending to
decrease or result in increased volatility in th& Lhnd world financial markets and economy. Anthese occurrences could materially
adversely affect our business.
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Our international operations and investments expose us to risks that could materially adversely affect the business.

We have operations and investments outsfitkee United States, as well as rights to undecsbée capacity extending to other countries,
that expose us to risks inherent in internatiopedrations. These include:

. general economic, social and political conditions;

. the difficulty of enforcing agreements and collagtreceivables through certain foreign legal system

. tax rates in some foreign countries may exceecethothe U.S.

. foreign currency exchange rates may fluctuate, wbauld adversely affect our results of operatiang the value of ot

international assets and investments;

. foreign earnings may be subject to withholding iegraents or the imposition of tariffs, exchangeteols or other restriction:

. difficulties and costs of compliance with foreigawls and regulations that impose restrictions orirorgstments and operatiol
with penalties for noncompliance, including losdioénses and monetary fines;

. difficulties in obtaining licenses or interconnectiarrangements on acceptable terms, if at all; and

. changes in U.S. laws and regulations relating teifm trade and investmel

Additional issuances of equity securities by uswould dilute the ownership of our existing stockholders.

We may issue equity in the future in corimgcwith acquisitions or strategic transactiomsatljust our ratio of debt to equity, including
through repayment of outstanding debt, to fund exmn of our operations or for other purposes.hoextent we issue additional equity
securities, the percentage ownership of our exjstinckholders would be reduced.

Anti-takeover provisionsin our charter and by-laws could limit the share price and delay a change of management.

Our restated certificate of incorporatioml dy-laws contain provisions that could make irendifficult or even prevent a third party from
acquiring us without the approval of our incumblesard of directors. These provisions, among othiegs:

. prohibit stockholder action by written consent lage of a meeting;

. limit the right of stockholders to call special rtings of stockholders;

. limit the right of stockholders to present propssal nominate directors for election at annual imgetof stockholders; ar
. authorize our board of directors to issue prefestedk in one or more series without any actiorthenpart of stockholder

In addition, the terms of most of our Idegm debt require that upon a "change in contad,tefined in the agreements that contain the
terms and conditions of the long term debt, we nakeffer to purchase the outstanding long ternt debither 100% or 101% of the aggre!
principal amount of that long term debt.
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These provisions could limit the price thatestors might be willing to pay in the future &hares of our common stock and significantly
impede the ability of the holders of our commorckttm change management. Provisions and agreehett®hibit or discourage takeover
attempts could reduce the market value of our comstack.

If alarge number of shares of our common stock is sold in the public market, the sales could reduce the trading price of our common
stock and impede our ability to raise future capital.

We cannot predict what effect, if any, fetissuances by us of our common stock will havéhermarket price of our common stock. In
addition, shares of our common stock that we igswennection with an acquisition may not be subfecesale restrictions. The market price
of our common stock could drop significantly if tzén large holders of our common stock, or recifsiexf our common stock in connection
with an acquisition, sell all or a significant gort of their shares of common stock or are peraehwethe market as intending to sell these
shares other than in an orderly manner. In additioese sales could impair our ability to raiseitephrough the sale of additional common
stock in the capital markets.

The market price of our common stock has been volatile and, in the future, the market price of our common stock may fluctuate
substantially due to a variety of factors.

The market price of our common stock hanbmibject to volatility and, in the future, therket price of our common stock may fluctuate
substantially due to a variety of factors, inclugin

. the depth and liquidity of the trading market for gommon stock

. quarterly variations in actual or anticipated opiataresults;

. changes in estimated earnings by securities asalyst

. market conditions in the communications and infdrareservices industrie:
. announcement and performance by competi

. regulatory actions; and

. general economic conditions.

In addition, in recent months the stock keagenerally has experienced significant pricexasidme fluctuations. Those market
fluctuations could have a material adverse effedhe market price or liquidity of our common stock

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

Our headquarters are located on 46 acrégmiiterlocken Advanced Technology Environmenhimithe City and County of Broomfield,
Colorado. The campus facility, which is owned by eholly owned subsidiary HQ Realty, Inc., encomgeasapproximately 850,000 square
feet of office space.

Additionally, we lease approximately 12@Ga@juare feet of office and technical space iniliog located at 180 Peachtree Street, NW in
Atlanta, Georgia. We also lease approximately 143 dqjuare feet of office and technical space irbthileling known as One Technology
Center located at 100 South Cincinnati Avenue ilsd@uOklahoma. We also use approximately 8,900rsdfeat of office space that we own in
the building located at 200 Technology Drive, Bittgh, Pennsylvania. We also lease approximateBy0D® square feet of office space in a
building located at 1122 South Capital of
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Texas Highway in Austin, Texas. In Europe, we happroximately 211,000 square feet of office spadhé United Kingdom and
approximately 5,000 square feet of office spaderance.

Properties relating to our network operadion the communications business are describeerdiitEM 1. BUSINESS—Our
Communications Network" above.

Our Gateway facilities are designed to ledosal sales staff, operational staff, our trarssmin and IP routing/switching facilities and
technical space to accommodate colocation of egempioy high-volume Level 3 customers. We ended 209 approximately 6.9 million
square feet of space for our Gateway and transonisacilities and have completed construction gorapimately 4.6 million square feet of t
space. Our Gateway space is either owned by wssh®@ld pursuant to long-term lease agreements.

We have entered into various agreementrdagy our unused office and technical space iemta reduce our ongoing operating
expenses regarding such space.

Properties relating to our coal mining segtare described under "ITEM 1. BUSINESS—Our OBusinesses" above. In connection
with certain existing and historical operations, ave subject to environmental risks.

ITEM 3. LEGAL PROCEEDINGS

Level 3 Communications, Inc. and certait®tubsidiaries (the "companies™) are parties tmmber of purported class action lawsuits
involving the companies' right to install fiber @ptable network in railroad right-of-ways adjacemplaintiffs' land. The only lawsuit in which
a class has been certified against the compana@sred inKoyle, et. al. v. Level 3 Communications, Inc.aét.a purported two state class
action filed in the United States District Court fbe District of Idaho. In November of 2005, treud granted class certification only for the
state of Idaho. The companies have defeated mdimortdass certification in a number of these addibut expect that plaintiffs in the pending
lawsuits will continue to seek certification of tetide or multi-state classes. In general, the @nigs obtained the rights to construct their
networks from railroads, utilities, and others, &ade installed their networks along the rightsvafy so granted. Plaintiffs in the purported
class actions assert that they are the ownersidélaver which the companies' fiber optic cablevoeits pass, and that the railroads, utilities,
and others who granted the companies the rightrtstouct and maintain their networks did not hdeelegal authority to do so. The compla
seek damages on theories of trespass, unjust ereithand slander of title and property, as wep@asitive damages. The companies have also
received, and may in the future receive, claimsdemands related to rights-of-way issues simildh#issues in these cases that may be base
on similar or different legal theories.

The companies negotiated a series of skttements affecting all persons who own or owlaed next to or near railroad rights of way
which the companies have installed their fiber optible network. The United States District Coartthe District of Massachusetts in
Kingsborough v. Sprint Communications Co. lgranted preliminary approval of the proposed sitiet; however, on September 10, 2009
court denied a motion for final approval of thetlsshent on the basis that the court lacked sulbbetter jurisdiction and dismissed the case.

In November, 2010, the companies negotieggited settlement terms for a series of statsdattlements affecting all persons who own
or owned land next to or near railroad rights ofwawhich the companies have installed their fibptic cable network. The companies are
currently negotiating certain procedural issue$\wapal counsel representing the interests of tineent and former landowners with respect to
presentment of the settlement in applicable juctinlis. The settlement affecting current and fortaedowners in the state of Idaho was
presented to the United States
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District Court for the District of Idaho and prelimary approval of the settlement was granted ondan28, 2011.

It is still too early for the Company taagh a conclusion as to the ultimate outcome ofetlaesions. However, management believes that
the companies have substantial defenses to thackdserted in all of these actions (and any siridgégms which may be named in the future),
and intends to defend them vigorously if a satisfigcsettlement is not ultimately approved foradfiected landowners. Additionally,
management believes that any resulting liabilitteghese actions, beyond amounts reserved, wilhmaderially affect the Company's financial
condition or future results of operations, but coaffect future cash flows.

In February 2009, Level 3 Communicatioms, | certain of its current officers and a form#icer were named as defendants in purported
class action lawsuits filed in the United Statestiiit Court for the District of Colorado, whichvebeen consolidated asre Level 3
Communications, Inc. Securities Litigati¢@ivil Case No. 09-cv-00200-PAB-CBS). The Plairgiffi each complaint allege, in general, that
throughout the purported class period specifiethéncomplaint that the defendants failed to diselositerial adverse facts about the Comp:
integration activities, business and operationg démplaints seek damages based on purportedioidaif Section 10(b) of the Securities
Exchange Act of 1934, Securities and Exchange Casion Rule 10b-5 promulgated thereunder and Se2fi¢m) of the Securities Exchange
Act of 1934. On May 4, 2009, the Court appointddaal plaintiff in the case, and on September 2092¢he lead plaintiff filed a Consolidated
Class Action Complaint (the "Complaint”). A motitmdismiss the Complaint was filed by the Compamy #ne other named defendants.
While the motion to dismiss the Complaint was pagdthe court granted the lead plaintiff's motioriurther amend the Complaint (the
"Amended Compliant"). Thereafter, the Company dmdther defendants named in the Amended Comfilgdta motion to dismiss the
Amended Complaint with prejudice. The court grarttéd motion to dismiss, with prejudice, and thaimpliff has filed a notice of appeal of tt
decision to the Tenth Circuit Court of Appeals.

It remains too early for the Company toctea conclusion as to the ultimate outcome of tlaesiens. However, management believes that
the Company has substantial defenses to the ckssested in all of these actions (and any simi&ns which may be named in the future)
and intends to defend these actions vigorously.

During March 2009, Level 3 Communicatiolmg,., as a nominal defendant, certain of its doesctind its current officers, and a former
officer, were named as defendants in purportedkbtder derivative actions in the District CourtoBmfield County, Colorado, which have
been consolidated &s re Level 3 Communications, Inc. Derivative Latign (Lead Case No. 2009CV59pn December 11, 2009, Level 3
Communications, Inc., as a nominal defendant, wedfits directors and current officers, and arer officer, were named as defendants in
purported stockholder derivative action in the EdiStates District Court for the District of Coldcain Iron Workers District Council Of
Tennessee Valley & Vicinity Pension Plan v. Lev€b&munications, Inc., et. ICivil Case No. 09cv02914 The plaintiffs allege that during
the period specified in the complaints the namddraiants failed to disclose material adverse fabtait the Company's integration activities,
business and operations. The complaints seek daneagieehalf of the Company based on purported besaof fiduciary duties for
disseminating false and misleading statements afidg to maintain internal controls; unjust ennoént; abuse of control; gross
mismanagement; waste of corporate assets; andregfiect to certain defendants, breach of fidualarties in connection with the resignation
of Kevin O'Hara. The parties have agreed to a teargetay of all activities in these actions pegdine outcome of the motion to dismiss or
other relevant time periods in the securitiesditign described above.
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It remains too early for the Company tactea conclusion as to the ultimate outcome of tldesivative actions. However, management
believes that the complaints have numerous defigsrincluding that each plaintiff failed to makdemand on the Company's Board of
Directors before filing the suit.

In March 2009, late April 2009 and early w2009, Level 3 Communications, Inc., the Level@r@nunications, Inc. 401(k) Plan
Committee and certain current and former officerd directors of Level 3 Communications, Inc. weaged as defendants in purported class
action lawsuits filed in the U.S. District Court file District of Colorado. These cases have beesalidated asValter v. Level 3
Communications, Inc., et. a(.Civil Case No. 09cv00658)The complaint alleges breaches of fiduciary atheioduties under the Employee
Retirement Income Security Act ("ERISA") with resp& investments in the Company's common stoott imeindividual participant accounts
in the Level 3 Communications, Inc. 401(k) Plane omplaint claims that those investments were uiadpnt for reasons that are similar to
those alleged in the securities and derivativeoastdescribed above.

It remains too early for the Company tockea conclusion as to the ultimate outcome of tBE#RESA actions. However, management
believes that the Company has substantial deféaogbe claims asserted in all of these actions émdsimilar claims which may be named in
the future) and intends to defend these actionsroigsly.

The Company and its subsidiaries are mattienany other legal proceedings. Managementiadithat any resulting liabilities for these
legal proceedings, beyond amounts reserved, wiliraderially affect the Company's financial coratfitior future results of operations, but
could affect future cash flows.

ITEM 4. [Removed and Reserved]

Part 1l

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, R ELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information. Our common stock is traded on the NASDAQ Gldbalkect Market of The NASDAQ Stock Market LLC undeg
symbol "LVLT." As of February 22, 2011, there wexgproximately 7,900 holders of record of our comratmtk, par value $.01 per share.
table below sets forth, for the calendar quartedgcated, the high and low per share sales pritesrocommon stock as reported by the
NASDAQ Global Select Market of The NASDAQ Stock Mar LLC.

Year Ended December 31, 201 High Low

First Quartel $ 177 $ 1.24
Second Quarte 1.77 1.07
Third Quartel 1.2C 0.92
Fourth Quarte 1.21 0.8:
Year Ended December 31, 2009 High Low

First Quarte! $ 1.65 $ 0.6C
Second Quarte 1.77 0.87
Third Quartel 1.72 1.11
Fourth Quarte 1.5¢ 1.1€
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Equity Compensation Plan Information.

We have only one equity compensation plahe-Tevel 3 Communications, Inc. Stock Plan—undeictvive may issue shares of our
common stock to employees, officers, directors@msultants. This plan has been approved by oukistdders. The following table provides
information about the shares of our common stoek ey be issued upon exercise of awards undetd@hel 3 Communications, Inc. Stock
Plan as of December 31, 2010.

Number of securities to Weighted-average Number of securities
be issued upon exercise exercise price of remaining available for
of outstanding options, outstanding options, future issuance under
Plan Category warrants and rights warrants and rights equity compensation plans
Equity compensation plans
approved by stockholde 45,572,801 $ 1.47% 93,510,60
Equity compensation plans n
approved by stockholde 0 $ 0.0C 0
1) Includes awards of outperform stock appreciatesuyidSOs"). For purposes of this table, these #@siare considered

to use a single share of our common stock fromdta number of shares reserved for issuance uhdetevel 3
Communications, Inc. Stock Plan.

¥ At December 31, 2010, the only type of award outditeag under The Level 3 Communications, Inc. StBtdn that
included an "exercise price" was the OSOs. The htedyaverage exercise price indicated is for thstanding OSOs at
the date of grant. The exercise price of an OSSiligect to change based upon the performance afaumon stock
relative to the performance of the S&P 500® IndexT the time of the grant of the award until theaetvhas been
exercised

OSOs are currently designed to providepients of the awards with the incentive to maxingieckholder value and to reward recipient
employees only when the price of our common stagkerforms the S&P 500® Index between the dateafitgand the date that the OSO is
settled. OSOs have a three-year life and vest 1@9%e third anniversary of the date of the awandi &ill fully settle on that date. In other
words, recipients of OSOs are not able to volulytaxercise the OSOs as they will settle autombgiegith value on the third anniversary of
the date of the award or expire without value @t thate. This type of instrument is sometimes reteto as a "European style option.”

OSOs have an initial strike price thatdsi& to the closing market price of our common lstoie the trading day immediately prior to the
date of grant. This initial strike price is refar® as the "Initial Price.” On the settlement déte Initial Price is adjusted—as of that date—by
a percentage that is equal to the aggregate pageeiticrease or decrease in the S&P 500® Indextbeegreriod beginning on the date of grant
and ending on the trading day immediately precetliegsettlement date. The Initial Price, howevanmot be adjusted below the closing price
of our common stock on the day that the OSO wastgda

The value of all OSOs will increase asghee of our common stock increases relative toperdormance of the S&P® 500 Index over
time. This increase in value is attributable intparthe use of a "success multiplier."

The mechanism for determining the valuarofndividual OSO award is described as followse Titial Price is adjusted over time (the
"Adjusted Strike Price") until the settlement daftee adjustment is an amount equal to the percergpgreciation or depreciation in the value
of the S&P 500® Index from the date of grant to sbetlement date. The value of the OSO increases fo
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increasing levels of outperformance. OSOs have ltipter range from zero to four depending upon pleeformance of our common stock
relative to the S&P 500® Index as shown in thedieihg table.

Then the Pre-multiplier Gain Is Multiplied by

If Level 3 Stock Outperforms the S&P 50® Index by: a Success Multiplier of:

0% or Less 0.00

More than 0% but Less than 11% Outperformance percentage multipli 1
by 4/ 11

11% or More 4.00

The pre-multiplier gain is our common staelce minus the Adjusted Strike Price on the satént or exercise date.

Dividend Policy. Our current dividend policy, in effect sincerfAd, 1998, is to retain future earnings for us@ur business. As a resi
our directors and management do not anticipatengaamy cash dividends on shares of our common staitle foreseeable future. In addition,
under certain of our debt covenants we may beicesdrfrom paying cash dividends on shares of oanmroon stock.

Performance Graph.

The following performance graph shall netdeemed to be incorporated by reference by mdarsy@eneral statement incorporating by
reference this Form 10-K into any filing under ®ecurities Act of 1933, as amended or the Secsifitichange Act of 1934, except to the
extent that the company specifically incorporateshanformation by reference, and shall not othsesbe deemed filed under such acts.

The graph compares the cumulative totalrnedf our common stock for the five year perioahfr2006 through 2010 with the S&P® 500
Index and the Nasdaq Telecommunications Index. The
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graph assumes that the value of the investmen®®@8 on December 31, 2005, and that all dividemdisather distributions were reinvested.

Comparison of Five Year Cumulative Total Return
Among Our Common Stock, the S&P® 500 Index
and the Nasdag Telecommunications Index

250.00
200.00
—4—Level 3
150.00
== 5&F 500
100.00
—a— NASDAQ
50.00 V\ Telecommunications
GLDU T T T T T 1
2005 20086 2007 2008 2009 2010
12/05 12/06 12/07 12/08 12/09 12/10
Level 3 Common Stoc $ 100.0C $ 195.1 $ 105.9: $ 24.3¢ $ 5331 $§ 34.1f
S&P 50(® Index 100.0C  115.8C  122.1¢ 76.9¢ 97.3¢  111.9¢

NASDAQ Telecommunicatior 100.0( 131.5( 146.2: 85.4:¢ 118.2¢ 129.7¢
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ITEM 6. SELECTED FINANCIAL DATA
The Selected Financial Data of Level 3 Camimations, Inc. and its subsidiaries appear below.

Fiscal Year Ended(1),(2)
2010 2009 2008 2007 2006
(dollars in millions, except per share amounts

Results of Operation:

Revenue $ 3,651 $ 3,76z $ 4,301 $ 4,26¢ $ 3,37¢
Loss from continuing operations( (622) (61€) (319) (1,14¢) (812)
Income from discontinued operations — — — — 46
Net loss (622) (61¢) (31¢) (1,24¢) (76€)
Per Common Shar
Loss from continuing operations( (0.37) (0.3¢) (0.20 (0.7¢) (0.8))
Income from discontinued operations — — — — 0.0t
Net loss (0.37) (0.3¢) (0.20) (0.7¢) (0.7¢€)
Dividends(5) — — — — —
Financial Position
Total asset 8,35¢ 9,06: 9,63¢ 10,24¢ 9,987
Current portion of lon-term debt(6’ 18C 70& 18€ 32 5
Long-term debt, less current portion| 6,26¢ 5,75¢ 6,24t 6,631 7,122
Stockholders' equity (deficit)(: (157 491 1,021 1,26¢ 60z

(1) The financial information for the periods of 20Q&lgprior have been adjusted for the retrospectidieation of
Accounting for Convertible Debt Instruments ThatyMge Settled in Cash upon Conversion (IncludingiBla€ash
Settlement) which has been codified into the guidamrelating to Debt with Conversion and Other Opgio

(2) The operating results of Software Spectrum, In8oftware Spectrum™), which was sold in 2006, actuited in
discontinued operations for the period for whiclvéle3 owned Software Spectrum.

The Company purchased Progress Telecom, LLC ("BssgFelecom”) on March 20, 2006; ICG Communicatitms
("ICG Communications”) on May 31, 2006; TelCove;.I{i'TelCove™) on July 24, 2006 and Looking GlasswWorks
Holding Co., Inc. ("Looking Glass") on August 2,08 The Progress Telecom, ICG Communications, TwdGmd
Looking Glass results of operations and financiaifion are included in the consolidated finanstatements from the
respective dates of their acquisition. During 2a86é, Company recorded revenue attributable to Bssgfelecom of
$49 million, ICG Communications of $46 million, TEve of $166 million and Looking Glass of $33 naiili

The Company purchased Broadwing Corporation ("Broag") on January 3, 2007, the Content Deliveryvinek
services business of SAVVIS, Inc. (the "CDN Bussig®n January 23, 2007 and Servecast Ltd. ("Sestécon July 11
2007. During 2007, the Company recorded revenuibuati@ble to Broadwing of $946 million, the CDN Busss of

$17 million and Servecast of $3 million.

On June 5, 2008, Level 3 completed the sale dfyis< advertising distribution business to DG Fasi@hel, Inc. and
received gross proceeds at closing of approxim&®B9 million in cash. Net proceeds from the salgraximated
$121 million after deducting transaction-relatedtsoRevenue attributable to the Vyvx advertisiiggrithution business
totaled $15 million in 2008 through the date oks&36 million in 2007 and $35 million in 2006. THgvx businesses
were acquired by the Company at the end of 20@bearacquisition of WilTel Communications Group, LICQVilTel").
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@)

(4)

()

(6)

In 2006, the Company recognized approximately $if8om of impairment and restructuring charges, anldss on early
extinguishment of debt of $83 million as a restilthe amendment and restatement of its senior edatredit facility and
certain debt exchanges and redemptions.

In 2007, the Company recognized approximately $illlom of impairment and restructuring charges, andss on the
early extinguishment of debt of $427 million asault of the refinancing of its senior secured itragreement and
certain debt exchanges, redemptions and repurchBEses<Company also recognized a gain of $37 miliorthe sale of
marketable equity securities and a tax benefita® fillion related to certain state tax matters.

In 2008, the Company recognized approximately $2kom of impairment and restructuring charges, $8ilion of
induced debt conversion expenses, net, attributatitee exchange of certain of the Company's cdiblerdebt securitie:
a gain on the early extinguishment of debt of $a@ion as a result of certain debt repurchased,af99 million gain o
the sale of the Company's Vyvx advertising distiiubusiness and the sale of certain of its smédleg distance voice
customer relationships. The Company also revisedstimates of the amounts and timing of its oabéestimate of
undiscounted cash flows related to certain futssetiretirement obligations in the fourth quarfe2@D8. As a result, the
Company reduced its asset retirement obligati@islity by $103 million with an offsetting reductido property, plant
and equipment of $21 million, selling, general adldhinistrative expenses of $86 million, deprecitatimd amortization
of $11 million and an increase to goodwill of $18lion.

In 2009, the Company recognized a gain of approtém&14 million as a result of debt repurchases exchanges of
certain of the Company's debt securities and $Bomibf restructuring charges.

In 2010, the Company recognized a loss of appraein&59 million associated with the tender offerépurchase the
Company's 12.25% Senior Notes due 2013 and auth oéshe redemption of its 10% Convertible Sermtes due
2011. The Company also recognized a $91 milliorebieprimarily related to the release of foreigrieteed tax valuation
allowances.

In 2006, the Company sold Software Spectrum anogr@zed a gain on the sale of $33 million. The medrom the
operations of Software Spectrum was $13 millionZ006.

The Company's current dividend policy, in effecicgl April 1998, is to retain future earnings foe urs the Company's
business. As a result, management does not artégiaging cash dividends on shares of common siottle foreseeabl
future. In addition, the Company is restricted untkertain debtelated covenants from paying cash dividends oreshat
its common stock.

In 2006, the Company received net proceeds of §iilidn from the issuance by its wholly owned sutiaty of

$150 million of Floating Rate Senior Notes due 2Q1et proceeds of $538 million from the issuanc8580 million of
12.25% Senior Notes due 2013, net proceeds of 886n from its issuance of $335 million of 3.5%00vertible Senia
Notes due 2012 and net proceeds of $1.239 bilkanl@ding prepaid interest) from the issuance dwitolly owned
subsidiary of $1.250 billion of 9.25% Senior Notke 2014. Also in 2006, the Company exchanged #opaof its
outstanding 9.125% Senior Notes due 2008, 11% &alutes due 2008 and 10.5% Senior Discount Notes208 for
$46 million of cash and $692 million aggregate pipal of new 11.5% Senior Notes due 2010. In addjtthe Company
redeemed the remaining outstanding 9.125% SenitesNdue 2008 totaling $398 million, 10.5% Senicsddunt Notes
due 2008 totaling $62 million and repurchased 9908%s wholly owned subsidiary's 10.75% Senior &odue 2011
totaling $497 million.

In 2007, the Company received net proceeds of $38®n from the issuance by its wholly owned sutiary of 8.75%
Senior Notes due 2017 and Floating Rate Seniord\thie 2015 and net proceeds of $1.382 billionHemrefinancing of
its senior secured credit agreement. In conne:
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with the refinancing of the senior secured credieament the borrower repaid its $730 million Seiecured Term Loz
due 2011. In 2007, the Company redeemed $488 mitifats outstanding 12.875% Senior Notes due 2626, million of
outstanding 11.25% Senior Notes due 2010 and $1B8m(€104 million) of outstanding 11.25% Senior Euro Notkele
2010. Also in 2007, the Company's wholly owned glibsy repurchased $144 million of its outstandifigating Rate
Senior Notes due 2011, the Company repurchased$bén of its outstanding 11% Senior Notes due 08677 millior
of its outstanding 11.5% Senior Notes due 2010%&Gidmillion (€46 million) of its outstanding 10.753enior Euro
Notes due 2008. The Company also completed theaagehof $605 million of its 10% Convertible Serivotes due
2011 for a total of 197 million shares of commamcktduring 2007. The Company also converted orndyased

$180 million of Broadwing's outstanding 3.125% Cerilble Senior Debentures due 2026 through thearssei of

17 million shares of common stock and the paymé&&to66 million in cash in 2007.

In 2008, the Company received proceeds of $400amiftom the issuance of its 15% Convertible SeiNotes due 201!
In connection with the issuance of the 15% ConbkrtSenior Notes due 2013, the Company completetkteoffers and
repurchased $163 million of its 2.875% ConvertiBénior Notes due 2010, $173 million of its 6% Catilbée
Subordinated Notes due 2010 and $124 million 08%sConvertible Subordinated Notes due 2009. Ir82€@: Compar
completed exchanges with holders of various issfiés convertible debt in which the Company issapgroximately
48 million shares of the Company's common stodakxichange for $18 million of its 6% Convertible Stdinated Notes
due 2009, $47 million of its 10% Convertible Serlitmtes due 2011, $19 million of its 2.875% Con#etiSenior Notes
due 2010, $15 million of its 5.25% Convertible Serilotes due 2011 and $9 million of its 3.5% Cotibér Senior
Notes due 2012. Also in 2008, the Company repuezh&89 million aggregate principal amount of its 6¥nvertible
Subordinated Notes due 2009 and $32 million aggesgancipal amount of its 6% Convertible SubordétaNotes due
2010. The Company also repaid at maturity the reimgi$20 million of its outstanding 11% Senior Notiue 2008 and
approximately $6 million (€4 million) of its outstding 10.75% Senior Euro Notes due 2008.

In 2009, the Company received net proceeds of $2llibn as a result of amending and restating Xisting senior
secured credit facility to increase the borrowittgeugh the creation of a $280 million Tranche Briid.oan. The
Company exchanged $142 million of its 6% ConveetiBubordinated Notes due 2010 and $140 milliorsa?.875%
Convertible Senior Notes due 2010 for $200 millidry% Convertible Senior Notes due 2015 and $78anibf cash. In
2009, the Company received net proceeds of $27Hmitom the issuance of its 7% Convertible SeMotes due 2015,
Series B. Also in 2009, the Company repurchase® #iiion aggregate principal amount of its 6% Certible
Subordinated Notes due 2009, $55 million aggrepeteipal amount of its 6% Convertible Subordinakéates due
2010, $13 million aggregate principal amount ofif875% Convertible Senior Notes due 2010, $13lianihggregate
principal amount of its 5.25% Convertible Senioté&odue 2011, $56 million aggregate principal anhofiits 10%
Convertible Senior Notes due 2011, and $31 miléiggregate principal amount of its 3.5% Convertiidmior Notes due
2012. The Company also redeemed the remaining $li8mof its 11.5% Senior Notes due 2010, repussgththe
remaining $6 million aggregate principal amounitefrloating Rate Notes due 2011 and repaid at mityathe remaining
$55 million of its outstanding 6% Convertible Suthioated Notes due 2009.

In 2010, the Company received net proceeds of $allidn from the issuance of its 10% Senior Noteg @018 and net
proceeds of $195 million from the issuance of i&6 Convertible Senior Notes due 2016. In connaatiih the
issuance of its 10% Senior Notes due 2018, the @oasnpepurchased $550 million of the total outstagdi2.25% Senic
Notes due 2013 primarily through a tender offeradidition, during 2010, the Company redeemed atefoutstandin
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$172 million aggregate principal amount of its 1@¥#nvertible Senior Notes due 2011, $3 million ef5t25%
Convertible Senior Notes due 2011, the remainingfBon of its 10.75% Senior Notes due 2011, a@dllion of its
2.875% Convertible Senior Notes due 2010. Upon ritgtithe Company repaid the remaining $111 millafrits 6%
Convertible Subordinated Notes due 2010 and thaireng $38 million of its 2.875% Convertible Seniotes due
2010.

©) In 2006, the Company issued approximately 125 amlihares of common stock in a public offeringuedl at
approximately $543 million.

In 2006, the Company issued 20 million shares afroon stock, valued at approximately $66 millionttas stock
portion of the purchase price paid to acquire ResgTelecom; 26 million shares of common stoclyedkat
approximately $131 million, as the stock portiortted purchase price paid to acquire ICG Commurtioati 150 million
shares of common stock, valued at approximately3$6i#lion, as the stock portion of the purchaseg@mpaid to acquire
TelCove; and 21 million shares of common stockyeédlat approximately $84 million, as the stockiparbf the
purchase price paid to acquire Looking Glass.

In 2007, the Company issued 197 million sharesoafrmon stock in exchange for $605 million of its 1@anvertible
Senior Notes due 2011. The Company also issuednlit8n shares of common stock, valued at approxétya

$688 million, as the stock portion of the purchpsee to acquire Broadwing Corporation. Also in 2pthe Company
issued 17 million shares of common stock in corinaatith the conversion of $179 million of Broadwjis outstanding
3.125% Convertible Senior Debentures due 2026.

In 2008, the Company issued approximately 48 nmlbbares of common stock in exchange for $108anikiggregate
principal amount of various issues of its convéetitbebt.

ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This document contains forward looking estaénts and information that are based on the baliahanagement as well as assumptions
made by and information currently available to Le&€ommunications, Inc. and its subsidiaries ("&le¥' or the "Company"). When used in
this document, the words "anticipate”, "believgdlah", "estimate” and "expect” and similar expressj as they relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetamties and assumptions. Should one or morkeeasiet risks or uncertainties materialize, or
should underlying assumptions prove incorrect, aatesults may vary materially from those descrilvethis document.

The following discussion should be readanjunction with the Company's consolidated finahstatements (including the notes thereto),
included elsewhere herein.

Level 3 Communications, Inc., through ifemting subsidiaries, is primarily engaged indbmmunications business, with additional
operations in coal mining.

Communications Business

The Company is a facilities based provifest broad range of communications services. Rexémucommunications services is
recognized on a monthly basis as these servicggav@ed. For contracts involving private line,wetengths and dark fiber services, Level 3
may receive up-front payments for services to Bveted for a period of generally up to 20 yearsthese situations, Level 3 defers the
revenue and amortizes it on a straight-line baseatnings over the term of the contract. At Decendd, 2010, for contracts where up-front
payments were received for services to be deliverélge future, the Company's weighted average i@ngacontract period was approximat
12 years.
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Communications revenue consists of:

1) Core Network Services includes revenue from trartspdrastructure, data and local and enterprisieesservices.

2) Wholesale Voice Services includes revenue from listance voice services, including domestic vééceination, internation:
voice termination and toll free services.

3) Other Communications Services includes revenue franaged modem and its related reciprocal com@denssgrvices and
SBC Contract Services, which includes revenue fitoenSBC Master Services Agreement, which was obthiim the December
2005 acquisition of WilTel Communications Group,CL

These categories of Communications revaneén different phases of the service life cyelguiring different levels of investment and
focus and providing different contributions to thempany’'s Communications Adjusted EBITDA. Managenoéhevel 3 believes that growth
in revenue from its Core Network Services is caitio the long-term success of its communicatiamsiess.

Core Network Services

The Company's transport services includgapelitan and intercity wavelengths, private lii#hernet private line, professional services
and transoceanic services. The Company's infrasteiservices include dark fiber and colocatiowises. Growth in transport and
infrastructure revenue is largely dependent oreiased demand for bandwidth services and availapitat of companies requiring
communications capacity for their own use or invitimg capacity as a service provider to their ongtrs. Customer expenditures for these
services may be in the form of monthly paymentamfront payments for private line, wavelength arldfiber services. The Company is
focused on providing end-to-end transport servicets customers to directly connect customer ooatwith a private network. Pricing for
end-to-end metropolitan transport services have belatively stable. For intercity transport seescthe Company continues to experience
pricing pressure for point-to-point locations, partarly in locations where a large number of @nsico-locate their facilities. An increase in
demand may be partially offset by declines in pniting.

Data services primarily include the Compargh speed Internet protocol service, dedichtetnet access ("DIA") service, ATM and
frame relay services, IP and Ethernet virtual gaweetwork ("VPN") services, content delivery netlw¢'CDN") services, and Vyvx broadcast
services. Level 3's Internet access service igladpality and high-speed service offered in aetgrof capacities. The Company's VPN
services permit businesses of any size to repladéphe networks with a single, cost-effective d@n that greatly simplifies the converged
transmission of voice, video, and data. This cogerce to a single platform can be obtained witlsagtificing the quality of service or
security levels of traditional ATM and frame relafferings. VPN services also permit customers torjiize network application traffic so that
high priority applications, such as voice and vide® not compromised in performance by the flowowf priority applications such as email.

Revenue growth from customers that areisgak distribute their feature rich content oreddover the Internet is dependent on the
continued increase in demand from consumers, thangrenvironment and the availability of capaaity the Company's network. An increase
in the reliability and security of information tremitted over the Internet and declines in the tostansmit data have resulted in increased
utilization of e-commerce or web based servicebusinesses. The market for data and IP is genextadlyacterized by price compression and
high unit growth rates depending upon the typeeofise. The Company experienced price compressitimei highspeed IP market in 2010 ¢
expects that pricing for its high-speed IP serviediscontinue to decline in 2011.
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The Company, through its Level 3 Vyvx Seevbusiness, provides video transport servicestbee€ompany's fiber-optic network and
via satellite. It carries live broadcast contennirthe original source such as sporting eventgiapevents or other live studio produced
programming, to production studios, broadcast mastetrol centers and other destinations withinlireadcasters' delivery chain.

For live events where the location is nodn in advance, such as breaking news storiesniote locations, the Company provides an
integrated satellite and fiber-optic network-based/ice to transmit the content to its customeos these services, most of Level 3 Vyvx's
customers contract for the service on an eventveytebasis; however, there are some customers a¥® purchased a dedicated poinptont
service which enables these customers to trangogramming at any time.

In June 2008, Level 3 completed the salesofyvx advertising distribution business to D@sEChannel, Inc. and received gross proceeds
at closing of approximately $129 million in casteviel 3 has retained ownership of Vyvx's core braatbusiness, including the Vyvx Servi
Broadcast Business' content distribution capadbdliti

The financial results of the Vyvx adventigidistribution business are included in the Comfsaconsolidated results of operations through
the date of sale.

Level 3 recognized a gain on the sale ef\tiivx advertising distribution business of $96lioi in 2008. The gain is presented in the
consolidated statements of operations as "Gairalenag business groups, net."

The Company has developed content distdbwgervices through the acquisition of the Confeelivery Network services business
("CDN Business") of SAVVIS in January 2007, and #ogjuisition of Dublin, Ireland based Servecast ktduly 2007. The Company believes
that the addition of the CDN Business with its sggobroad portfolio of patents has helped the Coms&cure its commercial efforts in the
heavily patented CDN market, in which a numberarhpetitors have significant, patented intellecfwralperty. Level 3 believes that one of the
largest sources of future incremental demand farmanications services will be derived from custosrteat are seeking to distribute their
feature rich content or video over the Internet.

The Company's Core Network Services inclodal and enterprise voice services. Local voawises are primarily components that
enable other service providers to deliver busimesonsumer-ready voice services to their end costs. Enterprise voice services are
business-grade voice services that the Compars diedictly to its business customers.

Beginning in the first quarter of 2010, eé®@ modified its revenue disclosure based on taemar in which certain customers are
classified within customer-facing groups. Levela&hliscussed its Core Network Services revenuerinst of wholesale, large enterprise and
federal, mid-market, and European customers. T8 206d 2008 amounts have also been presentedrfgrazability purposes.

. Wholesale includes revenue from international aomh&stic carriers, cable companies, wireless coregambice servic
providers and the vast majority of former contearket group customers.

. Large enterprise and federal includes Fortune®a@@Dother large enterprises that purchase commntioisaservices in a
manner similar to carriers, including financiahdees, healthcare and systems integrators, FeGerarnment agencies and
academic consortia, plus certain large former Guriarkets Group customers.

. Mid-market includes medium enterprises generallgide the Fortune® 300, regional service provideestain academic
institutions and some state and local governments.

. European remains unchanged from the 2009 presemtdthe European revenue includes the largest Earoponsumers i
bandwidth, including the largest European and irgtonal
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carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers,
enterprises, and government and education sectors.

Core Network Services revenue by customangwas as follows:

Year Ended December 31

(dollars in millions) 2010 2009 2008

Wholesale $ 1,378 $ 1,40¢ $ 1,58¢
Large Enterprise and Fede 56€ 507 517
Mid-Market 59t 632 741
Europear 291 292 28¢

Total Core Network Service $ 2827 $ 2,84 $ 3,13¢

The Company believes that the alignmer@afe Network Services around customer groups atiotvi® drive growth while enabling it to
better focus on the needs of its customers. EatiesE groups is supported by dedicated employessés. Each of these groups is also
supported by non-dedicated, centralized servigganuct management and development, corporate tivagkglobal network services,
engineering, information technology, and corpofatetions including legal, finance, strategy andnlam resources. The classification of
customers within each customer group can changehgson sales team assignments, merger and a@quasitivity by customers and other
factors.

Wholesale Voice Services

The Company offers Wholesale Voice Servibes target large and existing markets. The reggmatential for Wholesale Voice Services
is large; however, the pricing and margins are etgzkto continue to decline over time as a reduth® new low-cost IP and optical-based
technologies. In addition, the market for Wholes&béce Services is being targeted by many compstitseveral of which are larger and have
more financial resources than the Company.

Other Communications Services

The Company's Other Communications Senacesnature services that are not critical areasrgfhasis for the Company. Other
Communications Services includes revenue from meshagodem, its related reciprocal compensation sesyiand SBC Contract Services,
which includes revenue derived under the SBC M&evices Agreement that was obtained in the Wilibgluisition. The Company and its
customers continue to see consumers migrate frerowmdand dial-up services to higher speed broadiisernvices as the narrow band market
matures. The Company expects ongoing declinesher@ommunications services revenue similar to Wwhatbeen experienced over the past
several years.

The Company receives compensation fromrataeiers when it terminates traffic originating those carriers' networks. This reciprocal
compensation is based on interconnection agreeméthitshe respective carriers or rates mandatethéy-CC. The Company has
interconnection agreements in place for the majafitraffic subject to reciprocal compensationeThajority of the Company's existing
reciprocal compensation revenue is associatedagiteements that are in evergreen status, mearahththagreements remain in place and in
effect until either terminated by mutual agreenmmteplaced by a successor agreement. The Compatinges to negotiate new
interconnection agreements or amendments to isdiegiinterconnection agreements with local casrees needed. The Company earns the
majority of its reciprocal compensation revenuerfroroviding managed modem services, which are miagli The Company also receives
reciprocal compensation from its voice serviceghla case, reciprocal compensation is reportekinviCore Network Services revenue.
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Communications Business Strategy and Objectives

The Company's management continues towealleexisting lines of business and service offgsi to determine how those lines of
business and service offerings enhance the Congfotyls on delivering communications services apdting its financial objectives. To the
extent that certain lines of business, customengg®r service offerings are not considered todmepatible with the delivery of the Compan
services or with meeting its financial objectiviesyel 3 may exit those lines of business or stdperofg those services.

The Company is focusing its attention omfiilowing operational and financial objectives:

. growing Core Network Services revenue by increasaigs, reducing customer churn, and continuousowement in
operational efficiency;

. focusing on the the delivery of a customer expegethat is the best in the industry;

. continuing to localize certain decision making ameéraction with its mid-market enterprise customéncluding leveraging its
existing network assets;

. enabling its sales channels through effective ntanfgeand sales suppo
. effectively managing network costs and operatingeeses;

. continuing to show improvements in Adjusted EBITDA,;

. reducing its leverage ratio and refinancing itsifatdebt maturities; ar
. managing Wholesale Voice Services revenue for margntribution.

The Company's management believes thedatton of new services or technologies, as wethadurther development of existing
technologies, may reduce the cost or increaseuiyglys of certain services similar to those alrepdyvided. The ability of the Company to
anticipate, adapt and invest in these technologygés in a timely manner may affect the Companjtsd success.

Level 3 will continue to evaluate acquitiopportunities and could make additional acqgoisét in the future.

The successful integration of any acqubesinesses into Level 3 is important to the sucoéksvel 3. The Company must identify
synergies and integrate acquired networks and stppanizations, while maintaining the servicelgydevels expected by customers to
realize the anticipated benefits of any acquisgtiduccessful integration of any acquired busireeagiédepend on the Company's ability to
manage the operations, realize opportunities fegmae growth presented by strengthened servicergfeand expanded geographic market
coverage, and eliminate redundant and excess toofsty realize the expected synergies. If the @amy is not able to efficiently and
effectively integrate any businesses or operatibasquires, the Company may experience materightide consequences to its business,
financial condition or results of operations.

The Company has ongoing process and syd#eelopment work that is being implemented as qfatie continued efforts that have
improved and are expected to further improve tileshectrum of the customer experience, includiexyise activation, service management
and customer billing as well as various operati@ffatiency improvements.

The Company's ongoing operating resultsfenahcial condition could be affected by certaintds or uncertainties. For example, the
continued worldwide economic downturn and prolongedertainty in the global financial markets hagguired the Company to continue to
manage its cost structure and operating expensefitha and to concentrate its capital expenditueghose technologies and assets that e
the Company to further develop its Core Networkviges and replace the decline in revenue and gggriitom Other Communications
Services. The Company has
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also experienced shortages of certain types opewgnt from its suppliers that may affect its apitit provision capacity on its network. As a
result, the Company increased its inventory ofaieréquipment components to compensate for cer&idor delivery issues, which supported
increased customer installations during the setatfdof the year. In addition, the Company has eepeed increased intervals for the
installation of capacity from providers of conneats or capacity from the Company's network to @ocasr location or other carrier, which are
referred to as "off-net" connections. The Compaaggoing operating results and financial conditionld also be negatively affected, if as a
result of economic conditions the Company's custerdefer or forego purchases of the Company's@es\or fail to make timely payments to
the Company as a result of the customer's inakditybtain adequate access to credit.

In addition to the operational objectivesntioned above, the Company has also been focusidpwoving its liquidity, financial
condition, and extending the maturity dates ofaiartiebt.

In January 2011, the Company issued $60maggregate principal amount of its 11.875% i8eNotes due 2019 in two private
transactions. Approximately $300 million was issuedxchange for the $295 million aggregate priatigf the Company's outstanding 9%
Convertible Senior Discount Notes due 2013, andrign of the net proceeds from the first transacivas used to redeem the $196 million
aggregate principal of the Company's outstandi@§%. Convertible Senior Notes due 2011. The Compampgcts to recognize a loss of
$20 million in the first quarter of 2011 as a résilthe above mentioned exchange and redemption.

In the third quarter of 2010, the Compasgued $175 million aggregate principal amounto6i6% Convertible Senior Notes due 2016
(the "6.5% Convertible Senior Notes") and an addal $26 million aggregate principal amount in therth quarter, for a total of $201 million
aggregate principal amount, for net proceeds of@pmately $195 million. In addition, the Compargpaid $38 million aggregate principal
amount of its 2.875% Convertible Senior Notes dd@®02that had matured during the third quarter.

In the second quarter of 2010, the Compadgemed all of the outstanding $172 million aggtegrincipal amount of its 10%
Convertible Senior Notes due 2011 with availablehcd@he Company recognized a loss on extinguishfeappproximately $4 million.

In the first quarter of 2010, Level 3 Ficary, Inc. issued $640 million aggregate principaount of 10% Senior Notes due 2018, for net
proceeds of $613 million, and repurchased $550anilbf the total outstanding 12.25% Senior Notes 2013 primarily through a tender offer.
The Company recognized a $55 million loss on thagxishment of these notes.

Also in the first quarter of 2010, the Camp repaid $111 million aggregate principal amaafrits 6% Convertible Subordinated Notes
due 2010 that had matured. In addition, in varimassactions during the first quarter of 2010, @menpany, or its subsidiaries, repurchased
$3 million in aggregate principal amount of 5.25%n@ertible Senior Notes due 2011, the remainingnon of its 10.75% Senior Notes due
2011, and $2 million aggregate principal amour®.875% Convertible Senior Notes due 2010. The Caypacognized a loss on these
repurchases of less than $1 million.

The Company will continue to look for oppanities to improve its financial position and fadts resources on growing revenue and
managing costs for the communications business.
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Coal Mining

Level 3, through its two consolidated 50%ned joint-venture surface mines, one each in Muantnd Wyoming, sells coal primarily
through long-term contracts with public utiliti€ghe long-term contracts for the delivery of codhéfish the price, volume, and quality
requirements of the coal to be delivered. Revemaeuthese and other contracts is generally rezednivhen coal is shipped to the customer.

Critical Accounting Policies and Estimates

The Company's discussion and analysisdiriaincial condition and results of operationskzased upon the Company's consolidated
financial statements, which have been prepareddordance with accounting principles generally ptee in the United States. The
preparation of these financial statements require<Company to make estimates and judgments tfeait afie reported amounts of assets,
liabilities, equity, revenue, expenses and reldisdlosures. The Company bases its estimates toribé experience and on various other
assumptions that are believed to be reasonable tiieleircumstances, the results of which formitasis for making judgments about the
carrying values of assets and liabilities thatravereadily apparent from other sources. The Compeaaluates these estimates on an ongoing
basis. Actual results may differ from these estenatnder different assumptions or conditions.

While the Company has other accountinggedi that involve estimates such as the allowaocddubtful accounts, accruals for estimated
tax and legal liabilities, valuation allowance ftaferred tax assets, and unfavorable contractgnéed in purchase accounting, management
has identified the policies below, which require thost significant judgments and estimates to beenrathe preparation of the consolidated
financial statements, as critical to its busingssrations and the understanding of its resultgefations.

Revenue

Revenue for communications services, inagidransport, infrastructure, data, voice and ngadamodem, is recognized monthly as the
services are provided. Communications servicep@angded either on a usage basis, which can vatpgéo period, or at a contractually
committed amount.

Reciprocal compensation revenue is recagivzhen an interconnection agreement is in platie aviother carrier, or if an agreement has
expired, when the parties have agreed to contipeeating under the previous agreement until a rgreeament is negotiated and executed, or
at rates mandated by the FCC. Periodically, the 2o will receive payment for reciprocal comperwaservices in excess of FCC rates and
before an agreement is in place. These amountadugled in other current liabilities on the corndated balance sheets until a final agreement
has been reached and the necessary regulatorywajsphave been received at which time the reciprmmapensation revenue is recognized.
These amounts were insignificant to the Compar80ih0, 2009 and 2008.

Revenue attributable to leases of darkrfijlpgsuant to indefeasible rights-of-use agreem@edJs") that qualified for sales-type lease
accounting and were entered into prior to Junel809, were recognized at the time of delivery acmkptance of the fiber by the customer.
Certain sale and long-term IRU agreements of dade fand capacity entered into after June 30, 1889required to be accounted for in the
same manner as sales of real estate with propepsoivements or integral equipment. This accourttiegtment results in the deferral of
revenue for the cash that has been received andd¢bgnition of revenue ratably over the term af éigreement (generally up to 20 years).

Termination revenue is recognized whenstaruer disconnects service prior to the end ottmract period and for which Level 3 had
previously received consideration and for whicheraye
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recognition was deferred. Termination revenuess atcognized when customers make termination fyepayments to Level 3 to settle
contractually committed purchase amounts that tiséoener no longer expects to meet or when a custanteLevel 3 renegotiate a contract
under which Level 3 is no longer obligated to pdavproduct or services for consideration previousteived and for which revenue
recognition has been deferred. Termination revénuoeported in the same manner as the originalymtoar service provided.

Accounting practice and guidance with respe the accounting treatment of revenue contitoe&volve. Any changes in the accounting
treatment could affect the manner in which the Canypaccounts for revenue within its communicatiang coal businesses.

Revenue Reserv

The Company establishes appropriate revezgexves at the time services are rendered basad analysis of historical credit activity to
address, where significant, situations in whicHemtion is not reasonably assured as a resulteafitcrisk, potential billing disputes or other
reasons. The Company's significant estimates a®dban assumptions and other considerations, imgjyshyment history, credit ratings,
customer financial performance, history of billidigputes, industry financial performance and aginglysis.

Cost of Revenue for Communications Services

The Company disputes incorrect billingsririss suppliers of network services. The most plenaypes of disputes include disputes for
circuits that are not disconnected by the suppliea timely basis and usage bills with incorrednadequate information. Depending on the
type and complexity of the issues involved, it naag often does take several quarters to resolvdispeites. The Company establishes
appropriate cost of revenue reserves for disputpgler billings based on an analysis of its histrexperience in resolving disputes with its
suppliers.

In determining the amount of the cost divwek service expenses and related accrued ligsilio reflect in its financial statements, the
Company considers the adequacy of documentatidisobnnect notices, compliance with prevailing cactual requirements for submitting
these disconnect notices, disputes to the prowfiére network services, and compliance with iteficonnection agreements with these
carriers. Judgment is required in estimating thienalte outcome of the dispute resolution processyell as any other amounts that may be
incurred to conclude the negotiations or settleld@gigation. Actual results may differ from thesstienates under different assumptions or
conditions and such differences could be material.

Nor-Cash Compensation

The Company recognizes stock-based compensxpense for all share-based payment awardsdardance with fair value recognition
provisions. Under the fair value recognition pramis, the Company recognizes stock-based compensatpense net of an estimated
forfeiture rate, recognizing compensation costofialy those awards expected to vest over the requisivice period of the awards.
Determining the appropriate fair value model anldudating the fair value of share-based paymentrdsveequire subjective assumptions,
including the assumption for stock price volatiliffhe Company estimates the stock price volatilging a combination of historical and
implied volatility, as Level 3 believes it is coat@nt with the approach most marketplace parti¢gpaould consider by using all available
information to estimate expected volatility. Thengmany has determined that expected volatility iseweflective of market conditions and
provides a more accurate indication of volatilltan using solely historical volatility. In reachitigs conclusion, the Company has considered
many factors including the extent to which its fetexpectations of volatility over the respectieent is likely to differ from historical
measures, the absence of actively traded optiarthédoCompany's
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Common Stock and the Company's ability to revievatiity of its publicly traded convertible debt thisimilar terms and prices to the options
the Company is valuing. The Company issues outpar&tock options in which the value received isgoiasn a formula involving a multiplier
related to the level by which the Company's comstook outperforms the S&P 500® Index. The Compailizeis a modified Black-Scholes
model due to the additional variables requiredaicdate the effect of the success multiplier ferautperform stock options, including
estimating the expected volatility of the S&P 50D®@ex. As a result of the Company's stock pricthatend of 2010, the aggregate intrinsic
value of outstanding outperform stock options wa®as of December 31, 2010.

The assumptions used in calculating theviaiue of share-based payment awards represerggearent's best estimates, but these
estimates involve inherent uncertainties and tiptiegtion of management judgment. As a resultadtérs change and the Company uses
different assumptions, stock-based compensatioaresgpcould be materially different in the futureatldition, the Company is required to
estimate the expected forfeiture rate and recogaipense only for those shares expected to vesttdfil forfeiture rates are materially
different from the Company's estimate, stock-bassdpensation expense could be significantly difiefeom what the Company has recorded
in the current period.

Valuation of Long-Lived Assets

The Company performs an assessment afritglived assets, including finite-lived acquisiticelated intangible assets, for impairment
when events or changes in circumstances indicatdtib carrying value of assets or asset groupirasnot be recoverable. This review
requires the identification of the lowest levelidéntifiable cash flows for purposes of groupingeds subject to review. The estimate of
undiscounted cash flows includes long-term forecattevenue growth, gross margins and operatipgreses. All of these items require
significant judgment and assumptions. The impaitna@alysis of long-lived assets also requires tbm@any to make certain subjective
assumptions and estimates regarding the expediee fuse of certain additional conduits and thesetgd future use of certain empty condt
An impairment loss may exist when the estimatedsgmtinted cash flows attributable to the assetteassthan their carrying amount. If an
asset is deemed to be impaired, the amount ofitbairment loss recognized represents the excabe ¢dng-lived asset's carrying value as
compared to its estimated fair value, based on gemant's assumptions and projections.

The Company conducted a long-lived asspaiment analysis in the fourth quarter of 2010 eodcluded that its long-lived assets,
including its finite-lived acquisition-related imgible assets, were not impaired. To the extentfthare changes in assumptions and estimates
cause a change in estimates of future cash floatdgrillicate the carrying amount of the Companyigitived assets, including finite-lived
acquisition-related intangible assets, may notoeverable, the Company may incur impairment cleairgéhe future to write-down the
carrying amount of the Company's long-lived asBethkeir estimated fair value.

Useful Lives of Long-Lived Assets

The Company performs periodic internal egxs to evaluate the depreciable lives of its prigp@tant and equipment. Due to rapid
changes in technology and the competitive environipselecting the estimated economic life of tetecwinications property, plant, and
equipment requires a significant amount of judgm&he Company's internal reviews take into accinmit from the Company's global
network services personnel regarding actual ugagesical wear and tear, replacement history, andmptions regarding the benefits and ¢
of implementing new technology that factor in tleed to meet the Company's financial objectives.
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Valuation of Goodwill and Acquired Indefinite-Livadtangible Assets

The Company performs an annual impairmssé¢ssment of its goodwill at the end of the foqrtarter, or more frequently if the
Company determines that indicators of impairmeigteXhe Company's impairment review process copgtre fair value of each reporting
unit to its carrying value. The Company's reportimits are consistent with the reportable segmidetgtified in Note 14—Segment
Information—to the Consolidated Financial Staterae@oodwill assigned to the Communications repéetabgment totaled $1.4 billion at
both December 31, 2009 and 2010. There was no gb@dsigned to the Coal Mining reportable segnaribecember 31, 2009 or 2010. If
fair value of the reporting unit exceeds its cargyvalue, goodwill is not impaired and no furthesting is performed. If the carrying value of
the reporting unit exceeds its fair value, theeeosd step must be performed, and the implied/&dire of the reporting unit's goodwill must
determined and compared to the carrying valueeféiporting unit's goodwill. If the carrying valogéa reporting unit's goodwill exceeds its
implied fair value, then an impairment loss eqoahte difference will be recorded.

The Company considers the use of multipleation techniques in accordance with the Faiuga@fleasurements and Disclosures
guidance to estimate the fair value of its repgrtimits and has consistently applied a market gmbras part of its impairment assessment
process.

Under the market approach, the Companynastis the fair value using an in-exchange valugiremise based upon the market
capitalization of Level 3 using quoted market psicegdds an estimated control premium, and thegrasghat fair market value to the reporting
units. The most significant estimates and assumgtinilized in its valuations with the market apgrb involved estimating an appropriate
control premium and allocating the estimated emiggdair value to each of its reporting units.

The Company concluded that using 20% amé&al premium would be reasonable in its markgtrapch valuation for purposes of
performing its goodwill impairment test based ostdiiical control premiums offered for comparabéntactions in the communications
industry, the availability of financing, and numlzémpotential buyers. The calculated market valsiagithe Company's quoted market price
valuation is allocated to each of its two reportingts based on their relative percentage of Adi&BITDA, as this is a key external and
internal valuation metric.

The Company conducted its goodwill impaintn@nalysis at the end of 2010 and 2009 and coadltitht its goodwill was not impaired in
either period.

The Company also performs an assessmétstadquisition-related indefinite-lived intangildssets annually at the end of the fourth
quarter, or more frequently if the Company detessithat indicators of impairment exist. The Comfmiipairment review process compares
the fair value of the indefinite-lived acquisitioalated intangible assets to their respective aagryalues. If the fair value of the indefinite-
lived acquisition-related intangible assets excebes carrying values, then the indefinite-livezjaisition-related intangible assets are not
impaired.

The Company's fair value methodology pritparonsists of a discounted cash flow analysis theludes estimates of revenue, costs,
growth rates and an appropriate discount rate aarttehcomparable estimates. These estimates aed bashistorical data, various internal
estimates and management's expectations of furmdd.

The Company conducted its indefinite-liaadjuisition-related intangible asset impairmentyases at the end of 2010 and 2009 and
concluded that there was no impairment in eitheioge

The Company performs periodic internal e@xs to evaluate whether events and circumstancesae to support indefinite useful lives
on its intangible assets. The Company considenst iinpm
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its legal, business development and product peedaniits evaluation of all relevant factors suppay the useful lives of its intangible assets.

To the extent that future changes in them@any's assumptions and estimates cause a chatigerglated fair value estimates that indi
the carrying amount of the Company's goodwill amtkfinite-lived acquisition-related intangible assmay not be recoverable, the Company
may incur impairment charges in the future to wdtavn the carrying amount of the Company's goodavill indefinite-lived acquisition-
related intangible assets to their estimated falne.

Derivative Financial Instrument

The Company uses derivative financial unsients, primarily interest rate swaps, to managexposure to fluctuations in interest rate
movements. The Company's primary objective in menggigiterest rate risk is to decrease the volgtditits earnings and cash flows affected
by changes in the underlying rates. To achievedhjsctive, the Company enters into financial datiixes, primarily interest rate swap
agreements, the values of which change in the aygpdisection of the anticipated future cash flowhe Company has floating rate long-term
debt (see Note 11—Long-Term Debt—of the Consoldi&i@ancial Statements). These obligations exgos€bmpany to variability in
interest payments due to changes in interest rditieserest rates increase, interest expense &se® Conversely, if interest rates decrease,
interest expense decreases. The Company has desigtisanterest rate swap agreements as a cagthfidge. Swaps designated as cash flow
hedges involve the receipt of variable-rate amofrmta a counterparty in exchange for the Compankintgfixed-rate payments to a
counterparty over the lives of the agreements witlexchange of the underlying notional amount. @h&nge in the fair value of the interest
rate swap agreements is reflected in AccumulatégiGTomprehensive Income (Loss) ("AOCI") and issagfuently reclassified into earnings
in the period that the hedged transaction affeatsirgs, due to the fact that the interest ratepsaggeements qualify as effective cash flow
hedges.

The Company also has certain equity conmensghts associated with debt instruments, wiaithconsidered derivative instruments as of
December 31, 2010 and 2009. Certain of these damvienstruments were classified as a liabilitypetcember 31, 2010 and 2009. The
Company had liabilities associated with its embelddierivatives of less than $1 million at Decemhkr2010 and $20 million at December 31,
2009. The Company has recognized the gains orddss® changes in fair value of any derivatived #ire not designated as hedges in other
income (expense) in the statements of operatioas result of the changes in fair value relatetthése derivative instruments, the Company
recognized a gain of $10 million in 2010, a gair$df million in 2009 and no gains or losses in 2008 Company does not use any derive
financial instruments for speculative purposes.

The Company is exposed to credit relatedds in the event of non-performance by countégsaithe Company considers credit
valuation adjustments to appropriately reflect b Company's non-performance risk and the reisgecbunterparty's non-performance risk
in its fair value measurements. The counterpattiesy of the financial derivatives the Companyeeninto are major institutions with
investment grade credit ratings. The Company et@tueounterparty credit risk before entering intg hedge transaction, and continues to
closely monitor the financial market and the riséttit's counterparties will default on their oldlipns. This credit risk is generally limited to
the unrealized gains, if any, in such contractepkhany of these counterparties fail to perfornc@stracted.

Asset Retirement Obligatio

The Company's asset retirement obligatiamsist of legal requirements to remove certaiitsafietwork infrastructure at the expiration of
the underlying right-of-way ("ROW") term, restoi@tirequirements for leased facilities and reclaomatequirements in the coal mining
business to
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remediate previously mined properties. The intiadl subsequent measurement of the Company's assgmnent obligations require the
Company to make significant estimates regardingettentual costs and probability or likelihood ttiee Company will be required to remove
certain of its network infrastructure, restore agrof its leased properties and remediate cedfits previously mined properties. In addition,
the Company must estimate the periods over whiebetltosts will be incurred and the present valigicli costs using the Company's estir
of its credit-adjusted risk-free interest rate ufrdtial recognition.

The Company periodically evaluates its agt@rement obligations to determine if the amoamd timing of its cash flow estimates
continue to be appropriate based on current factacumstances.

The asset retirement obligations for carteased facilities and coal mining locations wieeased by an insignificant amount in 2010
and 2009 due to revised estimates of future ohtigat

Recently I ssued Accounting Pronouncements

In October 2009, the FASB issued a new actiog standard that provides revenue recognitiidance for arrangements with multiple
deliverables. Specifically, the new standard rezpian entity to allocate consideration at the itioepf an arrangement to all of its deliveral
based on their relative selling prices. In the absef the vendor-specific objective evidence adtparty evidence of the selling prices,
consideration must be allocated to the deliverabés®d on management's best estimate of the sptites. In addition, the new standard
eliminates the use of the residual method of atlonaThis guidance is generally expected to resulevenue recognition for more delivered
elements than under the current rules. Level 8dsired to adopt this guidance prospectively fav ne materially modified agreements as of
January 1, 2011. The Company elected to adopgthiance prospectively for new or materially mastifiagreements as of January 1, 2010.
The adoption of this guidance did not have a malteffect on the Company's consolidated resultgpefations or financial condition.

In June 2009, the FASB issued a new acauyistandard that changes the consolidation ridebey relate to variable interest entities.
The new standard makes significant changes to tidehfor determining who should consolidate a \@dadnterest entity, and also addresses
how often this assessment should be performedstEmelard was effective for Level 3 effective Japuar2010. The Company's adoption of
this guidance did not have a material effect onGhenpany's consolidated results of operationsnamitial condition.

In December 2010, the FASB issued new autogl guidance to address concerns about perforthengoodwill impairment test when a
reporting unit has zero or negative carrying valUége guidance requires the Company to automatipaliform Step 2 of the impairment test
for reporting units with a zero or negative cargysimount if there are qualitative factors thatdati that it is more likely than not that a
goodwill impairment exists. In determining whetlitds more likely than not that a goodwill impairnteexists, these adverse qualitative factors
should also be considered between annual testseif@nt occurs or circumstances change that woate tikely than not reduce the fair value
of a reporting unit below its carrying amount. Tddverse qualitative factors are part of existingpaating standards. The guidance is effective
for Level 3 on January 1, 2011. The Company evatlitite adverse qualitative factors in anticipatibits January 1, 2011 adoption of the new
accounting guidance and concluded that it wasegptired to perform Step 2 of the impairment test.
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Results of Operations 2010 vs. 2009

Year Ended
December 31, December 31, Change
(dollars in millions) 2010 2009 %
Revenue
Communication: $ 3,591 $ 3,69¢ 3)%
Coal Mining 60 67 (10)%
Total Revenut 3,651 3,76% )%
Costs and Expens:
(exclusive of
depreciation and
amortization shown
separately below
Cost of Revenue
Communication: 1,43¢ 1,49¢ (D%
Coal Mining 56 66 (15)%
Total Cost of
Revenue 1,49( 1,56¢ 5)%
Depreciation an
Amortization 87¢ 91t (D%
Selling, General and
Administrative 1,37: 1,33¢ 3%
Restructuring Charge 2 9 (78)%
Total Costs and
Expense: 3,741 3,821 (2)%
Operating Los: (90 (65) 38%
Other Income (Expensi
Interest incom: 1 2 (50)%
Interest expens (58¢€) (595) 2)%
Gain (loss) on
extinguishment of
debt, ne (59) 14 NM
Other, ne 21 27 (22)%
Total Other Expen: (623) (552 13%
Loss Before Incom
Taxes (719) (617) 16%
Income Tax Benefi
(Expense 91 D NM
Net Loss $ (622) $ (618) 1%

NM—Not meaningfu
Communicationsevenue consists of:

1) Core Network Services includes revenue from trartspdrastructure, data and local and enterprizieescommunication
services.

2) Wholesale Voice Services includes revenue from listance voice services, including domestic voéreination, internation:
voice termination and toll free services.

3) Other Communications Services includes revenue frmmaged modem and its related reciprocal compenssgrvices and
SBC Contract Services, which includes revenue fiteenSBC Master Services Agreement, which was obtkiin the December
2005 acquisition of WilTel.
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Communications revenue attributable to e#dhese services is as follows (in millions):

Year Ended
December 31,
2010 2009
Core Network Service $ 2,827 $ 2,84(
Wholesale Voice Service 65C 6673
Other Communications Servic 114 19z

Total Communications Services Revet $ 3,591 $ 3,69¢

Communications Revenualecreased 3% in 2010 compared to 2009. The dedre@840 compared to 2009 is primarily the resiilt o
Wholesale Voice Services and expected declineghierGCommunications Revenue.

The Company's Core Network Services revém2€10 compared to 2009 was essentially flatl yedr declines in the Company's data,
local and enterprise voice services were drivefolser usage of Internet access and voice servibésvwvas primarily driven by
macroeconomic conditions. Similar macroeconomia@wns driving declines in data service revenué ¥gvx broadcast services during the
first half of 2010, strengthened to reflect growtiring the second half of the year. In additiot, year increases in transport and infrastructure
services driven by strong demand led sequentiatepiyaimprovement that offset the annual declimedata, local and enterprise voice
services.

The decrease in Wholesale Voice Servicesmee in 2010 compared to 2009 is primarily attidgble to a decline in international voice
termination services that experienced pricing pressuring the year. This decrease was offsetipiitshcreases in domestic voice terminat
and toll free services. The Company continues tentrate its sales efforts on maintaining incretaegross margins in the 30% range for
these services. The Company expects to experi@mse golatility in revenue as a result of this stest

Other Communications Revenue declined tt$illion in 2010 from $192 million in 2009. Thectease is the result of a decline in
managed modem revenue as a result of the contmiggdtion from narrow band dial-up services to leighpeed broadband services by end
user customers, especially in large metropolit@asrThe Company expects managed modem revenaetioue to decline in the future due
an increase in the number of subscribers migratiayoadband services.

Reciprocal compensation revenue from mashagedem services also declined in 2010 compar@8@d as a result of the continuing
decline in demand for managed modem services. Dimep@ny has historically earned the majority ofésiprocal compensation revenue from
managed modem services, although the Company cestito generate a portion of its reciprocal comaigms revenue from voice services,
which is reported within Core Network Services mave. To the extent the Company is unable to signinterconnection agreements or signs
new or amended agreements containing lower ragefrocal compensation revenue may experiencedudéclines over time. In addition, if
there is a significant decline in the Company's agaa modem dial-up business, or FCC or state riégidachange such that carriers are not
required to compensate other carriers for termigaititernet service provider bound traffic, recimabcompensation revenue may continue to
decline.

Also contributing to the decrease in OtBemmunications revenue was lower SBC Contract Besvievenue as a result of the migration
of the SBC traffic to the AT&T network and the s#tiction by SBC of its gross margin commitment uride SBC Master Services Agreem
in the first half of 2008. During the second quadg2008, the gross margin commitment on the SB&ster Services Agreement was satisfied;
however AT&T, Inc. ("AT&T"), which merged with SB@ 2005, continues to purchase services from L8weider the SBC Master Services
Agreement as it continues
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to migrate the services provided under the agreetodts own network facilities. The SBC Master Bees Agreement was an agreement
between SBC Services Inc. and WilTel and was obthin the December 2005 WilTel acquisition.

Coal mining revenue decreased to $60 million in 2010 from $@liam in 2009 primarily due to a decrease in vokiof tons mined
attributable to the expiration of certain long tgoaorchase contracts earlier in 2010, partiallyetffsy the commencement of new contracts
during the year.

Cost of Revenudor the communications business includes leasedaiyp right-of-way costs, access charges, sael#nsponder lease
costs, and other third party costs directly attidble to the network, but excludes depreciationamdrtization and related impairment
expenses.

Cost of revenue for the communications fess, as a percentage of communications revenceaded to 39.9% in the 2010 compare
40.6% in 2009. The Company has benefited from highergin on-net Core Network Services and an imimggross margin mix. The
Company continues to decrease its lower marginevai@ certain private line services, and to implanmétiatives to reduce both fixed and
variable network expenses.

Coal mining cost of revenue decreased to $56 million in 20déf666 million in 2009. Coal mining cost of reveramproximated 93%
of coal mining revenue in 2010 and 99% in 2009. dé&erease in coal mining cost of revenue as a p&ge of coal mining revenue in 2010
compared to 2009 is the result of the mix of lovegrs mined resulting in higher costs per ton mbamtoffset by higher revenues per ton under
new contracts commencing in 2010.

Depreciation and Amortization expense decreased 4% to $876 million in 2010 fréab%nillion in 2009. This decrease is primarily
attributable to the reduction in depreciation exggeassociated with shorter-lived fixed assets bewpfully depreciated and the effect of
foreign currency fluctuations.

Selling, General and Administrativeexpenses include salaries, wages and related te(ieéluding noneash, stock based compense
expenses), property taxes, travel, insurance, centract maintenance, advertising, accretion expem asset retirement obligations and other
administrative expenses. Selling, general and aidtréive expenses also include certain networkieel expenses such as network facility |
utilities and maintenance costs.

Selling, general and administrative expsrisereased 3% to $1.4 billion in 2010 comparefilt@ billion in 2009. The increase is
primarily a result of higher employee compensatiad related costs as the Company continued todserivestments in its sales and support
and customer install activity headcount during 20&6luded in selling, general and administratixpenses was $67 million of non-cash,
stock-based compensation expenses related to griamigperform stock options, restricted stock siniestricted stock shares, shares issued for
the Company's discretionary bonus, and sharesddsu¢he Company's matching contribution for tld &) plan. This compares to
$59 million of non-cash, stock-based compensatiguerses recognized in 2009. The increase in ndm-stck-based compensation expense
is primarily due to higher headcount and sharageiddor the Company's discretionary bonus in 20iDlawer non-cash compensation awards
in 2009.

Restructuring Chargesdecreased to $2 million in 2010 from $9 million2@09 primarily as a result of the timing of the Guany's
workforce reduction activities. During 2009, then@many initiated a workforce reduction of approxieglat260 employees, or 5% of the
Company's total employee base. The Company dithitiatte any significant new workforce reductioraps in 2010.

The Company may experience further restirirgy charges in 2011 as it continues to optimigedst structure if revenue performance
does not improve.

Adjusted EBITDA , as defined by the Company, is net income (lassh fthe consolidated statements of operations egfigrincome ta
benefit (expense), (2) total other income (expen8@)non-cash impairment charges included witestnucturing charges, (4) depreciation and
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amortization expense and (5) non-cash stock conatiensexpense included within selling, general adohinistrative expenses in the
consolidated statements of operations.

Adjusted EBITDA is not a measurement ur@@AP and may not be used in the same way by oth@panies. Management believes
Adjusted EBITDA is an important part of the Comparipternal reporting and is a key measure usetiftyagement to evaluate profitability
and operating performance of the Company and teemedource allocation decisions. Management bedisueh measurement is especially
important in a capital-intensive industry sucheledommunications. Management also uses AdjustddilEBto compare the Company's
performance to that of its competitors and to eiiaé certain non-cash and non-operating itemsdardo consistently measure from period to
period its ability to fund capital expendituresndugrowth, service debt and determine bonuses.

Adjusted EBITDA excludes non-cash impairingmarges and non-cash stock compensation expecsede of the non-cash nature of
these items. Adjusted EBITDA also excludes inteiegime, interest expense and income tax benefiefese), because these items are
associated with the Company's capitalization ardtaictures. Adjusted EBITDA also excludes demtan and amortization expense bece
these non-cash expenses reflect the effect ofatapitestments which management believes shou/akiated through cash flow measures.
Adjusted EBITDA excludes net other income (expeimziause these items are not related to the priopasations of the Company.

There are limitations to using non-GAAPdfirtial measures, including the difficulty assodatéth comparing companies that use similar
performance measures whose calculations may ditfer the Company's calculations. Additionally, tfilancial measure does not include
certain significant items such as interest incoimerest expense, income tax benefit (expenseyedggion and amortization expense, roast
impairment charges, non-cash stock compensatioansgoand net other income (expense). Adjusted ERISlipuld not be considered a
substitute for other measures of financial perfarcgareported in accordance with GAAP.

Note 14—Segment Information—of the Note€tmsolidated Financial Statements provides a @kation of Adjusted EBITDA for
each of the Company's reportable operating segments

Adjusted EBITDA for the communications messs was $849 million in 2010 compared to $910ianilin 2009. The decrease in Adjusted
EBITDA for the communications business is primagtyributable to the decline in the Company's reregipartially offset by a decrease in cost
of revenue, in addition to higher selling, genenad administrative expenses in 2010.

Interest Income decreased to $1 million in 2010 from $2 million2809. The decrease is primarily due to a decreaeiaverage
returns on the Company's investment portfolio, al as a decrease in the average invested balamoey®010.

The Company invests its funds primarilgovernment and government agency securities, maraeet funds and commercial paper
depending on liquidity requirements. The Compamyestment strategy generally provides lower yiedghe funds than would be obtained
on alternative investments, but reduces the rigkittcipal in the short term prior to these funéilg used in the Company's business.

Interest Expensedecreased 2% to $586 million in 2010 from $595iomillin 2009. Interest expense decreased as a #daiver averag
interest rates in 2010 as compared to 2009 on ¢imep@ny's variable rate debt.

The Company expects annual interest expan2@l1 to approximate $615 million based on tleenPany's outstanding debt as of
December 31, 2010 taking into consideration theetuirinterest rates on the Company's variabledalé, the January 2011 issuances of
$605 million aggregate principal amount of its 7h% Senior Notes due 2019, of which approximat8gmillion was in
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exchange for its 9% Convertible Senior Discountddptind the redemption of the 5.25% Convertiblédd@iptes due 2011. See Note 11—
Long-Term Debt—of the Notes to Consolidated FinahStatements for additional information on Levslfthancing activities.

Gain (Loss) on Extinguishment of Debt, Neteflected a loss totaling $59 million in 2010 comgghto a gain of $14 million in 2009. The
loss during 2010 consisted of a $4 million chammognized as a result of the redemption of the Gaylp 10% Convertible Senior Notes due
2011 and a $55 million charge recognized in conoeatith the tender offer and consent solicitatidrihe Company's 12.25% Senior Notes
due 2013. The 2009 net gain on extinguishment bf d&$14 million was the result of certain deljjuechases prior to maturity. See
Notes 1—Long-Term Debt—and 17—Subsequent Events—of theditit Consolidated Financial Statements for additilmformation
regarding the Company's financing activities.

The Company may enter into additional teetions in the future to repurchase or exchanggtiagidebt that may result in gains or losses
on the extinguishment of debt. The Company expeatscognize a loss of $20 million in the first ¢pga of 2011 as a result of the redemption
of the 5.25% Convertible Senior Notes due 2011thadckxchange of the 9% Convertible Senior Discdiotes due 2013.

Other, netdecreased to $21 million in 2010 compared to $2liamiin 2009. Other, net is primarily comprisedg#ins and losses from
the change in the fair value of certain derivativeestments, as well as gains and losses on tee§abn-operating assets, realized foreign
currency gains and losses and other income.

Income Tax Benefit (Expensejeflected a benefit of $91 million in 2010 compateaxpense of $1 million in 2009. The income tax
benefit of $91 million in 2010 primarily relates aarelease of certain foreign deferred tax valusatitowances (see Note 13—Income Taxes—
of the Notes to Consolidated Financial Statemeifits}.income tax expense in 2009 primarily relatestate and foreign income taxes.

The Company incurs income tax expensebatable to income in various Level 3 subsidiariesluding the coal business, that are
required to file state or foreign income tax retuom a separate legal entity basis. The Companyrat®gnizes accrued interest and penalti
income tax expense related to uncertain tax positio

The difference between the Company's effec¢ax rate and the U.S. statutory rate was piilgndue to the fact that the Company
continues to maintain a full valuation allowancaiagt the majority of its net federal, state andaie foreign deferred tax assets.
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Results of Operations 2009 vs. 2008

Year Ended
December 31, December 31, Change
(dollars in millions) 2009 2008 %
Revenue
Communication: $ 3,69t $ 4,22¢ (13)%
Coal Mining 67 75 (11)%
Total Revenut 3,762 4,301 (13)%
Costs and Expenses (exclusive of depreciatior
amortization shown separately belo
Cost of Revenue
Communication: 1,49¢ 1,74C (14)%
Coal Mining 66 69 (4)%
Total Cost of Revenu 1,56t 1,80¢ (13)%
Depreciation and Amortizatic 91t 931 2)%
Selling, General and Administrati 1,33¢ 1,50¢ (11)%
Restructuring and Impairment Char 9 25 (64)%
Total Costs and Expens 3,82 4,27( (10)%
Operating Income (Los: (65) 31 NM
Other Income (Expense
Interest incom 2 15 (8N)%
Interest expens (595) (570 4%
Gain (loss) on extinguishment of debt, 14 89 (84)%
Gain on sale of business groups, — 99 NM
Other, ne 27 24 13%
Total Other Expens (552) (343 61%
Loss Before Income Tax (617) (312) 98%
Income Tax Expens @ (6) (83)%
Net Loss $ (61¢) $ (318) 94%
NM—Nveaningful
Communicationsevenue consists of:
Year Ended
December 31,
(dollars in millions) _ 2009 2008
Core Network Service $ 2,840 $ 3,13¢
Wholesale Voice Service 663 724
Other Communications Servic 192 36€

Total Communications Services Revet $ 3,698 $ 4,22¢

Communications Revenualecreased 13% in 2009 compared to 2008. Contrilptinhis decline in Communications revenue was a
decrease in Core Network Services and Wholesaleev®eérvices revenue, and is generally the resuitamir-oeconomic conditions driving
increased customer monthly recurring revenue chugage revenue declines, customers delaying tlehase of communications services,
customers self-serving and optimizing their ownargeks for communications services and the lag efiéprior customer experience issues,
particularly for mid-market enterprise customers.
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The Company experienced declines withineQdetwork Services in 2009 compared to 2008, irinly¢ransport, Vyvx broadcast data
services, local voice and enterprise voice servithe decrease in transport revenue is primargyrésult of macroeconomic conditions cau
customers to optimize their own networks as oppdsedilizing the Company's network and delaysustomer sales cycles. The decrease in
Vyvx broadcast data services is primarily the restimacroeconomic conditions causing lower usageustomers generally cut back on the
number of broadcasting events they covered. Theedse in local voice and enterprise voice senikgsimarily the result of macroeconomic
conditions causing lower voice usage. In additrengnue associated with the Vyvx advertising distion business declined in 2009 comp:
to 2008 as, on June 5, 2008, the Company complletesile of the Vyvx advertising distribution biess and therefore did not record any
Vyvx advertising distribution revenue subsequenthmdate of sale. Revenue attributable to the \gdwertising distribution business was
$15 million in 2008. Partially offsetting the deases in transport, Vyvx broadcast data servicesx\dgvertising distribution services and Ic
voice and enterprise voice revenue were increasedrastructure revenue in 2009 compared to 2008.

The decrease in Wholesale Voice Servicesmee is primarily attributable to a decrease imdstic and international voice termination
services, which was caused by price declines amdrlosage. Partially offsetting the decrease ina@kiim and international voice termination
revenue was an increase in toll free revenue db@teer traffic attributable to conferencing prosiccustomers.

Other Communications Services revenue degdlto $192 million in 2009 from $366 million in@8. The decrease is primarily the result
of an expected decline related to SBC contracticeswand a decline in managed modem revenue asiih oéthe continued migration from
narrow band dial-up services to higher speed braadilservices by end user customers, especialgrge Imetropolitan areas. In addition, the
Company renewed contracts with certain of its madagodem customers during the year at reducedsprice

Reciprocal compensation revenue from mashagedem services also declined in 2009 compar@@@8 as a result of the continuing
decline in demand for managed modem services.

Also contributing to the decrease in OtBemmunications revenue was lower SBC Contract Besvievenue as a result of the migration
of the SBC traffic to the AT&T network and the sétiction by SBC of its gross margin commitment uride SBC Master Services Agreem
in the first half of 2008.

Coal mining revenue decreased to $67 million in 2009 from $18am in 2008 primarily as a result of a long-tesapply contract that
enabled a customer to buyout future coal purchasenitments with the Company in the first quarte008. The Company did not have any
further obligations with respect to future coal ecoitments under the contract, and therefore receghilze transaction as revenue in the first
quarter of 2008. Also contributing to the decreasethe lower contractual selling prices with costes based on their purchasing volumes.
Partially offsetting this decrease is a customgobti of future coal purchase commitments undecatstract which was completed and
recognized in 2009.

Cost of Revenudor the communications business, as a percentagenomunications revenue, was 40.6% in 2009 compardd.2% in
2008. The decrease in communications cost of revasia percentage of communications revenue st of the Company deriving
synergies from acquisitions which eliminate dugkcaetwork costs. In addition, the continued reidicin SBC Contract Services revenue has
improved communications cost of revenue as a ptgerof communications revenue, as the gross mafgirSBC Contract Services revenue
are lower than the gross margins for Core NetwankiBes revenue. Partially offsetting this downwaiehd in communications cost of reve
as a percentage of communications revenue haveibeeases in Wholesale Voice Services revenuepascentage of total communications
revenue and lower managed modem revenue.
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Coal mining cost of revenue decreased to $66 million in 200&nf669 million in 2008. Coal mining cost of reveramproximated 99%
of coal mining revenue in 2009 compared to 92%00& This increase in coal mining cost of reversia percentage of coal mining revent
the result of the buyout by a coal customer ofreizoal purchase commitments resulting in the neitiogn of revenue with no associated costs
in 2008.

Depreciation and Amortization expense decreased 2% to $915 million in 2009 fré8i$million in 2008. This decrease was primarily
attributable to reduced depreciation expense aassativith shorter-lived fixed assets becoming fdiypreciated. Also contributing to the
decrease was a reduction in amortization expensetangible assets due to the disposal of $22 aniltif carrying value of amortizable
intangible assets in the Vyvx advertising distribntsale and certain of the Company's amortizattkngible assets becoming fully amortized
in 2008.

Selling, General and Administrativeexpenses decreased 11% to $1.3 billion in 2009 Barf billion in 2008. The decreases are
primarily attributable to a reduction in employeempensation and related costs due to a lower agdragdcount, which decreased
approximately 6% in 2009 compared to 2008. Alsagbuting to the reduction in employee compensatind related costs were lower bonus
expenses, as a result of the reduction in the Coypaevenue and Adjusted EBITDA performance. Qfiisg the decrease in the change in
selling, general and administrative expenses B8&nmillion benefit that was the result of a resrsin the Company's estimate of its asset
retirement obligations liability in the fourth quer of 2008.

The decrease in selling, general and aditnative expenses in 2009 compared to 2008 waglas@sult of synergies that have been
achieved due to acquisition integration efforts Hr@lCompany's focus on reducing operating expemgesh resulted in decreases in
professional fees and vendor services, and netreteked administrative expenses. Also contributithe decrease is a reduction in the
accretion on asset retirement obligations in 20ffgared to 2008 as a result of the reduction ireiienate of the asset retirement obligation
recorded on December 31, 2008.

Included in selling, general and adminitbtmexpenses in 2009 was $59 million of non-cashck-based compensation expenses related
to grants of outperform stock options and restda®ck units and restricted stock shares. Thispawes to $78 million of non-cash, stock-
based compensation expenses recognized in 2008d&biease in non-cash, stock-based compensapensxis primarily due to lower
headcount, higher estimated forfeiture rates gthenCompany's continued organizational structutevspation efforts and a reduction in the
Company's 401(k) stock-based matching contributisreffective March 6, 2009, the Company match@&4l6f employee contributions up to
3% of eligible earnings or applicable regulatorgits. Prior to March 6, 2009, the Company match@@P4a of employee contributions up to -
of eligible earnings or applicable regulatory ligit

Restructuring Chargesdecreased to $9 million in 2009 from $25 million2@08 primarily as a result of the timing of thengmany's
workforce reduction activities.

Adjusted EBITDA , for the communications business was $910 miiioR009 compared to $1.039 billion in 2008. Therdase in
Adjusted EBITDA for the communications businesprisnarily attributable to a reduction in communioat revenue partially offset by the
benefits of continued operating expense reductions.

Interest Income decreased to $2 million in 2009 from $15 million2@08. The decrease is primarily due to a decrieate average
return on the Company's cash and cash equivaledteeatricted cash and securities balances, ganbifiset by an increase in the average
invested balance during 2009 as compared to thrageénvested balance during 2008.

Interest Expenseincreased 4% to $595 million in 2009 from $570 ioillin 2008. Interest expense increased primaslg aesult of
increases in the average debt balance and averagest rate in 2009 as compared to 2008.
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Gain on Sale of Business Groups, Néttaled $99 million in 2008 compared to zero in200n June 5, 2008, Level 3 completed the
of its Vyvx advertising distribution business to BastChannel, Inc. and recognized a net gain orateeof $96 million in the second quarter
of 2008. In addition, in the fourth quarter of 20Q8vel 3 completed the sale of certain of its $emdbng distance voice customers and
recognized a gain on the sale of approximately $Bom See Note 2—Vyvx Advertising Distribution Biness Disposition—of the Notes to
Consolidated Financial Statements for additionrimation regarding the Company's disposition dtixtis.

Gain on Extinguishment of Debt, Netiotaled $14 million in 2009 and $89 million in 200&he 2009 net gain on extinguishment of debt
of $14 million was the result of certain debt refhases prior to maturity. The 2008 net gain omextishment of debt consisted of a gain of
$125 million as a result of certain debt repurckgs#or to maturity, partially offset by a $36 ol loss attributable to induced debt conver
expenses related to the exchange of certain dEdmepany's convertible debt securities. See Noteslidhg-Term Debt—and 17-Subsequet
Events—of the Notes to Consolidated Financial &tetgs for additional information regarding the Camygs financing activities.

Other, netwas $27 million in 2009 compared to $24 million2@08. Other, net is primarily comprised of gaind &sses from the
changes in the fair value of certain derivativesistynents, realized foreign currency gains and $ogsns and losses on the sale of non-
operating assets and other income.

Income Tax Expensavas $1 million in 2009 compared to $6 million inOB0 The income tax expense in all periods presqmiethrily
relates to state and foreign income taxes.

Financial Condition—December 31, 2010

Cash flows provided by operating activitievesting activities and financing activities the years ended December 31, 2010 and 2009,
respectively are summarized as follows:

Year Ended
December 31, December 31,

(dollars in millions) 2010 2009 Change
Net Cash Provided by Operating Activiti $ 33¢€ % 357 $ (19)
Net Cash Used in Investing Activiti (429) (307) (122)
Net Cash Provided by (Used In) Financing Activil (122) 16 (13§)
Effect of Exchange Rates on Cash and Cash Equis: (8 2 (20

Net Change in Cash and Cash Equival $ (220) $ 68 $ (28¢)

Operating Activities

Cash provided by operating activities dasesl by $18 million in 2010 compared to 2009. Téerelse in cash provided by operating
activities was primarily due to reduced operatimgpime in 2010.

I nvesting Activities

Cash used in investing activities incredsg122 million in 2010 compared to the same pkeab2009 primarily as a result of additional
capital expenditures, which totaled $436 millior2dil0 and $313 million in 2009. The increase ineextitures in 2010 was directed at
supporting customer installations, extending thenBany's reach with success-based builds, netwaykades across several layers, and
increased network equipment to compensate for @glissues during the middle of 2010.
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Financing Activities

Cash used in financing activities increa$&88 million in 2010 compared to 2009 as a resfulicreased debt payments and repurchases,
net of new issuances.

Liquidity and Capital Resources

The Company incurred a net loss of $622%anilin 2010 and $618 million in 2009. The Comparsged $436 million for capital
expenditures and used $122 million for financintivitees in 2010. This compares to $313 millionaafsh used for capital expenditures and
$16 million of cash flows provided from financingtiities in 2009.

Cash interest payments are expected teaserslightly to approximately $555 million in 20tdm the $523 million made in 2010 based
on forecasted interest rates on the Company'shlaniate debt outstanding, and the January 20lans® of $605 million aggregate principal
amount of its 11.875% Senior Notes due 2019, ottvhapproximately $300 million was exchanged foBis Convertible Senior Discount
Notes, and the redemption of its 5.25% Convert8#aior Notes in February 2011. Capital expendittoe2011 are expected to be sligr
higher than the $436 million in 2010 as the Compiangsts in base capital expenditures (estimatpdataequired to keep the network
operating efficiently and support new service depeient) with the remaining capital expenditureseeted to be project based where capit
required to expand the network prior to a spedifistomer revenue opportunity or success-basedhvidtied to incremental revenue. As of
December 31, 2010 and including the effect of taatisns completed in January and February 2011Ctmepany had long-term debt
contractual obligations, including capital leasd aommercial mortgage obligations, and excludirgmpium and discounts on debt issuance
and fair value adjustments, of $4 million that matin 2011, $299 million that mature in 2012 an@%4nillion that mature in 2013.

In January 2011, the Company issued $6Umaggregate principal amount of its 11.875% i8eNotes due 2019 in two private
transactions. Approximately $300 million was issuedxchange for all of the Company's outstandi%tg®onvertible Senior Discount Notes
due 2013, and a portion of the net proceeds franfitht transaction were used to redeem the Conipanystanding 5.25% Convertible Senior
Notes due 2011

In the second half of 2010, the Companyasgs$201 million total aggregate principal amount©p6.5% Convertible Senior Notes due
2016 for net proceeds of approximately $195 millibnaddition, the Company repaid $38 million aggre principal amount of its 2.875%
Convertible Senior Notes due 2010 that had matduethg the third quarter.

In early 2010, Level 3 Financing, Inc. isdu$640 million aggregate principal amount of 1086iSr Notes due 2018 in a private offering.
In conjunction with a concurrent tender offer amdgent solicitation, the proceeds from this isseamere used to repurchase $547 million
aggregate principal amount of its 12.25% SenioreNalue 2013. The Company also repaid $111 milljgregate principal amount of its 6%
Convertible Subordinated Notes due 2010 that mdtareMarch 15, 2010, repurchased the remaining ii®maggregate principal amount of
the 12.25% Senior Notes due 2013 and repurchasadditional $8 million in debt in various transacts throughout the first quarter of 2010.

Level 3 had $616 million of cash and caghiealents on hand at December 31, 2010. In addi$#a22 million of current and non-current
restricted cash and securities are used to calieroutstanding letters of credit, long-term dekettain operating obligations of the Company
and certain reclamation liabilities associated wlig coal mining business. Based on informatiornlabig at this time, the Company believes
that its current liquidity and anticipated futuiesh flows from operations will be sufficient to tuits business for at least the next twelve
months.
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The Company may elect to secure additioapital in the future, at acceptable terms, to owprits liquidity or fund acquisitions. In
addition, in an effort to reduce future cash intepyments as well as future amounts due at maturio extend 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 smgh transactions in light of the existing
market conditions and the possible dilutive eftecstockholders. The amounts involved in any suahsaction, individually or in the
aggregate, may be material.

In addition to raising capital through thebt and equity markets, the Company may sellspatie of existing businesses, investments or
other non-core assets.

Consolidation of the communications indystray continue. Level 3 will continue to evaluatasolidation opportunities and could make
additional acquisitions in the future.

Off-Balance Sheet Arrangements
Level 3 has not entered into off-balanceetfarrangements.
Contractual Obligations

The following table summarizes the contratbbligations and other commercial commitmentthefCompany at December 31, 2010, as
further described in the Notes to Consolidated marel Statements.

Payments Due by Period

Less than 2-3 4-5 After 5
Total 1 Year Years Years Years
Contractual Obligations
Long-Term Debt, including current portion( 6,52 20C 99¢  3,77( 1,55¢
Interest Obligations(z 2,322 531 99t 522 274
Asset Retirement Obligatiot 17¢ 8 21 34 11€
Operating Lease 96€ 161 26€ 207 332
Right of Way Agreement 992 11¢ 15C 13t 58¢
Purchase Obligatior 293 29¢ — — —
Other Commercial Commitments
Letters of Credi 22 1 1 1 19

1) Pro forma for the issuance of $605 million aggregaincipal amount of the Company's 11.875% Sexaies due 2019,
the exchange of $295 million aggregate principabant of the Company's 9% Convertible Senior DistdNmtes due
2013 and the redemption of $196 million aggregaitecppal amount of the Company's 5.25% Convertidsior Notes
due 2011in January and February 2011 (togethéi#raiary and February 2011 Transactions"). The Gaoryip
contractual obligations for long-term debt, inchuglicurrent portion would total $6.641 billion corigad of $4 million
due in less than one year, $704 million due in twthree years, $3.770 billion due in four to fixears and $2.163 billion
due after 5 years.

(2)  Pro forma for the January and February 2011 Trdiuses; the Company's Interest Obligations wouldlt§2.843 billion

comprised of $566 million due in less than one y$&r085 billion due in two to three years, $66@iom due in four to
five years and $526 million due after 5 ye:

The Company's debt instruments contairagedovenants which, among other things, limit #iddal indebtedness, dividend payments,
certain investments and transactions with affifatéthe
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Company should fail to comply with these covenaaispunts due under the instruments may be acosteaathe note holder's discretion after
the declaration of an event of default. The Comfsadgbt instruments do not have covenants thaireethe Company or its subsidiaries to
maintain certain levels of financial performancetrer financial measures such as total leverageimimum revenues. These types of
covenants are commonly referred to as "mainteneogenants."

The Company is unable to reliably estimthtefuture cash flows of the derivatives includedither Non-Current Liabilities presented in
Note “—Fair Value of Financial Instruments—of the Note<Cbnsolidated Financial Statements. Therefore) ammounts are excluded from
this table.

Due to uncertainty regarding the completibtax audits and possible outcomes, the remaiegtignate of the timing of payments related
to uncertain tax positions and interest cannot bdanSee Note 13—Income Taxes—of the Notes to didased Financial Statements for
additional information regarding the Company's utae tax positions.

Long-term debt obligations exclude isswgdunts and premiums and fair value adjustments.

Interest obligations assume interest rategariable rate debt do not change from Decembg2@10. In addition, interest is calculated
based on debt outstanding as of December 31, 2B0t0pn existing maturity dates.

Certain right of way agreements includevgions for increases in payments in future periogased on the rate of inflation as measured by
various price indexes. The Company has not includtichates for unknown increases in future periodee amounts included above.

Certain non-cancelable right of way agreetsierovide for automatic renewal on a periodiddd3ayments due under these agreements
with automatic renewal options have been includetthé table above for a period of 15 years fromudanl, 2011, which approximates the
estimated economic remaining useful life of the @any's conduit. In addition, certain other righinafy agreements are cancellable or can be
terminated under certain conditions by the Compahg. Company includes the payments under such lednleeight of way agreements in the
table above for a period of 1 year from Januard0LL1, if the Company does not consider it likelgtti will cancel the right of way agreement
within the next year.

Purchase obligations represent all outstgnpurchase order amounts of the Company as oéfber 31, 2010.

The table above does not include other-kanign liabilities, such as liabilities recorded fegal matters and income taxes that are not
contractual obligations by nature. The Company oadetermine with any degree of certainty the y@arghich these liabilities might
ultimately be paid.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK
Interest Rate Ris

Level 3 is subject to market risks arisiraggm changes in interest rates and foreign exchaaigs. As of December 31, 2010, the Company
had borrowed a total of $2.0 billion primarily umdeSenior 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 irgstr expense on amounts borrowed under
these debt instruments. The weighted average giteate on the variable rate instruments at Dece®be?010, was approximately 4.1%.

In March 2007, Level 3 Financing, Inc., tbempany's wholly owned subsidiary, entered into imterest rate swap agreements to hedge
the interest payments on $1 billion notional amafrftoating rate debt. The two interest rate s\mgpeements are with different counterparties
and are for $500 million each. The interest ratapsagreements were effective beginning in 2007naaidire in
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January 2014. Under the terms of the interestswtp agreements, Level 3 receives interest payrbased on rolling three month LIBOR
terms and pays interest at the fixed rate of 4.98%er one arrangement and 4.92% under the otheel Behas designated the interest rate
swap agreements as a cash flow hedge on the inpergments for $1 billion of floating rate debt.

The remaining, or unhedged, variable ratet @f approximately $1 billion has a weighted agerinterest rate of 5.7% at December 31,
2010. A hypothetical increase in the weighted ayenrate by 1% point (i.e. a weighted average ri67%) would increase the Company's
annual interest expense by approximately $10 mill&t December 31, 2010, the Company had $4.5ohillexcluding fair value adjustments,
discounts and premiums) of fixed rate debt beasimgighted average interest rate of 8.8%. A dedtinmeterest rates in the future will not
benefit the Company with respect to the fixed bt due to the terms and conditions of the indesttelating to that debt that would require
the Company to repurchase the debt at specifiadipres if redeemed early.

Indicated changes in interest rates aredas hypothetical movements and are not neceggadicative of the actual results that may
occur. Future earnings and losses will be affebtedctual fluctuations in interest rates and faneigrrency rates.

Foreign Currency Exchange Rate R

The Company conducts a portion of its besénin currencies other than the U.S. dollar, thieeacy in which the Company's consolidated
financial statements are reported. CorrespondinigyCompany's operating results could be adveedtdgted by foreign currency exchange
rate volatility relative to the U.S. dollar. The @pany's European subsidiaries use the local cyrr@ntheir functional currency, as the maijc
of their revenue and purchases are transacteeiinltital currencies. Although the Company contsteeevaluate strategies to mitigate risks
related to the effect of fluctuations in currengghange rates, the Company will likely recognizengar losses from international transactions.
Changes in foreign currency rates could adverdétgtethe Company's operating results.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY D ATA
Financial statements and supplementarnéighinformation for Level 3 Communications, Irmnd Subsidiaries begin on page F-1.
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUN TANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
ITEM 9A. CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of DiscloserControls and Procedures

The Company's Chief Executive Officer afde€ Financial Officer have evaluated the effeatiess of the Company's disclosure controls
and procedures, as defined in Rules 13a-15(e) &dd 3(e) under the Securities Exchange Act of 1934nasnded (the "Exchange Act"), a:
December 31, 2010. Based upon such review, thef ERecutive Officer and Chief Financial Officer le@goncluded that the Company's
disclosure controls and procedures are effectideasa designed to ensure that information requdze disclosed by the Company in the
reports it files or submits under the Exchangeifcecorded, processed, summarized and reportéihite time periods specified in the
Securities and Exchange Commission rules and fdbisslosure controls and procedures include, withiouitation, controls and procedures
designed to ensure that information required tdibelosed by an issuer in reports it files or subrander the Exchange Act is
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accumulated and communicated to the Company's reamet, including its principal executive officerdgprincipal financial officer, as
appropriate, to allow timely decisions regardinguieed disclosure.

Changes in Internal Control Over Financial Reporting

There were no changes in the Company'snateontrol over financial reporting identified @nnection with the evaluation required by
paragraph (d) of Exchange Act Rules 13a-15 or I%that occurred during the fourth quarter of 201t have materially affected, or are
reasonably likely to materially affect, the Comparigpternal control over financial reporting.

Management's Annual Report on Internal Control Over Financial Reporting

Management of the Company is responsiblestablishing and maintaining adequate internatrobover financial reporting, as such te
is defined in Exchange Act Rules 13a-15(f) and 15¢F) under the Securities Exchange Act of 1934raended. Under the supervision and
with the participation of its management, includthg Company's principal executive officer and gipal financial officer, management
assessed the effectiveness of internal controlsfoancial reporting as of December 31, 2010 basethe guidelines establishedliriernal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatifribe Treadway Commission (COSO). Based on the
Company's assessment, management has concludédeti@ampany's internal control over financial n¢ing was effective as of
December 31, 2010.

The Company's independent registered palsiounting firm, KPMG LLP, has issued an attestateport on the effectiveness of the
assessment of the Company's internal control amanéial reporting as of December 31, 2010. Thi@reappears on page F-3.

ITEM 9B. OTHER INFORMATION

None.

Part 11l
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE

The information required by this Item 10risorporated by reference to our definitive praexgtement for the 2011 Annual Meeting of
Stockholders to be filed with the Securities andliange Commission, however certain informatioméuded in ITEM 1. BUSINESS above
under the caption "Directors and Executive Officers

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 1irisorporated by reference to our definitive praxgtement for the 2011 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIA L OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

For information as of December 31, 201@hwespect to compensation plans (including indigiccompensation arrangements) under
which our equity securities are authorized for ésme, please see "ltem 5. MARKET FOR REGISTRANTGBMMON EQUITY, RELATED
STOCKHOLDER MATTERS AND ISSUER REPURCHASES OF EQUIBECURITIES" above.

The information required by this Item 12risorporated by reference to our definitive prexgtement for the 2011 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this Item 13risorporated by reference to our definitive prexgtement for the 2011 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item 14risorporated by reference to our definitive praexgtement for the 2011 Annual Meeting of
Stockholders to be filed with the Securities andhiange Commission.

Part IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(8) Financial statements and financial statementdidies required to be filed for the registrant
under Items 8 or 15 are set forth following theeingbage at page F-I. Exhibits filed as a part
of this report are listed below. Exhibits incorpeiaby reference are indicated in parenthe

3.1.1 Restated Certificate of Incorporation of Level 3n@ounications, Inc. (Exhibit 3(i) to the
Registrant's Current Reports on For-K filed on May 23, 2008)

3.1.z Certificate of Amendment of Restated Certificatérmforporation of Level 3
Communications, Inc. (incorporated by referencExhibit 3.2 of Level 3 Financing, Inc.'s,
Level 3 Communications, Inc.'s and Level 3 Commatidns, LLC's Registration Statement
on Form S-4 (SEC File No. 333-167110) filed witke tBecurities and Exchange Commission
on May 26, 2010)

3.2 Specimen Stock Certificate of Common Stock, pan@#&.01 per share (Exhibit 3 to the
Registrant's Form-A filed on March 31, 1998

3.2 Amended and Restated By-laws of Level 3 Commuraaatilnc. (Exhibit 3(ii) to the
Registrant's Current Report on For-K filed on May 23, 2008)

4.1 Amended and Restated Indenture dated as of J2QC(RB, by and between the Company and
The Bank of New York, as successor to IBJ WhiteBalhk & Trust Company, as trustee
(amends and restates the Senior Debt Indenturerma & which was filed as an Exhibit to 1
Company's Registration Statement on Form S-3-File383-68887) (Exhibit 4.1 to the
Registrant's Current Report on For-K filed July 8, 2003)

4.2 Third Supplemental Indenture between Level 3 Conigations, Inc. and The Bank of New
York, as Trustee, relating to up to $345,000,008regate principal amount of 3.5%
Convertible Senior Notes due 2012, dated as of 18n2006 supplement to the Amended
Restated Indenture dated as of July 8, 2003 (S&rbt Securities) (Exhibit 10.1 to the
Registrant's Current Report on For-K dated June 13, 200¢

4.2 Indenture, dated as of October 30, 2006, amongll32@mmunications, Inc., as Guarantor,
Level 3 Financing, Inc., as Issuer, and The BanNK&# York, as Trustee, relating to the
9.25% Senior Notes due 2014 of Level 3 Financing, (Exhibit 4.1 to the Registrant's
Current Report on Formr-K dated October 30, 200¢

4.4 Indenture, dated as of February 14, 2007, amongIL®Communications, Inc., as Guarantor,
Level 3 Financing, Inc., as Issuer and The BanKef York, as Trustee, relating to the
Floating Rate Senior Notes due 2015 of Level 3 féiray, Inc. (Exhibit 4.1 to the Registrar
Current Report on Formr-K dated February 20, 200}
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Indenture, dated as of February 14, 2007, amawgIL.3 Communications, Inc., as Guarantor,
Level 3 Financing, Inc., as Issuer and The BanK@f York, as Trustee, relating to the
8.75% Senior Notes due 2017 of Level 3 Financing, (Exhibit 4.2 to the Registrant's
Current Report on Formr-K dated February 20, 200}

Amended and Restated Supplemental Indenture, datefiMarch 13, 2007, among Level 3
Financing, Inc., Level 3 Communications, Inc., Bia@ng Financial Services, Inc. and The
Bank of New York as Trustee, supplementing the miwie dated as of October 30, 2006,
among Level 3 Financing, Inc., Level 3 Communiaationc. and The Bank of New York as
Trustee, the supplemental Indenture dated as ofadgd, 2007, among Level 3

Financing, Inc., Level 3 Communications, Inc. afet Bank of New York as Trustee, and the
supplemental Indenture dated as of January 4, 200@ng Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3

Financing, Inc.'s 9.25% Senior Notes Due 2014 (RxHi.6 to the Registrant's Current Report
on Form K dated March 16, 2007

Supplemental Indenture, dated as of April 9, 2@07Tong Level 3 Communications, LLC,
Level 3 Communications, Inc., Level 3 Financing;.land The Bank of New York as Trust
supplementing the Indenture dated October 30, 28®6ng Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3

Financing, Inc.'s 9.25% Senior Notes Due 2014 (RxHi.1 to the Registrant's Current Report
on Form K dated April 11, 2007}

Supplemental Indenture, dated as of April 9, 2@0Tong Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, L@@ &he Bank of New York as Trustee,
supplementing the Indenture dated October 30, 28®6ng Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3

Financing, Inc.'s 9.25% Senior Notes Due 2014 (ExHi.2 to the Registrant's Current Report
on Form K dated April 11, 2007}

Supplemental Indenture, dated as of January 4,,200@ng Broadwing Financial

Services, Inc., Level 3 Communications, Inc., Le¥&linancing, Inc. and The Bank of New
York as Trustee, supplementing the Indenture da@dber 30, 2006 among Level 3
Financing, Inc., Level 3 Communications, Inc. ariege Bank of New York as Trustee, relat
to Level 3 Financing, Inc.'s 9.25% Senior Notes R0&4 (Exhibit 4.2 to the Registrant's
Current Report on Form-4/A dated May 14, 2007

Supplemental Indenture, dated as of May 29, 20@i6ng Level 3 Communications, LLC,
Level 3 Communications, Inc., Level 3 Financing;.land The Bank of New York as Trust
supplementing the Indenture dated February 14, 26@0hg Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3

Financing, Inc.'s 8.75% Senior Notes Due 2017 (ExHi.1 to the Registrant's Current Report
on Form -K dated May 31, 2007

Supplemental Indenture, dated as of May 29, 20@i6ng Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, L@@ &he Bank of New York as Trustee,
supplementing the Indenture dated February 14, 26@0hg Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3

Financing, Inc.'s 8.75% Senior Notes Due 2017 (ExHi.2 to the Registrant's Current Report
on Form K dated May 31, 2007
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Supplemental Indenture, dated as of May 29, 286igng Level 3 Communications, LLC,
Level 3 Communications, Inc., Level 3 Financing;.land The Bank of New York as Trust
supplementing the Indenture dated February 14, 20@0hg Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3

Financing, Inc.'s Floating Rate Senior Notes Dut52(Exhibit 4.3 to the Registrant's Current
Report on Form-K dated May 31, 2007

Supplemental Indenture, dated as of May 29, 20@i6ng Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, L@@ &he Bank of New York as Trustee,
supplementing the Indenture dated February 14, 26@0hg Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3

Financing, Inc.'s Floating Rate Senior Notes Dut52(Exhibit 4.4 to the Registrant's Current
Report on Form-K dated May 31, 2007

Indenture, dated as of December 24, 2008, amongl|l3€ommunications, Inc. and The
Bank of New York Mellon as Trustee, relating to BeDebt Securities (Exhibit 4.1 to the
Registrant's Current Report on For-K dated December 24, 200!

First Supplemental Indenture, dated as of Dece®$e2008, among Level 3
Communications, Inc. and The Bank of New York Mells Trustee, relating to Level 3
Communications, Inc.'s 15% Convertible Senior Naligs 2013 (Exhibit 4.2 to the
Registrant's Current Report on For-K dated December 24, 200i

Indenture, dated as of June 26, 2009, among Le@arBmunications, Inc. and The Bank of
New York Mellon, relating to 7% Convertible SenMotes Due 2015 (Exhibit 4.1 to tl
Registrant's Current Report on For-K dated July 2, 2009

Second Supplemental Indenture, dated as of Oclidhe2009, among Level 3
Communications, Inc. and The Bank of New York Me]lcelating to 7% Convertible Senior
Notes Due 2015, Series B (Exhibit 4.1 to the Reagts Current Report on Forr-K dated
October 15, 2009

Indenture, dated as of January 20, 2010, amond Be@emmunications, Inc., as Guarantor,
Level 3 Financing, Inc., as Issuer, and The BanK&# York Mellon, as Trustee, relating to
the 10% Senior Notes due 2018 of Level 3 Finandimg, (Exhibit 4.1 to the Registrant's
Current Report on Forrr-K dated January 21, 201

Supplemental Indenture, dated as of March 19, 2&t@ng Level 3 Communications, Inc.
Guarantor, Level 3 Financing, Inc., as Issuer, LBW€ommunications, LLC, as Guarantor
and The Bank of New York Mellon, as Trustee, relgtio the 10% Senior Notes Due 2018
(Exhibit 4.1 to the Registrant's Current Reportanm &K dated March 19, 201(

Supplemental Indenture, dated as of March 19, 2&@ng Level 3 Communications, Inc.
Guarantor, Level 3 Financing, Inc., as Issuer, L&«€ommunications, LLC, as Guarantor
and The Bank of New York Mellon, as Trustee, relgtio the 10% Senior Notes Due 2018
(Exhibit 4.2 to the Registrant's Current Reporfanm ¢-K dated March 19, 201(

Third Supplemental Indenture, dated as of Septe®e2010, among Level 3
Communications, Inc. and The Bank of New York Me|lcelating to the 6.5% Convertible
Senior Notes Due 2016 (Exhibit 10.1 to the RegigtsaCurrent Report on Form 8-K dated
September 20, 201(

Indenture, dated as of January 19, 2011, amongl 3e€emmunications, Inc., as Issuer, and
The Bank of New York Mellon Trust Company, N.A., Bistee, relating to the 11.875%
Senior Notes due 2019 (Exhibit 4.1 to the Regissaburrent Report on Form 8-K dated
January 21, 2011
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Registration Agreement, dated January 19, 20h0ng Level 3 Communications, Inc. and
Citigroup Global Markets Inc., Merrill Lynch, PiercFenner & Smith Incorporated, Morgan
Stanley & Co. Incorporated and Deutsche Bank Stesiiinc. (as representatives of the ini
purchasers of the 11.875% Senior Notes due 20XMiE 4.2 to the Registrant's Current
Report on Form -K dated January 21, 201:

Separation Agreement, dated December 8, 1997, dynianong Peter Kiewit Sons', Inc.,
Kiewit Diversified Group Inc., PKS Holdings, Inc@Kiewit Construction Group Inc.
(Exhibit 10.1 to the Registrant's Form-K for 1997).

Amendment No. 1 to Separation Agreement, dated M&8; 1997, by and among Peter
Kiewit Sons', Inc., Kiewit Diversified Group Ind?KS Holdings, Inc. and Kiewit Constructi
Group Inc. (Exhibit 10.1 to the Registrant's Ford-K for 1997).

Form of Aircraft Time-Share Agreement (Exhibit 1@o7the Registrant's Annual Report on
Form 1(-K for the year ended December 31, 20(

Securities Purchase Agreement, dated as of Febt8a3005, among Level 3
Communications, Inc. and the Investors named th€Eeihibit 10.1 to the Registrant's
Current Report on Formr-K filed February 22, 2005

Level 3 Communications, Inc. Stock Plan (Exhibitllt the Registrant's Current Report on
Form &K dated May 25, 2010

Form of OSO Master Award Agreement of Level 3 Comiuations, Inc. (Exhibit 10.2 to the
Registrant's Current Report on For-K dated May 25, 2010

Form of Amended Master Deferred Issuance Stock éxgemnt of Level 3
Communications, Inc. (Exhibit 10.3 to the Registia@urrent Report on Form 8-K dated
May 25, 2010)

Form of Master Deferred Issuance Stock Agreemeartlim-Employee Directors
(Exhibit 10.4 to the Registrant's Current Reporfonm ¢-K dated May 25, 2010

Stock Purchase Agreement, dated July 20, 2006, ginevel 3 Communications, Inc.,
Technology Spectrum, Inc. and Insight Enterprises, (Exhibit 10.1 to the Registrant's
Current Report on Formr-K dated July 26, 2006

Exchange Agreement, dated as of January 11, 2@8@h@Level 3 Communications, Inc.,
Southeastern Asset Management, Inc., on behat$ afvestment advisory clients, and Legg
Mason Opportunity Trust, a series of Legg Masorestment Trust, Inc. (Exhibit 10.1 to the
Registrant's Current Report on For-K dated January 17, 200°

Credit Agreement, dated as of March 13, 2007, ani@vgl 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch Capital Corporati(Exhibit 10.1 to the Registrant's
Current Report on Formr-K dated March 16, 2007

Guarantee Agreement, dated as of March 13, 200@n@revel 3 Communications, Inc., the
Subsidiaries of Level 3 Communications, Inc. andild.ynch Capital Corporation
(Exhibit 10.2 to the Registrant's Current Reportonm ¢(-K dated March 16, 2007

Collateral Agreement, dated as of March 13, 206¥ray Level 3 Communications, Inc.,
Level 3 Financing, Inc., the Subsidiaries of Le¥&ommunications, Inc. and Merrill Lynch
Capital Corporation (Exhibit 10.3 to the Registlm@urrent Report on Form 8-K dated
March 16, 2007)
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Indemnity, Subrogation and Contribution Agreemeated as of March 13, 2007, among
Level 3 Communications, Inc., Level 3 Financing;.Jthe Subsidiaries of Level 3
Communications, Inc. and Merrill Lynch Capital @oration (Exhibit 10.4 to the Registrar
Current Report on Formr-K dated March 16, 2007

Omnibus Offering Proceeds Note Subordination Agrindated as of March 13, 2007,
among Level 3 Communications, Inc., Level 3 Finagginc., Level 3

Communications, LLC, the Subsidiaries (Exhibit 1th3he Registrant's Current Report on
Form &K dated March 16, 2007

Supplement No. 1 to Omnibus Offering Proceeds $otieordination Agreement, dated as of
March 13, 2007, among Level 3 Communications, lbevel 3 Communications, LLC,

Level 3 Financing, Inc., the Subsidiaries (Exhitiit6 to the Registrant's Current Report on
Form &K dated March 16, 2007

Amended and Restated Loan Proceeds Note Guaragteerient, dated March 13, 2007,
among Broadwing Financial Services, Inc., and L&vEInancing, Inc. (Exhibit 10.9 to the
Registrant's Current Report on For-K dated March 16, 2007

Securities Purchase Agreement, dated NovemberODB, 2among Level 3
Communications, Inc. and the Investors named th€Eethibit 10.1 to the Registrant's
Current Report on Forr-K dated November 18, 200¢

Amendment No. 1 to Securities Purchase AgreematgddDecember 16, 2008, among
Level 3 Communications, Inc. and the Investors riaitherein (Exhibit 10.1 to the
Registrant's Current Report on For-K dated December 16, 200i

Amendment No. 2 to Securities Purchase Agreematedddecember 24, 2008, among
Level 3 Communications, Inc. and the Investors riatherein (Exhibit 10.1 to the
Registrant's Current Report on For-K dated December 24, 200i

Amendment Agreement to the March 13, 2007 CredieAment, dated April 16, 2009,
among Level 3 Communications, Inc., Level 3 Finag¢inc. and Merrill Lynch, Pierce,
Fenner & Smith Incorporated, Morgan Stanley & Gmadrporated, Citigroup Global
Markets, Inc., Credit Suisse Securities (USA) LMZachovia Bank, N.A., Merrill Lynch
Capital Corporation (Exhibit 10.1 to the Registlm@urrent Report on Form 8-K dated
April 17, 2009).

Amended and Restated Loan Proceeds Note Collatgraement, dated as of March 13,
2007, as amended and restated as of April 16, 20806ng Level 3 Financing, Inc., Level 3
Communications, LLC and Merrill Lynch Capital Corgtion (Exhibit 10.3 to the
Registrant's Current Report on For-K dated April 17, 2009;

First Amendment, dated as of May 15, 2009, to threeAded and Restated Credit Agreement
dated as of April 16, 2009, among Level 3 Commuiocs, Inc., Level 3 Financing, Inc. and
Merrill Lynch Pierce, Fenner & Smith Incorporatddiorgan Stanley & Co. Incorporated,
Banc of America Securities LLC, Citigroup Global Mats, Inc., Credit Suisse Securities
(USA) LLC, Wachovia Bank, N.A., and Merrill Lynchapital Corporation (Exhibit 10.1 to
the Registrant's Current Report on Fol-K dated May 15, 2009

Amended and Restated Loan Proceeds Note, datddvesydl5, 2009, issued by Level 3
Communications, LLC to Level 3 Financing, Inc. (Bbih10.2 to the Registrant's Current
Report on Form-K dated May 15, 2009
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Securities Purchase Agreement, dated as of Ocigl#909, among Level 3
Communications, Inc., and Steelhead Navigator Makt®. Fairfax Financial Holdings
Limited, Zazove Associates, LLC, Loomis, Sayles &ntpany, L.P., Fidelity Financial Trust:
Fidelity Convertible Securities and Fidelity MagellFund: Fidelity Magellan Fund

(Exhibit 10.1 to the Registrant's Current ReporfFomm ¢-K dated October 2, 200¢

Standstill Agreement, dated as of October 26, 2b68yeen Level 3 Communications, Inc.
and Southeastern Asset Management, Inc., on bedrafin institutional clients (Exhibit 10.1
to the Registrant's Current Report on Fo-K dated October 26, 200¢

Retirement Agreement and General Release, dated&gll6, 2011, between Level 3
Communications, LLC and Thomas C. Stortz (Exhibitllto the Registrant's Current Report
on Form K dated February 23, 201:

Consulting Agreement, dated as of February 16, 26&tlveen Level 3
Communications, LLC and Thomas C. Stortz (Exhibi2lto the Registrant's Current Report
on Form K dated February 23, 201:

Form of Master OSO Master Award Agreement for citasts (Exhibit 10.3 to the
Registrant's Current Report on For-K dated February 23, 201:

Form of Master Deferred Issuance Stock Agreemeartdasultants (Exhibit 10.4 to the
Registrant's Current Report on For-K dated February 23, 201:

Statements re computation of rati

List of subsidiaries of the Compar

Consent of KPMG LLP

Rule 13i-14(a)/15¢-14(a) Certification of the Chief Executive Offic:
Rule 13i-14(a)/15+-14(a) Certification of the Chief Financial Offict

Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbi Oxley Act of 2002

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarb-Oxley Act of 2002

The following materials from the Annual Report coris 10-K of Level 3

Communications, Inc. for the year ended DecembgR@B10, formatted in XBRL (eXtensible
Business Reporting Language); (i) ConsolidatedeBtahts of Operations, (ii) Consolidated
Balance Sheets, (iii) Consolidated Statement oh@dsws, (iv) Consolidated Statements of
Changes in Stockholders' Equity (Deficit) (v) Cdidated Statements of Comprehensive |
(vi) Supplementary Stockholders' Equity Informatamd (vii) Notes to Consolidated
Financial Statements

Pursuant to Rule 406T of Regulation S-T, the Irgiva Data Files on Exhibit 101 hereto are deenwdiled or part of a
registration statement or prospectus for purpos&ections 11 or 12 of the Securities Act of 19%88amended, are
deemed not filed for purposes of Section 18 of3keurities and Exchange Act of 1934, as amendedotmerwise are
not subject to liability under those sectio
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Report of Independent Registered Public Accountindrirm

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

We have audited the accompanying consaibtlance sheets of Level 3 Communications, imt.sabsidiaries as of December 31, 2
and 2009, and the related consolidated stateméniseoations, cash flows, changes in stockholdeysity (deficit) and comprehensive loss for
each of the years in the three-year period endegiber 31, 2010. These consolidated financial rstatés are the responsibility of Level 3
Communications, Inc.'s management. Our responyilislito express an opinion on these consoliddteth€ial statements based on our audits.

We conducted our audits in accordance thighstandards of the Public Company Accounting €igat Board (United States). Those
standards require that we plan and perform thet émdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated finanatdtements referred to above present fairly, imallerial respects, the financial position of
Level 3 Communications, Inc. and subsidiaries a@esfember 31, 2010 and 2009, and the results ofaperations and their cash flows for
each of the years in the three-year period endegber 31, 2010, in conformity with U.S. generaltgepted accounting principles.

We also have audited, in accordance wighstandards of the Public Company Accounting Ogbtdoard (United States), Level 3
Communications, Inc.'s internal control over fin@ahceporting as of December 31, 2010, based dar@iestablished imternal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission, and our report datatrdrary 25,
2011 expressed an unqualified opinion on the éffecess of Level 3 Communications, Inc.'s intecmaitrol over financial reporting.

/sl KPMG LLP

Denver, Colorado
February 25, 201
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Report of Independent Registered Public Accountindrirm

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

We have audited Level 3 Communications,'drinternal control over financial reporting asaEcember 31, 2010, based on criteria
established itnternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatifrike Treadway Commission.
Level 3 Communications, Inc.'s management is resipnfor maintaining effective internal controlenfinancial reporting and for its
assessment of the effectiveness of internal contret financial reporting, included in the accomyag "Management's Report on Internal
Control Over Financial Reporting." Our responstpils to express an opinion on Level 3 Communiceinc.'s internal control over financial
reporting based on our audit.

We conducted our audit in accordance wWithdtandards of the Public Company Accounting Qgetr8oard (United States). Those
standards require that we plan and perform thet amidbtain reasonable assurance about whethetiefenternal control over financial
reporting was maintained in all material respe®@tsr audit included obtaining an understanding tdrimal control over financial reporting,
assessing the risk that a material weakness eaististesting and evaluating the design and operafiiectiveness of internal control over
financial reporting based on the assessed riskaQdit also included performing such other procedas we considered necessary in the
circumstances. We believe that our audit providesagonable basis for our opinion.

A company's internal control over finangigborting is a process designed to provide reddersssurance regarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantegenerally accepted accounting princip
A company's internal control over financial repogtincludes those policies and procedures that€ftpin to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@éawith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasaabturance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company's assets that could hawaterial effect on the financial statements.

Because of its inherent limitations, intdroontrol over financial reporting may not preventletect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepracedures may deteriorate.

In our opinion, Level 3 Communications,.Inaintained, in all material respects, effectivieiinal control over financial reporting as of
December 31, 2010, based on criteria establishédeémal Control—Integrated Frameworksued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We also have audited, in accordance wighstandards of the Public Company Accounting Ogbtdoard (United States), the
consolidated balance sheets of Level 3 Communitsitimc. and subsidiaries as of December 31, 288®a09, and the related consolidated
statements of operations, cash flows, change®akisblders' equity (deficit) and comprehensive fos®ach of the years in the three-year
period ended December 31, 2010, and our reportldabruary 25, 2011 expressed an unqualified opioiothose consolidated financial
statements.

/sl KPMG LLP

Denver, Colorado
February 25, 201

F-3




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

For each of the three years ended December 31, 2010

2010 2009 2008
(dollars in millions, except per share data)
Revenue
Communication: $ 3,591 $ 3,69t $ 4,22¢
Coal Mining 60 67 75
Total Revenut 3,651 3,762 4,301

Costs and Expenses (exclusive of depreciatior
amortization shown separately belo
Cost of Revenue

Communication: 1,43¢ 1,49¢ 1,74(
Coal Mining 56 66 69
Total Cost of Revenu 1,49( 1,56t 1,80¢
Depreciation and Amortizatic 87¢€ 91t 931
Selling, General and Administrati 1,37¢ 1,33¢ 1,50t
Restructuring Charge 2 9 25
Total Costs and Expens 3,741 3,821 4,27(
Operating Income (Los! (90 (65) 31
Other Income (Expense
Interest incom: 1 2 15
Interest expens (58€) (595) (570
Gain on sale of business groups, — — 99
Gain (loss) on extinguishments of debt, (59 14 89
Other, ne 21 27 24
Total Other Expens (623) (552) (343)
Loss Before Income Taxt (7139) (617) (312
Income Tax (Expense) Bene 91 (D) (6)
Net Loss $ (622) $ (61¢) $ (31§)
Shares Used to Compute Basic and Diluted Los:
Share (in thousand 1,660,19i 1,633,04! 1,564,99i
Loss Per Share (Basic and Dilutt $ (0.37) $ (039 $ (0.20

See accompanying notes to consolidated finan@ssients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2010 AND 2009

2010 2009
(dollars in millions,
except per share data)

Assets
Current Assets
Cash and cash equivalel $ 61€ $ 83€
Restricted cash and securit 2 3
Receivables, less allowances for doubtful accooh$il7 and $18
respectively 264 323
Other 90 97
Total Current Asset 972 1,25¢
Property, Plant and Equipment, 1| 5,30z 5,68
Restricted Cash and Securit 12C 122
Goodwiill 1,427 1,42¢
Other Intangibles, ne 371 467
Other Assets, n¢ 163 98
Total Assets $ 8,358 $ 9,067

Liabilities and Stockholders' Equity (Defic
Current Liabilities:

Accounts payabl $ 32¢ $ 364
Current portion of lon-term deb! 18C 70%
Accrued payroll and employee bene 84 51
Accrued interes 14€ 14C
Current portion of deferred reven 151 162
Other 66 97
Total Current Liabilities 95€ 1,51¢
Long-Term Debt, less current portit 6,26¢ 5,75k
Deferred Revenue, less current pori 73€ 74C
Other Liabilities 552 557
Total Liabilities 8,51 8,571

Commitments and Contingenci
Stockholders' Equity (Deficit
Preferred stock, $.01 par value, authorized 10(@@shares: no shar
issued or outstandir — —
Common stock, $.01 par value, authorized 2,90000@0shares:
1,670,478,384 issued and outstanding in 2010 &6%##11116,265 issue

and outstanding in 20( 17 16
Additional paic-in capital 11,60: 11,53}
Accumulated other comprehensive | (99) 5)
Accumulated defici (11,679 (11,059

Total Stockholders' Equity (Defici (157) 491
Total Liabilities and Stockholders' Equity (Defic $ 8355 $ 9,062

See accompanying notes to consolidated financissents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For each of the three years ended December 31, 2010

2010 2009 2008
(dollars in millions)

Cash Flows from Operating Activitie

Net Loss $ (622) $ (618 $ (31§
Adjustments to reconcile net loss to net cash plexviby operatin
activities:
Depreciation and amortizatic 87¢€ 91t 931
Deferred income taxe (93) 2 3)
Loss (gain) on debt extinguishments, 59 (14) (89)
Accretion of debt discount and amortization of dsbtiance cos 57 56 52
Change in fair value of embedded deriva (10 (14) —
Non-cash compensation expense attributable to stockda! 67 59 78
Accrued interest on loi-term debt 6 22 (13
Asset retirement obligation adjustmt — — (86)
Loss on impairment — — 8
Loss (gain) on sale of property, plant and equipraed othe
assets 4 — 3
Gain on sale of business groups, — — (99)
Other, ne @) (18) 2
Change in working capital item
Receivable: 57 70 5
Other current asse 1 (1) 2
Payable: 33 (29 (26)
Deferred revenu 7 10 (39
Other current liabilitie: (30 93 6
Net Cash Provided by Operating Activiti 33¢ 357 413
Cash Flows from Investing Activitie
Capital expenditure (436) (313 (449
Decrease (increase) in restricted cash and sexgjnite: 3 5 ®)
Proceeds from sale of property, plant and equipraedtother asse 4 1 3
Proceeds from sale of business groups — — 124
Proceeds from sales and maturities of marketaloigrgies — — 4
Other — — 2
Net Cash Used in Investing Activiti (42¢) (307) (321
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance c 80¢ 543 40C
Payments on and repurchases of long-term debtidimg current
portion and refinancing cos (930) (527) (43¢
Other — — 2
Net Cash Provided by (Used in) Financing Activit (122 16 (39
Effect of Exchange Rates on Cash and Cash Equi (8) 2 4
Net Change in Cash and Cash Equival (220 68 54
Cash and Cash Equivalents at Beginning of * 83€ 76¢ 714
Cash and Cash Equivalents at End of Y $ 61€ $ 83€ $ 76¢
Supplemental Disclosure of Cash Flow Informati
Cash interest pai $ 52 $ 517 $ 531
Income taxes paid, net of refun Q) 5 4
Noncash Investing and Financing Activitir
Long-term debt issued in exchange transac $ — $ 19 $ —
Long-term debt retired in exchange transac — 204 —
Long-term debt converted to equ — — 12¢

See accompanying notes to consolidated financissents.

F-6






Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)

For each of the three years ended December 31, 2010

Accumulated

Additional Other
Common Stock Paid-in Comprehensive Accumulated
Shares $ Capital Income (Loss) Deficit Total
(dollars in millions)
Balances at
January 1, 200 1,537,862,68 $ 15 $ 11,26¢ $ 104 $ (10,12) $ 1,26¢

Common Stock
Common stocl
issued under
employee stocl
and benefit
plans and othe 32,131,24 — 21 — — 21
Debt conversion
to equity 47,621,32 1 127 — — 12¢
Stock-based
Compensation
Expense — — 79 — — 79
Net Loss — — — — (31¢) (31¢)
Other
Comprehensive
Loss — — — (155) — (155)
Balances at
December 31,
2008 1,617,615,25 16 11,49 (51) (10,439 1,021
Common Stock
Common stocl
issued under
employee stocl
and benefit
plans and othe 27,108,60 — 15 — — 15
Stocl-basec
Compensation
Expense —
Other (607,600 — 3 — — 3)
Net Loss — — — — (61¢) (618)
Other
Comprehensive
Income — — — 46 — 46

Balances a
December 31,
2009 1,644,116,26 16 11,537 5) (11,059 491
Common Stock
Common stock
issued under
employee stocl

and benefit
plans and othe 26,362,11 1 21 — — 22
Stoclk-basec
Compensation
Expense — — 29 — — 29
Reclassification o
Derivative
Liability — — 16 — — 16
Net Loss — — — — (622) (622)
Other
Comprehensive
Loss — — — (93 — (993

Balances a



December 31,201 1,670,478,38 $ 17 $ 11,60: $ (98) $ (11,679 $ (157

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

For each of the three years ended December 31, 2010

2010 2009 2008
(dollars in millions)
Net Loss $ (622) $ (61¢) $ (319
Other Comprehensive Income (Loss) Before Incomees:
Foreign currency translatic (78) 36 (63)
Unrealized holding gain (loss) on interest rate s (16) 5 (60)
Unrealized holding gain (loss) on availe-for-sale investmer — — @)
Other, ne 1 5 (25)
Other Comprehensive Income (Loss), Before Income=3 (93 46 (155)
Income Tax Related to ltems of Other Comprehensivseme (Loss — — —
Other Comprehensive Income (Loss), Net of Incomee$ (93 46 (155)
Comprehensive Los $ (715 $ (572) $ (479

See accompanying notes to consolidated financisents.
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SUPPLEMENTARY STOCKHOLDERS' EQUITY INFORMATION
ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

For each of the three years ended December 31, 2010

Unrealized
Net Holding
Foreign Gain (Loss)
Currency on Investment
Translation and Interest
Adjustment Rate Swaps Other Total
(dollars in millions)
Balance at January 1, 20 $ 16C $ (300 $ (26) $ 104
Change (63) (67) (25) (155)
Balance at December 31, 20 97 97) (52) (51)
Change 36 5 5 46
Balance at December 31, 20 133 (92 (46) 5)
Change (78) (16) 1 (93
Balance at December 31, 20 $ 55 & (108) $ (45 $ (99

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) Organization and Summary of Significant Accouning Policies
Description of Busines

Level 3 Communications, Inc. and subsiés(ithe "Company" or "Level 3") is a facilities bdsprovider (that is, a provider that owns or
leases a substantial portion of the plant, propamty equipment necessary to provide its servides)ooad range of integrated communicati
services. The Company has created its communicatietwork generally by constructing its own asdais also through a combination of
purchasing and leasing other companies and fasilithe Company's network is an advanced, intemeltifacilities based communications
network. The Company designed its network to prexidmmunications services, which employ and takamtdge of rapidly improving
underlying optical, Internet Protocol, computinglastorage technologies.

The Company is also engaged in coal mittingugh its two 50% owned joint-venture surface @sirone each in Montana and Wyoming.
Principles of Consolidation and Basis of Presemta

The consolidated financial statements idelthe accounts of Level 3 Communications, Inc.aunsidiaries in which it has a controlling
interest, which are enterprises engaged in the aamivations and coal mining businesses. Fifty-parosmed mining joint ventures are
consolidated on a pro rata basis. All significaniéicompany accounts and transactions have beamated. The accompanying consolidated
financial statements have been prepared in accoedaith accounting principles generally acceptetheUnited States ("GAAP").

As part of its consolidation policy, the@pany considers its controlled subsidiaries, inmestts in the business in which the Company is
not the primary beneficiary or does not have effiectontrol but has the ability to significantlyflirence operating and financial policies, and
variable interests resulting from economic arrangeisithat give the Company rights to economic riskewards of a legal entity. The
Company does not have variable interests in aMariaterest entity where it is required to condgale the entity as the primary beneficiary or
where it has concluded it is not the primary beriafy.

On June 5, 2008, Level 3 completed the chis Vyvx advertising distribution business t&-astChannel, Inc. Level 3 has retained
ownership of Vyvx's core broadcast business, inotythe Vyvx Services Broadcast Business' contesttillution capabilities. The financial
results of the Vyvx advertising distribution busssere included in the Company's consolidated tesfibperations through the date of sale.
See Note 2—Vyvx Advertising Distribution Businesisjabsition—for more details regarding the dispositof the Vyvx advertising
distribution business. The disposal of the Vyvxextiging distribution business did not qualify finesentation as discontinued operations since
the business was not considered a separatelyfidblgiasset group.

Foreign Currency Translatio

Generally, local currencies of foreign ddizgies are the functional currencies for finahogporting purposes. For operations outside the
U.S. that prepare financial statements in currenoteer than the U.S. dollar, assets and liakslidiee translated at year-end exchange rates, an
revenue, expenses and cash flows are translateg asérage exchange rates prevailing during the @=ins or losses resulting from currency
translation are recorded as a component of acctetlitdher comprehensive loss in stockholders' gqdéficit) and in the consolidated
statements of
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Organization and Summary of Significant Accouning Policies (Continued)

comprehensive loss. A significant portion of then@any's foreign subsidiaries have either the Britlsund or the Euro as the functional
currency, both of which experienced significantfliations against the U.S. dollar during 2010, 2808 2008. As a result, the Company has
experienced significant foreign currency translatajustments that are recognized as a componeacamulated other comprehensive loss in
stockholders' equity (deficit) and in the consdidbstatement of comprehensive loss in accordaitbeascounting guidance for foreign
currency translation. The Company considers itestments in its foreign subsidiaries to be longatar nature.

Reclassification:

Certain immaterial reclassifications haeet made to prior years to conform to the currenbg'’s presentation.

Use of Estimates

The preparation of consolidated financiateaments in conformity with GAAP requires managetiie make estimates and assumptions
that affect the reported amounts of assets antlitied and disclosure of contingent assets antuilitees at the date of the financial statements
and the reported amounts of revenue and expensg dioe reporting period. The accounting estim#tes require management's judgments
include revenue recognition, revenue reserves,afastvenue for communications services, the ddtetion of the useful lives of long-lived
assets, the valuation and recognition of stockdbasenpensation expense, the valuation of long-lagskts, goodwill and acquired indefinite-
lived intangible assets, derivative financial instients, the valuation of asset retirement obligatithe allowance for doubtful accounts, the
recognition of the fair value of assets acquired labilities assumed in business combinationsiuads for estimated tax and legal liabilities,
valuation allowance for deferred tax assets, ahghtian of other assets and liabilities measurediatvalue. Actual results may differ from
these estimates under different assumptions orittons and such differences could be material.

Revenue and Cost of Revenue for Communicationx& &8s

Revenue for communications services isgeed on a monthly basis as these services awdpabased on contractual amounts
expected to be collected. Management establist@®pate revenue reserves at the time serviceseadered based on an analysis of
historical credit activity to address, where sigriht, situations in which collection is not reaably assured as a result of credit risk, potential
billing disputes or other reasons. Actual resulgy/miffer from these estimates under different agstions or conditions and such differences
could be material.

Reciprocal compensation revenue is receghizhen an interconnection agreement is in platie aviother carrier, or if an agreement has
expired, when the parties have agreed to contipeeating under the previous agreement until a rgreeanent is negotiated and executed, or
at rates mandated by the FCC. Periodically, the 2o will receive payment for reciprocal comperwaservices in excess of FCC rates and
before an agreement is in place. These amountadueled in other current liabilities on the conidated balance sheet until a final agreement
has been reached and the necessary regulatoryajsphave been received at which time the recipmmapensation revenue is recognized.
These amounts were insignificant to the Compar0it0, 2009 and 2008.

F-11




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)

For certain sale and long-term indefeagiiget of use, or IRU, contracts involving privdiiee, wavelengths and dark fiber services, the
Company may receive up-front payments for servicdxe delivered for a period of up to 20 yearghkse situations, the Company defers the
revenue and amortizes it on a straight-line baseatnings over the term of the contract.

Termination revenue is recognized whensiaer discontinues service prior to the end ofcthrtract period for which Level 3 had
previously received consideration and for whicherave recognition was deferred. Termination revesa¢so recognized when customers are
required to make termination penalty payments teel 8 to settle contractually committed purchaseants that the customer no longer
expects to meet or when a customer and Level 3diage a contract under which Level 3 is no lomgaigated to provide services for
consideration previously received and for whicheraye recognition has been deferred.

The Company is obligated under dark fitkl$ and other capacity agreements to maintairetisark in efficient working order and in
accordance with industry standards. Customersladigated for the term of the agreement to pay Hieirtallocable share of the costs for
operating and maintaining the network. The Compaapgnizes this revenue monthly as services argdeo.

Level 3's customer contracts require then@any to meet certain service level commitmentkelfel 3 does not meet the required service
levels, it may be obligated to provide credits,allsuin the form of free service, for a short pefiof time. The credits are a reduction to reve
and, to date, have not been material.

Cost of revenue for the communications fess includes leased capacity, right-of-way cegtsess charges, satellite transponder lease
costs and other third party costs directly attialile to the network, but excludes depreciationamdrtization and related impairment exper
Prior to the sale of the Vyvx advertising distrilout business, the Company included package deliwesis and blank tape media costs
associated with this business in communications @fo®venue.

The Company recognizes the cost of netwgerkices as they are incurred in accordance wittractual requirements. The Company
disputes incorrect billings from its suppliers etwork services. The most prevalent types of depiriclude disputes for circuits that are not
disconnected by the supplier on a timely basisiweadje bills with incorrect or inadequate informatibepending on the type and complexit
the issues involved, it may and often does takers¢quarters to resolve the disputes.

In determining the amount of the cost divmek service expenses and related accrued liesilio reflect in its financial statements, the
Company considers the adequacy of documentatidisobnnect notices, compliance with prevailing cactiual requirements for submitting
these disconnect notices and disputes to the proweitthe network services, and compliance witlintsrconnection agreements with these
carriers. Judgment is required in estimating thienalte outcome of the dispute resolution processyell as any other amounts that may be
incurred to conclude the negotiations or settleld@gigation. Actual results may differ from thesstienates under different assumptions or
conditions and such differences could be material.

Coal Mining

The Company sells coal primarily throughdeterm contracts with public utilities. The longrin contracts for the delivery of coal
establish the price, volume, and quality requiretdiefithe coal to be delivered. Revenue under thadether contracts is generally recogn
when coal is shipped to the customer.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)
USF and Gross Receipts Taxes

The revenue recognition standards includdance relating to any tax assessed by a goverafsauthority that is directly imposed on a
revenue-producing transaction between a sellemanustomer and may include, but is not limitedsades, use, value added, and some excise
taxes. The Company records Universal Service FUA8K") contributions where the Company is the priynabligor for the taxes assessed in
each jurisdiction where it does business on a drasss in its consolidated statements of operatiouisrecords sales, use, value added and
excise taxes billed to its customers on a net hasis consolidated statements of operations. Camoations revenue and cost of revenue on
the consolidated statements of operations inclW&ds contributions totaling $77 million, $62 milliand $65 million for the years ended
December 31, 2010, 2009 and 2008, respectively.

Advertising Cost

The Company expenses the cost of advegtasnincurred. Advertising expense is included esmponent of selling, general and
administrative expenses in the accompanying caffestgld statements of operations. Advertising expe@se$8 million, $7 million and
$8 million for the years ended December 31, 200092and 2008, respectively.

Stock-Based Compensation

The Company recognizes the estimated fdirevof stock based compensation costs, net oftimated forfeiture rate, over the requisite
service period of the award, which is generallyvhsting term or term for restrictions on trangsfeat lapse, as the case may be. The Company
funded a portion of its 2010 and 2009 discretion@gus in stock awards that were vested upon isgeudime Company estimates forfeiture
rates based on its historical experience for the of award.

Income Taxe

The Company recognizes deferred tax assetdiabilities for its domestic and foreign op@as, for the expected tax consequences of
temporary differences between the tax basis otsissel liabilities and their reported amounts ugingcted tax rates in effect for the year the
differences are expected to reverse. The Compamyds a valuation allowance to reduce the defdar@dssets to the amount that is more
likely than not to be realized. The Company recogsiinterest and penalty expense associated wiiriain tax positions as a component of
income tax expense in the consolidated statemémisevations.

Cash and Cash Equivalents

The Company classifies investments as egsivalents if they are readily convertible to casdd have original maturities of three months
or less at the time of acquisition. Cash and cagsiivalents consist primarily of highly liquid invesents in government and government ag
securities and money market funds issued or managédancial institutions in the United States dtope and commercial paper depending
on liquidity requirements. As of December 31, 2@b@ 2009, the carrying value of cash and cash abgrits approximates fair value due to
short period of time to maturity.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)
Restricted Cash and Securiti

Restricted cash and securities consistsarify of cash and investments that serve to aaiddize outstanding letters of credit, long-term
debt and certain performance and operating obtigatof the Company, as well as cash and investmesitscted to fund certain reclamation
liabilities of the Company. Restricted cash andusées are recorded in other assets (current orawrent) in the consolidated balance sheets
depending on the duration of the restriction ardphrpose for which the restriction exists. Thet emsl fair value of restricted cash and
securities totaled $122 million at December 31,28dd $125 million at December 31, 2009.

Derivative Financial Instrument

All derivative instruments, including demtives embedded in other financial instrumentspaasured at fair value and recognized as
either assets or liabilities on the Company's clidated balance sheets. The Company's derivatateuments are valued primarily using
models based on readily observable market parasiieteall substantial terms of the Company's deisreecontracts and thus are classified as
Level 2. The accounting for changes in the faiueadf a derivative depends on the intended usleeofi¢rivative and the resulting designation.

For derivative instruments designated ab é@w hedges, the effective portion of the derixagls gain (loss) is initially reported as a
component of Accumulated Other Comprehensive Incfiross) ("AOCI") and is subsequently recognize@amnings in the period the hedged
transaction affects earnings. Gains (losses) iieguttom hedge ineffectiveness and those resuftiogp changes in fair values on derivatives
not designated as hedging instruments are recagjimzather income (expense) in the consolidatetistants of operations. See Note 10—
Derivative Financial Instruments—for additionalaniation.

Allowance for Doubtful Accoun

Trade accounts receivable are recordeaeantoiced amount and can bear interest. The Coymnpstablishes an allowance for doubtful
accounts for accounts receivable amounts that maecollectible. The Company determines the alove for doubtful accounts based or
aging of its accounts receivable balances and alysis of its historical experience of bad debteoffs. The Company reviews its allowance
for doubtful accounts quarterly. Past-due balawses 60 days and over a specified amount are redandividually for collectibility.
Accounts receivable balances are written off agaesallowance for doubtful accounts after all meeaf collection have been exhausted and
the potential for recovery is considered remoté ofthe Company's allowance for doubtful accoustates to its communications business.
The Company recognized bad debt expense, net@feges, of approximately $16 million in 2010, $lion in 2009 and $9 million in 200
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)
Property, Plant and Equipme

Property, plant and equipment are recoedaxst. Depreciation and amortization for the Canyfs property, plant and equipment are
computed on straight-line or accelerated (for ¢éertaal assets) methods based on the followingulitieés:

Facility and Leasehold Improvemel 10- 40 year
Network Infrastructure (including fiber ai

conduit) 12- 25 year
Operating Equipmer 4-7 year
Furniture, Fixtures, Office Equipment and Ot 2-7 year

Leasehold improvements are depreciated theeshorter of their estimated useful lives oséeterms that are reasonably assured.

The Company capitalizes costs directly eissed with expansions and improvements of the Gomis communications network,
customer installations, including employee-relatests, and generally capitalizes costs associatbchetwork construction and provisioning
of services. The Company amortizes such costsavestimated useful life of three to seven years.

In addition, the Company continues to depdiusiness support systems required for its basirkhe external direct costs of software,
materials and services, and payroll and payrodtesl expenses for employees directly associatédbwisiness support systems projects are
capitalized. Upon the completion of a project, tittal cost of the business support system is apsattover an estimated useful life of three
years.

Capitalized labor and related costs assettiaith employees and contract labor working gpiteaprojects were approximately
$68 million, $57 million and $83 million for the ses ended December 31, 2010, 2009 and 2008, resggct

The Company performs periodic internal egs to determine depreciable lives of its propgatgnt and equipment based on input from
global network services personnel, actual usagdtenghysical condition of the Company's propgstsint and equipment.

Asset Retirement Obligatio

The Company recognizes a liability for #stimated fair value of legal obligations assodiatéh the retirement of long-lived assets that
result from the acquisition, construction, devel@mtand/or the normal operation of a long-liveceags the period incurred. The fair value of
the obligation is also capitalized as propertynpknd equipment and then amortized over the etdnmamaining useful life of the associated
asset. Increases to the asset retirement obligkaioility due to the passage of time are recoghize accretion expense and included within
selling, general and administrative expenses f@iGbmmunications business and within cost of regdauthe Coal Mining business on the
Company's consolidated statements of operatiorsn@ds in the liability due to revisions to futueesk flows are recognized by increasing or
decreasing the liability with the offset adjustihg carrying amount of the related long-lived as§etthe extent that the downward revisions
exceed the carrying amount of the related longdli@sset initially recorded when the asset retirg¢rabligation liability was established, the
Company records the remaining adjustment as a tiedito depreciation expense, to the extent obhisal depreciation of the related long-
lived asset, and then to selling, general and adiréive expense.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)
Goodwill and Acquired Indefinite-Lived Intangiblegets

Accounting guidance prohibits the amorimabf goodwill and purchased intangible asset$ witlefinite useful lives. The Company
reviews goodwill and purchased intangible assetls indefinite lives for impairment annually at teied of the fourth quarter and whenever
events or changes in circumstances indicate thgiogrvalue of an asset may not be recoverablegbBodwill, the Company performs a two-
step impairment test. In the first step, the Congpaompares the fair value of each reporting unitd@arrying value. The Company's reporting
units are consistent with the reportable segmeletstified in Note 14—Segment Information. The Compeonsiders the use of multiple
valuation techniques in accordance with GAAP Failué Measurements and Disclosures guidance toastitine fair value of its reporting
units and has consistently applied a market appreagart of its impairment assessment processithd market approach, the Company
estimates the fair value using anerehange valuation premise based upon the mark#éttzation of Level 3 using quoted market pricadds
an estimated control premium, and then assignddiranarket value to the reporting units. If tlerfvalue of the reporting unit exceeds the
carrying value of the net assets assigned to thigtgoodwill is not impaired and no further testiis performed. If the carrying value of the net
assets assigned to the reporting unit exceedsithealue of the reporting unit, then a second &qerformed and the implied fair value of the
reporting unit's goodwill is determined and complaethe carrying value of the reporting unit's dedl. If the carrying value of a reporting
unit's goodwill exceeds its implied fair value, then impairment loss equal to the difference ismed.

GAAP also requires that the fair value cd@ired indefinite-lived intangible assets be eated and compared to their carrying value each
year. The Company estimates the fair value of tildaagible assets primarily utilizing an incomeegach. The Company recognizes
impairment loss when the estimated fair value efabquired indefinite-lived intangible assets sslthan the carrying value.

The Company conducted its goodwill and &eglindefinite-lived intangible assets impairmantlyses at the end of 2010 and 2009 and
concluded that its goodwill and acquired indefifited intangible assets were not impaired in anthoke periods. As a result of the sale o
Vyvx advertising distribution business in the settguarter of 2008, the Company also performed tamiim impairment analysis of its
indefinite-lived Vyvx trade name and concluded tim&tre was no impairment as of June 30, 2008.

LongLived Assets Including Finite-Lived Purchased ihtfible Assets

The Company amortizes acquired intangibfets with finite lives using the straight-line heat over the estimated economic lives of the
assets, ranging from four to twelve years.

The Company evaluates long-lived assetd) as property, plant and equipment and acquirathdible assets with finite lives, for
impairment whenever events or changes in circuaegindicate the carrying value of an asset maypeaatcoverable. The Company assesses
the recoverability of the assets based on the oodiged future cash flows the assets are expeatgenerate and recognizes an impairment
loss when estimated undiscounted future cash feoypected to result from the use of the assetsr@tiproceeds expected from disposition of
the assets, if any, are less than the carryingevallthe assets. If an asset is deemed to be iethaire amount of the impairment loss is the
excess of the asset's carrying value over its agtidnfair value.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)

The Company conducted a long-lived assptimment analysis in 2010, 2009 and 2008 and cdeduhat its long-lived assets, including
finite-lived acquired intangible assets, were mopaired.

Concentration of Credit Risk

Financial instruments that potentially ®dbjthe Company to concentrations of credit riskstst principally of cash equivalents, accounts
receivable, restricted cash and securities andateres. The Company maintains its cash equivaleessricted cash and securities and
derivatives with various financial institutions. 83e financial institutions are primarily locatedtie United States and Europe and the
Company's policy is to limit exposure with any dngtitution. As part of its cash and risk managenpeacesses, the Company performs
periodic evaluations of the relative credit staigdifi the financial institutions. The Company alss lestablished guidelines relative to financial
instrument credit ratings, diversification and nrétes that seek to maintain safety and liquiditire Company's investment strategy generally
results in lower yields on investments but redubesisk to principal in the short term prior t@#e funds being used in the Company's
business. The Company has not experienced anyiadddasises on financial instruments held at finahtistitutions. The Company utilizes
interest rate swap contracts to protect againstffleets of interest rate fluctuations. Such castranvolve the risk of non-performance by the
counterparty, which could result in a material loss

The Company provides communications sesvioea wide range of wholesale and enterprise mest®, ranging from well capitalized
national carriers to small early stage companig¢lénUnited States and Europe. Credit risk witlpeesto accounts receivable is generally
diversified due to the large number of entities pasing Level 3's customer base and their dispera@oss many different industries and
geographical regions. The Company performs ongoiadit evaluations of its customers' financial dtind and generally requires no collate
from its customers, although letters of credit degosits are required in certain limited circumstsn The Company has from time to time
entered into agreements with value-added resell@other channel partners to reach consumer aacbeise markets for voice services. The
Company has policies and procedures in place tateathe financial condition of these reselleiismto initiating service to the final
customer. The Company maintains an allowance fabtlol accounts based upon the expected colleityilnf accounts receivable. Due to the
Company's credit evaluation and collection prockad,debt expenses have not been significant; henythe Company is not able to predict
changes in the financial stability of its customéysy material change in the financial status of ane or a particular group of customers may
cause the Company to adjust its estimate of thevezability of receivables and could have a maltaderse effect on the Company's resul
operations. Fair values of accounts receivableadmate cost due to the short period of time tdemtion.

A relatively small number of customers agadfor a significant percentage of the Compargi&nue. The Company's top ten customers
accounted for approximately 27%, 28% and 32% oflL&s communications revenue for the years endsze@ber 31, 2010, 2009 and 2008,
respectively.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)
Correction of an Immaterial Error in Prior Perioddhsolidated Financial Statements

During the fourth quarter of 2010 in conth@t with the preparation of the 2009 financialtstaents for the Company's European
subsidiaries, Level 3 identified an error in then@any's previously issued consolidated financetieshents related to the recognition of for
deferred taxes. To correct this error, the Compangrded an adjustment in the fourth quarter of020@Irecognize approximately $41 million
of additional foreign jurisdiction deferred tax assthat had been subject to a full valuation adlioge (consisting principally of those related to
net operating loss carryforwards and fixed assefgroximately $27 million of related currency skation adjustments, and a corresponding
net deferred tax benefit of approximately $68 miilprincipally resulting from the release of valoatallowances for certain of its foreign
subsidiaries that had become profitable in prigiqoks. This error did not materially affect the Guamny's previously reported results of
operations or financial condition, or the curreatipd results of operations or financial conditidhe adjustments had no effect on income
taxes paid, and did not materially affect the Conypmconsolidated net deferred tax assets befduatian allowance. See Note 13—Income
Taxes.

Recently Issued Accounting Pronouncem

In October 2009, the FASB issued a new actiog standard that provides revenue recognitiidance for arrangements with multiple
deliverables. Specifically, the new standard rezpian entity to allocate consideration at the itioepf an arrangement to all of its deliveral
based on their relative selling prices. In the absef the vendor-specific objective evidence adtparty evidence of the selling prices,
consideration must be allocated to the deliverabés®d on management's best estimate of the sptites. In addition, the new standard
eliminates the use of the residual method of atlonaThis guidance is generally expected to resulevenue recognition for more delivered
elements than under the current rules. Level 8dsired to adopt this guidance prospectively fav ne materially modified agreements as of
January 1, 2011.

In June 2009, the FASB issued a new acgaoyistandard that changes the consolidation ridebey relate to variable interest entities.
The new standard makes significant changes to tidehfor determining who should consolidate a \@dadnterest entity, and also addresses
how often this assessment should be performedstEmelard is effective for Level 3 effective Januhr010. The Company's adoption of this
guidance did not have a material effect on the Gomijs consolidated results of operations or firgrmindition.

In December 2010, the FASB issued new attbog guidance to address concerns about perforthimgoodwill impairment test when a
reporting unit has zero or negative carrying valUége guidance requires the Company to automatipaliform Step 2 of the impairment test
for reporting units with a zero or negative cargyamount if there are qualitative factors that ¢atie that it is more likely than not that a
goodwill impairment exists. In determining whetlitds more likely than not that a goodwill impairnteexists, these adverse qualitative factors
should also be considered between annual testseif@nt occurs or circumstances change that woate tikely than not reduce the fair value
of a reporting unit below its carrying amount. Tddverse qualitative factors are part of existingpaating standards. The guidance is effective
for Level 3 on January 1, 2011. The Company evatlitie adverse qualitative factors in anticipatibits January 1, 2011 adoption of the new
accounting guidance and concluded that it wasegptired to perform Step 2 of the impairment test.
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(2) Vyvx Advertising Distribution Business Disposiiton

On June 5, 2008, Level 3 completed the afalis Vyvx advertising distribution business t@FastChannel, Inc. and received gross
proceeds at closing of approximately $129 milliorcash. Net proceeds from the sale approximatet 8fithion after deducting transaction-
related costs.

Operating results and cash flows from tlyga/advertising distribution business are preseiriambntinuing operations through the date of
sale. The disposal of the Vyvx advertising disttidi business did not meet the criteria for presgéot as discontinued operations since the
business was not considered a separately idenéfagset group.

Level 3 recognized a gain on the sale efMtiivx advertising distribution business of $96lioil in 2008. The gain is presented in the
consolidated statements of operations as "Gainaten & Business Groups."

Revenue attributable to the Vyvx advergsitistribution business totaled $15 million in 2008e financial results, assets and liabilities of
the Vyvx advertising distribution business are uiigd in the Communications operating segment thirdlig date of sale.

(3) Loss Per Share

The Company computes basic net loss peedhadividing net loss for the period by the weeghaverage number of shares of common
stock outstanding during the period. Diluted neslper share is computed by dividing net lossHemeriod by the weighted average numb:
shares of common stock outstanding during the dexial including the dilutive effect of common stdlkt would be issued assuming
conversion or exercise of outstanding convertiloies, stock options, stock based compensation aveandl other dilutive securities. No such
items were included in the computation of diluteslsl per share in 2010, 2009 or 2008 because th@&ygnincurred a loss from continuing
operations in each of these periods and the effdoclusion would have been anti-dilutive.

The effect of approximately 782 million,®million and 489 million shares issuable pursuarthe various series of convertible notes
outstanding at December 31, 2010, 2009 and 208Beatively, have not been included in the companadif diluted loss per share because
their inclusion would have been anti-dilutive t@ tomputation. In addition, the effect of the apgmately 47 million, 43 million and
57 million stock options, outperform stock optiorsstricted stock units, restricted stock sharesvearrants outstanding at December 31, 2
2009 and 2008, respectively, have not been incliniéte computation of diluted loss per share bsedheir inclusion would have been anti-
dilutive to the computation.
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(4) Property, Plant and Equipment

The components of the Company's propetant@nd equipment as of December 31, 2010 and 2@08s follows (in millions):

Accumulated

Cost Depreciation Net

December 31, 201!
Land $ 16C $ — $ 16C
Land Improvement 82 (48) 34
Facility and Leasehol

Improvements

Communication: 1,89¢ (887) 1,011

Coal Mining 16€ (159 7
Network Infrastructurt 5,63( (2,549 3,08¢
Operating Equipmen

Communication: 4,32 (3,38)) 941

Coal Mining 73 (67) 6
Furniture, Fixtures and

Office Equipmen 14& (133 12
Other 22 (22 —
Constructior-in-Progres: 45 — 45

$ 1254: $ (7,241 $ 5,30z

December 31, 200!

Land $ 16z $ — $ 16z
Land Improvement 80 (44) 36
Facility and Leasehold

Improvements

Communication: 1,90¢ (802) 1,104

Coal Mining 15¢ (15€) 3
Network Infrastructurt 5,632 (2,269 3,36:
Operating Equipmen

Communication: 4,00¢ (3,041 96¢€

Coal Mining 74 (66) 8
Furniture, Fixtures and

Office Equipmen 14€ (129 17
Other 23 (22 1
Constructior-in-Progres: 25 — 25

$ 1221¢ $ (6529 $ 5,68

Land primarily represents owned asseti®fcbommunications business, including land improxes1 Capitalized business support
systems and network construction costs that havbe®n placed in service have been classified mstieetion-in-progress.

Depreciation expense was $781 million ia@0823 million in 2009 and $832 million in 2008.
(5) Asset Retirement Obligations

The Company's asset retirement obligatiamsist of legal requirements to remove certaiitsafietwork infrastructure at the expiration of
the underlying right-of-way ("ROW") term, restoiati requirements for leased facilities and reclaomatequirements in the coal mining
business to
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(5) Asset Retirement Obligations (Continued)

remediate previously mined properties. The Companggnizes its estimate of the fair value of itseasetirement obligations in the period
incurred in other long-term liabilities. The faialue of the asset retirement obligation is alsatalhped as property, plant and equipment and
then amortized over the estimated remaining udééubf the associated asset.

The asset retirement obligations for carteased facilities and coal mining locations wiarzeased by an insignificant amount in 2010
and 2009 due to revised estimates of future olitigat

Approximately $71 million of restricted ¢éaand securities were contractually restrictecettesthe Company's coal mining reclamation
liabilities at December 31, 2010 and 2009, andecerded in non-current, restricted cash and sgesion the consolidated balance sheets.

The following table provides asset retiratabligation activity for the years ended Decentiier2010 and 2009 (in millions):

December 31,

(6) Goodwill

2010 2009
Asset retirement obligation at Januar $ 167 $ 151
Accretion expens 12 16
Liabilities settlec (13 (6)
Revision in estimated cash flo\ 13 6
Asset retirement obligation at Decembet $ 17¢ $ 167

The changes in the carrying amount of gabdwring the years ended December 31, 2010 afi® 20e as follows (in millions):

Coal
Communications Mining
Segment Segment Total
Balance as of January 1,

2009 $ 1432 $ — $ 143
Goodwill adjustment 3 — 3
Accumulated impairment

losses — — —
Balance as c

December 31, 200 1,42¢ — 1,42¢
Accumulated impairmer

losses — — —
Effect of foreign currency

rate chang: 2 — 2
Balance as of

December 31, 201 $ 1,427 $ — $ 142;

The Company conducted its annual goodwipairment analysis at December 31, 2010 and 208% wesult of the Company's annual
assessment, Level 3 concluded that its goodwill meismpaired in 2010 and 2009.
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(7) Acquired Intangible Assets

Identifiable acquisition-related intangilassets as of December 31, 2010 and December 33 y&fre as follows (in millions):

Gross
Carrying Accumulated
Amount Amortization Net
December 31, 201!
Finite-Lived Intangible Assets
Customer Contracts and
Relationship:s $ 74 $ (488) $ 25t
Patents and Developt
Technology 14C (76) 64
882 (564) 31¢
Indefinite-Lived Intangible
Assets:
Vyvx Trade Name 32 — 32
Wireless License 20 — 20

$ O3k $ (564 $ 371

December 31, 200!
Finite-Lived Intangible Assets
Customer Contracts ar

Relationship:s $ 74z % (407 $ 33¢€
Patents and Developed
Technology 141 (62 79
884 (469) 41E
Indefinite-Lived Intangible
Assets:
Vyvx Trade Name 32 — 32
Wireless License 20 — 20

$ 93¢ $ (469) $ 467

During the third quarter of 2010, the Compdetermined that the useful life of certain costo relationships and developed technology
should be reduced based on adverse economic corglaffecting customer attrition associated witksthassets, which prospectively increased
amortization expense by approximately $2 milliomidg the year ended December 31, 2010.

The gross carrying amount of identifiabdg@isition-related intangible assets is subjechange due to foreign currency fluctuations, as a
portion of the Company's identifiable acquisiti@tated intangible assets are related to foreigsidigsies.

Acquired finite-lived intangible asset antimation expense was $95 million in 2010, $92 miilin 2009 and $99 million in 2008.

The weighted average remaining useful lviethe Company's acquired finite-lived intangibksets was 3.2 years for customer contracts
and relationships and 4.1 years for patents andldped technology.
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(7) Acquired Intangible Assets (Continued)

As of December 31, 2010, estimated amditimaxpense for the Company's finite-lived acdigairelated intangible assets over the next
five years and thereafter is as follows (in milkdn

2011 $ 93
2012 69
2013 51
2014 40
2015 27
Thereaftel 39

$ 31¢

(8) Restructuring Charges

Changing economic and business conditisngal as organizational structure optimizatioroef have caused the Company to initiate
various workforce reductions resulting in involugtamployee terminations. The Company has als@ied multiple workforce reductions
resulting from the integration of previously acgagircompanies. Restructuring charges totaled $2omith 2010, $9 million in 2009 and
$25 million in 2008. During 2010, the Company dat mitiate any significant new workforce reductiplans.

During 2009, the Company initiated a workfreduction of approximately 260 employees, ordd%ie Company's total employee base.
As a result of the 2009 workforce reduction, ther@any incurred a restructuring charge of $9 milliath of which related to the
communications business. The workforce reductiefeged to multiple levels within the organizatiordaacross multiple locations within No
America. The terms of the workforce reduction, inthg the involuntary termination benefits to beeiged by affected employees, were
communicated by the Company in 2009. During 2008 ,Gompany paid approximately $21 million of inuttlary termination benefits for
affected employees in 2009, of which $9 millioratet to the Company's 2009 restructuring activéies $12 million related to restructuring
activities initiated in the fourth quarter of 200&he Company does not have any remaining termindtémefit liabilities related to restructuring
activities.

During the fourth quarter of 2008, the Camy initiated a workforce reduction of approximgté00 employees, or 7% of the Company's
total employee base, and incurred a restructutirrgge of $12 million, all of which related to thenemunications business. The workforce
reductions related to multiple levels within thgamnization and across multiple locations within tiokmerica. The terms of the workforce
reduction, including the involuntary terminatiomiedits to be received by affected employees, werencunicated by the Company in the
fourth quarter of 2008. The Company concludedwaskforce reduction in the first quarter of 2009.

The Company also has accrued contract tertion costs of $30 million and $42 million as acfd@mber 31, 2010 and December 31, 2
respectively, for facility lease costs, primarityNorth America, that the Company continues to liveithout economic benefit. Accrued
contract termination costs are recorded in otfadilities (current and non-current) in the consatiédl balance sheets. The Company expects to
pay the majority of these costs through 2018. Tom@any recognized a benefit of approximately $3ionilin 2010 as a result of lease
modifications and incurred charges of $1 millior2D09 as the Company ceased using additionaltfasiliThe Company records charges for
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(8) Restructuring Charges (Continued)

contract termination costs within selling, genenadl administrative expenses in the consolidatedratnts of operations.
(9) Fair Value of Financial Instruments

The Company's financial instruments consigtash and cash equivalents, restricted caslseeutities, accounts receivable, accounts
payable, interest rate swaps and long-term deblu@ing the current portion) as of December 31,@284d 2009. The Company also had
embedded derivative contracts included in its faiaposition as of December 31, 2009. The embed@edative contracts were insignificant
as of December 31, 2010. The carrying values df easl cash equivalents, restricted cash and sesy@iccounts receivable and accounts
payable approximated their fair values at Decetie2010 and 2009. The Company's interest rate samagp embedded derivative contracts
are recorded in the consolidated balance she&d# aalue. The carrying value of the Company'ggkeerm debt, including the current portion,
reflects the original amounts borrowed net of undined discounts, premiums and debt discounts aasl$6.4 billion and $6.5 billion as of
December 31, 2010 and 2009, respectively.

GAAP defines fair value as the price thauld be received from selling an asset or paidandfer a liability in an orderly transaction
between market participants at the measurement\déten determining the fair value measurementsd$gets and liabilities required to be
recorded at fair value, the Company considers timeipal or most advantageous market in which itilddransact and considers assumptions
that market participants would use when pricingakget or liability, such as inherent risk, transéstrictions, and risk of nonperformance.

Fair Value Hierarchy

GAAP establishes a fair value hierarchy teguires an entity to maximize the use of obdgesaputs and minimize the use of
unobservable inputs when measuring fair value.falmesalue measurement of each class of assethiahilities is dependent upon its
categorization within the fair value hierarchy, éadsipon the lowest level of input that is signifitto the fair value measurement of each asset
and liability. GAAP establishes three levels oflitgthat may be used to measure fair value:

Level 1—Quoted prices in active markets for identical &sse liabilities.

Level 2—Observable inputs other than Level 1 prices suajuased prices for similar assets or liabilitieapted prices in marke
with insufficient volume or infrequent transactigffess active markets); or model-derived valuationshich all significant inputs are
observable or can be derived principally from arcborated by observable market data for substntiee full term of the assets or
liabilities.

Level 3—Unobservable inputs to the valuation methodoldwt aire significant to the measurement of fair @afiassets or
liabilities.
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(9) Fair Value of Financial Instruments (Continued)

The table below presents the fair valueséotain of Level 3's liabilities measured on eureing basis as well as the input levels used to

determine these fair values as of December 31, 268009 (in millions):

Liabilities
Recorded
at Fair
Value in
the
Financial
Statement:

Derivatives:
Interest

Rate
Swap
Liabilities
(included
in other
non-
current
liabilities)
Embedded
Derivativ
in
Convertit
Debt
(included
in other
non-
current
liabilities)
Total
Derivativ
Liabilitie:
Recorde
at Fair
Value in
the
Financia
Stateme

Liabilities
Not
Recorded
at Fair
Value in
the
Financial
Statement:

Long-term
Debt,
including
the curren

Fair Value Measurement Using

Quoted Prices Significant
Total in Active Other
Carrying Value Markets for Observable
in Consolidated Identical Assets Inputs
Balance Sheet (Level 1) (Level 2)
December 31, December 31, December 31, December 31, December 31, December 31,

2010 2009 2010 2009 2010 2009

$ 10€ $ 92 $ — $ — $ 10€ $ 92
— 2C — — — 20

$ 10¢ $ 11z $ — $ — $ 10¢ $ 112




portion:
Senior
Notes
Convertible
Notes
Term Loan:
Commercie
Mortgage
Capital
Leases
and
Other

Total
Long-
term
Debt,
including
the
current
portion:

The Company does not have any liabilitiemgured using significant unobservable (Level Blis.

$ 2,88t 3 2,80¢ $ 2,78¢ $ 2,60¢ $ — —
1,78¢ 1,87: 697 77€ 1,18¢ 1,267

1,67¢ 1,67¢ 1,632 1,57 — —

67 68 — — 78 75

28 32 — — 28 32

$ 6,44¢ $ 6,46( $ 511¢ $ 4,962 $ 1,29 1,37¢
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(9) Fair Value of Financial Instruments (Continued)
Derivatives

The interest rate swaps are measured bréaace with the GAAP Fair Value Measurements aisglBsures guidance using discounted
cash flow techniques that use observable marketsnsuch as LIBOR-based forward yield curves, &vowates, and the specific swap rate
stated in each of the swap agreements. The embekdedtive contracts are priced using inputs #ratobservable in the market, such as the
Company's stock price, risk-free interest rate @her contractual terms of certain of the Compacgtes/ertible senior notes.

Senior Notes

The estimated fair value of the Compangsi& Notes approximated $2.8 billion and $2.6idmllat December 31, 2010 and 2009,
respectively, based on market prices. The fairezalueach instrument was based on the Decemb@030,and 2009 trading quotes as
provided by large financial institutions that trade¢he Company's securities. The pricing quotesiped by these market participants
incorporate spreads to the Treasury curve, sectwitpon (which ranges from LIBOR plus 3.75% to 10é6yporate and security credit ratir
maturity date (ranging from 2014 to 2018) and lifityi, among other security characteristics andtiravalue at both the borrower entity level
and across other securities of similar terms.

The Senior Notes are unsecured obligatidhevel 3 Financing, Inc.; however, the Senior éoare fully and unconditionally guaranteed
by Level 3 Communications, Inc. and Level 3 Commations, LLC, which is a first tier, wholly ownedissidiary of Level 3 Financing, Inc.

Convertible Notes

The estimated fair value of the Compangtssaly traded Convertible Notes, including the®2 Convertible Senior Notes due 2011, the
3.5% Convertible Senior Notes due 2012, and th&&®nvertible Senior Notes due 2016, approxima&d¥$nillion and $778 million at
December 31, 2010 and 2009, respectively. Thevfdire of the Company's actively traded Convertidides is based on the trading quotes as
of December 31, 2010 and 2009 provided by larganfiial institutions that trade in the Company'sisées. The estimated fair value of the
Company's Convertible Notes which are not activedged, such as the 9% Convertible Senior Dischiatés due 2013, the 15% Convertible
Senior Notes due 2013, the 7% Convertible Senideddue 2015, and the 7% Convertible Senior Nate2@15, Series B approximated
$1.2 billion and $1.3 billion at December 31, 2@t@ 2009, respectively. To estimate the fair valugne Convertible Notes which are not
actively traded, Level 3 used a Black-Scholes wtanamodel and an income approach using discourdastl flows. The most significant inputs
affecting the valuation are the pricing quotes jed by market participants which incorporate sgsga the Treasury curve, security coupon
(ranging from 7% to 15%), convertible optionalitprporate and security credit ratings, maturityedaanging from 2013 to 2015), liquidity,
and other equity option inputs, such as the risk-flate, underlying stock price, strike price & #mbedded derivative, estimated volatility and
maturity inputs for the option component and fag Bond component, among other security charadtsriand relative value at both the
borrower entity level and across other securitigh similar terms. The fair value of each instrumisrobtained by adding together the value
derived by discounting the security's coupon cerieét payment using a risk-adjusted discount radettze value calculated from the embedded
equity option based on the
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(9) Fair Value of Financial Instruments (Continued)

estimated volatility of the Company's stock pricenversion rate of the particular Convertible No&maining time to maturity, and risk-free
rate.

The Convertible Notes are unsecured ohidgatof Level 3 Communications, Inc. No subsidiafyevel 3 Communications, Inc. has
provided a guarantee of the Convertible Notes.

Term Loans

The fair value of the Term Loans was appnaely $1.6 billion at December 31, 2010 and 2088pectively. The fair value of each loan
is based on the December 31, 2010 and 2009 tragioges as provided by large financial institutitimest trade in the Company's loans. The
pricing quotes provided by these market participamtorporate LIBOR curve expectations, interestap, which is LIBOR plus 2.25% for the
$1.4 billion in aggregate principal value in Traach Term Loan and LIBOR plus 8.5% for the $280 imill Tranche B Term Loan (aggregate
principal value), LIBOR floor (only applicable the Tranche B Term Loan at 3.0% minimum), corpoaaie loan credit ratings, maturity date
(March 2014) and liquidity, among other loan chéeistics and relative value across other instrusefisimilar terms.

The Term Loans are secured by a pledgleeoéguity interests in certain domestic subsidsanfeLevel 3 Financing, Inc. and 65% of the
equity interest in Level 3 Financing, Inc.'s Camadsubsidiary and liens on the assets of Levelr8r@onications, Inc. and certain domestic
subsidiaries of Level 3 Financing, Inc. In additibevel 3 Communications, Inc. and certain domestigsidiaries of Level 3 Financing, Inc.
have provided full and unconditional guaranteethefobligations under the Term Loans.

Commercial Mortgage

The fair value of the Commercial Mortgagasvapproximately $79 million and $75 million at Betber 31, 2010 and 2009, respectively,
as compared to the carrying amounts of $67 millind $68 million, respectively. The Commercial Madg is not actively traded and its fair
value is estimated by management using a valuatimhel based on an income approach. The signifiopots used to estimate fair value of
this debt instrument using discounted cash flowhiohe the anticipated scheduled mortgage paymeudtslaservable market yields on other
actively traded debt of similar characteristics antlateral type.

The Commercial Mortgage is a secured obibgaof HQ Realty, Inc., a wholly owned subsidiafithe Company. HQ Realty, Inc.'s
obligations under the Commercial Mortgage are sstby a first priority lien on the Company's heaalters campus located at 1025 Eldorado
Boulevard, Broomfield, Colorado 80021 and certa{® Realty, Inc. cash and reserve accounts.

The assets of HQ Realty, Inc. are not abéél to satisfy any third party obligations othwart those of HQ Realty, Inc. In addition, the
assets of the Company and its subsidiaries otleritQ Realty, Inc. are not available to satisfydbkgations of HQ Realty, Inc.

(10) Derivative Financial Instruments

The Company uses derivative financial unsients, primarily interest rate swaps, to managexposure to fluctuations in interest rate
movements. The Company's primary objective in menggigiterest rate risk is to decrease the volgtditits earnings and cash flows affected
by changes in the
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(10) Derivative Financial Instruments (Continued)

underlying rates. To achieve this objective, thenPany enters into financial derivatives, primaiiljerest rate swap agreements, the values of
which change in the opposite direction of the ap¢ited future cash flows. The Company has floatitg long-term debt (see Note 11—Long-
Term Debt). These obligations expose the Compargtiability in interest payments due to changemiarest rates. If interest rates increase,
interest expense increases. Conversely, if intea¢ss decrease, interest expense also decre&ige€ompany has designated its interest rate
swap agreements as cash flow hedges. Swaps desi@stash flow hedges involve the receipt of btgteate amounts from a counterparty in
exchange for the Company making fixed-rate paymewes the lives of the agreements without excharfgke underlying notional amount.
The change in the fair value of the interest ratapsagreements are reflected in AOCI and subselguertassified into earnings in the period
that the hedged transaction affects earnings, altieetfact that the interest rate swap agreemeratify as effective cash flow hedges. The
Company does not use derivative financial instruséar speculative purposes.

Specifically, on March 13, 2007, Level 3i@icing Inc., the Company's wholly owned subsidiantered into two interest rate swap
agreements to hedge the interest payments on iginbibtional amount of floating rate debt. The timterest rate swap agreements are with
different counterparties and are for $500 milli@cle. The transactions were effective beginning |4#j 2007 and mature on January 13, 2
The Company uses interest rate swaps to convesifispeariable rate debt issuances into fixed idebt. Under the terms of the interest rate
swap transactions, the Company receives intergsa@ats based on rolling three month LIBOR terms ek interest at the fixed rate of
4.93% under one arrangement and 4.92% under tiee. Gthe Company evaluates the effectiveness digdges on a quarterly basis. The
Company measures effectiveness by offsetting taagdin the variable portion of the interest ratags with the changes in interest expense
paid due to fluctuations in the LIBOR-based interate. During all of the periods presented, tioes@vatives were used to hedge the variable
cash flows associated with existing obligationse Gompany recognizes any ineffective portion ofdhange in fair value of the hedged items
in the consolidated statements of operations. @dhgonents of the interest rate swaps were inclidéte assessment of hedge effectiveness.
Hedge ineffectiveness for the Company's cash fledgles was not material in any period presented.

The Company also has issued certain eqgoityersion rights associated with debt instrumenitéch are not designated as hedging
instruments, but are considered derivative instntmerhe Company's primary objective associatel imitluding such conversion rights in
certain of its debt instruments is to reduce th&rawtual interest rate and related current castoling costs of the debt instruments. Certain
of these derivative instruments were classifietiadslities at December 31, 2009 due to a poteméguirement to settle the conversion right
cash, as a result of the Company not having acserfii number of authorized and unissued sharesmfron stock to cover all potentially
convertible shares, for which the conversion rigidse carried at fair value. As a result of therappl by the Company's stockholders at the
May 20, 2010 annual meeting to increase the numbauthorized shares of Level 3 common stock tabdlli@n, the $16 million fair value of
these derivative instruments was reclassified &utditional paid in capital as of May 20, 2010, lzs €ompany had sufficient authorized and
unissued common stock available to settle all efghtential conversion rights. As a result of tept®mber 20, 2010 issuance of $175 million
aggregate principal amount of 6.5% Convertible &eNibtes due in 2016, the Company did not havefecgint number of authorized and
unissued common shares available to settle afle&tuity conversion rights and
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make-whole premiums associated with its convertilelet. The fair value of the embedded derivatiability at December 31, 2010 and
changes in its fair value from September 20, 20i6ugh December 31, 2010 were not significant. Chenpany has recognized the gains or
losses from changes in fair values of these devigastruments in other income (expense) in thesobdated statements of operations.
Changes in these derivative resulted in the Compatygnizing a gain of approximately $10 milliordeBii4 million for the years ended
December 31, 2010 and 2009, respectively.

The Company is exposed to credit relatedds in the event of non-performance by countdgsaihe counterparties to any of the
financial derivatives the Company enters into asgominstitutions with investment grade creditmgg. The Company evaluates counterparty
credit risk before entering into any hedge trarisacnd continues to closely monitor the finanamarket and the risk that its counterparties
will default on their obligations. This credit rigk generally limited to the unrealized gains ialsgontracts, should any of these counterparties
fail to perform as contracted.

Amounts reported in AOCI related to derivas are indirectly recognized in earnings as plcisettlements occur throughout the term of
the swaps, when the related interest payments ade ion the Company's variable-rate debt. As of Déee 31, 2010 and 2009, the Company
had the following outstanding interest rate derxext that were designated as cash flow hedgeseresst rate risk:

Number of Notional
Interest Rate Derivative Instruments (in Millions)
Interest rate sway Two $ 1,00(

The table below presents the fair valuthefCompany's derivative financial instruments a8l s their classification on the consolidated
balance sheets as follows (in millions):

Liability Derivatives

December 31, 2010 December 31, 2009
Derivatives designated as
hedging instruments Balance Sheet Location Fair Value Balance Sheet Location Fair Value
Cash flow hedging
contracts Other noncurrent liabilitie $ 10€ Other noncurrent liabilitie $ 92

Liability Derivatives

December 31, 2009

December 31, 2010

Derivatives not designated a

hedging instruments Balance Sheet Location Fair Value Balance Sheet Location Fair Value
Embedded equity Other noncurrent Other noncurrent
conversion right: liabilities $ = liabilities $ 20

The amount of gains (losses) recognizedthrer Comprehensive Loss consists of the followingnillions):

December 31,
Derivatives designated as hedging instruments 2010 2009

Cash flow hedging contrac $ (160 $ 5
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The amount of losses reclassified from A@CIincome/Loss (effective portions) consists & tbllowing (in millions):

Year Ended
December 31
Derivatives designated as hedging instrumentsincome Statement Locatiolr 2010 2009

Cash flow hedging contrac Interest Expens $ 46 $ 40

Changes in the fair value of interest mtaps designated as hedging instruments of thabibity of cash flows associated with floating-
rate, long-term debt obligations are reported inCAO'hese amounts subsequently are reclassifiednigrest expense as a yield adjustment of
the hedged debt obligation in the same period iithvthe related interest on the floating-rate ddfligations affects earnings. Amounts
currently included in AOCI will be reclassified éarnings prior to the settlement of these cash Hedging contracts in 2014. The Company
estimates that $46 million of net losses on therest rate swaps (based on the estimated LIBOR@swf December 31, 2010) will be
reclassified into earnings within the next twelvenths. The Company's interest rate swap agreerdesignated as cash flow hedging
contracts qualify as effective hedge relationshépsl as a result, hedge ineffectiveness was narakin any of the periods presented.

The effect of the Company's derivative rimstents not designated as hedging instruments tloswis as follows (in millions):

Year Ended
December 31,
Derivatives not designated a Location of Gain Recognized in
hedging instruments Income/Loss on Derivative 2010 2009 2008

Embedded equity conversion rigl  Other Income (Expens—Other,ne $ 10 $ 14 $ —
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(11) Long-Term Debt

As of December 31, 2010 and 2009, long-téetnt was as follows:

(dollars in millions) 2010 2009

Senior Secured Term Loan due 2( $ 1,680 $ 1,68(
Senior Notes due 2011 (10.75 — 3
Senior Notes due 2013 (12.25 — 55C
Senior Notes due 2014 (9.25' 1,25( 1,25(C

Floating Rate Senior Notes due 2(
(4.344% as of December 31, 2010 and

4.601% as of December 31, 20! 30C 30C
Senior Notes due 2017 (8.75' 70C 70C
Senior Notes due 2018 (10.0' 64C —
Convertible Senior Notes due 2010 (2.87¢ — 40
Convertible Senior Notes due 2011 (5.2t 19¢ 19¢
Convertible Senior Notes due 2011 (10.( — 172
Convertible Senior Notes due 2012 (3.t 294 294
Convertible Senior Notes due 2013 (15.( 40C 40C
Convertible Senior Discount Notes due 2(

(9.0%) 29t 29t
Convertible Senior Notes due 2015 (7.C 20C 20C
Convertible Senior Notes due 2015 Serie

(7.0%) 27¢ 27¢
Convertible Senior Notes due 2016 (6.5 201 —
Convertible Subordinated Notes due 2!

(6.0%) — 111

Commercial Mortgage due 2015 (9.86% ¢
of December 31, 2010 and 6.86% of

December 31, 200¢ 67 68
Capital Lease 29 32
Total Debt Obligation: 6,527 6,56¢

Unamortized (Discount) Premiur
Discount on Senior Secured Term Loan d

2014 1) 2
Discount on Senior Notes due 2013 (12.2 — 2
Discount on Senior Notes due 2018 (1( (12 —
Premium on Senior Notes due 2014 (9.2! 7 8
Discount on Convertible Senior Notes due

2011 (5.25% (20) (39)
Discount on Convertible Senior Notes due

2012 (3.5%; (29 (46)
Discount on Convertible Senior Notes ¢

2015 (7.0% (3) 4
Discount due to embedded derivative

contracts (22) (25)

Total Unamortized (Discount) Premit (79) (209)
Carrying Value of Dek 6,44¢ 6,46(

Less current portio (180) (70%)
Long-term Debt, less current portic $ 6,26¢ $ 5,75¢

2010 Debt Issuances

During the third quarter of 2010, the Comp&ssued $175 million aggregate principal amournitso6.5% Convertible Senior Notes due
2016 (the "6.5% Convertible Senior Notes"). Thepreceeds from the issuance of the 6.5% Conver8bldor Notes were approximately
$170 million after
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(11) Long-Term Debt (Continued)

deducting debt issuance costs. In connection Withigsuance of the Company's 6.5% Convertible $&ates, the Company granted an
overallotment option to the underwriters to purehap to an additional $26 million aggregate printgmount of these notes less the
underwriting discount. The underwriters exercidegldverallotment option in full during the fourtbarter of 2010, and the Company received
net proceeds of approximately $25.5 million, afteducting underwriting discounts and commissiofe §.5% Convertible Senior Notes will
mature on October 1, 2016 and have an interesbfd@&% per annum with interest payable semianywa April 1 and October 1, beginning
April 1, 2011. Debt issue costs of approximatelyndiion were capitalized and are being amortizedrahe term of the 6.5% Convertible
Senior Notes.

During the first quarter of 2010, Level d&ncing, Inc. issued $640 million in aggregateppal amount of its 10% Senior Notes due
2018 (the "10% Senior Notes") in a private offerilige net proceeds from the issuance of the 10%o6Rotes were $613 million after
deducting a $13 million discount and approximat&ly million of debt issuance costs. The net proseeste used to fund Level 3
Financing, Inc.'s purchase of its 12.25% SenioreNalue 2013 (the "12.25% Senior Notes") in a caratitender offer and consent
solicitation. The 10% Senior Notes will mature abRuary 1, 2018 and are guaranteed by Level 3 Caonwations, Inc. and Level 3
Communications, LLC (see Note 16—Condensed Corettirig Financial Information). Interest on the natesrues at 10% per year and is
payable on February 1 and August 1 of each yeaginbisg August 1, 2010.

The offering of the 10% Senior Notes wasar@inally registered under the Securities Actle83, as amended, and included a
registration rights agreement. In June 2010, atheforiginally placed notes were exchanged foew issue of 10% Senior Notes due 2018
identical terms and conditions, other than thossted to registration rights, in a registered exgwaoffer and are now freely tradable.

2010 Tender Offer

In the first quarter of 2010, Level 3 Fioary, Inc. commenced a tender offer to purchasedsh any and all of the outstanding
$550 million aggregate principal amount of its B22Senior Notes for a price equal to $1,080.00%1e®00 principal amount of the notes,
which included $1,050.00 as the tender offer carsition and $30.00 as a consent payment (the "¥#@Tnder Offer"). In connection with
the 12.25% Tender Offer, Level 3 and Level 3 Fimagcinc. solicited consents to certain proposeéraiments to the indenture governing the
12.25% Senior Notes to eliminate substantiallyoathe covenants, certain repurchase rights artdinezvents of default and related provisions
contained in the indenture.

Holders of the 12.25% Senior Notes, repriisg approximately 99.4% of the aggregate princgmaount of the outstanding 12.25%
Senior Notes, participated in the tender offerthi expiration of the tender offer, an aggregatecgpal amount of $546,912,000 notes had
been tendered. The Company redeemed in full thaireny $3 million aggregate principal of the 12.25#nior Notes, at a redemption price
equal to 106.125% of the principal amount therphfs accrued and unpaid interest.

The Company recognized a loss associatidtive 12.25% Tender Offer of approximately $55iomil.
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2010 Debt Redemptions and Repurchases

In the third quarter of 2010, the Compampyaid the $38 million aggregate principal amourit2.875% Convertible Senior Notes due
2010 that matured on July 15, 2010.

In the second quarter of 2010, the Compadgemed all of the outstanding $172 million aggtegrincipal amount of its 10%
Convertible Senior Notes due 2011 for a price etjué&ll,016.70 per $1,000 principal amount of thees@lus accrued and unpaid interest up
to, but not including the redemption date. The Canypused cash on hand to fund the redemption e&thetes, and recognized a loss on
extinguishment of approximately $4 million.

In the first quarter of 2010, the Compaepaid $111 million aggregate principal amount 6% Convertible Subordinated Notes due
2010 that matured on March 15, 2010. In additinrydrious transactions during the first quarte2@f0, the Company repurchased $3 million
in aggregate principal amount of 5.25% Convertiidmior Notes due 2011, the remaining $3 millioit©10.75% Senior Notes due 2011, and
$2 million aggregate principal amount of 2.875% Gantible Senior Notes due 2010. Repurchases wede @migprices to par ranging from 9!
to 100%, and the Company recognized a net loshasetrepurchases of less than $1 million.

2009 Debt Issuances

During the second quarter of 2009, LevEIrg&ancing amended and restated its existing seeicured credit facility to increase the
borrowings through the creation of a $280 milliorafiche B Term Loan that matures on March 13, 204 avcurrent interest rate of LIBOR
plus 8.50% per annum, with LIBOR set at a minimu3.00%. The net proceeds of the Tranche B Terrmlwere approximately
$274 million after deducting a $2 million originasue discount and $4 million of debt issuancescost

Level 3 Financing's obligations under tmarithe B Term Loan are, subject to certain exceptisecured by certain of the assets of (i) the
Company and (ii) certain of the Company's matetahestic subsidiaries which are engaged in the aomzations business. The Company
and certain of its subsidiaries have also guardrtte® obligations of Level 3 Financing under thariaghe B Term Loan.

No changes were made to any of the relsiicbvenants or events of default contained iretkisting senior secured credit facility.

During the fourth quarter of 2009, LeveaCL8mmunications, Inc. issued (at par) $275 milliggr@gate principal of 7% Convertible Senior
Notes due 2015, Series B, (the "7% Convertible @dadotes, Series B"). The net proceeds approxim®2dd million after deducting de
issuance costs of approximately $1 million. Theme& notes are substantially similar in all respézthe $200 million of 7% Convertible Not
due 2015 issued on June 26, 2009, except that tlrées were a separate series (Series B). The Te@ible Senior Notes due 2015,

Series B, will mature on March 15, 2015 and haventarest rate of 7% per annum with interest pagaleimi-annually on March 15 and
September 15, beginning on March 15, 2010.

2009 Debt Exchange

During the second quarter of 2009, the Camypexchanged approximately $142 million aggregatecipal amount of the Company's 6%
Convertible Subordinated Notes due 2010 and apprabeily

F-33




Table of Contents

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

(11) Long-Term Debt (Continued)

$140 million aggregate principal amount of its 28y Convertible Senior Notes due 2010 for $200 onillaggregate principal amount of the
Company's 7% Convertible Senior Notes due 2015 (Ctvertible Notes due 2015") and $78 million ishkgplus accrued and unpaid
interest.

The Company recognized a net gain on tiekange transaction, after deducting $1 millionmamortized debt issuance costs, of
approximately $7 million.

The Company paid approximately $3 millidrdebt issuance costs in the third quarter relededis transaction.
2009 Debt Repurchases and Maturities

In the first quarter of 2009, the Compaegurchased $5 million aggregate principal amouritsd3% Convertible Senior Notes due 2009
and $1 million aggregate principal amount of its524 Senior Notes due 2010 at discounts to the ipahamounts and recognized a net gai
extinguishment of less than $1 million.

In the second quarter of 2009, the Compapurchased approximately $301 million aggregaiteciral amount of various issues of its
convertible debt at discounts to the principal ama@nd recognized a net gain on extinguishmenebt df approximately $7 million. The gain
consisted of a $33 million cash gain, which wagiply offset by $20 million of unamortized debtsdount, $1 million in unamortized debt
issuance costs and a $5 million increase to edpiitthe component of the convertible debt subjeguidance for convertible debt that may be
settled in cash upon conversion.

The second quarter 2009 debt repurchasessted of $121 million in 2009 maturities, $50Iit in 2010 maturities, $106 million in
2011 maturities and $24 million in 2012 maturiti€he second quarter 2009 debt repurchases consisted following:

. $121 million aggregate principal amount of 6% Catitaée Subordinated Notes due 2009;
. $47 million aggregate principal amount of 6% Cotibée Subordinated Notes due 2010;
. $3 million aggregate principal amount of 2.875% Centible Senior Notes due 201

. $75 million aggregate principal amount of 5.25% @entible Senior Notes due 2011;

. $31 million aggregate principal amount of 10% Catitiée Senior Notes due 2011; and

. $24 million aggregate principal amount of 3.5% Catiéée Senior Notes due 201

In the third quarter of 2009, $55 milliohautstanding aggregate principal of the Compaé¥sConvertible Subordinated Notes due 2009
matured. In addition, during the third quarter 602, the Company repurchased approximately $3%midggregate principal amount of
various issues of its convertible and floating @bt at discounts to the principal amount andgeized a net gain on extinguishment of debt
of approximately $2 million. The third quarter 2088bt repurchases consisted of $11 million in 2@&urities and $28 million in 2011
maturities. The third quarter 2009 debt repurchasesisted of the following:

$25 million aggregate principal amount of 10% Catitaée Senior Notes due 2011

. $8 million aggregate principal amount of 6% CondeiSubordinated Notes due 20

$3 million aggregate principal amount of 2.875% @antible Senior Notes due 2010; and
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. $3 million aggregate principal amount of Floating&lotes due 201:

During the fourth quarter of 2009, the Camyp repurchased approximately $73 million aggregétecipal amount of various issues of its
convertible and floating rate debt at discountthtoprincipal amount and recognized a net lossxtinguishment of debt of approximately
$2 million. The loss consisted of $11 million ofamortized debt discount and unamortized debt is®iaosts partially offset by a cash gain of
$6 million and a $3 million decrease to equity thie component of the convertible debt subject ¢éoghidance for convertible debt that may be
settled in cash upon conversion. The fourth qu@2®©9 debt repurchases consisted of the following:

. $56 million aggregate principal amount of 5.25% Centible Senior Notes due 20
. $7 million aggregate principal amount of 3.5% Corildde Senior Notes due 201
. $7 million aggregate principal amount of 2.875% @antible Senior Notes due 2010; and

. $3 million aggregate principal amount of Floatingt®&Notes due 2011.
2009 Debt Redemption

The Company redeemed the remaining $13amidlggregate principal amount of its 11.5% SeNiotes due 2010 at 100% of the
outstanding principal amount in the second quart@009.

Convertible Debt That May be Settled in Cash Uponwersion

During 2008, the FASB issued accountinglgoce that requires issuers of convertible delbtrtizsy be settled in cash upon conversion to
separately account for the debt and equity compsradithe convertible debt in a way that reflebis issuer's borrowing rate at the date of
issuance for similar debt instruments without tbeversion feature. This guidance applies to cedthe Company's convertible debt that
be settled in cash upon conversion and was appdiegspectively to all periods presented in the @any's consolidated financial statements
upon adoption in 2009. Although the adoption o$ thécounting guidance did not affect the Compaamtisal past or future cash flows, the
Company incurred additional non-cash interest egpes a result of this accounting guidance of aqmately $35 million and $39 million for
the years ended December 31, 2010 and 2009, resggcThe Company expects to incur additional mash interest expense of $22 million
for the year ended December 31, 2011 and $10 mifbothe year ended December 31, 2012, assumirfigrtieer debt repurchases,
modifications, extinguishments or conversion ofcibgvertible debt subject to accounting under ghislance prior to maturity.

This guidance is only applicable to the @amy's 5.25% Convertible Senior Notes due 2011325 Convertible Senior Notes due 20
as the Company has the right to deliver cash indfeshares of its common stock, or a combinatiorash and shares of common stock, upon
conversion for each of these issuances. The 5.268v&Ctible Senior Notes are convertible, at theaopof the holders, into approximately
49 million shares of the Company's common stoolf&ecember 31, 2010, at a conversion price of &pe& share, subject to certain
adjustments. The 3.5% Convertible Senior Notecaneertible, at the option of the holders, into rpgmately 54 million shares of the
Company's common stock as of December 31, 20E0¢canversion price of $5.46 per share, subjecettam adjustments.
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The Company recognized total interest expeaf approximately $56 million, $64 million and@illion during the years ended
December 31, 2010, 2009 and 2008, respectivelgtelto both the contractual interest coupon anartiration of the discount for the liability
component of the Company's 5.25% Convertible SeMates and 3.5% Convertible Senior Notes. The #ffeénterest rate on the liability
component of the Company's 5.25% Convertible Sexates is approximately 17%. The effective interast on the liability component of t
Company's 3.5% Convertible Senior Notes is appraséty 11%. The Company is amortizing the discoumthe liability component of its
5.25% Convertible Senior Notes and 3.5% Convert#gaior Notes over the remaining term of each isseia

The carrying amount of the equity componprihcipal amount of the liability component, uramized debt discount related to the
liability component and net carrying amount of liadility component of the Company's convertibldtdthat may be settled in cash upon
conversion as of December 31, 2010 and Decemb&0®B, were as follows (in millions):

December 31 December 31
2010 2009

Carrying amount of equit

componen $ 24 % 24z
Principal amount of liability

componen $ 49C $ 492
Unamortized discount related to

liability component (49 (84)
Net carrying amount of liabilit

componen $ 441 % 40¢

Senior Secured Term Loan due 2014

On March 13, 2007, Level 3 Communicatidns,, as guarantor, Level 3 Financing, as borroMaryrill Lynch Capital Corporation, as
administrative agent and collateral agent, ancagedther agents and certain lenders entered iGiedit Agreement, pursuant to which the
lenders extended a $1.4 billion senior secured team to Level 3 Financing. The $1.4 billion serdecured term loan has an interest rate of
LIBOR plus an applicable margin of 2.25% per annlmaddition, during the second quarter of 2009dl& Financing amended and restated
its existing senior secured Credit Agreement todase the borrowings through the creation of a $28lbn Tranche B Term Loan with a
current interest rate of LIBOR plus 8.50% per annutith LIBOR set at a minimum of 3.00%. The ent&68 billion senior secured term lo
("Senior Secured Term Loan due 2014") matures orcMa3, 2014.

The borrower has the option of electing,dn®, three or six month LIBOR at the end of eathrest period and may elect different
options with respect to different portions of ttenr Secured Term Loan due 2014. Interest is dayaltash at the end of each LIBOR pe!
elected in arrears, beginning July 13, 2007, predithat in the case of a six month interest pefiadrim interest payments are required at the
end of the first three months. The interest rat&b® billion of the Senior Secured Term Loan d0&&resets quarterly and was 2.54% and
2.53% as of December 31, 2010 and 2009, respectiVke interest rate on $400 million resets quiyrtend was 2.54% and 2.53% as of
December 31, 2010 and 2009, respectively. Theasteate on the remaining $280 million of the SeBiecured Term Loan due 2014 issued in
the second quarter of 2009 currently resets seraalynand was 11.5% as of December 31, 2010 an€é.200
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Level 3 Financing's obligations under tieisn loan are, subject to certain exceptions, sethy certain assets of the Company and certair
of the Company's material domestic subsidiariesdt@mengaged in the telecommunications business.

The Senior Secured Term Loan due 2014 dedicertain negative covenants which restrict Hil@yaof the Company, Level 3 Financing
and any restricted subsidiary to engage in cededivities. The Senior Secured Term Loan due 204@ @ntains certain events of default. It
does not require the Company or Level 3 Finanaingaintain specific financial ratios or other ficéal metrics.

Level 3 used a portion of the original pedceeds after transaction costs to repay Levéh&@n€ing's $730 million Senior Secured Term
Loan due 2011 under that certain credit agreematieddJune 27, 2006. In addition, Level 3 used dqoof the net proceeds to fund the
purchase of certain of its existing debt securities

Debt issuance costs of $22 million wereitadiped and are being amortized to interest expaver the term of the Senior Secured Term
Loan due 2014 using the effective interest metiAada result of amortization, the capitalized debtiance costs have been reduced to
$12 million at December 31, 2010.

9.25% Senior Notes Due 2014

On October 30, 2006, Level 3 Communicatidms., as guarantor and Level 3 Financing, Indo@sower, received $588 million of net
proceeds after transaction costs, from a privéesiofy of $600 million aggregate principal amouhits 9.25% Senior Notes due 2014 ("9.25%
Senior Notes Due 2014"). On December 13, 2006, L2 @ommunications, Inc., as guarantor and Levéinancing, Inc. as borrower, recei
$661 million of net proceeds after transaction €@std accrued interest, for a second offering 60%8illion aggregate principal amount of
9.25% Senior Notes due 2014. These notes togeittethe $600 million aggregate principal amoun®d5% Senior Notes due 2014 issue:
October 30, 2006 were issued under the same indeahd are treated as a single series of notesCohgany received total net proceeds of
$1.239 billion (excluding prepaid interest). Thetdwere subsequently registered through a pukticange offer.

The 9.25% Senior Notes due 2014 are semsecured obligations of Level 3 Financing, rankéggal in right of payment with all other
senior unsecured obligations of Level 3 Financiftgese notes are guaranteed by Level 3 Communisatino. (see Note 16—Condensed
Consolidating Financial Information). The noteslwihture on November 1, 2014. Interest on the 9.8&¥tior Notes Due 2014 accrues at
9.25% interest per year and is payable semi-anniratfash on May 1 and November 1 beginning Ma007. The $600 million of 9.25%
Senior Notes due 2014 issued on October 30, 2006 priced at par. The $650 million of 9.25% Semotes due 2014 issued on
December 13, 2006 were priced at 101.75% of par gberued interest from October 30, 2006, repraggan effective yield of 8.86% to the
purchasers of these senior notes. The resultingipre of the two issuances of approximately $11ioillis reflected as an increase to long-
term debt and is being amortized as a reductidntéoest expense over the remaining term of thB%.3enior Notes due 2014 using the
effective interest method. As of December 31, 2@1€ premium remaining was approximately $7 million

The 9.25% Senior Notes Due 2014 are subjertdemption at the option of Level 3 Financingvhole or in part, at any time or from ti
to time, on or after November 1, 2010 at the redemp
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prices (expressed as a percentage of principal athset forth below, plus accrued and unpaid istettgereon to the redemption date, if
redeemed during the twelve months beginning Noverhpef the years indicated below:

Redemption
Year Price
2010 104.621%
2011 102.31%
2012 100.00(%

The 9.25% Senior Notes due 2014 contaitaitecovenants, which among other things, limititiddal indebtedness, dividend payments,
certain investments and transactions with affiate

Debt issuance costs of approximately $28aniwere capitalized and are being amortized dkierterm of the 9.25% Senior Notes due
2014. As a result of amortization, the capitalidetht issuance costs have been reduced to $13malliDecember 31, 2010.

Floating Rate Senior Notes Due 2015 and 8.75% $&tes Due 201

On February 14, 2007, Level 3 Financingeiesd $982 million of net proceeds after transarctiosts, from a private offering of
$700 million aggregate principal amount of its 8@ Senior Notes due 2017 (the "8.75% Senior Notst) $300 million aggregate principal
amount of its Floating Rate Senior Notes due 2@1& 2015 Floating Rate Senior Notes"). The Notesawsubsequently registered through a
public exchange offer. The 8.75% Senior Notes Ard2015 Floating Rate Senior Notes are senior unsdmbligations of Level 3 Financing,
ranking equal in right of payment with all othenge unsecured obligations of Level 3 Financingvéle3 Communications, Inc. and Level 3
Communications, LLC have guaranteed the 8.75% $&otes and the 2015 Floating Rate Senior Notes [8#e 16—Condensed
Consolidating Financial Information). Interest dwe 8.75% Senior Notes accrues at 8.75% interestgagrand is payable seminually in cas
on February 15th and August ©beginning August 15, 2007. The principal amourthef8.75% Senior Notes will be due on February 15,
2017. Interest on the 2015 Floating Rate Senioedlatcrues at LIBOR plus 3.75% per annum, resetaenually. The interest rate was
4.34% at December 31, 2010. Interest on the 204&tiRY Rate Senior notes is payable semi-annuakiash on February 15th and
August 15th beginning August 15, 2007. The prinkgraount of the 2015 Floating Rate Senior Notes lvdldue on February 15, 2015.

At any time prior to February 15, 2012, 8 Financing may redeem all or a part of the & enior Notes upon not less than 30 nor
more than 60 days' prior notice, at a redemptigceprqual to 100% of the principal amount of th&586 Senior Notes so redeemed plus the
8.75% Applicable Premium as of, and accrued ancidnipterest thereon (if any) to, the redemptiotedaubject to the right of holders of
record on the relevant record date to receiveéstaiue on the relevant interest payment date).

With respect to the 8.75% Senor Notes,5% Applicable Premium" means on any redemption,dagegreater of (1) 1.0% of the
principal amount of such 8.75% Senior Notes andh@)excess, if any, of (a) the present value et sedemption date of (i) 104.375% of the
principal amount of such 8.75% Senior Notes pl)sll required interest payments due on such 8. B&hior Notes through February 15, 2
(excluding accrued but unpaid interest to the rgutem date), computed using a discount rate equthle Treasury Rate (as defined in the
indenture governing the 8.75% Senior Notes) asicfi sedemption date plus 50 basis points, oveth@principal amount of such 8.75%
Senior Notes.
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The 8.75% Senior Notes are subject to redie@m at the option of Level 3 Financing in wholei part, at any time or from time to time,
on or after February 15, 2012 at the redemptiotegr{expressed as a percentage of principal amseinfprth below, plus accrued and unpaid
interest thereon to the redemption date, if redekeduging the twelve months beginning February I5he years indicated below:

Redemption
Year Price
2012 104.37%
2013 102.91%
2014 101.45%%
2015 100.00(%

The Floating Rate Senior Notes are sultgeptdemption at the option of Level 3 Financingvimole or in part, at any time or from time to
time, on or after February 15, 2010 at the redevngirices (expressed as a percentage of prinaipaliat) set forth below, plus accrued and
unpaid interest thereon to the redemption datedéemed during the twelve months beginning Feprusy of the years indicated below:

Redemption
Year Price
2010 101.(%
2011 100.(%

The 8.75% Senior Notes and the 2015 Flgd®ate Senior Notes contain certain covenants,iwdnicong other things, limit additional
indebtedness, dividend payments, certain invessramd transactions with affiliates.

Debt issuance costs of approximately $l6aniwere capitalized and are being amortized dkierterm of the 8.75% Senior Notes due
2017. As a result of amortization, the capitalidetht issuance costs have been reduced to apprekyn$itl million at December 31, 2010.

Debt issuance costs of approximately $&ionilwere capitalized and are being amortized dherterm of the Floating Rate Senior Notes
due 2015. As a result of amortization, the capigalidebt issuance costs have been reduced to apptely $3 million at December 31, 2010.

10% Senior Notes due 2018

On January 20, 2010, Level 3 Financing, ftaceived $613 million proceeds, after deductit$ia million discount and approximately
$14 million of debt issuance costs, from a priwaftering of $640 million in aggregate principal anmb of its 10% Senior Notes due 2018 (the
"10% Senior Notes"). The net proceeds were uséahi Level 3 Financing, Inc.'s purchase of its 522Senior Notes due 2013 (the "12.25%
Senior Notes") in a concurrent tender offer andseai solicitation. The 10% Senior Notes will matareFebruary 1, 2018 and are guaranteed
by Level 3 Communications, Inc. and Level 3 Commaations, LLC (see Note 16—Condensed Consolidatingri€ial Information). Interest
on the notes accrues at 10% per year and is pagalifebruary 1 and August 1 of each year, beginAumust 1, 2010. As of December 31,
2010, the discount remaining was approximately ilkon.
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As a result of amortization, the capitaliziebt issuance costs have been reduced to ap@i@yn$13 million at December 31, 2010.

The offering of the 10% Senior Notes wasar@inally registered under the Securities Actle883, as amended, and included a
registration rights agreement. In June 2010, atheforiginally placed notes were exchanged foew issue of 10% Senior Notes due 2018
identical terms and conditions, other than thotsed to registration rights, in a registered exgjeaoffer and are now freely tradable.

5.25% Convertible Senior Notes due 2011

On December 2, 2004, Level 3 Communicatitms completed the offering of $345 million aggage principal amount of its 5.25%
Convertible Senior Notes due 2011 ("5.25% Conviert8enior Notes") in a private offering. Interestthe notes accrues at 5.25% per year anc
is payable semi-annually in arrears in cash on 1%nend December 15, beginning June 15, 2005. T2&&Convertible Senior Notes are
senior, unsecured obligations of Level 3 Commuioeat Inc., rankingpari passuwith all existing and future senior unsecured dgtitevel 3
Communications, Inc. The 5.25% Convertible Seniotdd contain limited covenants which restrict adddl liens on assets of the Company.

In October 2008, the Company completedettehange of $15 million in aggregate principal antmf its 5.25% Convertible Senior No
for a total of 5 million shares of Level 3's commnsinck. The shares of the Company's common stsdedspursuant to this exchange were
exempt from registration pursuant to Section 3{a)(@ler the Securities Act of 1933, as amendeds Fansaction was considered to be an
induced conversion and as a result, the Comparmyded a non-cash loss in the fourth quarter of 200&e exchange of the 5.25%
Convertible Senior Notes of $3 million, consistiofgapproximately $3 million of debt conversion erpe and less than $1 million of
previously capitalized debt issuance costs. The s recorded in gain (loss) on extinguishmewtedf in the consolidated statements of
operations.

During 2009, the Company repurchased apprately $131 million aggregate principal amounttef5.25% Convertible Senior Notes at
discounts to the principal amount and recognizedtdoss on extinguishment of debt of approxima$dymillion.

In 2010, the Company repurchased $3 miliioaggregate principal amount of its 5.25% CorikéztSenior Notes and recognized a net
loss on extinguishment of debt of less than $liomill

The remaining 5.25% Convertible Senior Natee convertible, at the option of the holders ghares of the Company's common stock at
a conversion price of $3.98 per share, subjecet@min adjustments. Upon conversion, the Compaliiyhawe the right to deliver cash in lieu of
shares of its common stock, or a combination of @&l shares of common stock. In addition, holdétke 5.25% Convertible Senior Notes
had the right to require the Company to repurchiaseotes upon the occurrence of a change in dpoasaefined, at a price of 100% of the
principal amount plus accrued interest and a mak@evpremium. As of December 31, 2008, the makelevhremium privileges on the 5.25%
Convertible Senior Notes had lapsed.

The Company may redeem for cash, at it®opéll or a portion of the notes at any time. Bhi25% Convertible Senior Notes are subject
to redemption, in whole or in part, at any timdrom time to time, on not more than 60 nor less1tB@ days' notice at a purchase price of
100.75% of the
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principal amount plus accrued and unpaid intelresieion to the redemption date. In February 20ELCtmpany redeemed the 5.25%
Convertible Senior Notes at a redemption priceGff.75% (See Note 17—Subsequent Events).

Debt issuance costs of $11 million wergiodlly capitalized and are being amortized toriede expense over the term of the 5.25%
Convertible Senior Notes. As a result of amortmatirepurchases and exchanges, the remaining utizaetbdebt issuance costs were less than
$1 million at December 31, 2010.

3.5% Convertible Senior Notes due 2012

On June 13, 2006, Level 3 Communications, teceived $326 million of net proceeds, afteirg effect to offering expenses, from a
public offering of $335 million aggregate princigahount of its 3.5% Convertible Senior Notes du&22(J3.5% Convertible Senior Notes").
The 3.5% Convertible Senior Notes were priced 824 @f the principal amount. The notes are senigeaured obligations of the Company,
ranking equal in right of payment with all the Caanp's existing and future unsubordinated indebteslnEhe 3.5% Convertible Senior Notes
will mature on June 15, 2012. Interest on the nit@ayable semi-annually in arrears on June 15@member 15 of each year, beginning on
December 15, 2006. The 3.5% Convertible Senior Notatain limited covenants which restrict addiéibiiens on assets of the Company.

In October 2008, the Company completecettehange of $9 million in aggregate principal antaafrits 3.5% Convertible Senior Notes
for a total of 3 million shares of Level 3's comnsinck. The shares of the Company's common stsdledspursuant to this exchange were
exempt from registration pursuant to Section 3{a)(@ler the Securities Act of 1933, as amendeds Fansaction was considered to be an
induced conversion and as a result, the Comparmyded a non-cash loss in the fourth quarter of 280&e exchange of the 3.5% Convertible
Senior Notes of approximately $2 million, consigtiof approximately $2 million of debt conversiorperse and less than $1 million of
previously capitalized debt issuance costs. The s recorded in gain (loss) on extinguishmewtedft in the consolidated statements of
operations.

During 2009, in various transactions, tlempany repurchased approximately $31 million agateg@rincipal amount of its 3.5%
Convertible Senior Notes at discounts to the ppakcamount and recognized a net gain on extingusitiof debt of approximately $3 million.

The remaining 3.5% Convertible Senior Natékbe convertible by holders at any time beftre close of business on June 15, 2012 into
shares of Level 3's common stock at a conversime pf $5.46 per share (subject to adjustment itaceevents). This is equivalent to a
conversion rate of approximately 183.1502 shareoofmon stock per $1,000 principal amount of thregtes. Upon conversion, the Company
will have the right to deliver cash in lieu of sbaof its common stock, or a combination of cashsirares of common stock. In addition,
holders of the 3.5% Convertible Senior Notes walVé the right to require the Company to repurchiaseotes upon the occurrence of a ch
in control, as defined, at a price of 100% of thegpal amount of the notes plus accrued intetesaddition, if a holder elects to convert its
notes in connection with certain changes in contreVel 3 could be required to pay a make wholeniwen by increasing the number of shares
deliverable upon conversion of the notes.
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The 3.5% Convertible Senior Notes are sulieredemption at the option of Level 3, in whotdan part, at any time or from time to time,
on not more than 60 nor less than 30 days' noticegrcrued and unpaid interest thereon (if anyfieéaredemption date. If redeemed before
maturity, the Company will pay a premium on thenpipal amount redeemed. The premium for the tweleaths beginning June 15, 2010 is
equal to 1.17% and for the twelve month period tweigig June 15, 2011 is 0.58%.

Debt issuance costs of $9 million were ioadly capitalized and are being amortized to iestlexpense over the term of the 3.5%
Convertible Senior Notes. As a result of amort@atind the exchange, the capitalized debt issuzoste have been reduced to approximately
$1 million at December 31, 2010.

15% Convertible Senior Notes Due 2013

On December 24, 2008, the Company recajvess proceeds of $374 million and on DecembeRBQ8, the Company received gross
proceeds of $26 million from the issuance of it®C4nillion 15% Convertible Senior Notes due 20185¢ Convertible Senior Notes"). The
proceeds from this issuance were primarily use@parchase, through tender offers, a portion ofQbmpany's 6% Convertible Subordinated
Notes due 2009, 6% Convertible Subordinated Nates2®10 and 2.875% Convertible Senior Notes du@.ZDie 15% Convertible Seni
Notes were priced at 100% of the principal amotihe 15% Convertible Senior Notes are unsecureduaadbordinated obligations and v
rank equally with all the Company's existing antlifa unsecured and unsubordinated indebtednessl5PheConvertible Senior Notes will
mature on January 15, 2013. Interest on the noileacgrue from the date of original issuance ate of 15% per year and will be payable on
January 15 and July 15 of each year, beginningaonary 15, 2009. The 15% Convertible Senior Notedain limited covenants which restr
additional liens on assets of the Company.

The 15% Convertible Senior Notes are caislerby holders into shares of the Company's comstock at an initial conversion price of
$1.80 per share (which is equivalent to a convarsae of 555.5556 shares of common stock per $1p@dcipal amount of the 15%
Convertible Senior Notes), subject to adjustmemtnugertain events, at any time before the clodsieiness on January 15, 2013. If at any
following the date of original issuance of the 18%nvertible Senior Notes and prior to the closbusiness on January 15, 2013 the closing
per share sale price of the Company's common sxoieds 222.2% of the conversion price then ircefée at least 20 trading days within ¢
30 consecutive trading day period, the 15% Corblersenior Notes will automatically convert intaasés of Level 3 common stock, plus
accrued and unpaid interest (if any) to, but exdgdhe automatic conversion date, which date bélldesignated by the Company following
such automatic conversion event.

Holders of the 15% Convertible Senior Notesy require the Company to repurchase all or amiygd their notes upon the occurrence
designated event at a price equal to 100% of timeipal amount of the notes, plus accrued and uhip@érest to, but excluding, the repurchase
date, if any.

In addition, if a holder elects to conviest15% Convertible Senior Notes in connection veiintain changes in control, the Company c
be required to pay a make-whole premium by increptiie number of shares deliverable upon convexsfisnch notes. Any make whole
premium will have
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the effect of increasing the number of shares dutders of the 15% Convertible Senior Notes ugamversion.

Debt issuance costs of $3 million were ioadly capitalized and are being amortized to iestiexpense over the term of the 15%
Convertible Senior Notes. The unamortized debtissa costs were approximately $2 million at Decerstie 2010.

9% Convertible Senior Discount Notes due 2013

In October 2003, Level 3 Communications, issued $295 million aggregate principal amoumaturity of 9% Convertible Senior
Discount Notes due 2013. Interest on the 9% CoiblerSenior Discount Notes accretes at a rate op@8¥@nnum, compounded semiannually,
to an aggregate principal amount of $295 milliondmtober 15, 2007. Cash interest did not accrugne®% Convertible Senior Discount
Notes prior to October 15, 2007. Commencing Octdser2007, interest on the 9% Convertible Seni@cBunt Notes accrues at the rate of
per annum and is payable in cash semiannuallyréaes.

The 9% Convertible Senior Discount Notes@mvertible into shares of the Company's comnbacksat a conversion price of $9.99 per
share, subject to certain adjustments. On or &ftdober 15, 2008, the Company, at its option, neagem for cash all or a portion of the notes.
The Company may exercise this option only if therent market price for at least 20 trading daysimiany 30 consecutive trading day period
exceeds 140% of the conversion price. If the ihit@ders sell greater than 33.33% of the notds,amount decreases to 130% and 120%
effective October 15, 2009 and 2010, respectivEtye Company is also obligated to pay the holdeth®fedeemed notes a cash amount equa
to the present value of all remaining scheduleeredt payments.

The 9% Convertible Senior Discount Notessarbject to conversion into common stock at th®omf the holder, in whole or in part, at
any time or from time to time at a conversion @ft&00.09 shares per $1,000 of face value of thé ples accrued and unpaid interest thereon
to the conversion date.

These notes are senior unsecured obligatibhevel 3 Communications, Inc., rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Communicatioes See Note 17—Subsequent Events—for additiofiatrimation regarding these notes.

7% Convertible Senior Notes due 2015

On June 26, 2009, Level 3 Communications, issued $200 million aggregate principal amain% Convertible Notes due 2015 under
an indenture between Level 3 and The Bank of Newk\as trustee. The 7% Convertible Notes due 204 \wssued in conjunction with the
exchange of approximately $142 million aggregateqgipal amount of the Company's 6% Convertible Sdimated Notes due 2010 and
approximately $140 million aggregate principal amioof its 2.875% Convertible Senior Notes due 2049part of this exchange, Level 3 also
paid $78 million in cash, including accrued and aidpnterest for the notes exchanged.

On October 15, 2009, Level 3 issued $278aniaggregate principal amount of 7% ConvertiSknior due 2015, Series B under a second
supplemental indenture between Level 3 and The B&aNew York, as trustee. The 7% Convertible SeMotes due 2015, Series B are
substantially similar in all respects to the 7% @emntible Senior Notes due 2015. The 7% Conver8daior Notes due 2015,
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together with the 7% Convertible Senior Notes dD&5? Series B are referred to as the "7% Converianior Notes due 2015".

The 7% Convertible Senior Notes due 201&reaon March 15, 2015 and bear interest at aofatéo per annum, payable semiannuall
arrears on March 15 and September 15. Interest @atgncommence for the 7% Convertible Senior Notes2015, Series A on September 15,
2009 and on March 15, 2010 for the 7% Convertildri& Notes due 2015, Series B. The 7% Conver8elgior Notes due 2015 rank equally
in right of payment with all other existing anddtg senior unsecured indebtedness of Level 3 Coriwaions, Inc.

The 7% Convertible Senior Notes due 20¥5canvertible into shares of Level 3 common statkthe option of the holder, at any time
prior to maturity, unless previously repurchasedesleemed, or unless Level 3 has caused the cémveights to expire. The 7% Convertible
Senior Notes due 2015 may be converted at thalinéte of 555.5556 shares of common stock per $a4d@00 principal amount of notes,
subject to adjustment in certain circumstancess Ehequivalent to a conversion price of approxetya$1.80 per share.

Upon the occurrence of a designated exeahénge of control or a termination of trading)diers of the 7% Convertible Senior Notes
2015 will have the right, subject to certain exgam and conditions, to require Level 3 to repusehall or any part of the 7% Convertible
Senior Notes due 2015 at a repurchase price egu#fl% of the principal amount plus accrued andaithimterest thereon (if any) to, but
excluding, the designated event purchase datealditien, if an event treated as a change in comtfdlevel 3 occurs, Level 3 will be obligated,
subject to certain conditions, to offer to purchab®f the outstanding 7% Convertible Senior Natae 2015 at a purchase price of 100% o
principal amount, plus a "make whole" premium, bgreasing the conversion rate applicable to suctCé¥vertible Senior Notes due 2015.

Debt issuance costs of $4 million were ioadly capitalized and are being amortized to iestiover the term of the 7% Convertible Senior
Notes due 2015 using the effective interest metfibé.unamortized debt issuance costs were appreedyred million at December 31, 201

6.5% Convertible Subordinated Notes due 2016

On September 20, 2010, the Company rec&it&0 million of net proceeds after transactiontgdsom a public offering of $175 million
aggregate principal amount of its 6.5% Convertiémior Notes due 2016 (the "6.5% Convertible Semes"). On October 5, 2010, in
connection with the underwriters' exercise of tB6é #illion over-allotment option associated witle 5% Convertible Senior Notes, the
Company received an additional $25.5 million netcgeds after transaction costs of less than $ilomilThe 6.5% Convertible Senior Notes
are senior unsecured obligations of the Companyramikiequally in right of payment with all otherigting and future unsubordinated
indebtedness of Level 3 Communications, Inc. TB8®GConvertible Senior Notes will mature on Octobge?016. Interest on the notes accrues
at 6.5% per year and is payable semiannually oil Aand October 1, beginning April 1, 2011.

The 6.5% Convertible Senior Notes are cditde by holders into shares of the Company's comistock at any time prior maturity,
unless previously redeemed, repurchased or urilesSdmpany has caused the conversion rights teeeXie initial conversion rate is
809.7166 shares per each $1,000 principal amouhitdb Convertible Senior Notes, subject to adjustnrecertain
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circumstances. This is equivalent to a conversiaemf approximately $1.235 per share. In addijtiba designated event (a change in control
or a termination of trading) occurs, Level 3 widl bbligated, subject to certain conditions, to oféepurchase all of the outstanding 6.5%
Convertible Senior Notes due 2016 at a purchase pifi100% of the principal amount, plus accrued @mpaid interest thereon. If an event
treated as a change in control occurs, the Compdhle obligated, subject to certain conditiorts offer to purchase all of the outstanding
6.5% Convertible Senior Notes at a purchase pfid®0% of the principal amount plus a "make whagegmium, by increasing the conversion
rate applicable to such 6.5% Convertible SenioreNaue 2016.

Debt issuance costs of $6 million were ioadly capitalized and are being amortized to iestexpense over the term of the 6.5%
Convertible Senior Notes. The capitalized unamedidebt issuance costs remain approximately $6omiflt December 31, 2010.

Commercial Mortgage

In the third quarter of 2005, the HQ Realb¢., a wholly owned subsidiary of the Comparmgmepleted a refinancing of the mortgage on
the Company's corporate headquarters. On Septe2iib2005, HQ Realty, Inc. entered into a $70 millioan at an initial fixed rate of 6.86%
through October 1, 2010, the initial repayment datelefined in the loan agreement ("Commercial tybge"). HQ Realty, Inc. received
$66 million of net proceeds after transaction cd3tging 2010, at the election of HQ Realty, Irtee tnaturity term of the Commercial
Mortgage was extended to October 1, 2015 and thecist rate adjusted to 9.86%. HQ Realty, Inc. regsired to make interest only payments
in the first year and began making monthly printfeyments in the second year based on a 30-yeantiaation schedule. HQ Realty, Inc. has
deposited $8 million into restricted cash accoastef December 31, 2010, for future facility impeavents and property taxes.

Debt issuance costs of $1 million were tdizied and are being amortized as interest expevisethe term of the Commercial Mortgage.
The capitalized debt issuance costs have beendnllyrtized as of December 31, 2010.

The assets of HQ Realty, Inc. are not atédl to satisfy any third party obligations otheart those of HQ Realty, Inc. In addition, the
assets of the Company and its subsidiaries otla@rHQ) Realty, Inc. are not available to satisfydbbgations of HQ Realty, Inc.

Capital Leases

The Company leases certain dark fiberitesland metro fiber under noncancelable IRU agesdgs that are accounted for as capital
leases. All of these capital leases were assuméldeb§ompany through its previous acquisitionserest rates on capital leases approximate
8% on average as of December 31, 2010. DeprecieXpense related to assets under capital leageduded in depreciation and amortization
expense.

Covenant Compliance
At December 31, 2010 and 2009, the Compeasyin compliance with the covenants on all outditezndebt issuances.
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Long-Term Debt Maturities:

Aggregate future contractual maturitiesoofg-term debt and capital leases (excluding isBseounts, premiums and fair value
adjustments) were as follows as of December 310 Ziddmillions):

2011 $ 20C
2012 29¢
2013 70C
2014 2,937
2015 83z
Thereaftel 1,55¢

$ 6,527

See Note 17—Subsequent Events—for infolonategarding our financing activities subsequeridégember 31, 2010.
(12) Stock-Based Compensation

The Company records non-cash compensatipense for its outperform stock appreciation rightt it refers to as outperform stock
options ("OSO"), restricted stock units and sha484,(k) matching contributions, and other stockedasompensation associated with the
Company's discretionary bonus grants. Total noh-caspensation expense related to these equitydawaas $67 million in 2010,
$59 million in 2009 and $78 million in 2008.

The following table summarizes non-cash pgensation expense and capitalized non-cash compmm$ar each of the three years ended
December 31, 2010 (in millions):

2010 2009 2008

0SO 10 $ 7 $ 13
Restricted Stock Units and Sha 19 23 36
401(k) Match Expens 11 16 30
Restricted Stock Unit Bonus Gre 28 14 —

68 60 79
Capitalized Noncash Compensat D D D

$ 67 $ 58 $ 78

OSOs and restricted stock units and sremegranted under the Level 3 Communications,3tack Plan, as amended (the "Stock Plan"),
which term extends through May 20, 2020. The Stlek provides for accelerated vesting of stock dwapon retirement if an employee
meets certain age and years of service requirenaedtsertain other requirements. Under the Stockgamsation guidance, if an employee
meets the age and years of service requirements timel accelerated vesting provision, the awardavbe expensed at grant or expensed over
the period from the grant date to the date the eyg@ meets the requirements, even if the emplogeabt actually retired. The Company
recognized non-cash compensation expense for eegsdpat met the age and years of service requitsrfer accelerated vesting at
retirement of $8 million in 2010, $5 million in 20@&nd $7 million in 2008.
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Outperform Stock Options

The Company's OSO program was designeldatdite Company's stockholders would receive a etagturn on their investment before
OSO holders receive any return on their optiong® Tbmpany believes that the OSO program direcigyyalmanagement's and stockholders'
interests by basing stock option value on the Cawypaability to outperform the market in generalnaeasured by the Standard & Poor's
("S&P™) 500 Index. Participants in the OSO progr@onnot realize any value from awards unless the fgi2myls common stock price
outperforms the S&P 500® Index during the life fod grant. When the stock price gain is greater thartorresponding gain on the S&P &00
Index, the value received for awards under the @B@ is based on a formula involving a multiplielated to the level by which the
Company's common stock outperforms the S&P 500@xndio the extent that Level 3's common stock afopms the S&P 500® Index, the
value of OSO units to a holder may exceed the valumnqualified stock options.

The initial strike price, as determinedtbe day prior to the OSO grant date, is adjustest e (the "Adjusted Strike Price"), until the
exercise date. The adjustment is an amount equlétpercentage appreciation or depreciation irvéhee of the S&P 500® Index from the
date of grant to the date of exercise. The valub@OSO increases for increasing levels of outperdnce. OSO units have a multiplier range
from zero to four depending upon the performanceeviel 3 common stock relative to the S&P 500® ks shown in the following table.

Then the Pre-multiplier Gain

Is Multiplied by
If Level 3 Stock Outperforms the S&P 50® Index by: a Success Multiplier of:
0% or Less 0.00
More than 0% but Less than 11% Outperformance
percentage multiplied |
411
11% or More 4.00

The Pre-multiplier gain is the Level 3 coomrstock price minus the Adjusted Strike Pricelmndate of exercise.

Upon exercise of an OSO, the Company sladiler or pay to the grantee the difference betwbe fair market value of a share of Lev
common stock as of the day prior to the exercise, dess the Adjusted Strike Price (the "Exercisasideration”). The Exercise Consideration
may be paid in cash, Level 3 common stock or amylgoation of cash or Level 3 common stock at then@any's discretion. The number of
shares of Level 3 common stock to be deliverechbyGompany to the grantee is determined by divittiegexercise Consideration to be paid
in Level 3 common stock by the Fair Market Valueacthare of Level 3 common stock as of the date fithe exercise date. Fair market
value is defined in the OSO agreement as the gqsmiice per share of Level 3 common stock on th&sRAQ exchange. Exercise of the OSO
units does not require any cash outlay by the eyeglo

Prior to March 31, 2007, OSO awards vestat 2 years and had a 4-year life. Fifty percdithe awards vested at the end of the first
year after grant, with the remaining 50% vested t¢ive second year (12.5% per quarter). As partaafraprehensive review of its lo-term
compensation program completed in the first quart®007, beginning with awards made on or afterilAlp 2007, OSO units were awarded
monthly to employees in mid-management level agtidni positions, have a three year life, vest 106&hfally settle on the third anniversary
of the date of the award and are valued as ofitsieday of each month. Recipients have no dismmedin the timing to exercise OSO
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units granted on or after April 1, 2007, thus tkperted life of all such OSO units is three yeBxing the first quarter of 2010, the Company
revised the eligibility criteria and grant schedfdeits non-cash compensation. Effective ApriR0,10, the Company's OSOs are granted
guarterly to certain levels of management and 8&JRare granted annually on July 1 to certain agligible employees. There were no
changes to the vesting schedule, or any other tsspéthe non-cash compensation plans.

As of December 31, 2010, there was $9 omlbf unamortized compensation expense relatedatated OSO units. The weighted average
period over which this cost will be recognized i8QLyears.

The fair value of the OSO units grantedakulated by applying a modified Black-Scholes elatith the assumptions identified below.
The Company utilized a modified Black-Scholes matied to the additional variables required to caltauthe effect of the market conditions
and success multiplier of the OSO program. The Gombelieves that given the relative short lifetaf options and the other variables use
the model, the modified Black-Scholes model prosideeasonable estimate of the fair value of th® Qfits at the time of grant.

Year Ended December 31,

2010 2009 2008
S&P 500 Expected Divider

Yield Rate 2.0(% 3.0(% 2.0(%
Expected Life 3 year 3 year: 3 year:
S&P 500 Expected Volatilit

Rate 30% 26% 13%
Level 3 Common Stock

Expected Volatility Rat: 51% 45% 56%
Expected S&P 500 Correlatic

Factor .4C 46 .32
Calculated Theoretical Valt 132% 11% 147%
Estimated Forfeiture Ra 20% 20% 12%

The fair value of each OSO unit equalsdfleulated theoretical value multiplied by the Le¥&ommon stock price on the grant date.

As described above, recipients have naélign on the timing to exercise OSO units grameadr after April 1, 2007, thus the expected
life of all such OSO units is three years. The Camypestimates the stock price volatility using enbmation of historical and implied volatili
as Level 3 believes it is consistent with the applomost marketplace participants would considerguall available information to estimate
expected volatility. The Company has determinetl ¢élkpected volatility is more reflective of markeinditions and provides a more accurate
indication of volatility than using solely histoakvolatility. In reaching this conclusion, the Cpamy has considered many factors including
extent to which its future expectations of volailbver the respective term is likely to differ finchistorical measures, the absence of actively
traded options and the Company's ability to rewenatility of its publicly traded convertible detith similar terms and prices to the securities
the Company is valuing.

The fair value for OSO units awarded taipgrants during the years ended December 31, 2Z00@) and 2008 was approximately
$10 million, $8 million and $18 million, respectlye
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Transactions involving OSO units awardezlsarmmarized in the table below. The Option PrigeUnit identified in the table below

represents the initial strike price, as determimedhe day prior to the OSO grant date for thosatgt

Balance January 1, 20!
Options grante:
Options forfeitec
Options expirec
Options exercise

Balance December 31, 20
Options grante:
Options forfeitec
Options expirec
Options exercise

Balance December 31, 20
Options grante:
Options forfeitec
Options expire(
Options exercise

Balance December 31, 20

Options exercisable ("vested
December 31, 200
December 31, 200
December 31, 201

N/A—Not Applicable

OSO units Outstanding
at December 31, 2010

Exercisable

at December 31, 201

Weighted Weighted Weighted
Average

Remaining Average Average

Initial Initial

Number Life Strike Number Strike

Range of Exercise Price  Outstanding  (years) Price Exercisable Price
$.70- $1.05 3,702,18. 1.9C$ .92 —$ 0.0C
$1.07- $1.59 8,083,96! 1.92% 1.27 —$ 0.0C
$1.62- $2.23 2,199,25. 1.84% 1.7¢ —$ 0.0C
$2.70- $3.44 1,860,49! 43% 3.17 —$ 0.0cC

15,845,89 —
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Weighted Weighted
Average Average
Initial Initial Aggregate Remaining
Strike Price Strike Intrinsic Contractual
Units Per Unit Price Value Term
(in millions)
15,704,55 $2.03- $6.1C 427 $ 2.4 2.04 year
4,592,80' 0.94-3.44 2.7C
(1,552,07) 1.05-6.10 4.65
(2,228,54) 2.03-5.70 3.97
(709,48) 2.03-3.39 2.4z
15,807,26 $0.94- $6.1C 3.9C — 1.56 year.
7,167,52! .70-1.51 1.1¢
(2,320,95) .70-6.10 3.2¢F
(4,804,43) 2.03-5.39 3.2¢
15,849,40 $.70-$6.10 $ 2.9t $ 5.2 1.55year
7,666,23! 94-1.62 1.3C
(1,760,42) .70-6.10 1.72
(5,909,32) 3.03-6.10 5.1:
15,845,89 $.70-$3.44 $ 147 $ — 1.73 year
7,962,060 $2.03-$5.39 $ 3.9t
3,298,79' $4.44-3$5.39 $ 5.01
— — — 3 — N
0OSO units
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In the table above, the weighted averagialistrike price represents the values used tkoutate the theoretical value of OSO units on the
grant date and the intrinsic value represents #theevof OSO units that have outperformed the S&B&bMdex as of December 31, 2010. As
noted above, all of the outstanding OSO units gdihave an expected life of three years with nminisit value based on the Company's
performance against the S&P 500 Index as of Deceihe2010.

The total realized value of OSO units ejserd was zero, zero and $2 million for the yeadedrDecember 31, 2010, 2009 and 2008,
respectively. The Company issued approximately,zazm and 466,000 shares of Level 3 common stpok the exercise of OSO units for
years ended December 31, 2010, 2009 and 2008 ctasge. The number of shares of Level 3 stock ésupon exercise of an OSO unit va
based upon the relative performance of Level 8sksprice and the S&P 500® Index between the injiant date and exercise date of the
OSO unit.

As of December 31, 2010, based on the L&weimmon stock price and post-multiplier valuag, Company was not obligated to issue
any shares for vested and exercisable OSO united@Sompany's common stock price did not outperfibrenS&P 500® Index.

Restricted Stock and Uni

Effective April 1, 2010, restricted stockits and shares are annually granted to certaier @ligible recipients at no cost. Restrictions on
transfer lapse over one to four year periods. Birevhlue of restricted stock units and shares dadhtotaled $21 million, $16 million and
$43 million, for the years ended December 31, 2@009 and 2008, respectively. The fair value oéhawards was calculated using the value
of the Level 3 common stock on the grant date aadaing amortized over the periods in which ttstrigtions lapse. As of December 31,
2010, unamortized compensation cost related to ested restricted stock and restricted stock urgis $14 million and the weighted average
period over which this cost will be recognized i822years.

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

Weighted Average
Grant Date

Number Fair Value

Nonvested at January 1, 20 22,271,31 $ 4.2(C

Stock and units grante 17,627,90 2.43

Lapse of restriction (9,701,47) 3.57

Stock and units forfeite (4,063,94) 4.0¢
Nonvested at December &

2008 26,133,79 3.2¢€

Stock and units grante 13,618,69 1.1%

Lapse of restriction (11,854,32) 3.11

Stock and units forfeite (3,969,48) 2.74
Nonvested at December @

2009 23,928,68 2.2z

Stock and units grante 17,735,29 1.17

Lapse of restriction (8,918,70) 2.5¢

Stock and units forfeite (2,419,679 1.77
Nonvested at December ¢

2010 30,325,60 $ 1.5:
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The total fair value of restricted stockdaestricted stock units whose restrictions lapedtie years ended December 31, 2010, 2009 and
2008 was $23 million, $37 million and $35 milliaespectively.

Warrants

As of December 31, 2010, there were appraiély 1 million warrants outstanding ranging ireeise price from $4.00 to $4.90, expiring
in April 2011 and January 2013. All of the warraate fully vested and compensation expense hadfoégmecognized in the consolidated
statements of operations. The weighted averageisggurice of these warrants was $4.58 as of Deee3ih 2010.

In connection with the acquisition of Breadg, approximately 4 million previously issued Bdwing warrants were converted into
warrants to purchase approximately 5 million shafdsevel 3 common stock at a weighted averageas@price of $5.76 per share of Leve
common stock. In 2007, approximately 3 million loé tBroadwing warrants were exercised to purchageapnately 4 million shares of
Level 3 common stock and resulted in proceedsdiimpany totaling approximately $23 million. Tleenaining 1 million of the Broadwing
warrants expired in the fourth quarter of 2010.

401(k) Plan

The Company and its subsidiaries offerrthaalified employees the opportunity to particgat a defined contribution retirement plan
qualifying under the provisions of Section 401(k}he Internal Revenue Code ("401(k) Plan"). Eatipleyee is eligible to contribute, on a-
deferred basis, a portion of annual earnings géyerat to exceed $16,500 in 2010. Effective Ma6;t2009, the Company matches 100% of
employee contributions up to 3% of eligible earsiog applicable regulatory limits. Prior to March2®09, the Company matched 100% of
employee contributions up to 7% of eligible earsiiog applicable regulatory limits.

The Company's matching contributions aredenaith Level 3 common stock based on the closiaogksprice on each pay date. The
Company's matching contributions are made throumts in the Level 3 Stock Fund, which representefiaf Level 3 common stock. The
Level 3 Stock Fund is the mechanism that is usetidwel 3 to make employer matching and other douations to employees through the
Level 3 401(k) plan. Employees are not able to lpase units in the Level 3 Stock Fund. Employeesble to diversify the Company's
matching contribution as soon as it is made, ef/grey are not fully vested. The Company's matcltiogtributions will vest ratably over the
first three years of service or over such shorégiog until the employee has completed three yebservice at such time the employee is then
100% vested in all Company matching contributiamsluding future contributions. The Company madé&#) Plan matching contributions of
$11 million, $16 million and $30 million for the ses ended December 31, 2010, 2009 and 2008, resgdecThe Company's matching
contributions are recorded as non-cash compensatidrincluded in selling, general and administeatxpenses.

Restricted Stock Unit Bonus Gre

In 2009 the Company paid a portion of iscretionary bonus in the form of restricted staokts. Restricted stock units of approximately
26 million shares will be awarded in the first geaof 2011
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for 2010 bonus payouts and will vest upon awardtiReged stock units of approximately 10 milliorasés were awarded in the first quarter of
2010 and vested upon award.

(13) Income Taxes

An analysis of the income tax benefit (psdan) attributable to loss before income taxesgfach of the years in the three year period €
December 31, 2010 follows:

2010 2009 2008
(dollars in millions)

Current:
United States feder. $ — %$— 8% 1
State (D) — @)
Foreign — — —

o — (6)

Deferred, net of changes in valuation
allowances
United States feder. — — —
State — (€N} —
Foreign 92 — —
Income tax benefit (provisiot $91 % (DS$ (6

The United States and foreign componentessf before income taxes are as follows:

2010 2009 2008
(dollars in millions)
United State: $ (549 $ (519 $ (216)
Foreign (170 (1049 (96)

$ (719 $ (617) $ (312

A reconciliation of the actual income taenkefit (provision) and the tax computed by applyimg U.S. federal rate (35%) to the loss be
income taxes for each of the years in the threeqyeaod ended December 31, 2010 follows:

2010 2009 2008
(dollars in millions)

Computed tax benefit at statutory

rate $ 25C $ 21€ $ 10¢
Effect of earnings in jurisdictions

outside of U< (13 — —
Foreign branch tax bene 21 — —
State income tax bene 24 20 9
Change in valuation allowan: (175) (259) (202)

Disallowance of losses ¢

extinguishments of del — — (15)
Other, ne (16) 16 @)
Income tax benefit (provisiot $ 918 (1S (6
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The components of the net deferred taxtagbabilities) as of December 31, 2010 and 20@9enas follows:

2010 2009
(dollars in millions)

Deferred Tax Asset:

Accrued payroll and related benet $ 77 3 64

State tax credit carry forwart 22 22

Deferred revenu 28t 26¢

Unutilized tax net operating loss carry

forwards 2,691 2,017

Fixed assets and intangible as 38 —

Cash flow hedg 41 35

Other 59 69
Total Deferred Tax Asse 3,21: 2,47F
Deferred Tax Liabilities

Fixed assets and intangible as¢ (79 (27)

Convertible deb (27) (32

Other 2 —

Foreign branch incorr (40) —
Total Deferred Tax Liabilitie (24¢) (59
Net Deferred Tax Assets before valuat

allowance 3,06t 2,41¢
Valuation Allowance (2,97¢) (2,399
Net Deferred Tax Asset after Valuati

Allowance $ 87 $ 22
Balance sheet classification of deferred

taxes:

Net current deferred income tax as $ — 3 —

Net nor-current deferred income tax as 87 22

Net Deferred Tax Asset after Valuati

Allowance $ 87 $ 22

The Company has changed its presentatioertdin deferred tax assets presented in the éddaee as of December 31, 2009 to be
comparable with the presentation as of Decembe2@l0). These changes are primarily reclassificatafrthe 2009 amounts to conform with
the current year presentation, but also includeagemmaterial corrections to components of pyiear's income tax provisions. These changes
to the Company's net deferred tax assets as ofrilmre31, 2009 had no effect on the Company's gesfibperations or financial condition
since a full valuation allowance was recognizedresjall deferred tax items affected by these ckangor the year ended December 31, 2010,
the Company also recorded certain immaterial ctimes of errors in prior year presentation thatibesl in adjustments to net deferred tax
assets, deferred tax benefit, and currency traoslatjustments.

Level 3 also recognized approximately $68ion of additional foreign jurisdiction net defed tax assets (consisting principally of those
related to net operating loss carryforwards anddizssets), approximately $27 million of relatedency translation adjustments, and a
corresponding net deferred tax benefit of approxémyeb92 million principally resulting from the edse of valuation allowances for certain of
its foreign subsidiaries that had become profitabieent and in prior periods. See
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Note +—Organization and Summary of Significant Accountitgicies, Correction of an Immaterial Error. Asidcember 31, 2010, the
Company had net operating loss carry forwards pf@pmately $5.9 billion for U.S. federal incometpurposes. Under the rules prescribed
by U.S. Internal Revenue Code ("IRC") Section 38@ applicable regulations, if certain transactioosur with respect to an entity's capital
stock that result in a cumulative ownership shiftnore than 50 percentage points by 5-percent btuldkrs over a testing period, annual
limitations are imposed with respect to the erdigbility to utilize its net operating loss carorwards and certain current deductions against
any taxable income the entity achieves in futuméopls.

The ultimate realization of deferred tagets is dependent upon the generation of futubtexncome during the periods in which those
temporary differences become deductible. The Compansiders the scheduled reversal of deferretidhbitities, projected future taxable
income and tax planning strategies in making thggasment. A valuation allowance has been recagkdst U.S. and foreign jurisdiction
deferred tax assets that the Company has conclutdst relevant accounting standards that it isware likely than not that the deferred tax
assets are realizable.

The valuation allowance for deferred taseds was approximately $3.0 billion as of Decen#igr2010 and $2.4 billion as of
December 31, 2009. The net change in the valuatiowance for the year ended December 31, 2010apwproximately $584 million. The
increase in the valuation allowance from Decemlde2B09 to December 31, 2010 is due to recogndfdoreign jurisdiction net deferred tax
assets and an increase to the U.S. federal amdtataNOL resulting from continued operational kasses.

The U.S. federal tax loss carry forwardgiexin future years through 2030 and are subgeekamination by the tax authorities until three
years after the carry forwards are utilized. Th8.Uederal tax loss carry forwards expire as fofiddollars in millions)

Expiring December 31 Amount
2024 $ 532
2025 1,18¢
2026 1,02¢
2027 1,501
2028 35€
2029 617
2030 65¢
$ 5,88(

The Company has approximately $55 millibfiooeign jurisdiction tax loss carry forwards foontrolled foreign corporations at
December 31, 2010. In addition, the Company ha8 Biflion of foreign jurisdiction tax loss carryriwards associated with foreign
corporations that have elected to be disregarded $otax purposes. The majority of these foreigisgliction tax loss carry forwards have no
expiration period. Finally, the Company has apprately $5.5 billion of gross state tax loss caongnfards with various expiration periods
through 2030.

The majority of the Company's foreign assetd operations are owned by entities that haatezl to be treated for U.S. tax purposes as
unincorporated branches of a U.S. holding compaudy as a result, the taxable income or loss aner ¢éx attributes of such entities are
included in the
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Company's U.S. federal consolidated income taxmetdowever, the Company has some foreign subgigdisinat have not so elected and
therefore are treated for U.S. tax purposes asated foreign corporations. With respect to suohtcolled foreign corporations, as of
December 31, 2010, the Company has no plans tériggeaundistributed earnings of such controllegkfgn corporations as any earnings are
deemed necessary to fund ongoing European opesatimhplanned expansion. Undistributed earningsidf controlled foreign corporations
that are permanently invested and for which nordedetaxes have been provided are immaterial &eoémber 31, 2010 and 2009.

The Company's liability for uncertain teosgtions totaled $18 million at December 31, 2Cdifid $16 million at December 31, 2009. T
amounts also include the related accrued interespanalties associated with the uncertain taxtiposiif applicable. The Company does not
expect that the liability for uncertain tax positsowill change significantly during the twelve mbstended December 31, 2011; however, a
changes in the liability for uncertain tax posigarould be different than currently expected. Afoolvard of the liability for uncertain tax
positions follows:

(dollars in millions) Amount
Balance as of January 1, 2C $ 18
Gross increas—tax positions prior to 200 3
Gross increas—during 200¢ 1
Gross decreas—tax positions prior to 200 (6)
Balance as of December 31, 2( 16
Gross increas—tax positions prior to 200 2
Gross decreas—settlements with taxing authoriti 2
Balance as of December 31, 2( 16
Gross increas—tax position prior to 201 2

&
=
(o]

Balance as of December 31, 2(

The Company, or at least one of its subsigs, files income tax returns in the U.S. fedgrasdiction and various states and foreign
jurisdictions. With few exceptions, the Companydslonger subject to U.S. federal, state and lawahor-U.S. income tax examinations by
authorities for years before 2003. The Internald®ese Service and state and local taxing authoriigsrve the right to audit any period where
net operating loss carry forwards are availableaiiduthe third quarter of 2008, the Company andithernal Revenue Service settled an
income tax audit for years 1999 through 2001 intaaidto 1996 interest issues resulting in a refoh@1 million to the Company. In addition,
the Internal Revenue Service completed an exaroimafi certain adjustments to the Company's U.Sinretax returns for 2002 resulting fre
final resolution of the 1999 through 2001 audithwibb changes in tax expense. In 2010 the Compamypleted an audit by the taxing authority
in Germany for tax years 2003 through 2007 withmaderial changes to the Company's results of opesabr financial condition.

Additionally, in 2010 the Internal Revenue Senvitiéated an audit of one of the Company's coalingrjoint ventures, in which it has a 50%
interest.

The Company recognized accrued interespandlties related to uncertain tax positions goine tax expense in its consolidated
statements of operations of approximately $2 nmilli®1 million and $2 million for the years endedcBmber 31, 2010, 2009 and 2008,
respectively. The Company's
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liability for uncertain tax positions includes apgimately $12 million and $11 million of accruedérest and penalties at December 31, 2010
and 2009, respectively.

(14) Segment Information

Accounting guidance for the disclosuresudtsegments of an enterprise defines operating segnas components of an enterprise for
which separate financial information is availabbe avhich is evaluated regularly by the Companyisfabperating decision maker, or decision
making group, in deciding how to allocate resouied assess performance. The Company's operatintes¢és are managed separately and
represent separate strategic business units teatdifferent products or services and serve diffémarkets. The Company's reportable
segments include communications and coal mining K&te 1—Organization and Summary of Significant Accountifgicies). Other busine
interests, which are not reportable segments, drectiorporate assets and overhead costs that aattnitmtitable to a specific segment.

The Company evaluates performance basen Agpusted EBITDA, as defined by the Company, asmsme (loss) from the
consolidated statements of operations before ¢bnire tax benefit (expense), (2) total other inc¢expense), (3) nonash impairment charg
included within restructuring and impairment chagd) depreciation and amortization and (5) noshctock compensation expense included
within selling, general and administrative expermeshe consolidated statements of operations.

The data presented in the following talimetudes information for the years ended Decembie2810, 2009 and 2008 for all statement of
operations and cash flow information presented,andf December 31, 2010 and 2009 for all balaheetsnformation presented. Information
related to the acquired businesses is included fhain respective acquisition dates. Revenue aaddlated expenses are attributed to cour
based on where services are provided.
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Segment information for the Company's comications and coal mining businesses is summasgzddllows (in millions):

Year Ended December 31,

2010 2009 2008
Revenue from external custome

Communication: $ 3,591 $ 3,69t $ 4,22¢
Coal Mining 60 67 75

3,651 $ 3,76z $ 4,301

Adjusted EBITDA

Communication $ 84¢ $ 91C $ 1,03¢
Coal Mining $ 4 $ — 9 5
Capital expenditures

Communication: $ 435 $ 308 $ 44¢
Coal Mining 1 5 3

$ 43€ $ 31 § 44

Depreciation and amortizatior
Communication: $ 87C $ 90€ $ 92¢
Coal Mining 6 9 2

$ 87¢ $ 91t § 931

Total assets

Communication $ 8,22¢ $ 8,932
Coal Mining 12t 12C
Other 4 10

$ 8,35¢ $ 9,062
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The following is a summary of geographicébrmation (in millions):

Year Ended December 31,

2010 2009 2008

Revenue from external

customers:
North America $ 3,33 $ 3,43¢ $ 3,97¢
Europe:

United Kingdom 131 134 142
Germany 62 73 67
Other European Countri 12¢ 11¢ 11€
Total Europe 31€ 32€ 32¢

$ 3,651 $ 3,762 $ 4,301

Long-lived assets:

North America $ 5,23¢ $ 5,64¢

Europe:
United Kingdom 114 121
Germany 31¢ 36¢
Other European Countri 28t 23€
Total Europe 717 72€

$ 595€¢ $ 6,374

The majority of North American revenue detssof services delivered within the United Staldse majority of European revenue cons
of services delivered within the United Kingdom aaermany. Revenue from transoceanic servicesasaitd to Europe.

The Company includes all non-current assetsept for goodwill, in its long-lived assets.
Communications revenue consists of:

1) Core Network Services includes revenue from trartspdrastructure, data and local and enterprisieescommunication
services.

2) Wholesale Voice Services includes revenue from listgance voice services, including domestic vééceination, internation:
voice termination and toll free services.

3) Other Communications Services includes revenue framaged modem and its related reciprocal compenssrvices an

SBC Contract Services, which includes revenue fitoenSBC Master Services Agreement, which was obthiim the December
2005 acquisition of WilTel.
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Core Wholesale Other
Network Voice Communications
Services Services Services Total
(in millions)
Communications Revenue
2010
North America $ 253 $ 625 $ 114 $ 3,27¢
Europe 291 25 — 31€
$ 2827 $ 65C $ 114 $ 3,591
2009
North America $ 254¢ $ 62¢ $ 19z $ 3,36¢
Europe 29z 34 — 32€
$ 284( $ 662 $ 192 $ 3,69¢
2008
North America $ 2847 $ 687 $ 36€ $ 3,90(
Europe 28¢ 37 — 32¢
$ 3,13¢ $ 724 % 36€ $ 4,22¢

The following information provides a recdiation of Net Income (Loss) to Adjusted EBITDA lbgportable segment, as defined by the
Company, for the years ended December 31, 201® 2068 2008 (in millions):

2010
Communications Coal Mining

Net Loss $ (617) $ Q)
Income Tax Benefi (92) —
Total Other (Income) Expen: 62C @
Depreciation and Amortization

Expense 87C 6
Non-Cash Compensation Expel 67 —
Adjusted EBITDA $ 84¢ $ 4

Total Net Loss for

Reportable Segmen $ (61§
Unallocated Corporate

Expense 4
Consolidated Net Los $ (622
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2009
Communications Coal Mining
Net Income (Loss $ (605) $ 6
Income Tax Provision (Benefi — —
Total Other (Income) Expen: 55C (15
Depreciation and Amortizatic
Expense 90€ 9
Non-Cash Compensation Expel 59 —
Adjusted EBITDA $ 91C $ —
Total Net Loss for
Reportable Segmen $ (599
Unallocated Corporal
Expense (19
Consolidated Net Los $ (61§
2008
Communications Coal Mining
Net Income (Loss $ (322) $ 3
Income Tax Provisio 4 —
Total Other (Income) Expen: 35C —
Depreciation and Amortization
Expense 92¢ 2
Non-Cash Compensation Expel 78 —
Adjusted EBITDA $ 1,03¢ $ 5

Total Net Loss fo

Reportable Segmen $ (319
Unallocated Corporate

Expense 1

Consolidated Net Los $ (31§

(15) Commitments, Contingencies and Other Items

Level 3 Communications, Inc. and certait®ubsidiaries (the "companies™) are parties tmmber of purported class action lawsuits
involving the companies' right to install fiber @ptable network in railroad right-of-ways adjacemplaintiffs' land. The only lawsuit in which
a class has been certified against the compan@sred inKoyle, et. al. v. Level 3 Communications, Inc.aét.a purported two state class
action filed in the United States District Court fbe District of Idaho. In November of 2005, treud granted class certification only for the
state of Idaho. The companies have defeated mdimortdass certification in a number of these addibut expect that plaintiffs in the pending
lawsuits will continue to seek certification of tetwide or multi-state classes. In general, the @nigs obtained the rights to construct their
networks from railroads, utilities, and others, &ade installed their networks along the rightsvafy so granted. Plaintiffs in the purported
class actions assert that they are the ownersid§laver which the companies' fiber optic cablevoéts pass, and that the railroads, utilities,
and others who granted the companies the righdstouct and maintain
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their networks did not have the legal authorityltoso. The complaints seek damages on theoriessgfdss, unjust enrichment and slander of
titte and property, as well as punitive damage® dtmpanies have also received, and may in theefudeeive, claims and demands related to
rights-of-way issues similar to the issues in themses that may be based on similar or differeyal lheories.

The companies negotiated a series of sktsements affecting all persons who own or owlaed next to or near railroad rights of way
which the companies have installed their fiber©ptible network. The United States District Coartthe District of Massachusetts in
Kingsborough v. Sprint Communications Co. lgranted preliminary approval of the proposed sitiet; however, on September 10, 2009
court denied a motion for final approval of thetlestent on the basis that the court lacked sulbtter jurisdiction and dismissed the case.

In November 2010, the companies negotisgeised settlement terms for a series of states dattlements affecting all persons who own
or owned land next to or near railroad rights of/wawhich the companies have installed their fibptic cable network. The companies are
currently negotiating certain procedural issue$\wapal counsel representing the interests of tineent and former landowners with respect to
presentment of the settlement in applicable juctsalis. The settlement affecting current and forlaedowners in the state of Idaho was
presented to the United States District Court fierDistrict of Idaho and preliminary approval oé thettlement was granted on January 28,
2011.

It is still too early for the Company taddh a conclusion as to the ultimate outcome ofetlaetions. However, management believes that
the companies have substantial defenses to thackdserted in all of these actions (and any siridéégms which may be named in the future),
and intends to defend them vigorously if a satisfigcsettlement is not ultimately approved foradfiected landowners. Additionally,
management believes that any resulting liabilitteghese actions, beyond amounts reserved, wilhmaderially affect the Company's financial
condition or future results of operations, but coaffect future cash flows.

In February 2009, Level 3 Communicatioms, | certain of its current officers and a form#icer were named as defendants in purported
class action lawsuits filed in the United Statestidit Court for the District of Colorado, whichweabeen consolidated asrimLevel 3
Communications, Inc. Securities Litigati¢@ivil Case No. 09-cv-00200-PAB-CBS). The plairgifh each complaint allege, in general, that
throughout the purported class period specifiethéncomplaint that the defendants failed to diselositerial adverse facts about the Comp:
integration activities, business and operationg démplaints seek damages based on purportedisitdatf Section 10(b) of the Securities
Exchange Act of 1934, Securities and Exchange Casion Rule 10b-5 promulgated thereunder and Se2fi¢m) of the Securities Exchange
Act of 1934. On May 4, 2009, the Court appointddaal plaintiff in the case, and on September 2092¢he lead plaintiff filed a Consolidated
Class Action Complaint (the "Complaint"). A motitmdismiss the Complaint was filed by the Compang #he other named defendants.
While the motion to dismiss the Complaint was pagdthe court granted the lead plaintiff's motioriurther amend the Complaint (the
"Amended Compliant"). Thereafter, the Company dmdther defendants named in the Amended Comfilgdta motion to dismiss the
Amended Complaint with prejudice. The court graritéd motion to dismiss with prejudice, and thernti# has filed a notice of appeal of that
decision to the Tenth Circuit Court of Appeals.
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It remains too early for the Company tockea conclusion as to the ultimate outcome of tlaesiens. However, management believes that
the Company has substantial defenses to the ckssested in all of these actions (and any simi&ns which may be named in the future)
and intends to defend these actions vigorously.

During March 2009, Level 3 Communicatiolms,., as a nominal defendant, certain of its doexctnd its current officers, and a former
officer, were named as defendants in purportedkhtder derivative actions in the District CourtoBmfield County, Colorado, which have
been consolidated as ta Level 3 Communications, Inc. Derivative LitigatilLead Case No. 2009CV59pn December 11, 2009, Level 3
Communications, Inc., as a nominal defendant, icedfits directors and current officers, and arer officer, were named as defendants in
purported stockholder derivative action in the EdiStates District Court for the District of Coldcain Iron Workers District Council Of
Tennessee Valley & Vicinity Pension Plan v. Lev€bBhmunications, Inc., et. gICivil Case No. 09cv02914Jhe Plaintiffs allege that during
the period specified in the complaints the namddrdiants failed to disclose material adverse faltait the Company's integration activities,
business and operations. The complaints seek daneagieehalf of the Company based on purported besacf fiduciary duties for
disseminating false and misleading statements aifidg to maintain internal controls; unjust ennobnt; abuse of control; gross
mismanagement; waste of corporate assets; andregfiect to certain defendants, breach of fidualarties in connection with the resignation
of Kevin O'Hara. The parties have agreed to a teargatay of all activities in these actions pedine outcome of the motion to dismiss or
other relevant time periods in the securities ditign described above.

It remains too early for the Company tactea conclusion as to the ultimate outcome of tldesivative actions. However, management
believes that the complaints have numerous defigsrincluding that each plaintiff failed to makdemand on the Company's Board of
Directors before filing the suit.

In March 2009, late April 2009 and early w009, Level 3 Communications, Inc., the Level@r@nunications, Inc. 401(k) Plan
Committee and certain current and former officerd directors of Level 3 Communications, Inc. weaged as defendants in purported class
action lawsuits filed in the U.S. District Court fine District of Colorado. These cases have beesdalidated asValter v. Level 3
Communications, Inc., et. a{.Civil Case No. 09¢cv00658)yhe complaint alleges breaches of fiduciary ane@mthuties under the Employee
Retirement Income Security Act ("ERISA™) with respé& investments in the Company's common stoclf imeindividual participant accounts
in the Level 3 Communications, Inc. 401(k) Plane omplaint claims that those investments were uiadnt for reasons that are similar to
those alleged in the securities and derivativeoastdescribed above.

It remains too early for the Company toctea conclusion as to the ultimate outcome of tBE#RESA actions. However, management
believes that the Company has substantial deféogbe claims asserted in all of these actions @mydsimilar claims which may be named in
the future) and intends to defend these actionsroigsly.

The Company and its subsidiaries are mattienany other legal proceedings. Managementuadithat any resulting liabilities for these
legal proceedings, beyond amounts reserved, wiliraderially affect the Company's financial coratitior future results of operations, but
could affect future cash flows.
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(15) Commitments, Contingencies and Other Iltems (Ginued)
Letters of Credi

It is customary in Level 3's industry teeusrious financial instruments in the normal cewsbusiness. These instruments include letters
of credit. Letters of credit are conditional conimétnts issued on behalf of Level 3 in accordanchk specified terms and conditions. As of
December 31, 2010 and 2009, Level 3 had outstanediteys of credit of approximately $22 million ad@5 million, respectively, which are
collateralized by cash, which is reflected on thesolidated balance sheet as restricted cash. dimp&ny does not believe it is practicable to
estimate the fair value of the letters of credi does not believe exposure to loss is likely natemal.

Operating Leases

The Company is leasing rights-of-way, fitieis and other assets under various operating$eakich, in addition to rental payments, may
require payments for insurance, maintenance, ptyfeexes and other executory costs related toahgel. Certain leases provide for adjustn
in lease cost based upon adjustments in varioas prdexes and increases in the landlord's managesuosts.

The right-of-way agreements have varioysration dates through 2088. Payments under thgbeaf-way agreements were $127 mill
in 2010, $118 million in 2009 and $112 million iAGB.

The Company has obligations under non-dabteoperating leases for certain colocation dfideofacilities, including lease obligations
for which facility related restructuring chargesddeen recorded. The lease agreements have vasipiration dates through 2099. Rent
expense, including common area maintenance, urmfecancelable lease agreements was $203 milli@610, $198 million in 2009 and
$193 million in 2008.

For those leases involving communicatiomisaation and right-of-way agreements, the Compamticipates that it will renew these leases
under option provisions contained in the leaseagents given the significant cost to relocate tben@any's network and other facilities.

Future minimum payments for the next fieags under network and related right-of-way agredsand non-cancelable operating leases
for facilities consist of the following as of Decber 31, 2010 (in millions):

Right-of-Way
Agreements Facilities Total
2011 $ 11¢ % 161 $ 28C
2012 76 13¢ 21t
2013 74 127 201
2014 70 113 183
2015 65 94 15¢
Thereaftel 58¢ 332 92C
Total $ 992 % 96€ $ 1,95¢

Certain right of way agreements includevigions for increases in payments in future perioalsed on the rate of inflation as measured by
various price indexes. The Company has not includidhates for these increases in future periotlseramounts included above.
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(15) Commitments, Contingencies and Other Iltems (Ginued)

Certain non-cancelable right of way agresisierovide for automatic renewal on a periodidsdayments due under these agreements
with automatic renewal options have been includetthé table above for a period of 15 years fronudanl, 2011, which approximates the
estimated economic remaining useful life of the @any's conduit. In addition, certain other rightnafy agreements are cancellable or can be
terminated under certain conditions by the Compahg. Company includes the payments under such lednleeight of way agreements in the
table above for a period of 1 year from Januad01,1, if the Company does not consider it likelgtti will cancel the right of way agreement
within the next year.

(16) Condensed Consolidating Financial Information

Level 3 Financing, Inc. ("Level 3 Financiiga wholly owned subsidiary of the Company, hesued the 10.75% Senior Notes (fully
redeemed in January 2010), Floating Rate SenicesNatie 2011 (fully redeemed in November 2009),588.3enior Notes due 2013 (fully
redeemed in March 2010), 9.25% Senior Notes dud, 2075% Senior Notes due 2017, 10% Senior Note208d8, and the Floating Rate
Senior Notes due 2015, (collectively, the "Seniotd$") that are unsecured obligations of Levelr&aRcing; however, they are also jointly and
severally and fully and unconditionally guaranteedan unsecured senior basis by Level 3 Commuaoitstinc. and Level 3
Communications, LLC.

In conjunction with the registration of tBenior Notes, the accompanying condensed consalidnancial information has been
prepared and presented pursuant to SEC RegulatioRde 3-10 "Financial statements of guarantors affiliates whose securities
collateralize an issue registered or being regstéievel 3 Financing's 12.25% Senior Notes duk326loating Rate Senior Notes due 2011
and 9.25% Senior Notes due 2014 are also jointliysmverally and fully and unconditionally guaraxtéy Broadwing Financial Services, Inc.,
a wholly owned subsidiary of Level 3 Communicatioime. As a result of this guarantee, the Compaas/ihcluded Broadwing Financial
Services, Inc. in the condensed consolidating fifernformation below for the periods from Janu&r2008 through December 31, 2009
when the Company merged Broadwing Financial Sesyilce. with and into Level 3 Communications LL@.the Condensed Consolidating
Balance Sheets for the year ended December 31,&@02010, Broadwing Financial Services, Inc. @uded in Level 3
Communications, LLC. Further, the Condensed Codatitig Balance Sheet for the year ended Decemh&0B®P includes the 10.75% Senior
Notes and 12.25% Senior Notes due 2013 which weiseredeemed in 201(

The operating activities of the separagmlentities included in the Company's consolidditeahcial statements are interdependent. The
accompanying condensed consolidating financiakinfdgion presents the results of operations, firemmsition and cash flows of each legal
entity and, on an aggregate basis, the other namagtor subsidiaries based on amounts incurreditly entities, and is not intended to present
the operating results of those legal entities staad-alone basis. Level 3 Communications, LLCdsasjuipment and certain facilities from
other wholly owned subsidiaries of Level 3 Commatins, Inc. These transactions are eliminatetiérconsolidated results of the Company.
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(16) Condensed Consolidating Financial Information(Continued)

Revenue
Costs ant
Expenses
Cost of
Revenue
Depreciatior
and
Amortizatio
Selling,
General ani
Administrat
Restructuring
Charges

Total Costs
and
Expense!

Operating
(Loss)
Income

Other Income

(Expense)

Interest
income

Interest

expense

Interest
income

(expense)
affiliates,
net

Equity in net

earnings
(losses) of
subsidiaries

Other, ne

Other Income
(Expense

(Loss) Income
Before
Income Taxe

Income Tax
(Expense)
Benefit

Net (Loss)
Income

Condensed Consolidating Statements of Operations
For the year ended December 31, 2010

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

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

— 3 — 3 2,04¢ $ 1,83¢ $ (229) $ 3,651

— — 80C 907 (217)  1,49(

— — 42¢ 447 — 87¢

2 — 1,18¢ 19¢ (12) 1,37¢

— — 1 1 — 2

2 — 2,41F 1,55¢ (229) 3,741

2 — (369) 281 — (90)

— — 1 — — 1

(199) (377) ()] (8) — (58¢€)

795 1,29¢ (1,891 (202) — —
(1,220) (2,087 21¢ - 3,09( -

5 (55) 1 11 — (39)

(620)  (1,229) (1,679 (199 3,000 (629
(622)  (1,229) (2,042 82 3,000 (719

— — (1) 92 — 91

(6220 $ (1,220 $ (2,049 $ 174 $ 3,09 $ (622)
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(16) Condensed Consolidating Financial Information(Continued)

Condensed Consolidating Statements of Operations
For the year ended December 31, 2009

Broadwing Other
Level 3 Level 3 Level 3 Financial Non-
Communications, Financing, Communications, Services, Guarantor
Inc. Inc. LLC Inc. Subsidiaries  Eliminations Total
(dollars in millions)
Revenue $ — $ — $ 1,64: $ — $ 2,35 $ (230) $ 3,76-
Costs and
Expenses
Cost of
Revenue — — 737 — 1,047 (219) 1,56t
Depreciatior
and
Amortizatio — — 412 — 50z — 91t
Selling,
General an
Administrat 2 — 1,10¢ 23¢ (1) 1,33¢
Restructuring
Charges — — 9 — — — 9

Total Costs
and
Expense:! 2 — 2,26¢€ — 1,78¢ (230) 3,827
Operating
Income
(Loss) 2 — (624) — 561 — (65)
Other Income
(Expense)
Interest
income — — 1 — 1 — 2
Interest
expense (211) (379 2 (D) @) — (595)
Interest
income
(expense)
affiliates,
net 79t 1,18(C (2,05%) — 82 — —
Equity in net
earnings
(losses) of
subsidiaries (1,242) (2,04¢ 387 — — 2,902 —
Other income
(expense),
net 42 — 4 — (5) — 41
Other Income
(Expense (61€) (1,249 (1,667) Q) 71 2,90: (552
Income (Loss
Before
Income
Taxes (618) (1,247 (2,297 D 632 2,90 (617)
Income Tax
Benefit
(Expense — — 2 — (©)] — @D
Net Income
(Loss) $ (616) $ (1,249 % (2,289 $ D3 62€ $ 290: $ (61§
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(16) Condensed Consolidating Financial Information(Continued)

Revenue
Costs and
Expenses
Cost of
Revenue
Depreciatior
and
Amortizatio
Selling,
General ani
Administrat
Restructuring
and
Impairment
Charges

Total Costs
and
Expense!

Operating
Income
(Loss)

Other Income

(Expense)

Interest
income

Interest

expense

Interest
income
(expense)

affiliates,
net

Equity in net

earnings
(losses) of
subsidiaries

Other income
(expense),
net

Total Other
Income
(Expense

Income (Loss

Before

Income

Taxes

Income Tax
Benefit
(Expense

Condensed Consolidating Statements of Operations
For the year ended December 31, 2008

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

$ —3$ — 3 1,720 — $ 279 $ (214 $ 4,301
— — 684 — 1,32¢ (203 1,80¢

— — 362 — 56¢ — 931

1 — 1,24: 272 (11) 1,50¢

— — 25 — — — 25

1 — 2,31¢ — 2,16¢ (2149 4,27C

1) — (594) — 62€ — 31

— 1 10 — 4 — 15

(19)1) (369) — 2 8 — (570

787  1,10¢ (1,957 — 61 — —

(99¢) (1,739 527 - - 2,20¢ -

85 — 7 — 12C — 21z

(317) (999 (1,407 2 177 2,20¢ (349

(318)  (99¢) (2,007 2 802 2,20¢ (312

— — ®) — 1) — (6)




Net Income
(Loss) $ (31 $ (999 $ (2,006 $ 2% 802 $§ 2,20¢ $ (31§

F-67




Table of Contents
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(16) Condensed Consolidating Financial Information(Continued)
Condensed Consolidating Balance Sheets
December 31, 2010

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

Assets
Current

Assets:

Cash and

cash

equivalent: $ 172 $ 79 35C $ 86 $ — $ 61€
Restricted

cash and

securities — — 1 1 — 2
Receivable,

net — — 46 21¢& — 264
Due from (to

affiliates 11,927 11,42¢ (26,099 2,742 — —
Other 4 10 41 35 — 90
Total Current

Assets 12,10¢ 11,44 (25,655 3,082 — 972
Property,

Plant and

Equipment

net — — 2,937 2,36¢ — 5,30z
Restricted

Cash and

Securities 18 — 21 81 — 12C
Goodwill and

Other

Intangibles

net — — 545 1,25¢ — 1,79¢
Investment ir

Subsidiarie (20,43  (17,17¢) 3,67¢ — 24,03¢ —
Other Assets

net 9 65 6 83 — 163
Total Assets  $ 169« $ (5670 $ (18,579 $ 6,86¢ $ 24,03t $ 8,35¢
Liabilities

and

Stockholde

Equity

(Deficit)
Current

Liabilities:
Accounts

payable $ 19 — 3 57 $ 271 $ — $ 32¢
Current

portion of

long-term

debt 17¢€ — 2 2 — 18C
Accrued

payroll anc

employee

benefits — — 78 6 — 84

Accrued



interest

Current
portion of
deferred
revenue

Other

Total Current
Liabilities

Long-Term
Debt, less
current
portion

Deferred
Revenue,
less curren
portion

Other
Liabilities

Commitments
and
Contingenc

Stockholders'
Equity
(Deficit)

Total
Liabilities
and
Stockholde
Equity
(Deficit)

47 99 — — — 14€

— — 11F 36 — 151

— 1 65 — — 66

224 10C 317 31E — 95€

1,61z 4,561 24 68 —  6,26¢

— — 672 63 — 73€

15 107 154 27€ — 552

(157) (10,44 (19,747) 6,14¢ 24,03¢  (157)

$ 1,69 $ (5670 $ (18,579 $ 6,86 $ 24,03t $ 8,35¢
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(16) Condensed Consolidating Financial Information(Continued)

Condensed Consolidating Balance Sheets
December 31, 2009

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

Assets
Current

Assets:

Cash anc

cash

equivalent. $ 23€ $ 8 $ 431 $ 161 $ — $ 83¢
Restrictec

cash and

securities — — 1 2 — 3
Receivable,

net — — 77 24¢€ — 32¢
Due from (to

affiliates 11,40« 10,391 (24,069 2,267 — —
Other 3 16 43 35 — 97
Total Current

Assets 11,64: 10,42 (23,516 2,711 — 1,25¢
Property,

Plant and

Equipment

net — — 3,11¢ 2,56¢ — 5,681
Restrictec

Cash and

Securities 18 — 23 81 — 122
Goodwill and

Other

Intangibles

net — — 56€ 1,33( — 1,89¢
Investment in

Subsidiarie (9,222)  (15,03)) 3,28¢ — 20,97: —
Other Assets

net 7 63 15 13 — 98
Total Assets  $ 2,44¢ $ (4,559 $ (16,505 $ 6,702 $ 20,97 $ 9,06:
Liabilities

and

Stockholde

Equity

(Deficit)
Current

Liabilities:
Accounts

payable $ 13 — $ 13¢ $ 227 $ — $ 364
Current

portion of

long-term

debt 151 551 2 1 — 70¢&
Accrued

payroll anc

employee

benefits — — 46 5 — 51
Accrued

interest 47 92 — 1 — 14C




Current
portion of
deferred
revenue

Other

Total Current
Liabilities
Long-Term
Debt, less
current
portion
Deferred
Revenue,
less curren
portion
Other
Liabilities
Stockholders'
Equity
(Deficit)
Total
Liabilities
and
Stockholde
Equity
(Deficit)

— — 11€ 46 — 162
— 1 61 35 — 97
19¢ 644 361 31E —  1,51¢

1,722 3,93¢ 26 71 — 5,75t

— — 662 78 — 74C

34 93 15€ 274 — 557

491  (9,226) (17,710 5,96¢ 20,97 491

$ 2,446 $ (4,559 $ (16,50 $ 6,70: $ 20,97 $ 9,06:
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(16) Condensed Consolidating Financial Information(Continued)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2010

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

Net Cast
(Used in)
Provided
by
Operating
Activities  $ (156) $ (362 $ 7€ $ 781 $ — $ 33¢
Cash Flows
from
Investing
Activities:
Capital
expenditt — — (267) (275) — (43€)
Decrease ir
restricted
cash and
securities
net — — 3 — — 3
Proceed:
from sale
of
property,
plant and
equipmer
and other
asset: — — 2 2 — 4

Net Casf
Used in
Investing
Activities — — (15€) (279 — (429)
Cash Flows
from
Financing
Activities:
Long-term
debt
borrowing
net of
issuance
Costs 19t 61% — — — 80¢
Payments
on and
repurcha:s
of long-
term debt
including
current
portion
and
refinancir
costs (328¢) (599 @ 2 — (930
Increase
(decreast




due from
affiliates,
net

Net Cast
(Used in)
Provided
by
Financing
Activities

Effect of
Exchange
Rates on
Cash and
Cash
Equivalent:

Net Change i
Cash and
Cash
Equivalent:

Cash anc
Cash
Equivalent:
at
Beginning
of Period

Cash anc
Cash
Equivalent:
at End of
Period

22€ 347 — (579) —

93 361 o (575) (122)

— — — (8 (8

(63) (€ (81) (75 (220)

23€ 8 431 161 83€

$ 172 7 35C $ 86 $ 61€
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(16) Condensed Consolidating Financial Information(Continued)

Net Cast
Provided
by (Used
in)
Operating
Activities

Cash Flows
from
Investing
Activities:

Capital
expenditu

(Increase)
decrease
in
restricted
cash and
securities
net

Proceed:
from sale
of
property,
plant and
equipmer

Net Cast
Used in
Investing
Activities

Cash Flows
from
Financing
Activities:

Long-term
debt
borrowing
net of
issuance
costs

Payment:
on and
repurchas
of long-
term debt
including
current
portion
and
refinancin
costs

Increase

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2009

Broadwing Other
Level 3 Level 3 Level 3 Financial Non-
Communications, Financing, Communications, Services, Guarantor
Inc. Inc. LLC Inc. Subsidiaries  Eliminations  Total
(dollars in millions)
$ (142$ (369 $ (154) $ —$%$ 102: % — $ 357
- - (121) - (192) — (319
— — 2 — 3 — 5
— — — — 1 — 1
— — (119) — (18€) — (307
26¢ 274 — — — —  B42
(518) (6) 1) — (2 — (527



(decrease)
due from
affiliates,
net

Net Cast
Provided
by (Used
in)
Financing
Activities

Effect of
Exchange
Rates on
Cash and
Cash
Equivalent

Net Change
in Cash
and Cash
Equivalent

Cash and
Cash
Equivalent
at
Beginning
of Year

Cash and
Cash
Equivalent
at End of
Year

56C 99 15C (80¢) —
311 367 14¢ (811) 16
_ _ — 2 2
16¢ @ (124) 25 68
67 10 55E 13€ 76¢€
$ 23€ $ 8 $ 431 $ 161 $ $ 83€
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(16) Condensed Consolidating Financial Information(Continued)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2008

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

Net Cast

Provided

by (Used

in)

Operating

Activities $ 1499 @7H$ (159 $ Qs 1,09¢ $ — $ 413
Cash Flows

from

Investing

Activities:
Capital

expenditu — — (160) — (289) — (449
Proceeds

from sale

of

business

groups,

net — — — — 124 — 124
(Increase)

decrease

in

restricted

cash and

securities

net — — 3 — (8 — 5)
Proceed:

from sale

of

property,

plant and

equipmer — — 1 — 2 — 3
Other — — 2 — 4 — 6
Net Cast

Used in

Investing

Activities — — (154) — (167) —  (32))
Cash Flows

from

Financing

Activities:

Long-term

debt

borrowing

net of

issuance

costs 40C — — — — — 40C

Payments c
and
repurchas
of long-
term debt




including
current
portion
and
refinancin
costs

Increase
(decrease
due from
affiliates,
net

Other

Net Cast
Provided
by (Used
in)
Financing
Activities

Effect of
Exchange
Rates on
Cash and
Cash
Equivalent

Net Change
in Cash
and Cash
Equivalent

Cash anc
Cash
Equivalent
at
Beginning
of Year

Cash and
Cash
Equivalent
at End of
Year

(431) — — 1) () (43€)

24E 36C 282 2 (88¢) —

2 — — — — 2

21€ 36C 282 1 (899 (34)

— — (2 — (2 (4)

67 (17) (33 — 37 54

— 27 58¢ — 99 714

$ 67 10 $ 558§ — 13€ $ $ 76¢
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(17) Subsequent Events

In January 2011, in two separate transasfibevel 3 Communications, Inc. issued a tot&Gf#5 million aggregate principal amount of
11.875% Senior Notes due 2019 ("11.875% SeniorNdwe 2019"). The Company issued a portion oflit8 5% Senior Notes due 2019 to
investors at a price of 98.173% of their princigadount. The 11.875% Senior Notes will mature orrraly 1, 2019 and are not guaranteed by
the Company's subsidiaries. Interest on the natesias at 11.875% per year and is payable on Amild October 1 of each year, beginning
April 1, 2011.

A portion of the net proceeds from the offg was used to redeem all of the Company's audstg $196 million aggregate principal
amount of 5.25% Convertible Senior Notes due 2@81Hebruary 2011 at a price of 100.75% of the ppialcamount. In addition, approximate
$300 million was issued in exchange for all of @@mpany's outstanding aggregate principal amouits &6 Convertible Senior Discount
Notes due 2013. Upon completion of this exchangestction, all of the Company's outstanding 9% @€dible Senior Discount Notes we
retired, and there was $605 million aggregate jpadamount of the Company's 11.875% Senior Notres2019 outstanding.

The offering of the 11.875% Senior Notes wat originally registered under the Securitie$ #1933, as amended, and the 11.875%
Senior Notes may not be offered or sold in the &thibtates absent registration or an applicable ptiemfrom registration requirements. In
connection with the offering, the Company entergd a registration rights agreement pursuant teclwvhevel 3 agreed to file a registration
statement to exchange the offered notes with ndesrtbat are substantially identical in all matespects, and to use commercially
reasonable efforts to cause the registration setéto be declared effective no later than 270 ddtgs the issuance of the offered notes. The
11.875% Senior Notes were sold to "qualified ingiinal buyers" as defined in Rule 144A under thewsities Act of 1933, as amended, and
non-U.S. persons outside the United States undgulRon S under the Securities Act of 1933, asratad.

The Company expects to recognize a log&20fmillion in the first quarter of 2011 as a resilthe redemption of the 5.25% Convertible
Senior Notes due 2011 and exchange of the 9% CiiloleeBenior Discount Notes due 2013.

(18) Unaudited Quarterly Financial Data

Three Months Ended

March 31, June 30, September 30 December 31
2010 2009 2010 2009 2010 2009 2010 2009
(dollars in millions except per share data)
Revenue $ 91C $ 98C $ 90¢€ $§ 942 $ 91z $ 91€ $ 921 § 924
Gross Margir 527 573 534 547 544 52¢ 55€ 54¢
Operating Incom
(Loss) (41) 12 (28) (8) 17 (26) (%) (43)
Net Loss (236) (132 (169 (139 (169 (170 (52) (182
Loss per share
(Basic and
Diluted) $ (0.1 $ (0.0 $ (0.10 $ (0.0 $ (0.10 $ (0.1 $ (0.09 $ (0.11)
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(18) Unaudited Quarterly Financial Data (Continued)

Loss per share for each quarter is compusaty the weighted-average number of shares owlisiga during that quarter, while loss per
share for the year is computed using the weightedage number of shares outstanding during the ¥éas, the sum of the loss per share for
each of the four quarters may not equal the losslipare for the year.

In the first quarter of 2010, the Compaegagnized a $55 million loss on the early extingoient of debt associated with the tender offer
to repurchase the outstanding 12.25% Senior Notes Company also recognized a $4 million loss dytive second quarter of 2010 as a ¢
of the redemption of its 10% Convertible Seniorésodue 2011.

In fourth quarter of 2010, the Company grired a $93 million tax benefit primarily as auk®f releasing valuation allowances
associated with net operating loss carryforwardsifits foreign subsidiaries.
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Pursuant to the requirements of SectioorlB5(d) of the Securities Exchange Act of 1934, ribgistrant has duly caused this report to be

SIGNATURES

signed on its behalf by the undersigned, theredalp authorized, this 2% day of February, 2011.

Pursuant to the requirements of the Seeariixchange Act of 1934, this report has beenesidgrelow by the following persons on behalf

LEVEL 3 COMMUNICATIONS, INC.

By: /s/ JAMES Q. CROWE

Name:
Title:

of the registrant and in the capacities and orddtes indicated.

/sl WALTER SCOTT, JR.

Walter Scott, Jr

/sl JAMES Q. CROWE

James Q. Crow

/s/ SUNIT S. PATEL

Sunit S. Pate

/s/ ERIC J. MORTENSEN

Eric J. Mortense!

/sl R. DOUGLAS BRADBURY

R. Douglas Bradbur

/s/ DOUGLAS C. EBY

Douglas C. Eb

/sl JAMES O. ELLIS, JR

James O. Ellis, J

/sl RICHARD R. JAROS

Richard R. Jaro

Chairman of the Boar

Chief Executive Officer and Director

Executive Vice President and
Chief Financial Officer
(Principal Financial Officer

Senior Vice President and Controller
(Principal Accounting Officer)

Director

Director

Director

Director

James Q. Crow
Chief Executive Office

February 25, 201

February 25, 2011

February 25, 2011

February 25, 2011

February 25, 2011

February 25, 2011

February 25, 2011

February 25, 2011
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/s/ ROBERT E. JULIAN

Director February 25, 2011
Robert E. Julial

/s/ CHARLES C. MILLER, Ili Executive Vice President, Vice

Chairman and Director

February 25, 2011
Charles C. Miller, llI

/sl MICHAEL J. MAHONEY

Director February 25, 2011
Michael J. Mahone
/sl RAHUL N. MERCHANT
Director February 25, 2011
Rahul N. Merchan
/sl ARUN NETRAVALI
Director February 25, 2011
Arun Netravali
/s/ JOHN T. REED
Director February 25, 2011
John T. Reel
/sl MICHAEL B. YANNEY
Director February 25, 2011
Michael B. Yanne)
/s/ ALBERT C. YATES
Director February 25, 2011

Albert C. Yates
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Exhibit 12

STATEMENTS RE COMPUTATION OF RATIOS
STATEMENT REGARDING COMPUTATION OF RATIO OF EARNING TO FIXED CHARGES

LEVEL 3 COMMUNICATIONS, INC.

Fiscal Year Ended
2010 2009 2008 2007 2006
(dollars in millions)

Loss from Continuing Operations Before Ta $ (715 $ (617) $ (312) $ (1,168 $ (810
57C

Interest on Debt, Net of Capitalized Inter 58€ 59k 60¢ 67C
Amortization of Capitalized Intere — — 48 68 68
Interest Expense Portion of Rental Expe 69 68 68 63 44
Earnings (Losses) Available for Fixed Char $ (58 $ 46 $ 374 $ (428 $ (29
Interest on Dek $ 58 $ B9t $ 57C $ 60 $ 67C
Preferred Dividend — — — — —
Interest Expense Portion of Rental Expe 69 68 68 63 44
Total Fixed Charge $ 65 $ 66 $ 63t $ 672 $ 714

Ratio of Earnings to Fixed Charg — — — — —
Deficiency $ (719 $ (617) $ (264 $ (1,100 $ (742
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Exhibit 21
Significant Subsidiaries As of and for the Fiscal ¥ar ending December 31, 2010

Level 3 Communications, In
Level 3 Financing, Inc
Level 3 Communications, LL!
Broadwing, LLC
Broadwing Communications, LL
TelCove Operations, LLt¢
WilTel Communications, LLC
BTE Equipment, LLC
Level 3 International, Inc
Level 3 Holdings, B.V
Level 3 Communications Limited (Uk
Level 3 Communications GmbH (Germat
Level 3 Holdings, Inc

KCP, Inc.
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Exhibit 23
Consent of Independent Registered Public Accountingirm

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by reference irréggstration statements (Nos. 333-53914, 333-91833-68887, 333-71713, 333-115062,
333-125262, 333-153644, 333-154976, 333-156709;1888 93, and 333-162854) on Form S-3 and the ragish statements (Nos. 333-
79533, 333-42465, 333-68447, 333-58691, 333-52883115472, and 333-115751) on Form S-8 of LevebBimunications, Inc. of our
reports dated February 25, 2011, with respectéatnsolidated balance sheets of Level 3 Commuoitgtinc. and subsidiaries as of
December 31, 2010 and 2009, and the related cdiasetl statements of operations, cash flows, changsteckholders' equity (deficit), and
comprehensive loss for each of the years in treetgear period ended December 31, 2010, and tbetieness of internal control over
financial reporting as of December 31, 2010, whigborts appear in the December 31, 2010 annuattrepd-orm 10-K of Level 3
Communications, Inc.

/s KPMG LLP

Denver, Colorado
February 25, 2011
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Exhibit 31.1
CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. I have reviewed this annual report on Form 10-K@fel 3 Communications, Inc.;
2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or ométéde a material fa

necessary to make the statements made, in lighedafircumstances under which such statements wade, not misleading
with respect to the period covered by this report;

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

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainirsgldsure controls ar
procedures (as defined in Exchange Act Rules 18a)Hhd 15d-15(e)) and internal control over finaheporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tf@ registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and proceduies ¢tesigned und
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is
made known to us by others within those entitiestipularly during the period in which this rep@tbeing prepared;

b. Designed such internal control over financial réjpg;, or caused such internal control over finaheporting to be
designed under our supervision, to provide readeregsurance regarding the reliability of finanecegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C. Evaluated the effectiveness of the registrantelasire controls and procedures and presentedsimeport oul
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

d. Disclosed in this report any change in the regigtsanternal control over financial reporting tlaturred during th
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has
materially affected, or is reasonably likely to evally affect, the registrant's internal contrgko financial reporting; ar

5. The registrant's other certifying officer(s) anave disclosed, based on our most recent evaluatiorternal control ove
financial reporting, to the registrant's auditongl #he audit committee of the registrant's boardikgctors (or persons performi
the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradiofimancial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financial
information; and

b. Any fraud, whether or not material, that involvearmagement or other employees who have a signifrodain the
registrant's internal control over financial rejagt

Date: February 25, 2011

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Office

* Provide a separate certification for each princgadcutive officer and principal financial officef the registrant. See
Rules 13-14(a) and 15-14(a).
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Exhibit 31.2
CERTIFICATIONS*
I, Sunit S. Patel, certify that:
1. I have reviewed this annual report on Form 10-K@fel 3 Communications, Inc.;
2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or ométéde a material fa

necessary to make the statements made, in lighedafircumstances under which such statements wade, not misleading
with respect to the period covered by this report;

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

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainirsgldsure controls ar
procedures (as defined in Exchange Act Rules 18a)Hhd 15d-15(e)) and internal control over finaheporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tf@ registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and proceduies ¢tesigned und
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is
made known to us by others within those entitiestipularly during the period in which this rep@tbeing prepared;

b. Designed such internal control over financial réjpg;, or caused such internal control over finaheporting to be
designed under our supervision, to provide readeregsurance regarding the reliability of finanecegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C. Evaluated the effectiveness of the registrantelasire controls and procedures and presentedsimeport oul
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

d. Disclosed in this report any change in the regigtsanternal control over financial reporting tlaturred during th
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has
materially affected, or is reasonably likely to evally affect, the registrant's internal contrgko financial reporting; ar

5. The registrant's other certifying officer(s) anave disclosed, based on our most recent evaluatiorternal control ove
financial reporting, to the registrant's auditongl #he audit committee of the registrant's boardikgctors (or persons performi
the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradiofimancial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financial
information; and

b. Any fraud, whether or not material, that involvearmagement or other employees who have a signifrodain the
registrant's internal control over financial rejagt

Date: February 25, 2011

/s/ SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officel

* Provide a separate certification for each princgadcutive officer and principal financial officef the registrant. See
Rules 13-14(a) and 15-14(a).
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Exhibit 32.1

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

In connection with the Form 10-K of Leve€C8mmunications, Inc. (the "Company") for the yeaded December 31, 2010 as filed with
the Securities and Exchange Commission on thetdasof (the "Report”), I, James Q. Crowe, Chiefdtiwe Officer of the Company, certi
pursuant to 18 U.S.C. § 1350, as adopted pursadn®06 of the Sarbanes-Oxley Act of 2002, that:

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

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

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Officer
February 25 201
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Exhibit 32.2

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

In connection with the Form 10-K of Leve€C8mmunications, Inc. (the "Company") for the yeaded December 31, 2010 as filed with
the Securities and Exchange Commission on thehdaof (the "Report”), I, Sunit S. Patel, Chiefdnnial Officer of the Company, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursadn®06 of the Sarbanes-Oxley Act of 2002, that:

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

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

/s/ SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officer
February 25, 201
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